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MISCELLANEOUS TAX BILLS IV

WEDNESDAY, OCTOBER 31, 1979

U.S. SENATE,
COoMMIITEE ON FINANCE,
SUBCOMMITTEE ON TAXATION
AND DEBT MANAGEMENT GENERALLY,
Washington, D.C.

The subcommittee met, pursuant to notice, at 2:28 p.m., in room
2221, Dirksen Senate Office Building, Hon. Harry F. Byrd (chair-
man of the subcommittee) presiding.

Cth;‘esent: Senators Byrd, Nelson, Talmadge, Bentsen, Dole and
afee.

[The press release announcing this hearing and the bills S. 246,
S. 541, S. 555, S. 999, S. 1488, S. 1542, S. 1543, S. 1628, S. 1708, S.
1846 follow:]

{Press Release Oct. 17, 1979)

FINANCE SUBCOMMITTEE ON TAXATION AND DEBT MANAGEMENT
SETS HEARING ON MISCELLANEOUS TAX BILLS

. Senator Harry F. Byrd, Jr. (I., Va.) Chairman of the Subcommittee on Taxation

and Debt Management announced today that a hearing will be held on Wednesday,

October 31, 1979, on miscellaneous tax bills.

B Tll:; hearing will begin at 2:30 p.m. in Room 2221 of the Dirksen Senate Office
uilding.

The following pieces of legislation will be considered:

S. 246, sponsored by Senator Bentsen. The bill would permit taxpayers to exclude
from gross income up to $500 ($1,000 in the case of a joint return) of interest income
earned from a savings account.

S. 1488, sponsored by Senator Nelson. This bill would provide an exclusion from
gross income for interest earned from a savings account but only for that amount of
Interest that exceeds the amount earned the previous year. Up to $500 ($1,000 in the
case of a joint return) is the maximum amount excludible.

S. 1846, sponsored by Ser.ator Talmadge. This bill would raise the dividend exclu-
sion contained in present law from $100 to $250 and permits the exclusion to apply
to interest from savings accounts. .

S. 1628, sponsored by Senator Roth. The bill would provide an election for a
business to treat start up expenses as deferred expenses to be amortized over a 60-
month period. Revenue estimates are not available at this time. The measure would
benefit taxpayers ﬁinning a new business.

S. 1703, sponsored by Senators Chafee, Cochran, Matsunaga, Moynihan, Jepsen,
Ribicoff, Boren and Long. This bill would amend section 911 of the Internal Revenue
Code to 6&"’."“ American employees of charitable organizations the option of using
the $20,000 income tax exclusion now available only to corporate employees working
in remote camps. Revenue estimates on this measure are not available at this time.
'I‘ll)\e lgeasure will benefit employees of charitable organizations who are working
abroad.

-S. 541, sponsored by Senators Baker and Sasser. This bill would ;ermit executors
of an estate to elect the alternate valuation date (6 months after decedent’s death)
for estate assets even though the estate tax return is filed after the due date. This
measure would have nefgligible revenue effect. Although only one estate has been
identified as benefiting from this measure, the amendment would benefit any estate

$)]
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that wanted to elect the alternate valuation date but was not permitted to do so
because the estate tax return had already been file.

S. 999, sponsored by Senators Bentsen and Cochran. This bill would exempt
taxaﬁayers who make late payments of tax from penalties, provided the failure to
make payment was due to reasonable cause and not wiliful neglect. It is estimated
that this measure will reduce revenues by $14 million in fiscal year 1980 and by $25
million thereafter. This measure would benefit any taxpayer making a late payment
of tax due to reasonable cause.

S. 655, sfonsored by Senators Morgan, Baker, Sasser, Percy, Inouye, Schmitt,
Mathias, Riegle, McGovern, Ford, Cohen, Pell, Helms, Pressler, Durkin, Cochran,
Levin and Stewart. The bill would permit the owners of independent local
nwspapers to make tax deductible contributions to trusts established for the eventu-
al payment of estate tax. It is estimated that this measure would reduce revenues
by $10 million per year. The measure would benefit owners of- independent local

news rs.

S. f?fsf sponsored by Senators Nelson and Bentsen. This bill would defer current
Federal income tax on dividends reinvested in original issue stock of a company.
This bill would primarily benefit any stockholder receiving dividends from a
company.

Requests to testify.—Persons desiring to testify during this hearing must make
their ests to testify to Michael Stern, S Director, Committee on Finance,
Room , Dirksen Senate Office Building, Washington, D.C. 20510, not later than
the close of business on Wednesday, October 24, 1979.

Witnesses will be notified as soon as possible after this date as to when they are
scheduled to appear. If for some reason the witness is unable to appear at the time
scheduled, he may file a written statement for the record in lieu of the personal
appearance.

nsolidated.—The Subcommittee strongly urges all witnesses who have a
common position or the same general interest to consolidate their testimony and
designate a sin%lﬁsspokesman to rresent their common viewpoint orally to the
Subcommittee. This procedure will enable the Subcommittee to receive a wider
expression of views t| it mr?ht otherwise obtain Further, all witnesses should
exert a maximum effort to coordinate their statements.

Legislative Reorganization Act.—The Legislative Reorganization Act of 1946 re-
quires all witnesses atppearing before the Committees of Congress to “file in advance
written statements of their proposed testimony and to limit their oral presentations
to brief summaries of their argument.” In light of this statute, the number of
witnesses who desire to agﬁear before the Subcommittee, and the limited time
available for the hearing, witnesses who are scheduled to testify must comply
with the following rules.

1. All witnesses must include with their written statements @ summary of the
principal points included in the statement.

2. The written statements must be typed on lettersize liar;: (not legal size)
and at least 100 copies must be delivered to Room 2227 Dirksen Senate Office

Building not later than 5:00 p.m. on the day before the witness is scheduled to

appear.
5. Witnesses are not to read their written statements to the Subcommittee, but
are to confine their oral presentations to a summary of the points included in
the statement. -
4. No more than 5 minutes will be allowed for any oral summary.
Witnesses who fail to comply with these rules will forfeit their privilege to testify.
Written statements.—Persons not scheduled to make an oral presentation, and
others who desire to present their views to the Subcomnmittee, are urged to prepare
a written statement for submission and inclusion in the printed record of the
hearing. These written statements should be submitted to Michael Stern, Staff
Director, Senate Committee on Finance, Room 2227 Dirksen Senate Office Building,
Washington, D.C. 20510, not later than Friday, November 23, 1979.



96ra CONGRESS
18T SESSION S 246

To amend the Tnternal Revenue Code of 1954 to encourage greater individual
. savings.

IN THE SENATE OF THE UNITED STATES

JANUARY 29 (legislative day, JANUARY 135), 1979

Mr. BENTSEN introduced the following bill; which was read twice and referred to
the Committee on Finance

“A BILL

To amend the Internal Revenue Code of 1954 to encourage
greater individual savings. ’

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,

That part I of subchapter B of chapter 1 of the Internal

cluded from gross income) is amended by redesignating sec-

1

2

3

4 Revenue Code of 1954 (relating to items specifically ex-
5

6 tion 124 as 125, and by inserting after section 123 the fol-
1

lowing new section:



1
2

2

“8EC. 124. INTEREST.

“(a) IN.GEANE‘B.AL.-_—,In the case of an individual, gross

8 income does not include any amount received as interest or

4
b
8
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23

dividends on a time or demand deposit with—

(1) & commercial or mutual savings bank the de-

. posits and accounts of which are insured by the Feder-

al Deposit Insurance Corporation or which are other-
wise insured in accordance with the requirements of
the law of the State in which the bank is located,

‘“(2) a savings and loan association, building and
loan association, or similar aséociation, the deposits
and accounts of which are insured by the Federal Sav-
ings and Loan Insurance Corporation or which are oth-
erwise insured in accordance with the requirements of
the law of the State in which the association is locat-
ed, or

“(8) a credit union, the deposits and accounts of
which are insured by the National Credit Union Ad-
ministration Share Insurance Fund or which are other-
wise insured in accordance with the requirements of
the law of the State in which the credit union is locat-
ed.

“M) LiMITATION.—The amount of interest excluded

24 under subsection (a) for the taxable year shall not exceed
25 $500 ($1,000 in the case of a hushand and wife who make &

26 joint return under section 6013).”.
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3
8Eo. 2. The table of sections for part IIT of subchapter

B of chapter 1 of the Internal Revenue Code of 1954 is
amended by striking out the last item and inserting in lieu
thereof the following items:

“820. 124. Interest. ,
“8zo. 125. Cross references to other Acts.”.

Sec. 3. The amendments made by this Act apply to
taxable years beginning after December 31, 1978.
O



96T CONGRESS
18T SEBSION S ° 54 1

To amend the Internal Revenue Code of 1954 relating to estate taxes to provide
that the election to use the alternate valuation date may be made on a return
that is filed late.

IN THE SENATE OF THE UNITED STATES

Mazch 5 (legislative day, FEBRUARY 22), 1979

Mr. BAKER (for himself and Mr, SassER) introduced the following bill; which was
read twice and referred to the Committee on Finance

A BILL

To amend the Internal Revenue Code of 1954 relating to estate
taxes to provide that the election to use the alternate
valuation date may be made on a return that is filed late.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That (a) section 2032(c) of the Internal Revenue Code of .
1954 (relating to election of alternate valuation) is amended
to read as fo?lows:

“(¢) TiME oF ELECTION.—The election provided for in

this section shall be exercised by the executor on his return

W = O O B W N

not later than the time such return is filed.”.
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() EFFECTIVE DATE.—

(1) In 6ENERAL.—The amendment made by sub-
section (a) of this Aot shall appiy with i'espect to es-
tates of decedents dying after December 31, 1977.

(2) TRANSITIONAL RULE.—At the election-of an
executor (made within 90 days after the enactment of
this Act in such manner as the Secretary of the Treas-
ury or his delegate may by regulations prescribe), the
amendment made by subsection (a) of this Act shall
apply-with respect t‘o an estate of a decedent dying
before January 1, 1978, if an election under section
2032(c) of the Internal Revenue Code of 1954 (relating
to election of alternate valuation) had been indicated on
the first estate tax return filed with respect to the
estate of the decedent. If an election is made under
this paragraph and if the assessment of any deficiency
for estate tax is prevented on the date of such election,
or at any.time. within-90 days after such election, by
the operation-of any law, or-rule of law, such assess-
ment may, nevertheless, be made within 90 days after

such election.

o
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18T SESSION S ° 555

To amend the tax laws of the 'United States to encoursge the preservation of
independent local newspapers. :

IN THE SENATE OF THE UNITED STATES

MancH 7 (legislative day, FEBRUARY 22), 1979
Mr. MoRoAN (for himself, Mr. BsxeR, Mr. S8asser, Mr. Peroy, Mr. INOUYE,
Mr. SceMrrt, Mr. MATHIAS, Mr, RIEGLE, Mr. McGovERN, Mr, Forp, Mr.
ConeN, Mr. PeLy, Mr. HELus, Mr. PressLeR, Mr. DuskiN, Mr. Cocu-
RAN, Mr. LEvIN, and Mr. STEWART) introduced the following bill; which
was read twice and referred to the Committee on Finance

‘A BILL

To amend the tax laws of the United States to encourage the
preservation of independent local newspapers.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of Ameﬁ'ca in Congress assembled,
3 SECTION 1. SHORT TITLE: ETC.

4 (a) SuorT TITLE.—Thi8> Act may be cited as the “In-
5 dependent Local Newspaper Act of 1979".

6 (b) AMENDMENT OF 1954 CopE.—Except as otherwise

7 expressly provided, whenever in this Act an amendment or
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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.
(c) TABLE OF CONTENTS.—
TABLE OF CONTENTS
Sec. 1. Short title, ete.
(s) Short title. .
() Amendment of 1954 Code.
{c) Table of contents. N
Sec. 2. Certain advance estate tax payment trusts.
(a) In general,
(b) Clerical amendment.
(c) Technical and conforming amendments.
(d) Effective date.
Sec. 3. Extension of time for payment of estate tax where estate includes in-
terests in independent local newspapers.
(a) In general,
(b) Clerical amendment.
(¢) Technical and conforming amendments,
(d) Effective date.
SEC. 2, CERTAIN ADVANCE ESTATE TAX PAYMENT TRUSTS.

(a) IN GENERAL.—Subchapter F of chapter 1 (relating
to exempt organizations) is amended by adding at the end
thereof the following new part:

“PART VIII—CERTAIN ADVANCE ESTATE TAX
PAYMENT TRUSTS

““Sec. 529. Independent local newspaper advance estate tax payment
- trust.

“S8EC. 529. INDEPENDENT LOCAL NEWSPAPER ADVANCE
ESTATE TAX PAYMENT TRUST.
‘(a) REQUIREMENTS FOR QUALIFICATION.—A trust

created or organized in the United States for an individual
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3

1 who has an interest in an independent local newspaper busi-

2 ness shall constitute a trust qualified under this section if—

‘(1) the trust is created pursuant to a plan

" adopted by such independent local newspaper business;

“(2) the plan adopted requires the creation, for

. one or more individuals having an interest in such in-

dependent local newspaper business, of trusts for such
individuals conforming to the requirements of para-
graph (8) requires contributions to be made to such
trusts by such independent local newspaper business

during the period described in subparagraph (3)D) ex-

cluswely for the purpose descnbed in subpa.ragraph
(3XE) and lumts the aggregate ‘contributions to such

trusts for any taxable year to 50 percent of the taxable
income derived from the independent local newspaper
(determined as provided in subsection (e)); and

“(3) the written governing instrument _creating
each such trust meets the following requirements:

‘““(A) the contributions to and income of the
trust will be invested solely in obligations of the
United States of America except for cash on hand
or in bank accounts pending such investment;

“(B) the trustee is a bank (as defined in sec-
tion 401(d)(1)) or such other person who demon-

strates to the satisfaction of the Secretary that
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4
the manner in which such other person will ad-

minister the trust will be consistent with the re-
quirements of this section;

“(0) the assets of the trust will not be com-
mingled with other proi)erty except in a common
trust fund;

“(D) the contributions to the trust will be
made exclusively by such independent local news-
paper business during the lifetime of the individual
for whom such trust is created, and after his
death during the period (including any extension
period) prior to payment of the tax imposed;liy
section 2001;

‘“(E) the assets of the trust will be devoted
exclusively to the prompt pa);rnent of the tax im-
posed by section 2001 which is attributable to the
interest in such independent local newspaper busi-
ness includable in the gross estate of such individ-
ual, except to the extent of any e;xcess funding of
the trust; and

“(F) any excess funding of the trust will be
distributed to such individual if living or if de-
ceased to his estate within 65 days of the deter-

mination of such excess funding.
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“(b) LiMiTATION.—In the case of an individual whq has

an interest in more than 1 independent local newspaper busi-
ness, & trust qualified under this section may be created or
organized only with respect to the interest in 1 (and not more
than 1) such independent local newspaper business includable
in the gross estate of such individual.
“(c) DEFINITIONS AND SPECIAL RULES.—

“(1) DeriNiTiONS.—For purposes of this sec-
tion—

“(A) INDEPENDENT LOCAL NEWSPAPER
BUSINESS.—The term ‘‘independent local news-
paper business’” means—

“(i) a proprietorship which publishes an
independent local newspaper;

“(ii) a partnership which publishes an
independent local newspaper and which has
none of its outstanding partnership interests
traded in an established securities market; or

“(ii) a corporation which publishes an
independent local newspaper and which has
none of its outstanding capital stock traded
in an established securities market.

. . *(B) INTEREST IN AN INDEPENDENT LOCAL
.. . NEWSPAPEB BUSINESS.—The term ‘interest in an
independent-local newspaper business’ means— ...



© ® A B W D

B N NN DD D) ek et i ek et ped jmA ek ek b
O B W N = O P W AR WY = O

13

6
“(i) the interest of the proprietor in a
proprietorship described in subparagraph

(1XAX(i) to the extent the value of such inter- -

est is attributable to the independent local

newspaper published by such proprietorship;

“(ii) the interest of a partner in a part-
nership described in subparagraph (1XAXii)
to the extent the value of such interest is at-
tributable to the independent local newspaper
published by such partnership; or

“(iii) the stock of a corporation de-
scribed in subparagraph (1)}(A)(i) to the
extent the value of such stock is attributable
to the independent local newspaper published

by such corporation. .

“(C) INDEPENDENT LOCAL NEWSPAPER.—
The term ‘independent local newspaper’ means a
newspaper publication which is not one of a chain
of newspaper publications and which has all of its
publishing offices (containing its principal edito-
rial, reportorial, circulation, and business staff) in
é. single city, community, or metropolitan area, or,
on January 1, 1979, within one State.

‘(D) A OHAIN OF NEWSPAPER PUBLICA-

TIONS.—The term ‘a chain of newspaper publica-~
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tions' means 2 or more newspaper publications
which are not published in & single city, commu-
nity, or metropolitan area or, on January 1,
1979, within one State and are controlled,” direct-
ly or indirectly, by the same person or persons.

“(E) Excess FunpmNo.—The term ‘exqess

funding’ means the excess of the face value of the

~ assets of a trust qualified under this section over:

“(i) 70 percent of the value of the inter-
est in an independent local newspaper busi-
ness includable in the gross estate of the in-
- dividual for whom such trust was created; or

“(ii) in the case of a decedent, the tax

-imposed by.section 2001 which is attributa-

- ble to the .interest in an independent local
newspaper ‘business included in the gross
estate of such decedent.

‘“(F) ATTRIBUTABLE ESTATE TAX.—The
term ‘the tax imposed by section 2001 which is
attributable to the interest in an independent local
newspaper business’ means the excess of the tax
imposed by section 2001 over the tax which
would have been imposed if the interest in an i1}'_-
dependent local newspaper business had not been
included in' the gross estate of the Qecedent.
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“(2) Spec1AL Rures.—For purposes of this sub-

section— .

“(A) TIME FOB DETERMINATIONS.—Except
as otherwise provided by subsection (d) or (g)—
" “@i) in the case of an individual, all de-
terminations shall be made as of December

81 of each calendar year, and
“(ii) in the case of a decedent, all deter-
minations shall be made as of the time the
tax imposed by section 2001 is finally deter-

mined.

‘B) CONTROLLED GROUP OF CORPORA-

- TIONS.—In  applying - subparagraphs (1)(A)(Gii),
“(1)(C), and (1)(D) of subsection (c), if & corporation

is & member of a controlled group of corporations
(as defined by section 1563 but substituting the
phrase ‘50 percent’ for the phrase ‘80 percent’
each place appearing therein), the determination
whether such corporation is publishing an inde-
pendent ldcal newspaper shall be made by treat-
ing all members . of such controlled group as a

" single ‘corporation.’

" *(0) VALUR ATTRIBUTABLE TO INDEPEND-
ENT LOCAL NEWSPAPER.—In applying subpara-
graph (1XB) (ii) or (iii) of subsection (c), the deter-

-
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mination.of the value of an interest in a partner-

. ship or the stock of a.corporation which is attrib-

utable to an independent local newspaper shall,
except in the case of a decedent, be pwde by ap-
portioning the net fair market value of such inde-

pendent local newspaper (determined as a sepa-

rate going business concern) proportionately

among all the outstanding interests in such part-
nership or proportionately among all the outstand-

- ing shares of the capital stock of such corporation,

as the case may be, except that the apportion-
ment made to a partnership interest or corporate
preferred stock possessing limited equity participa-
tion rights shall not exceed such limited equity
participation rights. . _—
“(D) CERTAIN INDIREOT INTERESTS.—In
applying subparagraph (1XB) of subsection (c), if
an individual is the grantor of a trust which holds
an interest in an independent local newspaper
business and is treated as the owner of such inter-
est by section 671(a), or is the beneficiary of a
trust which holds an interest in an independent
local newspaper business and a deduction was al-

lowed with respect to such interest by section
2056(a), such individual shall be treated as
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-owning the interest held by such trust to the

extent such interest is includable in the gross

estate of such individual.

“(d) TAX TREATMENT OF QUALIFIED TRUST AND THE

- INDIVIDUAL FOR WHOM ESTABLISHED.—

‘1) EXEMPTION FROM TAX UNDER THIS

TITLE.—

“(A) QUALIFIED TRUST.—Any trust quali-
fied under this section is exempt from taxation
under this title except to the extent otherwise
provided by paragraph (2) of this subsection (d). ‘

“(B) INDIVIDUAL FOR WHOM ESTAB-
LISHED.—Except to the extent otherwise pro-
vided by paragraph (2) of this subsection (d), any
individual for whom there is created a trust quali- -
fied under this section, and the estate of any such
individual, is exempt from taxation under this title
with respect to—

“G) such trust and the contributions
made iao, the gross income earned by, and
the payments of the tax imposed by section
2001 made by, such trust in @cbrhnce with
its governing instrument, and

“(ii) the distributions, if any, made by

the independent local newspaper business to
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any cther persenn who has an interest in such
independent local newspaper business on ac-
count of the contributions made to such
trust. ' )
Any other person who has an interest in such in-
depeﬂdent local newspaper business shall also be
exempt from taxation under this title with respect
to such trust (including the contributions to, gross
income of, and payments made by such trust).
“(2) TERMINATION OF TAX EXEMPT STATUS.—
‘(A) EVENTS CAUSING LOSS OF QUALIFICA-
TION.—If a trust qualified under fhis section is
not administered in conformity with any of the re-
quirements specified in subsection (a) and the reg-
ulations prescribed by the Secretary to carry out
the - purposes of this section, then the trust shall
cease to be exempt from taxation under this title
and ghe assets of the trust shall be distributed to
the individual by or for-whom such trust was cre-

ated if he is then living.or if he is then deceased

 shall be distributed to his estate.

‘“(B) DISPOSITIONS AND OTHER EVENTS
CAUSING EXCESS FUNDING.—If at any time—
“(i) any part of the interest in an inde-

pendent local newspaper business is sold, ex-
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changed, or otherwise disposed of (other than
under the individual’s will or applicable law
of descent and distribution) or becomes
traded in an established securities market,
and such event results in the excess funding
of & trust qualified under this section;
“(ii) the local independent newspaper
ceases to be published or is sold or otherwise
disposed of or ceases to qualify as a newspa-
per publication which is not one of a chain of
newspaper publications; or
“(iii) there is for any other reason an
excess funding of a trust qualified under this
section;
then the amount of such excess funding shall be
distributed to the individual for whom such trust
was created if he is then living or if he is then
deceased shall be distributed to his estate.

“(C) TAXATION OF  DISTRIBUTED
AMOUNTS,—

“(i). INDIVIDUAL.—Any amount distrib-
uted to the individual for whom such trust
was created shall be included in the gross
income of such individual for the taxable
year of distribution.
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“(i)) ESTATE.—Any amount distributed

- to the estate of a decedent shall be included
in the gross income of the estate for the tax-
able year of distribution as an item of income
in respect of a decedent subject to section
691, and shall be included in the decedent’s
gross estate in determining the tax imposed
by section 2001, )

A}
“e) TaAx TREATMENT OF INDEPENDENT LOCAL

10 NEwWSPAPER BUSINESS.—

11
12
13
14
15
18
17
18
19
20
21
22

28 -
24,

‘(1) DEDUOTION FOR CONTRIBUTIONS.—Any
contribution made by an independent local newspaper
business to a trust qualified under this section in ac-

cordance with the terms of the governing instrument of

-such trust shall be deductible under section 162 pro-

vided such contribution is paid to the trust during the
taxable year and at a time when the trust is exempt
from taxation this title. For purposes of this paragraph, .
an independent local newspaper business shall be

deemed to have made a payment on the last day of the ‘
taxable year if the payment is on account of such tax-
able..year ‘and is not made later than the time pre-
seribed by~ law.--for.‘filing" the return’ for such taxable

-:year (imcluding extensions thiereof). . ... < .- LI
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*(2) LIMITATIONS ON DEDUCTION FOR CONTRI-

BUTIONS.—

“(A) Excess FuNDING.—No deduction
under section 162 shall be allowed for any contri-
bution to the extent such contribution results in
the excess funding of a trust qualified under this
section.

“(B) 50 PERCENT OF TAXABLE INCOME.—
No deduction under section 162 shall be allowed
for any contribution to the extent the aggregate
contributions made during the taxable year ex-
ceeds 50 percent of the taxable income derived
from such independent local newspaper (deter-
mined on a separated basis and without regard to
such contributions) for the taxable year.

“(3) REOAPTURE OF DEDUCTIONS FOR PRIOR
CONTRIBUTIONS,.—If at any time & trust qualified
under this section is required to make a distribution de-
scribed in paragraph (2) of subsection (d) and if an in-
dependent local newspaper business realized a tax
benefit as a result of prior contributions to such trust,
then such independent local newspaper business (and in
the case of a deceased proprietor his estate) shall in-
clude in its gross income for the taxable year ending
with or during the taxable year of such. distribution or
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if none, for the taxable year immediately preceding the
taxable year of such distribution an amount equal to
the lesser of— _
““(A) the amount required to be distributed
under paragraph (2), or -
"~ “(B) the prior contributions made to such
trust as to which a tax benefit was realized,

“(f) INADVERTENT Excorss FunpING.—If there is
excess funding of & trust qualified under this section for any
calendar year and such excess funding is due eolely to a de-
crease in, or to a good faith dispute concerning, the value of
the interest in an independent local newspaper business held
by or includable in the gross estate of the individual for
whom such trust was created, then the determination of the

amount of such excess funding shall be postponed to, and

‘ghall-be made as of, the last day of -the fifth calendar year

immediately following such calendar year (or in the event of
such individual’s earlier death, the date of the determination
of the tax imposed by section 2001) and the amount of any
excess fundling existing on the last day of such fifth calendar
year (or the date of such determination) shall be distributed to
such individual (or if he is then deceased shall be dist-ibuted
to his estate). o L

. “(g) Tax TREATMENT OF DisposTions BY. HEIR QR

LEGATEE.— . . ool i

. viiasans ! iy
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“(1) RECAPTURE OF ESTATE TAX BENEFITS.—

If, at any time within 15 years after the death of the
individual for whom a trust qualified uner this section
was created—

“(A) a trust described in subparagraph (2)(D)
of subsection (c), or any person receiving under
such individual’s will or applicable law of descent
and distribution, sells, exchanges, or otherwise
disposes of .any part of the interest in the inde-
pendent local newspaper business with respect to
which the qualified trust was created, or

“(B) the local independent newspaper is sold
or otherwise disposed of or ceases to qualify as a
newspaper publication which is not one of a chain
of newspaper publications,

then the estate tax of such individual shall be redeter-
mined, as of the date of such disposition or other
event, by including as part of the gross estate of such
individual an amount equal to the payment made by
such trust of the tax imposed by section 2001 which is
attributable in the case of such & disposition to the in-
terest disposed of, or in the case of any such other
event to the interest, in the independent local newspa-
per business included in the gross estate of such indi-
vidual. For purposes of this paragraph, the term “sells,
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R &
exchanges, or otherwise disposes of” does not in-
clude—

*(C) an exchange of stock pursuant to a plan
of reorganization described in subparagraph (E) or
(F) of section 368(a)(1), -

‘(D) a distribution or exchange of stock pur-
suant to & plan of reorganization described in sub-
paragraph (D) of seption 368(a)(1) or a distribu-
tion to which section 355 (or so much of section
356 as relates to section 355) applies by reason of
subsection (h), or

“(E) a transfer or distribution to an executor
or trustee, or by an executor or trustee, or a
person entitled to receive such interest, under a:
will, applicabie laws of descent and distribution or
governing trust instrument,

but the person receiving the interést in the independent
local newspaper business with respect to which such
qualified trust was created shall be subject to this sec-
tion,

“(2) EXTENSION OF PERIOD FOR ASSESSMENT
AND COLLECTIONS.—Any additional estate tax owing
as a result of such redetermination shall be immediate--
ly due and payable by the person making such disposi--

tion, or the persons holding the interest in the inde--
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~ pendent local newspaper business as of the date of

guch other event, as the case may be, and the periods

of limitations provided in sections 6501 and 6502 on

. -. the making of assessments and the collection by levy

or a proceeding shall with respect to any deficiency
(including interest and additions to the tax resulting
from such redetermination) include 1 year immediately

following the date on which the Secretary is notified of

.. “such disposition or other event in accordance with reg-

.. ulations -prescribed by the Secretary; and such assess-

ment and collection may be made notwithstanding any

_ provision of law or rule of law to the contrary.

“(3) PHASEOUT OF ANY ADDITIONAL ESTATE

TAX.—If the date of disposition or such other event

. occurs more than 120 months and less than 180

months after the death of such individual, the amount

_of any additional estate tax shall be reduced (but not

below zero) by an amount determined by multiplying
the amount of such tax (determined without regard to
this paragraph) by a fraction—

‘“(A) the numerator of which is the number
of full months after such individual’'s death in
excess of 120, and |

“(B) the denominator of which is 60.

“(h) SPIN-OFF OF UNRELATED BUSINESS.—



® @ =1 O O e W N =

10
11
12
13
14
15
16
17
18
19
20
21

22
23

24
25

26

" 19

(1) GENERAL REQUIREMENTS,—If an independ-
ent local newspaper business described in subparagraph
(1XAXiii) of subsection (c) adopts a plan described in
subsection (a) and is éngaged in the active conduct of a
trade or business in addition to the publication of an
indepe;ldent local newspapéf, each of which satisfies
the requirements of section 355(b)(2), then the distribu-
tion to its shareholders of stock of a controlled corpora-
tion (as defined in section 355(a)(1)(A)) engaged in the
active conduct of such other trade or business or of

such newspaper, so that the determination of the value

.of its stock attributable to its independent local news-

paper is facilitated, shall be treated as satisfying the
requirements of section 355(a)(1)(B) (including the re-
quired corporate business purpose) provided that the
following conditions are satisfied: -

‘“(A) The  distributee shareholders do not,
prior to the fifth anniversary of the date of distri-
bution, sell, exchange or otherwise dispose of the
stock of either the distributing corporation (as de-
fined in seetion 855(a)(1)(A)) or the controlled cor-

- poration exeept~—:- 7. il .7 o
© L"*(l) pursuant-to &- redemption described

" 7" in dection 303 or & plaii- of Feorganization dé-
scribed in’ section 368(a)(1) D), (E), or (),
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1 “(ii) by will or by the laws of descent or
2 distribution, or
3 “(iii) in the case of a distributee corpo-
4 ration or trust, by distribution to its share-
5 holders or beneficiaries;
6 ‘“(B) The distributee shareholders (including
7 the successors-in- interest to a deceased distribu-
8 tee shareholder and the shareholders or beneficia-
9 ries of a distributee corporation or trust) retain
10 control (as defined in secuon 368(c)) of the distrib-
11 uting corporation and controlled corporation
12 throughout the 5-year period ending on the fifth
13 anniversary of the date of distribution; and
14 “C) The distributing corporation and the
15 controlled corporation each continue to be en-
16 gaged in the active conduct of the trade or busi-
17 ness conducted on the date of distribution
18 throughout the 5-year period ending on the fifth
19 anniversary of the date of distribution, except for
20 a change of trade or business resulting from an
21 involuntary conversion, an order of a governmen-
22 tal regulatory agency or a contested or consent
23 order of any Federal court provided that such
24 trade or business is actively -conducted by the dis-
25 | tributing corporation or controlled corporation, as

“56-074 0 - 80 - 31
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the case may be, for the remainder of the 5-year
period ending on the fifth anniversary of such dis-
tribution, '

‘(2) EXTENSION OF PERIOD FOR ASSESSMENT

. AND COLLECTION.—If the ‘distributing corporation or

controlled corporation fails to meet the conditions con-
tained in subparagraph (1)XC) of this subsection (b) or xf
the distributee shareholders (including the successor-in-
interest to a deceased distributes shareholder and the
shareholders or beneficiaries of a distributee corpora-
tion or trust) fail to meet the conditions contained in
subparagraphs (1)(A) or (1)(B) of this subsection (h)
during any taxable year within 5 years from the date
of distribution, then the periods of limitations provided
in sections 6501 and 6502 on the making of an assess-
ment and the collection by levy or a proceeding shall,
with respect to any deficiency (including interest and
additions to the tax) resulting from such failure, include
1 year immediately following the date on which the
distributing corporation, the controlled corporation or a
distributee shareholder (including the successors-in-in-
terest to & deceased distributee shareholder and the
shareholders or beneficiaries of a distributee corpora-
tion or trust) notifies the Secretary of such failure in

accordance with regulations prescribed by the Secre-
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tary; and such assessment and collection may be made
notwithstanding any provision of law or rule of law to
the contrary.

“G) APPLICABILITY.—This section shall be applicable

to trusts created on or after January 1, 1979,

“() ReauraTiOoNs.—The Secretary shall prescribe

such regulations as may be necessary to the application of

this section. .

“(k) CROS8S REFERENCES.—

“(1) Basis.—See section 1023 concerning the
cérryover of the basis of an interest in an independent
local newspaper business as a result of payment of
estate tax by a trust qualified under this section. |

“(2) EsTaTE TAX.—See section 2048 relating to
the exclusion from the gross estate of & decedent of a -
trust qualified under this section. ' _

“(3) INCOME IN RESPECT OF DECEDENT.—See .
section 691 relating to the taxation of income in re-
spect of a decedent.”.

() CLericAL AMENDMENT.—The table of parts for

subchapter F of chapter 1 is amended by addmg at the end
theteof the following new itern:

" Part VIIL. Certain advance estate tax payment trusts.”.

(c) TECHNICAL AND CONFORMING AMENDMENTS.—
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(1) AMENDMENT OF SECTION 1023(0).—The first
sentence of subparagraph (c) of section 1023 (relating
to increase in carryover basis of appreciated property
for estate taxes) is amended by striking out “The” and
inserting in lieu thereof “Except as provided in subsec-
tion (i), the”.

(2) AMENDMENT OF SECTION 1023()1).—The
first sentence of paragraph (1) of section 1023(d) (relat-
ing to the $60,000 minimum for the aggregate basis
for carryover basis property) is amended by striking

out “If"” and inserting in lieu thereof “Except as pro-

" vided in subsection @), if”.

(3) AMENDMENT OF SECTION 1023(H)(2).—The

first sentence of paragraph (2) of section 1023(h) (relat-

ing to adjustments to basis for December 31, 1976,

fair market value) is amended by striking out “If—"

~ and inserting in lieu thereof “Except as provided in

subsection (i), if-—"". |
(4) AMENDMENT OF SECTION 1023(.—Subsec-
tion () ‘of section 1023 (relating to regulations) is
amended by redesignating subsection () as (), and by
inserting after subsection (h) the following new subsec-
tion: '
“@) There shall be no increase under

the provisions of this section in the basis of
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1 an interest in an independent local newspa-
2 per business (as defined by section 529) to
3 the extent that payment of the tax imposed
4 by section 2001 attributable to such interest
5 is paid by a trust qualified under section
6 529.”.
i (5) AMENDMENTS TO SUBTITLE B.— 4
8 (A) Section 2002_ (relating to liability for
9 payment of estate taxes) is amended by étriking
10 out “executé;.” and inserting in lieu thereof “ex-
11 ecutor except to the extent paid by an independ-
12 ent local newspaper advance estate tax payment
13 trust as provided by section 529.”.
14 (B) Section 2013 is amended by adding at
15 the head thereof the following new subsection:
16 “(h) Tax Imposep UNDER SECTION 2046 oN CEE-

17 TaIN INDEPENDENT Locau NEwSPAPER ADVANCE Tax
18 PAYMENT TrusTS.—For purposes of this section, if section
19 2046 applies to exclude any property from the gross estate of
20 the transferor and an additional tax is imposed with respect -
21 to such property under section 259(g)—

22 “(1) the additional tax imposed by section 529(g)
23 shall be treated as a Federal estate tax payable with

24 respect to the estate of the transferor; and
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“(2) the value of such property and the amount of

the taxable estate of the transferor shall be determined

as if section 2046 did not apply with respect to such
property.”. ’

(C) Part ITI of subchapter A of chapter 11 of

subtitle B (relating to gross estate) is amended by

adding at the end thereof the following new sec-

tion:

“SEC. 2046. EXCLUSION OF NEWSPAPER TRUST.

“Notwithstanding any other provision of law, the value

of the gross estate shall not include the value of any interest
of the decedent at the time of his death in, or any tax pay-
ments made by, an independent local newspaper advance
estate tax payment trust to the e.xbent provided by section
529.”, '

(6) CLERICAL AMENDMENT TO SUBTITLE B.—
The table of sections for part III of subchapter A of
chapter 11 of subtitle B is amended by adding at the
end thereof the following new item:

“Sec, 2048. Exclusion of newspaper trust."”.

(d) EFFECTIVE DATE.—The amendments made by this

21 section shall apply with respect to taxable years ending after
22 January 1, 1979,
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SEC. 3. EXTENSION OF TIME FOR PAYMENT OF ESTATE TAX

WHERE ESTATE INCLUDES INTEREST IN INDE-
PENDENT LOCAL NEWSPAPER.

(2) IN GENERAL.—Subchapter B of chapter 62 (relating
to extension of time for »pgy'men_lt.of estate tax) is amended by
adding after section 6166A the following new section:

“SEC. 6166B. EXTENSION OF TIME FOR PAYMENT OF ESTATE
TAX WHERE ESTATE INCLUDES INTEREST IN IN-
DEPENDENT LOCAL NEWSPAPER..

‘(a) EXTENSION PERMITTED.—If an interest in an in-
dependent local newspaper business is included in tl;(;%ross
estate of a decedent who.was (at the date of his death) a
citizen or resident of the United States, the executor may
elect to pay, in 2 or more (but not exceeding 10) equal in-
stallments, part or all of the tax imposed by seétion 2001
attributable to the interest in 1 (but not more than 1) such
independent local newspaper business. Any such election
shall be made not later than the time prescribed by section
6075(a) for filing the return of such tax (including extensions
thereof), and shall be made in such manner as the Secretary
shall by regulations prescribe. If an election under this sec-
tion is made, the provisions of this subtitle shall apply as
though the Sécfeta.ry were: eitending the time for payment of
the tax.
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1 ‘() LivrraTION,—The maximum amount of tax which

2 may be paid in installments as provided in this section shall

3 be—

4 ‘(1) the excess of the amount of tax imposed by

5 section 2001 over the tax which would have been im-

6__ posed if the interest in an independent local newspaper

1 business had not been included in the gross estdte of
8 the decedent, reduced by

9 “(2) all payments of ’the tax imposed by section
10 2001 which are made by an independent local newspa-
11 per advance estate tax payment trust described in sec-
12 tion 529 at or before the time prescribed by section

13 6075(a) for filing the return of such tax (including ex-

14 tensions thereof).

15 “(c) DEFINITIONS AND SPECIAL RULES.—

16 “(1) DerFiNiTIONS.—For purposes of this sec-
17 tion—

18 ‘“(A) INDEPENDENT LOCAL NEWSPAPER
19 BUSINESS.—The term ‘independent local newspa-
20 per business’ means—
21 ‘ “(i) a proprietorship which publishes an
22 | independent local newspaper; .-

23 “(ii) & partnership which publishes an

24 independent local newspaper and which has



W 0 a3 & - b W DO e

i~ ™ S W O Wy
St B WO e O

17
18
19
20
21
22

28 -

35

28

none of its outstanding partnership interests

traded in an established securities market; or

“(iii) & corporation which publishes an
independent local newspaper and which has
none of its outstanding capiial stock txladéd
in> an established securities market.

“(B) INTRREST IN AN INDEPENDENT LOCAL

NEWSPAPER BUSINESS.—The term ‘interest in an

independent local newspaper business’ means—

“(@) the inter;ast of the proprietor in a
propriet;orsln'p described in subparagraph
(1)(A)G) to the extent the value of such inter-
est is attributable to the independent local
newspaper published by such prbpﬁ%ﬁp;

. ;'(ii) the interest of a partner in a part- |
nership described in subparagraph (1)(A)Gi)
to the extent the value of such interest is at-
tributable to the ind~pendent local newspaper
published by such partnership; or

“(iii) the stock of a corporation de-
scribed in subparagraph (1)(A)iii) to | the
extent the value of such stock is attributable
to the-independent-local newspaper published

7% by siich corporation: ¢ -
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“(C) INDEPENDENT LOCAL NEWSPAPER,—

~ The term ‘independent local newspaper’ means a

newspaper publication which is not one of a chain
of newspaper publications and which has all of its
publishing offices. (contaiﬁing its principal edito-.
rial, reportorial, circulation, and business staff) in
a single city, community or metropolitan ares, or,
on January 1, 1979, within 1 state.

“D) A CHAIN' OF NEWSPAPEE PUBLICA-
TIONS.—The term ‘a chain of newspaper publica-
tions’ means two or more newspaper publications
which are not published in a single city, commu-
nity, or mefropolitan area or within one state, and
are controlled, directly or indirectly, by the same

person or persons.

. “(2) SPECIAL RULES.—For purposes of this sub-

section—

‘“(A) TIME FOR DETEBMINATIONS.—Except
as otherwise provided by paragraph (8) of subsec-
tion (g), all determinations éhall be made as of the
time immediately before the decedent’s death.

“(B) CONTROLLED GROUP OF CORPORA-
TIONS.—In applying subparagraphs (1)}(AXiii),
(1)(C), and (1)(D) of subsection (c), if a corporation

is & member of a controlled group of corporations
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(as defined by section 1563 but substituting the
phrase ‘50 pércent’ for the phrase ‘80 percent’
each place appearing therein), the determination
whether such corporation is publishing an inde-
pendent local newspaper shall be made by treat-
ing all members of such controlled group of corpo-
rations as & single corporation,

‘“(C) CERTAIN INDIRECT INTERESTS.—In
applying subparagraph (1)(B) of subsection (c), if
an individual is the grantor of a trust which holds
an interest in an independent local newspaper
business and is treated as the owner of such inter-
est by section 671(a), or is the beneficiary of a
trust which holds an interest in an independent
local newspaper business and a deduction was al-
lowed with respect to such interest by section
2056(a), such individual shall be treated as
owning the interest held by such trust to the
extent such interest is includable m the gross
estate of such individual.

“(d) DATE FOR PAYMENT OF INSTALLMENTS.—If an
election is made under subsection (a), the first installment
shall be paid on or before the date selected by the executor
which is not more than 5 years after the date prescribed by
section 6151(a) for payment of the tax, and each succeeding
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installment shall be paid or; or before the date which is 1 year
after the date prescribed by this subsection for payment of
the preceding installment.

“(e) PRORATION OF DEFICIENCY TO INSTALL-
MENTS.—If an election is made under subsection (a) to pay
any part of the tax imposed by section 2001 in installments
and a deficiency has been assessed, the deficiency shall (sub-
ject to the limitation provided by subsection (b)) be prorated
to such installments. The part of the deficiency so prorated to
any installment the date for payment of which has not ar-
rived shall be collected at the same time as, and as a part of,
such installment. The part of the deficiency so prorated to
any installment the date for payment of which has arrived
shall be paid upon notice and demand from the Secretary.
This subsection shall not apply if the deficiency is due to
negligence, to intentional disregard of rules and regulations,
or to fraud with intent to evade tax.

“(0 INTEREST.—II the time for payment of any amount
of tax has been extended under this séction, interest shall be
payable under section 6601 on any unpaid portion and shall
be paid—

“(1) for the period prior to the firsf installment
payment date selected by the executor, annually on
each anniversary of the date prescribed by section

6151(a) for payment of the tax; and
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“(2) commencing with the first installment pay-
ment date selected by the executor, annually on each
anniversary of the date prescribed by section 6151(s)
for payment of the tax.
Interest, on that part of a deficiency prorated under this sec-
tion to any installment the date for payment of which has not
arrived, for the period before the date fixed for the last in-
stallment preceding the assessment of the deficiency, shall be
paid upon notice and demand from the Secretary.

“(g) ACCELERATION OF PAYMENT.—

“(1) D18POSITION OF INTEREST.—If any part of
the interest 'in an independent local newspaper business
is sold or ?xchanged or otherwise disposed of (including
by means of a distribution), then the extension of time
for payment of tax provided in this section shall cease
to apply with respect to the tax attributable to the in-
terest sold, exchanged or otherwise disposed of and
any unpaid portion of such tax shall be due and pay-
able upon notice and demand by the Secretary. The
tax attributable to such interest shall bear the same
proportion to the total tax as to which an extension
has been granted as the value of the interest so dis-

- posed of bears to the total value of the interest &s to

which such extension has been granted.
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‘(2) TERMINATION OF STATUS OF INDEPENDENT

LOCAL NEWSPAPER.—If any part of the interest in the

“independent local newspaper business becomes traded

in an established securities market, or if the independ-
ent local newspaper ceases to be published or is sold or

otherwise disposed of or ceases to qualify as a newspa-

" per publication which is not one of a chain of newspa-

per publications, the unpaid portion of the tax payable

~ in-installments shall be due and payable upon notice

and demand from the Secretary.

“(3) FAILURE TO PAY INSTALLMENT.—If ahy in-

_ stallment under this section is not paid on or before the

date fixed for .its payment by this section (including

. . any extension of time for the payment of such install-

* _ment), the unpaid portion of the tax payable in install:

ments shall be paid upon notice and demand from the
Secretary.

“(4) EXCEPTIONS.—

“(A) Subparagraph (1) does not apply to an

exchange of stock pursuant to 5, plan of reorgani-

- 2ation described in subparagraph (E) or (F) of sec-

tion -368(a)1), but any stock received in such an

exchange shall be treated for purposes of such -

subparagraph as an interest qualifying under sub-

section (a).
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1 ‘“(B) Subparagraph (1) does not apply to a
2 distribution of stock pursu;mt to a plan of reorga-
3 nization described in subparagraph (D) of section
4 368(af1) or a distribution to which section 355
b (or so much of section 356 as relates to section
6 355) applies by reason of section 529(g).
7 “%(C) Subparagraph (1) does not apply to a
8 transfer of property of the decedent by the execu-
9 tor to a person entitled to receive such property
10 under the decedent’s will or under the applicable
11 law of descent and distribution.
12 “(h) AppLicABILITY.—This section shall be applicable
13 to decedents who die after January 1, 1979. .
14 “() ReeuraTIONS.—The Secretary shall prescribe
15 such regulations as may be necessary to the application of
16 this section.
17 “(j) Cross REFERENCES.—
18 (1) SecuBiTY.—For authority of the Secretary
19 . to require security in the case of an extension under
20 this section, see section 6165. ‘
21 “(2) LieN.—For .special lien (in lieu of bond) in
22 - the case of an extension under this section, see sectibn-

23 . 6324A.
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‘“(3) PER1IOD OF LIMITATION.—For extension of

the period of limitation in the case of an extension
under this section, see section 6503(d).

“(4) INTEREST.—For provisions relating to inter-
est on _tax payable in installments under this section,
see subsection (j) of section 6601."”.

(b) CLERICAL AMENDMENT.—The table of sections for

subchapter B of chapter 62 is amended by adding after sec-
tion 6166A the following new item;

“Sec. 6166B. Extension of time for payment of estate tax where
estate includes interest in independent local news-
- paper.”,
(c) TECHNIOAL AND CONFORMING AMENDMENTS,—
(1) Section 6166A(b) is amended by striking out
“The maximum” and inserting in lieu thereof ‘No

election may be made undar this section if an election

“under section 6166 or 6166B applies with respect to

the estate of such decedent, and the maximum”.

(2) The following provisions are each amended by
striking out “or 6166A" at each place appearing
therein and inserting in lieu thereof ‘‘6166A or
6166B"—

(A) section 2204(a);

- (B) section 2204(b);
(C) section 2204(0);
(D) section 6324A(a);
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(E) section 6324A(cX2);
(F) section 6324A(e)X1);
(G) section 6324 A(e)(3);
(H) section 632:2A(e)}(4); and
‘(T) section 6503A(d).

(8) Section 6166(a)(4) is'as amended by striking
out section 81664 at each place appearing therein and
inserting in lieu thereof ‘“6166A or 6166B”.

(4) The following provisions are each amended by
striking out “section 6166” at each place appearing
therein and inserting in lieu thereof ‘“‘sections 6166 or‘
6166B"—

(A) section 6601(j)(1);
> (B) section 6601(}2)(B); and
(C) section 8601(j)3).

(5) The following provisions are each amended by
striking out “or 6166A(h)” at each place appearing
therein and inserting in lieu thereof ‘“6166A(h), or
6166B(g)"—

(A) section 6324 A(dX8); and
(B) section 6324A(d)(5).

(6) The heading of section 6324A is amended by

striking out “OR 61664" and inserting in lieu thereof

“6166A, OR 81868B™.- -~ ~ ="' ..
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(7) The heading of subsection (j) of section 6601
is amended by striking out “SECTION 6166” and in- .
serting in lieu thereof “SECTIONS 6168 OR 6186B".

(d) ErFeCTIVE DATE.—The amendments made by this

5 section shall apply with respect to the estates of decedents

6 dying after January 1, 1979
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18T SESSION N 999

To amend the Internal Revenue Code of 1954 with respect to interest payments
on nonpayments of tax.

IN THE SENATE OF THE UNITED STATES

APRIL 24 (legislative day, APRIL 9), 1979

Mr. BenTSEN and Mr. CocHRAN introduced the following bill; which was read
twice and referred to the Committee on Finance

‘ A BILL

"o amend the Internal Revenue Code of 1954 with respect to
interest payments on nonpayments of tax.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That subsection (a) of section 6601 of the Internal Revenue
Code of 1954 (relating to interest on underpayment, nonpay-
ment, or extension of time for 'fayment of tax) is amended to
read as follows:

“(a) GENERAL RULE.—If any amount of tax imposed

by this title (whether required to be shown on a return, or to

© 0 3 O Ot B W N

be paid by stamp or by some other method) is not paid on or



@ =3 O Ot B W N

46

2

before the last date prescribed for payment, unless it is
shown that such failure is due to reasonable cause and not
due to willful neglect, interest on such amount at an annual
rate established under section 6621 shall be paid for the
period from such last date to the date paid.”.
SEC. 2. EFFECTIVE DATE.

The amendments made by this Act apply with respect
to taxable years beginning after December 31, 1977.



96TH CONGRESS ’
18T SESSION ° 1488

To amend the Internal Revenue Code of 1954 to provide for the partial exclusion
of interest from gross income.

IN THE SENATE OF THE UNITED STATES

JuLy 12 (egislative day, JUNE 21), 1979

Mr. NeLSON introduced the following bill; which was read twice and referred to
the Committee on Finance

A BILL

To amend the Internal Revenue Code of 1954 to_prlovide for the
partial exclusion of interest from gross income.

1 Be it enacted by the Senate aﬁd House of Representa-
2 tives of the Uniled States of America in Congress assembled,
8 That (a) section 116 of the Internal Revenue Code of 1954
4 (relating to partial exclusion of dividends received by individ-

5 uals) is amended—

8 (1) by insertig “AND INTEREST” after
7 “DIVIDENDS” in the headmg of such sectlon, and '
8- U Y o) by stnkmg out subsection (a) and inserting m

!... [

g - Hou theteot the follbwmg
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“(a) ExoLusioN FrRoM GROSS INCOME.—

“(1) IN GENERAL.—Gross income does not in-
clude amounts received during the taxable year by an
individual as—

‘“(A) dividends from domestic corporations,
and |

“(B) interest or dividends on savings deposits
or withdrawable savings accounts from a bank (as
defined in section 581) or a savings institution de-
scribed in section 591.

For purposes of this paragraph, interest or dividends
described in subparagraph (B) which are credited to the
account of an individuai shall be treated as received on
the day on which they are so credited.

“(2) LIMITATIONS, —

“(A) DivipEnps.—For purposes of para-
graph (1)(A), dividends shall be taken into account
only to the extent that the dividends do not
exceed $100.

- “(B) INTEREST.—For purposes of paragraph
(1)(B), interest or dividends described in such
paragraph shall be taken into account—

“(i) only to the extent the interest and
dividends received by the taxpayer during

the taxable year exceed such interest or divi-
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dends received by the taxpayer during the

preceding taxable year, and
“(ii) then, only to the extent that the
excess described in clause (i) does not exceed

“7$100.”. _

(b)(1) Section 116(b) of such Code is amended by strik-
ing out “Subsection (a)” and inserting in lieu thereof ‘‘Sub-

section (a)(1)”.

(2) Section 116(c) of such Code is amended—
(A) by striking out paragraph (1), and
(B) by inserting “and interest” after ‘‘dividends”

each place it appears in pﬁrlagraph (3.

(8) Section 118(d)(1) of such Code is amended by insert-
ing “and interest” after ‘“‘dividends”.

(4) The table of sections for part IIT of subchapter B of
chapter 1 of the Internal Revenue Code of 1954 is amended
by inserting “and interest” after “‘dividends” in the item re-
lating to section 116. _

(c) EFFECTIVE DATE.—The amendments made by this
Act shall apply to taxable years beginning after Decémber

81, 1979.



II

96tH CONGRESS
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To amend the Internal Revenue Code of 1954 to provide for a $100 exclusion of
interest from gross income and to increase the amount of the dividend
exclusion and provide an additional interest exclusion if the dividends and
interest are reinvested.

IN THE SENATE OF THE UNITED STATES

Jury 18 (leéislalive day, JuNE 21), 1979

Mr. PeRoY introduced the following bill; which was read twice and referred to the
Committee on Finance

A BILL

To amend the Internal Revenue Code of 1954 to provide for a
$100 exclusion of interest from gross income and to in-
crease the amount of the dividend exclusion and provide an
additional interest exclusion if the dividends and interest are
reinvested.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
" 3 That (s) section 116 of the Internal Revenue Code of 1954
4 (relating to partial exclusion of dividends received by individ-

5 uals) is amended—
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1 (1) by inserting ‘“AND INTEREST” after

2 “DIVIDENDS"” in the heading of such section;

3 (2) by striking out subsection (a) and inserting in
4 lieu thereof the following:

5 “(a) ExcLusioN FroM Gross INCOME.—Gross

6 income does not include amounts received during the taxable

7 year by an individual as—

8 ‘(1) dividends from domestic corporations—

9 “(A) to the extent that the dividends do not
10 exceed $100, and
11 “(B) to the extent that the dividends exceed
12 $100 but do not exceed $500, if such dividends
13 constitute qualified dividends; and

14 “(2) dividends or interest on a time or demand de-
15 posit with a bank (as defined in section 581), a savings
16 institution described in section 591, or a credit union
17 insured under Federal or State law—

18 “(A) to the extent that the amount of inter-
19 est or dividends does not exceed $109, and
20 N “(B) to the extent that the amount of inter-
21 est exceeds $100 but does not exceed $500, if
22 such dividends or interest constitute qualified divi-
23 dends or interest.

24 For purposes of this subsection, dividends or interest de-

25 scribed in paragraph (2) which are credited to the account of
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1 an individual shall be treated as received on the day on which

2 so credited.”; and

3
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(3) by adding at the end thereof the following new
subsection:
“(e) QUALIFIED DIVIDENDS OR INTEREST.—

“(1) IN GeENERAL.—For purposes of subsection
(2)(1)(B) or (2)(B), the term ‘qualified dividends or in-
terest’ means that portion of the excess of dividends or

interest described in such subsection which the taxpay-

er, promptly upon receipt of the dividend or interest—

“(A) uses to purchase stock in a domestic
corporation the dividends of which are excludible
under subsection (a), or

“(B) uses to make a time or demand deposit
the interest or dividends on which are excludible
under subsection (a). _
“(2) NET INVESTMENT LIMITATION.—No amount

of dividends or interest received during any taxable
year shall be treated as qualified dividends or interest
if as of the last day of such taxable year the invest-
ment base of the taxpayer is less than the sum of-—

“(A) the investment base of the taxpayer as
of the first day of the taxable year, plas

“(B) the amount of dividends or interest ex-

cludible from gross income for such taxable year
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as qualified dividends or interest (determined

without regard to this pararaph).”.

“(8) INVESTMENT BASE.—For purposes of this
subsection, the term ‘investment base’ means an
amount equal to the sum of—

“(A) the amount' of the adjusted basis (within
the meaning of section 1011) of all stock in do-
mestic corporations held by the taxpayer, and

“(B) the amount of money in all time or
demand dej)osits of the taxpayer with institutions
described in subsection (a)(2).”.

(b)(1) Section 116(b) of such Code is amended by strik-
ing out ‘“Subsection (a)’" and inserting in lieu thereof “Sub-
section (a)(1)"'.

(2) Section 116(c) of such Code is amended—

(A) by striking out paragraph (1), and

(B) by inserting “and interest” after “‘dividends”
each place it appears in paragraph (3).

(8) Section 116(d)}(1) of such Code is amended by insert-
ing “‘and interest” after ‘‘dividends”.

(4) The table of sections for part IIT of subchapter B of
chapter 1 of the Internal Revenue Code of 1954 is amended
by inserting “and interest” after ‘““dividends” in the item re-
lating to section 116.

(c) The amendments made by this section shall apply to
taxable years beginning after December 81, 1979,
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Relating to tax treatment of qualified dividend reinvestment plans.

IN THE SENATE OF THE UNITED STATES

JuLy 19 (egislative day, JUNE 21), 1979

Mr. NELsON (for himself and Mr. BENTSEN), introduced the following bill; which
was read twice and referred to the Committee on Finance

A BILL

Relating to tax treatment of qualified dividend reinvestment
plans.

- Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That section 305 (relating to distributions of stock and stock

rights) is amended by redesignating subsection (e} as subsec-

1
2
3
4
5 tion (f) and by inserting after subsection (d) the following new
6 subsection: '

7 “(e) QUALIFIED DIVIDEND REINVESTMENT PLANS.—
8 “(1) IN GENEBAL.—Subject to the limitation
9 under paragraph (2) if a shareholder makes an election

10 under paragraph (7), a distribution of stock under a
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qualified dividend reinvestment plan shall be considered

to be & distribution of stock of a corporation made by
such corporation to its shareholders with respect to its
stock under sul;section (a), and subsection (b} shall not
apply.

“(2) LiMITATION.—The amount of any distribu-
tion excluded from gross income by any taxpayer under
subsection (a) by reason of paragraph (1) shall not
exceed $1,500 per year ($3,000 in the case of a joint
return under section 6013).

“(3) Basis AND HOLDING PERIOD.—Notwith-
standing any other provision of this title, the basis of
stock received as a distribution pursuant to a qualified
dividend reinvestment plan by a shareholder who
makes an election under paragraph (7) shall be zero
and the holding period of such stock shall commence
on the date of such distribution.

“4) DisposITions.—Under regulations pre--

. scribed by the Secretary, if a shareholder sells common

stock of a corporation within 1 year following the re-
ceipt of stock described in paragraph (3) of the same
corporation, the stock so sold shall be deemed to be

the stock so described commencing with the first.

shares received during said 1-year period.
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‘(5) DEFINITION OF QUALIFIED DIVIDEND REIN-

VESTMENT PLAN.—The term ‘qualified dividend rein-
vestment plan’ means a plan under which the common
and/or preferred shareholders of a domestic corpora-
tion (other than a regulated investment company) who
elect to participate in such plan receive a distribution
otherwise payable in property only in shares (including
fractional shares) of authorized but unissued common
stock of the corporation which common stock is pursu-
ant to such plan (i) designated by the board of- directors
of the corporation as issued for purposes of tilis subsec-
tion and (i) priced at not less than 95 per centum of
fair market value as of the date of distribution,

“(6) PRESUMPTION.—If a corporation, or a
member of its.‘affiliated g_roup’ within the meaning of
section 1504(a), has purchased or purchases its
common stock within 1 year of making a distribution
pursuant to a dividend reinvestment plm;, such distri-

bution shall be presumed not to have been made pursu-

. ant to a qualified dividend reinvestment plan. Under

regulations prescribed by the Secretary the corporation
may establish that it had a business purpose for pur-
chasing such stock which is not inconsistent with the
intent of this subsection, in which event the distribu-

tion will not be disquslified hereunder.
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‘(1) SHAREHOLDER ELECTION.—Pursuant to

regulations prescribed by the Secreﬁv, a shareholder
may elect to have paragraph (1) apply to any distribu-
tion of stock described therein by making such election
on the shareholder’s Federal income tax return on
which such distribution is reported.”

Sec. 2. ErrFecTive DATE.—This amendment shall

8 apply with respect to distributions made on or after January
9 1, 1980.
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To impose a windfall profit tax on domestic crude oil.

IN THE SENATE OF THE UNITED STATES

Augusr 1 (legislative day, JUNE 21), 1979

Mr. Hagr introduced the following bill; which was read twice and referred to the
Committee on Finance

A BILL

To impose a windfall profit tax on domestic crude oil.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 SECTION 1. SHORT TITLE; AMENDMENT OF 1954 CODE.
4 (a) SHORT T1TLE.—This Act may be cited as the “Old
5 Oil Adjustment Tax and New Oil Deregulation Act of 1979”.
6 . (b) AMENDMENT OF 1954 CopE.—Except as otherwise
7 expressly provided, whenever in this Act an amendment or
8 repeal is expressed in terms of an amendment to, or repeal of,
9 a section or cther provision, the reference shall he considered
10 to be made to & section or other provision of the Internal
11 Revenue Code of 1954.
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SEC. 2. WINDFALL PROFIT TAX.

(a) IN GENEBAL.—

{1) AMENDMENT OF SUBTITLE D.—Subtitle D

(relating to miscellaneous excise taxes) is amended by

adding at the end thereof the following new chapter:
“CHAPTER 45—WINDFALL PROFIT TAX ON
DOMESTIC CRUDE OIL

ll'sec'
“Sec.
l‘sec.
“seo.
"SOO.

“SO(!.
“Bec.

49886.
4987,
4988.
4989.
49890,
4991,

4992,
4993.

Imposition of tax.

Amount of tax.

Taxable crude oil; the 3 tiers for tax purposes. -

Windfall profit; removal price.

Adjusted base price.

Newly discovered oil; certain Alaskan oil; tertiary re-
covery projects.

Other definitions and special rules.

Records and information; regulations.

“SEC. 4986, IMPOSITION OF TAX.

“(a) IMPOSITION OF TAX.—An excise tax is hereby im-

posed on the windfall profit from taxable crude oil removed

from the premises during each taxable period.

“(b) TAx PAamp BY PRODUCER.—The tax imposed by

this section shall be paid by the producer of the crude oil.

“(c) EXEMPTION FOR SMALL PRODUCERS.—

“(1) In 6ENERAL.—The tax imposed by subsec-

tion (a) for any taxable period shall not apply to any

person whose qualified production during such period

does not exceed the product of—
“(A) 3,000 barrels, multiplied by
“(B) the number of days during such taxable

period.
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(2) ALLOCATION AMONG RELATED PERSONS,—

‘“(A) In the case of persons who are mem-
bers of the same related group during that period,
the 3,000 barrel amount contained in paragraph
(1) for days during such period shall be reduced
for each person by allocating 3,000 barrels among
all such persons in proportion to their respective
qualified production during such period.

“(B) ReLATED GROUP.—For purposes of
subparagraph (A), the term ‘related group’
means-— '

“@i) a controlled group of corporations
(as defined in section 813A(c)(8)(D)(¥)),

“(ii) a group of entities among which an
allocation would be made under subpara-
graph (B) of section 613A(c)(8), and

“(ii)) members of the same family (as
defined in section 613A(c)(8)(D)(iii)) and any
corporation, trust or estate 50 percent or
more of the beneficial interest in which is
owned (directly or through the application of
section 267(c)) by members of such family.
“(C) SpeorAL BRULE.—If an entity is a

member of more than 1 related group for any

period, the determination of the entity’s allocation
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under subparagraph (A) shall be made by refer-
ence to the related group which results in the
smallest allocation to such entity.
‘4) QUALIFIED PRODUOTION DEFINED.—For
purposes of this subsection—

“(A) IN GENERAL.—A person's qualified
production during any taxable period is the
number of barrels of taxable crude oil—

“(i) which are removed from the prem-
ises during such taxable period, and

“(ii) with respect to which such person
would be liable for the tax imposed by sub-
section (a) (determined without regard to this
subsection).

“(B) PRODUCTION FROM TEANSFERRED
PROPERTY.—

“G) IN GENERAL.—In the case of a
transfer (including the subleasing of a lease)
after 1978 of an interest (including an inter-
est in a partnership or trust) in any proven
oil or gas property, the qualified production
of the transferee (or sublessee) shall not in-
clude any production attributable to such

interest.
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“(ii) SPECIAL RULES.—For purposes of

clause (i)—

“(I) The term ‘proven oil or gas
property’ has the same meaning as
when used in section 613A(c)(9)(A).

“(ID Rules similar to the rules of
section 613A(c)(9)(B) shall apply.

“SEC. 4987. AMOUNT OF TAX.

“(a) IN GeNRRAL.—Except as provided in the provision
referred to in subsection (b), the amount of the tax imposed
by section 4986 with respect to any barrel of taxable crude
oil shall be— ‘

‘(1) in the case of tier 1 and tier 2 oil, 100 per-
cent of the windfall profit on such barrel, and

‘2) in the case of tier 3'oil, 60 percent of the
windfall profit on such barrel.

“(b) ProvisION PROVIDING FOR 50 PERCENT RATE.—
For provision providing tax rate of 50 percent in the case of
Sadlerochit oil, see section 4991(b){1)(A).

‘(0) FRAOTIONAL PART OF BARREL.—In the case of a
fraction of a barrel, the tax Aimposed by section 4986 s*all be
the same fraction of the amount of such tax imposed on a

whole barrel.
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1 “SEC.'4988. TAXABLE CRUDE OIL; THE THREE TIERS FOR TAX
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PURPOSES.
“(a) TaxaBLE CRUDE O1L.—For purposes of this

chapter, the.term ‘taxable crude oil’ means all domestic crude

oil other than—

“(1) qualified -Alaskan oil (within the meaning of

- section 4992(b)(6)), and

“(2) newly discovered oil and incremental tertiary
oil. T

“(8) stripper oil.
“(b) Trer 1 Om.—For purposes of this chapter, the

term ‘tier 1 oil’ means domestic crude oil which—

“(1) is lower tier oil, or

“(2) would be lower tier oil if the base production
conﬁol level for such oil were reduced for January
1980 and each month thereafter by 1% percent (in-
stead of 3 percent).

For purposes of paragraph (2), the base production control
level shall be determined under the June 1979 energy regu-
lations as if the producer had elected the 1% percent month-
ly reduction for 1979 and the 3 percent monthly-reduction
thereafter.

“(c) TR 2 Om.—For purposes of this chapter, the

term ‘tier 2 oil’ means upper tier oil other than—

“(1) oil described in subsection (b}2),
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1 *(2) Sadlerochit oil (within the meaning of section

2 4991(b)(3)).

3 “(d) Ter 8 Om.—For purposes of this chapier, the

4 term ‘tier 3 oil’ mesns taxable crude oil other than tier 1 oil

5 and tier 2 oil.

6 ‘(e) Lower AND UPPER TIERS.—For purposes of this

T chapter—

8 ‘1) LoweR TIER O1L.—The term ‘lower tier oil’

9 means domestic crude oil which is or would be subject
10 to the lower tier ceiling price rule of the June 1979
11 energy regulations. ’
12 “(2) UppERr TIER OIL.—The term ‘upper tier oil’
13 means domestic crude oil which is or would be subject
14 to the upper tier ceiling price rule of the June 1979
15 energy regulations.
16 ‘(8) MARGINAL PROPERTY PROVISIONS DISRE-
17 GARDED.—The determination of whether crude oil is
18 or would be lower tier oil or upper tier oil shall be
19 made without regard to the provisions of the June
20 1979 energy regulations which provide for a different
21 base production control level for marginal propertios.
22 “SEC. 4989. WINDFALL PROFIT; REMOVAL PRICE.
23 ‘“(a) GENERAL RULE.—For purposes of this chapter,

24 the term ‘windfall profit’ means the excess of the removal

25 price of the barrel of crude oil over the sum of —
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‘(1) the adjusted base price of such barrel, and
*“(2) the amount of the severance tax uijustment
with respect to such barrel provided by section
4992(d).
“®b) Ner INcOME LIMITATION ON WINDFALL

PrOFIT.—

‘(1) IN GENERAL.—The windfall profit on any
barrel of crude oil shall not exceed the net income at-
tributable to such barrel.

‘“(2) DETERMINATION OF NET INCOME.—For
purposes of paragraph (1), the net income attributable
to a barrel shall be determined by dividing—

“(A) the taxable income from the property
for the taxable year attributable to taxable crude
oil, by

“(B) the number of barrels of taxable crude
oil produced from such property during such tax-
able year.

“(8) TAXABLE INCOME FROM THE PROPERTY.——
For purposes of paragraph (2)—

“(A) IN oNERAL—Except as otherwise
provided in this paragraph, the taxable income
from the property shall be determined under sec-
tiox; 61§(a).
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“(B) CERTAIN DEDUCTIONS NOT AL-
LOWED.—No deduction shall be allowed for—
“(i) depletion,
“(ii) section 263(c) costs, and
“(iii) the tax imposed by section 4986.
“(C) TAXABLE INCOME REDUCED BY COST
DEPLETION.—Taxable income shall be reduced by
the cost depletion which would have been allow-
able for the taxable year with respect to the prop-
erty if—
“@) all section 263(c) costs had been
capitalized and taken into account in comput-

ing cost depletion, and

“(ii) cost depletion had been used with

respect to such property for all periods.

‘(D) SeoTION 2638(c) cosTs.—For purposes
of this paragraph, the term ‘section 263(c) costs’
means intangible drilling and development costs
which (by reason of an election under section
263(c)) may be deducted as expenses for purposes
of this chapter (other than this paragraph). Such
term shall not include costs incurred in drilling a
nonproductive well.

‘(4) SPECIAL RULES FOR TRANSFERS OF

PROVEN OIL OR GAS PROPERTIES.—
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“(A) IN GENERAL.—In the case of any
proven oil or gas property transfer which, but for
this subparagraph, would result in an increase in
the amount determined under paragraph (3XC)
with respect to the transferee, paragraph (8)}(C)
shall be applied with respect to the transferee by
taking into account only costs incurred during pe-
riods after such transfer. ‘

“(B) PROVEN OIL OR GAS PROPERTY
TRANSFER.—For purposes of subparagraph (A),
the term ‘proven oil or gas property transfer’
means any transfer (including the subleasing of a
lease) after 1978 of an interest (including an in-
terest in a partnership or trust) in any proven oil
or gas property (within the meaning of section
613A(cHIKA)).

“(5) SPECIAL RULE WHERE THERE IS PRODUC-
TION PAYMENT.—For purposes of paragraph (2), if
any portion of the taxable crude oil removed from the
property is applied in discharge of a production pay-
ment, the gross income from such portion shall be in-
cluded in the gross income from the property in com-
puting the taxable income of the producer.

“(c) ReMovAL PrICE.—For purposes of this chapter—
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“(1) IN 6ENEBRAL.—Except a8 otherwise provided
in this subsection, the term ‘removal price’ means the
amount for which the barrel is sold.

“(2) SALES BETWEEN BELATED PERSONS.—In
the case of a sale between related persons (within the
meaning of section 103(bX6XC)), the removal price
gshall not be less than the constructive sales price for
purposes of determining gross income from the prop-
erty under section 613.

“(3) O REMOVED FROM ‘PBEMIBES BEFORE
SBALE.—If crude oil is removed from the premises
before it is sold, the removal price shall be the con-
structive sales price for purposes of determining gross
income from the property under section 613.

“(4) REFINING BEGUN ON PREMISES.—If the
manufacture or conversion of crude oil into refined
products begins before such oil is removed from the
premises—

“(A) such oil shall be treated as removed on
the day such manufacture or conversion begins,
and

‘“(B) the removal price shall be the construc-
tive sales price for purposes of determining gross

income from the property under section 613.
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“(6) MEANING OF TERMS.—AS usged in this sub-
section, the terms ‘premises’ and ‘refined product’ have
the same meaning as when used for purposes of deter-
mining gross income from the property under section

613.

“SEC. 4990. ADJUSTED BASE PRICE.

“(a) ApjusTED BASE PrICE DEFINED.—For purposes
of this chapter, the term ‘adjusted base price’ means the base
price for the barrel of crude oil plus an amount equal to—

‘(1) such base price, multiplied by
“(2) the inflation adjustment for the calendar
quarter in which the crude oil i8 removed (or deemed
removed) from the premises. ‘
The amount determined under the preceding sentence shall
be rounded to the nearest cent.

“(b) INFLATION ADJUSTMENT.—

“(1) IN GENERAL.—For purposes of subsection

(a) the inflation adjustment for any calendar quarter is

the percentage by which—

" “YA) the implicit price deflator for the gross
national product for the second preceding calendar
quarter, exceeds '

“(B) such deflator for the calendar quarter
ending December 31, 1978 (June 30, 1979, in
the case of tier 3 oil). )
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‘42) FIRST REVISION OF PRICE DEFLATOR
UsED.—For purposes of paragraph (1), the price defla-
tor used shall be the first revision thereof.
“(c) Base Price For Tier 1 Om.—For purposes of

1
2
3
4
5 this chapter, the base price for tier 1 oil is the lower tier
6 ceiling price (as of May 1979) for such oﬁ under March 1979
7 energy regulations.

8 “(d) Base PricE FOR TIER 2 Om.—For purposes of
9 this chapter—

10 “(1) IN GENERAL.—Ezxcept as provided in pars-
11 graph (2), the base price for tier 2 oil is the upper tier
12 ceiling price (as of May 1979) for such oil under March
13 1979 energy regulations. _

14 “(2) MONTHLY INCREMENTS STARTING NOVEM-
15 BER 1, 1986.—Beginning with November 1988, the
16 base price for tier 2 oil of any grade and location shall
17 include such monthly increments as may be provided
18 = pursuant to regulations prescribed by the Secretary
19 (and modified by him from time to time) for the pur-
20 - pose of eliminating (as ratably as may be practicable)
21 over the 50 month period ending Deceﬁber 31, 1990,
22 the gap between the tier 2 base price for such oil and
23 the tier 3 basa price for such oil. .

24 “(e) BAase PrtcE FOR TIER 3 Om.—For purposes of
25 this chapter, the base price for tier 8 oil is the price provided
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pursuant to regulations prescribed by the Secretary for the
purpose of estimating (as nearly as may be practicable) the
price at which uncontrolled crude oil of the same grade and
location would have sold in December 1979 if the average
landed price during such month for imported crude oil were
$16 a barrel.

“SEC. 4991. NEWLY DISCOVERED OIL; TERTIARY RECOVERY

PROJECTS; CERTAIN ALASKAN OIL.

“(a) NewrLy Discoverep Om. DerINEp.—For pur-
poses of this chapter (including the application of the June
1979 energy regulations for purposes of this chapter)—

(1) IN GENERAL.—Except as otherwise provided
in this subsection, the term ‘newly discovered oil’ has
the meaning given to such term by the June 1979
energy regulations.

“(2) ReoPENINGS.—The term ‘newly discovered
oil’ does not include crude oil produced from a property
from which there has been any production of crude oil
after 1969 and before 1979. For purposes of this para-
graph, the term ‘property’ has the meaning given to
such term by the June 1979 energy regulations.

‘“(3) BEHIND-THE-PIPE OIL.—The term ‘newly
discovered oil’ does not include crude oil produced from

& reservoir on a tract or parcel if—
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“(A) the reservoir was penetrated after 1969

and before 1979 by a well (on such tract or-

parcel) from which crude oil was produced

(whether or not such production was from such

reservoir), and

“(B) crude oil could have been produced
from such reservoir through such well before
1979.

‘“(4) PRODUCTION MUST HAVE BEEN IN COM-
MERCIAL QUANTITIES.—For purposes of paragraphs
(2) and (3), only production in commercial quantities
shall be taken into account.

“() AvasgaN Om FroM SapLerocHIT RESER-
voIs.—For purposes of this chapter—

“1) IN GENERAL.—In the case of Sadlerochit
oil—

“(A) RATE oF TAX.—The rate of tax pro-
vided in section 4987(a)(2) shall be 50 percent in-
stead of 60 percent.

“(B) Base PBIOE.—The base price shall be
$17.50.

“(C) ADJUSTED BASE PRICE INCREASED BY
TAPS ADJUSTMENT.—The adjusted base price for

~ any calindar quarter (determined without regard
to this subsection) shall be increased by the
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TAPS adjustment (if any) for such quarter pro-
vided by paragraph (2).

“(D) REMOVAL PRICE DETERMINED ON
MONTHLY BASIS.—The removal price of such oil
removed during any calendar month shall be the
average of the producer’s removal prices for such
month.

‘“(E) SEVERANCE TAX ADJUSTMENT NOT
TO _APPLY.—The amount of the windfall profit,
shall be determined without regard to section
4989(a)2).

“(2) TAPS ADJUSTMENT.—
“(A) IN GENERAL.—The TAPS adjustment
for any calendar quarter is the excess (if any) of—
‘(i) $6.26 plus the product of $6.26 and
the inflation adjustment, over
“(ii) the TAPS tariff for the preceding
calendar quarter.

“(B) INFLATION ADJUSTMENT.—For pur-
poses of subparagraph (A), the inflation adjust-
ment shall be determined under section 4990(b) as
if paragraph (1)(B) thereof referred to the calendar
quarter ending June 30, 1978.

“(C) TAPS TARIFF.—For purposes of sub-
paragraph (A), the TAPS tariff for the preceding
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calendar quarter is the average per barrel amount

paid for all transportation (ending in such quarter)

of crude oil through the TAPS.

‘(D) TAPS periNEDp.—For purposes of this
paragraph, the term ‘TAPS’ means the Trans-
Alaskan Pipeline System.

‘“(8) SADLEROCHIT OIL DEFINED.—The term
‘Sadlerochit oil’ means crude oil produced from the
Sadlerochit Reservoir in the Prudhoe Bay oilfield.

“(c) INCBREMENTAL TERTIARY OIL.—For purposes of
this chapter—

“(1) INCBEMENTAL TERTIARY OIL DEFINED.—

“(A) In GENERAL.—The term ‘incremental
tertiary oil’ means the excess of—

“(@) the amount of crude oil which is re-
moved during any montﬁ and which is pro-
duced on or after the project beginning date
and during the period for which a qualified
tertiary recovery project is in effect on the
property, over

“(ii) the base level for such property for
such month.

“(B) BAsE LEVEL.—The base level for any
property for any month is the average monthly
amount (determined under rules similar to rules
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used in determining the base production control

level under the June 1979 energy regulationsf. of
crude oil removed from such property during the
6-month period ending March 31, 1979, reduced
by the sum of— ‘

“@) 1 percent of such amount for each
month which . begins after 1978 and before
the project beginning date, and

‘“(ii) 2% percent for each month (after
the last month described in clause (i) or, if no
such month, after 1978) which is before the
month for which the base level is being de-
termined.

“(0) MINIMUM AMOUNT IN CASE OF PROJ-
EOCTS CERTIFIED BY DOE.—In the case of a
project described in paragraph (8)(A), the amount
of the incremental -tertia.ry oil shall not be less
than the incremental production determined under
the June 1979 energy regulations.

“(2) ALLoocaTioNn RULES.—The determination of

which barrels of crude oil removed during such month
are incremental tertiary oil shall he made—

“(A) first by allocating the amount of incre-
mental tertiary oil between oil which (but for this
subsection) would be tier 1 oil, oil which (but for
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1 the subsection) would be tier 2 oil, and oil which

2 (but for this subsection) would be tier 3 oil in pro-

8 portion to the respective amounts of such oil re-

4 moved from the property during such month, and

6 “(B) then by taking into account barrels of

6 crude oil so removed in the order of their respec-

1 tive removal prices beginning with the highest of

8 such prices.

9 “(3) QUALIFIED TERTIARY RECOVERY PROJ-
10 BOT.—The term ‘qualified tertiary recovery project’
11 means-—

12 “(A) a qualified tertiary enhanced recovery
13 project with respect to which a certification as
14 such is in effect under the June 1979 energy reg-
15 ulations, or

16 “(B) any project for the tertiary recovery of
17 crude oil which meets the requirements of para-
18 graph (4).

19 ‘“(4) REQUIREMENTS.—A project meets the re-

20 quirements of this paragraph if—

21 ‘“(A) the project involves the application (ih
22 accordance with sound engineering principles) of
28 - one or more tertiary recovery methods which can

24 reasonably be expected to result in a significant
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increase in the amount of crude oil which will ul-
timately be recovered from the property,

“(B) the project would be uneconomic with-
out the benefits of this subsection,

“(C) the project beginning date is after May
1979, and

“(D) the operator submits (at such times and
in such manner as the Secretary may by 1egula-
tions prescribe) to the Secretary—

‘) a certification from a petroleum en-
gineer that the project meets the require-
ments of subparagraphs (A), (B), and (C)
(and continues to meet the requirements of
subparagraph (A)), and

‘(i) such other information as the Sec-
retary may by regulations require.

‘“(5) DEFINITIONS AND SPECIAL RULES.—For
purposes of this subsection—
‘(A) TERTIARY RECOVERY METHOD.—The
term ‘tertiary recovery method’ means—

“(i) any method which is described in
subparagraphs (1) through (8) of section
212.78(c) of the June 1979 energy regula-

tions, or



© 0O A O N A W D

e S S S o Y Sy S
O @ I D G W DN e O

20
21
22
23
24
25

78

21

*“(ii) any other method to provide terti-

ary enhanced recovery which is approved by
the Secretary.

“(B) PROJECT BEGINNING DATE.—The term
‘project beginning date’ means the date on which
the application of the method or methods referred
to in paragraph (4{A) begin.

‘“(C) PROJECT ONLY AFFEOTS PORTION OF
PROPERTY.—If a qualified. tertiary. recovery proj-
ect affects only & portion of a property, such por-
tion shall be treated as a separate property.

‘(D) SIGNIFICANT EXPANSION TREATED A8
SEPARATE PROJECT.—A significant expansion of
any project shall be treated as a separate project.

‘(d) STRIPPER OIL.—For purposes of this chapter, the
term ‘stripper oil’ has the same meaning as such term is de-
fined in the June 1979 energy regulations.

“SEC. 4992. OTHER DEFINITIONS AND SPECIAL RULES.

“(a) PRODUCER.—

“(1) IN GENERAL.—For purposes of this chapter,
the term ‘producer’ means the holder of the economic
interest with respect to the crude oil.

‘2) EXCEPTION IN CASE OF CERTAIN SPECI-
FIED AMOUNT PRODUCTION PAYMENTS.—If & portion

of the crude oil removed from a property is applied
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during the taxable year in partial or complete dis-

- charge of a production payment which—

“(A) is not limited by time or to a specified
number of units, but
“(B) will be fully discharged only when a
specified dollar amount (plus interest or other
charges, if any) has been received by the holder of
the production payment, |
then the holder of the economic interest from which
the production payment was created (rather than the
holder of the production payment) shall be treated as
the producer of such portion.

“M) OrHErR DEFINITIONS.—For purposes of this

chapter—

“(1) Crupe oiL.—The term ‘crude oil’ has the
meaning given to such term by the June 1979 energy
regulations.

“(2) BaABReL.—The term ‘barrel’ means 42
United States gallons.

*8) DomEesTIC.—The term ‘domestic’, when
used with respect to crude oil, means crude oil pro-
duced from an oil well located in the United States or

in & possession of the United States.
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“(4) UNITED STATES.—The term ‘United States’

has the meaning given to such term by paragraph (1)
of section 638 (relating to Continental Shelf areas).

“(5) POSSESSION OF THE UNITED STATES.—The
term ‘possession of the United States’ has the meaning
given to such term by paragraph (2) of section 638.

“(6) QUALIFIED ALASKAN OIL.—The term ‘quali-
fied Alaskan oil’ means any crude oil produced from a
well north of the Arctic Circle other than Sadlerochit
oil.

“(7) TaxaBLE PERIOD.—The term ‘taxable
period’ means each calendar quarter beginning after
December 31, 1979. '

“(8) ENERGY REGULATIONS.—

“(A) IN 6ENERAL.—The term ‘energy regu-
lations’ means regulations prescribed under sec-
tion 4(a) of the Emergency Petroleum Allocation
Act of 1973, as amended.

‘“‘B) MARCH 1979 ENERGY REGULA-
TIONS.—The March 1979 energy regulations
shall be the terms of energy regulations as such
terms existed on March 1, 1979.

“(C) JUNE 1879 ENERGY REGULATIONS.—

The June 1979 energy regulations—
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“(i) shall be the terms of energy regula-
tions as such terms existed on June 1, 1979,
and ‘

“(ii) shall be treated as including final
action taken pursuant thereto before June 1,
1979, and as including action taken before,
on, or after such date with respect to incre-
mental production from qualified tertiary en-
hanced recovery projects.

‘(D) CONTINUED APPLICATION OF REGULA-

TIONS AFTER DECONTROL.—Energy regulations

shall be treated as continuing in effect without

regard to decontrol of oil prices or any other ter-
mination of the application of such regulations.
“(c) PurcHASER CoLLEOTS Tax.—If the removal of
any taxable crude oil is determined under section
4989(c)1)—

“(1) the tax imposed by section 4986 with respect
to such crude oil shall be collected by the purchaser of
such crude oil by deducting the amount of such tax
from amounts payable for such oil,

“(2) the producer shall not be required to file a\n
return of the tax imposed by section 4986 with respect
to such oil, and
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. *(3) the producer shall be treated as having paid
the amount of tax collected by the purchaser on the
due date prescribed by section 6076 for filing the

return for the taxable period in which such oil was re-

In determining the amount to be collected under paragraph
(1), section 4989(b) shall not apply.

1
2
3
4
5 moved from the premises.
6
1
8 “(d) SEVERANCE TAx ADJUSTMENT.—For purposes of
9

this chapter—
10 “(1) In GENERAL.—The severance tax adjust-
11 ment with respect to any barrel of crude oil shall be
12 the amount by which—
13 _ “(A) any severance tax imposed with respect
14 to such barrel, exceeds | .
15 “(B) the severance tax which would have
16 been imposed if the barrel had been extracted and
17 sold at its adjusted base price.
18 “(2) LIMITATION ON AMOUNT OF SEVERANCE
19 TAX.—The amount of severance tax taken into ac-
20 count under paragraph (1) shall not exceed the amount
21 which would have been imposed under the State law in
22 effect on March 81, 1979.
23 “(e) SrECIAL RULES FOR P08T-1978 TRANSFERS OF

24 ProOPERTY.—In the case of a transfer after 1978 of any por-
25 tion of a property, for purposes of this chapter (including the
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1 application of the June 1979 energy regulations for purposes
2 of this chapter), after such transfer—

8
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“(1) -crude oil produced from any portion of such
property shall not constitute stripper oil or newly dis-
covered oil if such oil would not be so classified if the
property had not been divided, and

“(2) the allocation of the base production control
level among portions of the property shall be made
under regulations prescribed by the Secretary.

“() ExeMpTION FOR CERTAIN INTERESTS HELD BY

STATE OB LOCAL GOVERNMENTS.—

“(1) In GENBRAL.—If—

“(A) an economic interest in crude oil is held
by a State or political subdivision thereof, or by
an educational institution which is an agency or
instrumentality of any of the foregoing, and

“/(B) under the applicable State or local law,
all of the net income received pursuant to such in-
terest is dedicateC to public education,

then no tax shall be imposed by section 4986 with re-
spect to crude oil properly allocable to such interest.
For purposes of this paragraph, the term ‘net income’
means gross income reduced by production costs, and
severance taxes of general application, allocable to

such interest.
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‘“(2) AMOUNTS PLACED IN CERTAIN PERMANENT

FUNDS TREATED AS DEDICATED TO PUBLIC EDUCA-

TION.—The requirements of paragraph (1B) shall be

treated as met with respect to any net income which,

under the applicable State or local law, is placed in a

permanent fund the earnings on which are dedicated to

public education.
“SEC. 4993. RECORDS AND INFORMATION; REGULATIONS.

“(a) RECORDS AND INFORMATION.—Each taxpayer
liable for tax under section 4986, each partnership, trust, or
estate producing domestic crude oil, each purchaser of do-
mestic crude oil, and each operator of a well ﬁom which
domestic crude oil was produced, shall keep such records,
make such returns, and furnish such information with respect
to such oil as the Secretary may by regulations prescribe.

“(®) REGULATIONS.—The Secretary shall prescribe
such regulations as may be necessary to carry out the pur-
pose of this chapter, including such changes.in the application
of the energy regulations for purposes of this chapter as may
be necessary or appropriate to carry out such purposes.”.

(2) CLERICAL AMENDMENT.—The table of chap-
ters for subtitle D is amended by adding at the end
. thereof the following new item:
“CHAPTER 45. Windfall profit tax on domestic crude oil.”.

(b) TEOHNICAL AMENDMENTS.—
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(1) The first sentence of section 164(a) (relating to
deduction for taxes) is amended by inserting after para-
graph (4) the following new pa.ragrapli:

“(5) The windfall profit tax imposed by section
4986.".

(2) Subsection (a) of section 613 (relating to per-
centage depletion) is amended by inserting before the
last sentence the following new sentence: “For pur-
poses of this subsection and section 613A(dX1), in the
case of taxable crude oil (within the meaning of section
4988(a)), grdss income from the property shall be re-
duced by the amount of the windfall profit (within the
meaning of section 4989(a) determined without regard
to the severance tax adjustment) and taxable income
shall be determined without regard to the tax imposed
by section 4986.". |
(c) TrME FOR FrLiNG REVURN OF WINDFALL PROFIT

Tax; DEPOSITARY REQUIREMENTS.—

(1) TIME FOR FILING RETURN OF WINDFALL
PEOFIT TAX.—
(A) Part V of subchapter A of chapter 61
(relating to time for filing returns and other docu-
ments) is amended by adding at the end thereof
) the following new section:
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“S8EC. 6076. TIME FOR FILING RETURN OF WINDFALL PROFIT

1
2 TAX.

3 “(a) GENERAL RULE.—Each return of the tax imposed
4 by section 4986 (relating to windfall profit tax) for any tax-
5 able period (within the meaning of section 4992(bX7)) shall be
6 filed not later than the last day of the second month following
7 the close of the taxable period.
8 “(b) CROSS REFERENCE.—

“For depositary requirements applicable to the tax im-
posed by section 49886, see section 6302(d).”.

9 (B) The table of sections for such part V is
10 amended by adding at the end thereof the follow-
1 ing new item:

“8es. 6076. Time for filing return of windfall profit tax.”.
12 (2) DEPOSITARY REQUIREMENTS.—Section 6302
13 (relating to mode or time of collection) is amended by

14 redesignating subsection (d) as subsection (e) and by in-
156 serting after subsection (c) the following new
16 subsection:

17 “(d) WinprPALL ProFIT TAX.—The mode and time for
18 collecting the tax imposed by section 4986 (relating to wind-
19 fall profit tax) shall be established by the Secretary by
20 regulations.”

21 (8) TECHNICAL AMENDMENT.—Section 7512 (re-
22 lating to separate accounting for certain collected
28 taxes, etc.) is amended—
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(A) by striking out ‘““or by chapter 33" in
subsections (a) and (b) and inserting in lieu thereof

“, by chapter 88, or by section 4986”, and

(B) by striking out ‘“‘or chapter 88" in sub-
sections (b) and (o) and inserting in lieu thereof

“, chapter 33, or section 4986,

(d CerramNy INFORMATION REQUIRED ToO BE
FURNISHED.—

(1) GENERAL RULE.—Subpart B of part IO of
subchapter A of chapter 61 (relating to information
concerning tran;actions with other persons) is amended
by adding at the end thereof the following new section:

“SEC. 6050C. INFORMATION FURNISHED BY PURCHASER AND
OPERATOR REGARDING WINDFALL PROFIT TAX
ON DOMESTIC CRUDE OIL.

“(a) 6En'mm INFORMATION FurNISHED BY Pum-
OHASER.—Under regulations prescribed by the Secretary,
the purchaser of taxable crude oil (within the meaning of sec-
tion 4988) shall furnish to the taxpayer liable for tax under
section 4986 with respect to such oil ;. monthly statement
showing the following:

“(1) the amount of taxable crude oil purchased
from such taxpayer during such month,

*/(2) the removal price of such oil,
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*(8) the base price and the adjusted base price

with respect to such oil,

“(4) the amount of such taxpayer’s liability for tax
under section 4986 with respect to such oil, and

“(5) such other information as may be required by
regulations prescribed by the Secretary.

“(b) InrorMATION FURNISHED BY OPERATOR.—
Under regulations prescribed by the Secretary, if the pur-
chaser of taxable crude oil and the operator of the well from
which such crude oil was produced make a joint election
under this subsection, the monthly statement required to be
furnished by the purchaser under subsection (a) shall be fur-
nished by such operator. .

“(c) TrME POR FILING MONTHLY STATEMENT.—Each
monthly statement required to be furnished under subsection
(a) or (b) for any month shall be furnished before the first day
of the second month which begins ‘after the close of such
month, '

“(d) CERTIFICATION FURNISHED BY OPERATOR.—
Under regulation; prescribed by the Secretary, the operator
of the well from which crude oil subject to the tax imposed
under section 4986 was produced shall certify (at such time
and in such manner as the Secretary shall by regulations
prescribe) to the purchaser the base price (within the mean-

ing of section 4990) with respect to such crude oil. For pur-
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1 poses of section 6652(b) (relating to additions to tax for fail-
2 ure to file other returns) such certification shall be treated as
8 a statement of a payment to another pérson. '
4 “(e) CrROSS REFERENCES.—
“(1) For additions to tax for failure to furnish infor-
mation required under this section, see section 6852(b).

“(2) For penalty for willful failure to supply informa-
tion required under this section, see section 7241.”.

b (2) TECHNIOAL AND CONFORMING AMEND-
6 MENTS.—
1 (A) Section 6652(b) is amended by striking
8 out “or section 6051(d)” and inserting in lieu
9  thereof the following: “section 6050C (relating to
10 information regarding windfall profit tax on do-
11 mestic crude oil), or section 6051(d)"’.
12 (B) The table of sections for subpart B of
18 part IIT of subchapter A of chapter 61 is amend-
14 ed by adding at the end thereof the following new
15 item:

“Sec. 60500. Information furnished by purchaser and operstor re-

garding windfall profit tax on domestio crude oil.”.

18 () ORMINAL PENALTY FOBR FAILURE To FurNisH

17 OEBTAIN INFORMATION.—

18 (1) In oBNERAL.—Part II of subchapter A of
19 chapter 75 (relating to penalties applicable to certain
20 taxes) is amended by adding at the end thereof the fol-
21 lowing new section:
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“SEC. 7241, WILLFUL FAILURE TO FURNISH CERTAIN INFOR-

MATION REGARDING WINDFALL PROFIT TAX ON
DOMESTIC CRUDE OIL. , | ‘

“Any person who is required under section 6050C (or
regulations thereunder) to furnish any statement, information,
or certification to any other person and who willfully fails to
furnish such sta.bemént, information, or certification at the
time or timesi required by law or regulations, shall, in addi-
tion to other penalties provided by law, be guilty of a misde-
meanor and upon conviction thereof, shall be fined not more
than $10,000, or imprisoned not more than 1 year, or both,
together with the costs of prosecution.”.

(2) CLERr10AL AMENDMENT.—The table of sec-
tions for such part IT is amended by adding at the end
thereof the following new item:

“Sec. 7241, Willful failure to furnish certain information regarding
wiadfall profit tax on domestic crude oil.”.

(0 INrORMATION FURNISHED BY PARTNERSHIPS,
TrusTS, AND ESTATES.—
(1) INFORMATION TO BE FURNISHED TO PART-
NERS AND TO BENEFICIARIES OF ESTATES AND
TRUSTS.—Subpart B of part IIT of subchapter A of
chapter 61 is amended by adding at the end thereof
the following new section:
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“SEC. 6050D. WINDFALL PROFIT INFORMATION TO BE FUR-

NISHED TO PARTNERS AND TO BENEFICIARIES
OF ESTATES AND TRUSTS.

“(a) ReQUIBEMENT.—Under regulations prescribed by
the Secretary, each partnership, estate, and trust producing
domestic crude oil for any taxable period shall furnish to each
partner or beneficiary, as the case may be, a written state-
ment showing the following: -

‘(1) the name of such partner or beneficiary,

“(2) information rec;i;éd by the partnership,
trust: or estate pursuant to section 6050C,

“3) such partner's or beneficiary’s distributive
share of the items referred to in paragn.zph (2), and

“(4) such other information as may be required by
regulations prescribed by the Secretary.

“(b) TrMe FOR FURNISHING WRITTEN STATEMENT.—
Each written statement required to be furnished under this
section with respect to any taxable period shall be furnished
before the first day of the third month following the close of
such period.”.

(2) CLERICAL AMENDMENT.—The table of sec-
tions for such subpart B is amended by adding at the
end thereof the following new item:

“Sec. 6050D. Windfall profit information to be furnished to partners
and to beneficiaries of estates and trusts.”

$6-074 0 - 80 ~ 7
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() EFFEOTIVE DATR.—The amendments made by this

section shall take effect on January 1, 1980.

SEC.

than

3. STUDY OF EFFECTS OF DECONTROL OF OIL PRICES
AND OF WINDFALL PROFIT TAX.
() GENERAL RULE.—The President shall, not later

January 1, 1988, submit to the Congress a report on

the effect of decontrol of oil prices and the windfall profit tax

on—

(1) domestic oil production,

(2) foreign oil imports,

(8) profits of the oil industry,
(4) inflation,

(5) employment,

(6) economio growth,

(7) Federal revenues, and

(8) national security.

(b) ReporT To INCLUDE Bncouﬁnmmlons.-—The

18 report required under subsection (a) shall include such legis-

19 lative recommendations as the President determines to be

20 advisahb's.

o
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96rH CONGRESS
e S 1703

To amend the Internal Revenue Code of 1954 to provide an exclusion for income
earned abroad attributable to certain charitable services.

IN THE SENATE OF THE UNITED STATES

Avuausr 3 (legislative day, Juxe 21), 1979
Mr. CHAFEE (for himself, Mr. CocuraN, Mr. MaTsunaca, Mr. MoyNinan, Mr.
JEPSEN, Mr. RisicorF, Mr. BoreN and Mr. Long) introduced the following
bill; which was reed twice and referred to the Con'mﬁnee on Finance

: A BILL

To amend the Internal Revenue Code of 1954 to provide an
exclusion for income earned abroad attributable to certain
charitable services.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That (a) subsection (a) of section 911 of the Internal Revenue

Code of 1954 (relating to income earned by individuals in

qualified charitable services,” after “hardship area,”. i

1
2
3
4
5 certain camps) is amended by inserting “or who performs-
6
7 (b)(1) Subparagraph (A). of subsect'i.on (cX1) of such sec-3
8

tion 911 is amended to read as follows:
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“(A) DOLLAR LIMITATIONS.—

“(i) dAMP RESIDENTS.—In the case of
an individual who resides in a camp located
in a hardship area, the amount excluded
from the gross income of the individual under
subsection (a) for any taxable year shall not
exceed an amount which shall be computed
on & daily basis at an annual rate of $20,000
for days during which he resides in a camp.

“(ii) EMPLOYEES OF CHARITABLE OR-
GANIZATIONS.—If any individual performs
qualified charitable services during any tax-
able year, the amount of the earned income
attributable to such services excluded from
the gross income of the individual under sub-
section (a) for the taxable year shall not
exceed an amount which shall be computed
on a daily basis at an annual rate -of
$20,000.

*(iii) SPECIAL RULE.—If any individual
performs qualified charitable services and
performs other services-while residing in a
camp located in a hardship area during any
taxable year, the amount of the earned

income attributable to such other services
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excluded from the gross income of the indi-
vidual under subsection (a) for the taxable
year shall not (after the application of clause
(i) with respect to such earned income)
exceed $20,000 reduced by the amount of
the earned income attributable to qualified
charitable services excluded from gross
income under subsection (a) for the taxable
- year.”. _

(2) Subsection (c)(1) of such section 911 is amended by
adding at the end thereof the following:

‘(D) QUALIFIED CHARITABLE SERVICES.—
_For purposes of this subsection, the term ‘quali-
fied charitable services’ means services performed
by an employee for an employer which meets the
requirements of section 501(c)(3).”.

(cX(1) The heading for such section 911 is amended by
inserting “OR FROM CHARITABLE SERVICES” after
“camPs”. -

(2) The item relating to section 911 in the table of sec-
tions for subpart B of part III of subchapter IV of chapter 1

of such Code is amended by inserting “‘or from charitable

services” after “‘camps”’. .
Sec. 2. The amendments made by this section shall
apply to taxable years beginning after December 31, 1978.

o
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96TH CONGRESS
U S, 1846

To amend the Internal Revenue Code of 1954 to provide for a $250 exclusion
from gross income of interest and dividends received by an individual,

IN THE SENATE OF THE UNITED STATES

OcToBER 1 (egislative day, JUNE 21), 1979

Mr. TALMADGE introduced the following bill; which was read twice and referred
to the Committee on Finance .

A BILL

To amend the Internal Revenue Code of 1954 to provide for a
$250 exclusion from gross income of interest and dividends
" received by an individual.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 That (a) section 116 of the Internal Revenue Code of 1954
4 (relating to partial exclusion of dividends received by individ-
5 uals) is amended—

6 (1) by inserting ‘AND INTEREST" after “DIVI-

1 DENDS” in the heading of such section; and
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(2) by striking out subsection (a) ‘and inserting in
lieu thereof the following: -
“(a) ExcLusioN FroM GROSS INCOME.—

“(1) IN GENERAL.—Qross income does not in-
clude the sum of the amounts received during the tax-
able year by an individual as—

“(A) dividends from domestic corporationé,
and
“(B) interest or dividends on savings deposits
or withdrawable savings accounts from—
“(1) a bank (as defined in section 581),
“(ii) a mutual savings bank, cooperative
bank, domestic building and loan association,
or other savings institution chartered and su-
pervised as a savings and loan or similar in-
stitution under Federal or State law, or
“(iii) a credit union,
the deposits or accounts which are insured under Fed-
eral or State law.
“(2) Dorrar vLIMITATION.—The aggregate

amount excluded under paragraph (1) for any taxable

_year shall not exceed $250 ($500 in the case of a joint

return under section 6013).. . ..
‘(3) AMOUNTS CREDITED TO ACCOUNT.—For

purposes of this subsection, interest or dividends de-
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scribed in paragraph (1)(B) which are credited to the

account of an individual sh?ll be treated as received on

the day on which they are o credited.”.

(b)(1) Section 116(b) of such Code is amended by strik-
ing out “Subsection (a)"" and insertiné in lieu thereof “Sub-
section (a)(1)"".

(2) Section 116(c) of such Code is amended—

(A) by striking out paragraph (1), and
(B) by inserting ‘““and interest” after ‘“‘dividends”

each place it appears in paragraph (3).

(3) Section 116(d)(1) of such Code is amended by insert-
ing “and interest” after “dividends”.

(4) The table of sections for part III of subchapter B of
chapter 1 of the Internal Revenue Code of 1954 is amended
by inserting “and interest’’ after ‘“‘dividends” in the item re-
lating to section 116. |

(c)(1) Paragraph (2) of section 584(c) of such Code (re-
lating to income of participants in fund) is amended by insert-
ing “or fnterest" after “dividends” each place it appears in
the heading and text thereof.

(2) Paragraph (7) of section 643(a) of such Code (relat-
ing to definition of distributable net income) is amended by
inserting ‘“‘or interest’ after “‘dividends” each place it ap-

pears in the heading or text thereof.



99

4
1 (8) Paragraph (5) of section 702(a) of such Code (relat-
2 ing to income and credits of partners) is amended by inserting
8 “or interest” after “dividends’.
4 (d) The amendments made by this section shall apply to
5 taxable years beginning after December 31, 1979.

Senator Byrp. The hour of 2:30 having arrived, the committee
will come to order. The Subcommittee on Taxation and Debt Man-
ement will consider today several miscellaneous tax measures.
The measures for consideration deal with the following issues:
proposals to encourage greater individual savings by excluding a
rtion of interest from individual income tax—those bills are S.
46, S. 1488 S. 1542, S. 1697, and S. 1846; a proposal dealing with
the election of the estate tax alternate valuation date, S. 541; a
proposal dealing with the estate taxation of independent newspa-
pers, sponsored by Senator Morgan, S. 555; a proposal dealing with
exempting from penalty certain taxpayers who make late pay-
ments of taxes, S. 999; a proposal dealing with dividend reinvest- -
ment plans, S. 1543; and a proposal dealing with the tax treatment
of employees of charities working abroad, S. 1703. '

Witnesses have not requested to testify on two bills scheduled for
hearings today, namely S. 1638, sponsored by Senator Roth, and S.
999, sponsored by Senator Bentsen. However, I believe the sponsors
of these proposals do have statements that they will be making on
their respective bills.

A pamphlet prepared b¥1 the Joint Committee on Taxation de-
scribing in greater detail the measures has been I}Jlrepared and will
be included'as part of the printed record of these hearings and also
the prepared statements of Senators Bentsen, Dole, Durenberger,
Roth, Gravel, and Chafee.

[The; 2i§1§'ormation referred to follows. Oral testimony is continued
on p. 129,
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INTRODUCTION

The bills described in this pamphlet have been scheduled for a hear-
ing on October 31, 1979, by the Subcommittee on Taxation and Debt
Management Generally of the Senate Finance Committee. "

The pamphlet first brieﬂr summarizes the bills. This is followed
by a description of each bill, setting forth present law, the issues in-
volved, an explanation of the provisions, the effective dates, and the
estimated revenue effects. Also, there is included an indication of prior
Congressional action with respect to the subject of the bill. The sum- -
mary and description of the bills are in the numerical order of the bills
listed for the hearing except that S. 246, S. 1488, and S. 18486, are
presented in sequence because these bills relate to the exclusion of in-
terest income.

The bills described in the gamphlet are:

(1) S. 246 and S. 1488 (relating to partial exclusion of interest
received by individuals).
(2) S. 1846 (relating to partial exclusion of interest and divi-
dends received by individuals).
3) S. 541 (relating to estate tax alternate valuation).
4) S. 555 (the Independent Local Newspaper Act of 1979).
5) S. 999 (relating to interest on underpayments of tax).
6) S. 1543 (relating to dividend reinvestment plans). .
7) S. 1638 (relating to amortization of business startup costs).
8) S. 1703 (relating to the tax treatment of employees of chari-
ties working abroad). ,

I. SUMMARY
1. S. 246—Senator Bentsen; S. 1488—Senator Nelson
Partial Exclusion of Interest Received by Individuals

. Generally, under present law, interest income is subject to Federal
income taxation. ~

The bill, S. 246, would provide an exclusion for the first $500
($1,000 for a husband and wife who file a joint return) of interest
earned by an individual on a savings account at a bank, saving and
loan association, or a credit union. ‘

The bill, S. 1488, would provide an exclusion from gross income for
the amount that eligible interest received by an individual for. the
taxable year exceeds the amount received for the preceding taxable
year. The exclusion would be limited to $500 for each individual tax-
payer with respect to deposits or accounts with banks and savings and
loan associations (other than money market certificates or negotiable
rate accounts).

. (1)



101

2

2. S. 1846—Senator Talmadge

Partial Exclusion of Interest and Dividends Received hy
Individuals

Under present law, the first $100 of dividends received by an indi-
vidual from domestic corporations is excludable from gross income.
No exclusion is provided for interest received by an individual with
respect to savings accounts. ,

The bill would extend the present dividend exclusion to interest
received by an individual on certain savings accounts and increase the
total amount excludable to $250 (or $500 in the case of a joint return).

3. S. 541—Senators Baker and Sasser
Election of Estate Tax Alternate Valuation

Under present law, an executor may elect to value assets for estate
tax purposes as of the date of the decedent’s death or the alternate
valuation date which is generally six months after the decedent’s
death. Alternate valuation must be elected on an estate tax return that
is timely filed.

The bill would permit an executor to elect alternate valuation on a
timely filed estate tax return or, if no estate tax return is timely filed,
on the first estate tax return filed.

Generally, the bill would apply with respect to estates of decedents
dying after December 31, 1977. For estates of decedents dying on or
before that date, the bill would apply only if an election had been
attempted in the first estate tax return filed and if the executor elects
the provisions of the bill within 90 days after enactment of the bill.

4. S. 555—Senators Morgan, Baker, Sasser, Percy, Inouye, Schmitt,
Mathias, Riegle, McGovern, Ford, Cohen, Pell, Helms, Pressler,
Durkin, Cochran, Levin, and Stewart

The Independent Local Newspaper Act of 1979

The bill would allow independent local newspapers to establish tax-
exempt trust funds in order to pay the estate taxes of the owners of
the paper. Contributions to the trust by the paper would generally be
deductible in computing income tax, and interests in the trust would
be exempt from the estate tax. In addition, the bill would provide an
extended payment period for estate taxes attributable to interests in
independent local newspapers.

5. S. 999—Senators Bentsen and Cochran
Interest on Underpayment of Tax

Under present law, interest is payable where the amount of any tax
is not paid on or before the last day prescribed for its payment. The
bill would excuse the payment of interest due with respect to an under-
payment of tax if the failure to pay was due to reasonable cause and
not to willful neglect.
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6. S. 1543—Senators Nelson and Bentsen
Dividend Reinvestment Plans

Under present law, stock dividends received by shareholders gen-
erally are nontaxable, However, a stock dividend is treated as a tax-
able dividend distribution if the shareholder has the option of receiv-
ing cash or other property or, in certain cases, the distribution of
stock is disproportionate among shareholders.

The bill would provide an option to exclude from gross income the
value of common stock received by a shareholder under a dividend
reinvestment &lgn. The amount excludable annually would be limited
to $1,500 ($3,000 in the case of a joint return).

7. S. 1638-—Senator Roth
Amortization of Business Startup Costs

Under present law, costs incurred prior to the commencement nf
a business normally are nondeductible expenses because they are not
incurred in carrying on a trade or business. These startup or pre-
opening costs must be capitalized and often cannot be depreciated or
amortized because no ascertainable useful life can be established for
these costs. However, the capitalized costs may be recovered for fpur-

oses of measuring gain or loss upon the disposition or cessation of the
usiness,

The bill would allow an elective 60-month amortization period for
certain ordinary and necessary business startup costs which are
incurred incident to the investigation, formation, or creation of a
trade or business entered into by. the taxpayer.

8. S. 1703—Senators Chafee, Cochran, Matsunaga, Moynihan,
Jepsen, Ribicoff, Boren, Long, Cranston, Mathias, Wallop, Tal-
madge, Hatfield, and Baucus

Tax Treatment of Employees of Charities Wo;'king Abroad

The bill would allow employees of charitable orsanizations work- -
ing abroad to exclude up to $20,000 of foreign earned income annually
on the same basis as is now afforded to employees working in camps
in hardship areas,

II. DESCRIPTION OF BILLS
1. S. 246—Senator Bentsen; S. 1488—Senator Nelson
Partial Exclusion of Interest Received by Individuals

Present law
Under present law, interest earned on savings accounts is subject to
Federal income taxation. .
Issue
_ The principal issue is whether some portion of the interest received
by individuals on savings accounts should be excluded from gross
income.
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If it is decided that a partial exclusion for interest received should
be provided, other issues relate to the amount to be excludable and to
the types of savings deposits or accounts the interest on which would
be eligible for exclusion from gross income.

Explanation of the bills

S. 246

.Under the bill, a limited amount of interest received by an indi-
vidual on certain time or demand deposits would be excludable from
gross income. The amount excludable would be limited to $500. In the
case of a husband and wife who file & joint return, the excludable
amount would be limited to $1,000.

Interest eligible for the exclusion would be amounts received on a
time or demand deposit with a commercial or mutual savings bank, a
savings and loan association, building and loan association or similar
assoclation, and a credit union. However, interest on these deposits
would be eligible for the exclusion only if the deposits and accounts
of the institution are insured by either the Federal Deposit Insurance
Corporation, the Federal Savings and Loan Insurance Corporation,
the National Credit Union Administration Share Insurance Fund, or
are otherwise insured in accordance with the requirement of the faw
of the State in which the institution is located.

8. 1488 -

Under this bill, interest received by an individual on certain savin
deposits and withdrawable sa,vinfs accounts would be excludable only
to the extent the amount of qualifying interest received for the taxable
year exceeded the amount received for the preceding taxable year. In
addition, the amount eligible for exclusion by an individual would be
limited to $500.! In the case of a husband ang wife, each spouse would
be entitled to a separate exclusion for interest received on deposits or
accounts belonging to that spouse. .

In general, interest eligible for the exclusion would be amounts re-
ceived on a time or demand deposit with a commercial bank, mutual
savings bank, savings and loan association, building and loan associa-
tion, or a similar association. However, interest received on a money
market certificate, or an account for which the rate of interest is nego-
tiable, would not be eligible for the exclusion.?

Effective date
The_provisions of S. 246 would apply to taxable years beginning
after December 31, 1978. The provisions of S. 1488 would apply to
taxable years beginning after December 81, 1979,

Revenueeffect
The bill, S. 246, would reduce budget receipts by $4,161 million in
fiscal 1980, by $3,940 in fiscal 1981, by $4,230 in fiscal 1982, by $4,203
in fiscal 1983 and by $4,474 in fiscal 1984,

1As introduced, the bill would have imposed a $100 Hmit on the proposed
interest exclusion. The bili’s sponsor, Senator Nelson, has introduced an amend-
ment to the bill which would set the dollar limit at $500. (Printed amendment
no. 554, filed October 24, 1970.)

'This exception is contained in the amendment offered by the bill's sponsor
on October 24, 1979, {(Printed" amendment no. 554, filed October 24, 1079.)
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The bill, S. 1488, would reduce budfet receipts by $107 million in
fiscal 1980, by $776 million in fiscal 1981, by $833 milfion in fiscal 1982,
by $896 million in fiscal 1983 and by $894 million in fiscal 1984. (These
estimates reflect the $500 limit proposed by Senator Nelson in his
amendment No. 554, of October 24, 1979.)

Prior Congressional action

In 1974, the Ways and Means Committee reported a bill (H.R.
16994) which provided an exclusion for interest on savings accounts
of $500 for an individual ($1,000 in the case of a joint return). No floor
action was taken, In July 1979, the Waﬁs and Means Committee agreed
to request a modified open rule on H.R. 3712 (the Mortgage Subsidy
Bond Act of 1979) from the Rules Committee, The request would have
allowed consideration of an amendment providing for a $100 exclusion
($200 in the case of a joint return) for interest earned on savings de-

osits in financial institutions providing home mortgage loans. The

ules Committee adopted a motion to table the rule on October 23,

1979,
2. S. 1846—Senator Talmadge B

Partial Exclusion of Interest and Dividends Received by
Individuals :
Present law

Under present law, the first $100 of dividends received by an in-
dividual from domestic corporations is excludable from gross income.
In the case of a husband ang wife, each spouse is entitled to a separate
exclusion of up to $100 for dividends received with respect to stock
owned by that spouse. '

No exclusion from gross income is provided under present law for
interest received by an individual from banks, savings and loan asso-
ciations, or credit unions.

Issues
The first issue is whether an exclusion should be provided for
interest received by an individual on certain savings deposits and
accounts,
The second issue is whether the existing dividends received exclu-
sion (or an expanded exclusion also covering interest received) should
be increased.

Explanation of the bill

The bill would extend the exclusion from gross income to interest
received by an individual on certain savings deposits or withdrawable
savings accounts. In addition, the limit on the aggregate amount of
interest and dividends excludable would be increased to $250. In the
case of a joint return, the limit would be $500.

Interest eligible for the exclusion would be amounts received on a
savings deposit or withdrawable savings account with a commercial or
mutual savings bank, a savings and loan association, building and loan
ussociation or similar association, and a credit union. However, inter-
est or dividends on such deposits would be eligible for the exclusion
only if the deposits or accounts of a bank, association, or credit union,
are insured under Federal or State law.
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Effective date
The provisions of the bill would apply to taxable years beginning
after December 81,1979,

Revenue effect
This bill would reduce budget receipts by $430 million in fiscal 1980,
by $3,112 in fiscal 1981, by $3,280 in fiscal 1982, by $3,455 in fiscal 1983,
and by $3,379 in fiscal 1984,
Prior Congressional action
In 1974, the Ways and Means Committee reported a bill (H.R.
16994) which provided an exclusion for interest on savings accounts
of $500 for an individual ($1.000 in the case of a joint return). No floor
action was taken. In July 1979, the Waﬁs and Means Committee a%reed
to request & modified open rule on H.R. 3712 (the Mortgage Subsidy
Bond Act of 1979) from the Rules Committee. The request would have
allowed consideration of an amendment providing for a $100 exclusion
($200 in the case of a joint return) for interest earned on savings de-
Eosits in financial institutions providing home mortgage loans. The .
191’171908 Committee adopted a motion to table the rule on October 23,
3. S. 541—Senators Baker and Sasser

Election of Estate Tax Alternate Valuation

Present law '

Under present law, the executor of a decedent’s estate may value
the property in the gross estate as of the date of the decedent’s death
or the “alternate valuation date,” generally six months after the date
of the decedent’s death (Code sec. 2032). Alternate valuation provides
estate tax relief when property in a decedent’s estate declines in value
shortly after the decedent’s death. Alternate valuation must be elected
by the executor on an estate tax return filed within nine months of the
date of death or any period of extension granted by the Internal Reve-
nue Service (Code sec. 2032(c) ).t

Under e section 6081, the Internal Revenue Service may grant
an extension of time to file an estate tax return. Except in the case of
taxpayers who are abroad, the Internal Revenue Service has no dis-
cretionary authority to grant an extension exceeding six months.

Issue
The issue is whether an executor should be permitted to elect alter-
nate valuation on an estate tax return that is not timely filed.

Explanation of the bill

The bill would permit the election of alternate valuation on a timely
filed estate tax return or the first late return filed. In the case of a

* An executor may elect alternate valuation by checking a box on the second
page of Form 706, United Stateg Estate Tax Return. An executor's faflure to check
the appropriate box on a timely flled Form 708 may not prevent the use of alter-
nate valuation where the entries on the form are otherwise consistent with an
election of alternate valuation (Rev. Rul. 61-128, 1961-2 C. B. 150).
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timely filed return, an executor would not be permitted to change the
election after the ciue date for the return has passed. In the case of a

late return, the election could not be changed after the first return
has been filed. '

Effective date

The provisions of the bill would apply to estates of decedents dying
after December 31, 1977.2 )

The bill includes a transitional rule applicable to estates of decedents
dgmg before January 1, 1978. The transitional rule would permit an
effective election of alternate valuation to be made within 90 days
_ after the enactment of the bill, if an election of alternate valuation had
been indicated in the first estate tax return filed. If an election is made
under the transitional rule, an assessment of a deficiency in tax may be
made within 90 days of the election although such assessment is other-
wise barred. The transitional rule would benefit the estate of the late
Sylvia Buring of Tennessee.

Revenue effect
This bill would have a negligible effect upon budget receipts.

4. 8. 555—Senators Morgan, Baker, Sasser, Percy, Inouye, Schmitt,
Mathias, Riegle, McGovern, Ford, Cohen, Pell, Helms, Pressler,
Durkin, Cochran, Levin, and Stewart

The Independent Local Newspaper Act of 1979

Present law '

With respect tb a trust established for the purpose of paying estate
taxes attributable to an interest in a business (including an independ-
ent local newspaper), no provision is presently made under the Code
for (1) according tax-exempt status to such a trust, (2) allowing
income tax deductions for payments to the trust, or (3) excluding
the corpus of the trust from estate taxes. .

The Code provides extended payment provisions with respect to
_ the estate tax attributable to interests in closely held businesses (Code

secs. 6166 and 6166A.) .1 '

In addition, provision is made for capital gain treatment of certain

*The committee may wish to change the effective date to reflect the passage of
time since this legislation was first introduced as 8. 3381 in the 85th Congress.

1 Gection 6168 provides a 15-year period for the payment of the estate tax at-
tributable to the decedent’s interests in a closely beld business (including a
farm). Under this provision, the executor can elect to defer principal payments
for up to 5 years from the due date of the estate tax return. Thereafter, pursu-
ant to the executor's initial election, the principal amount of the estate tax lia-
bility may be paid in from 2 to 10 annual instaliments. In order to qualify for
this deferral and installment payment treatment, the value of the closely held
business (or businesses) in the decedent's estate must exceed 65 percent of the
value of the gross estate reduced by allowable expenses, indebtedness, and losses.

Section 6168A provides a 10-year extended payment of estate tax attributable
to a closely held business where a lesser proportion of the estate is represented
by its value, Under this 10-year extension, the value of the business must he in
excess of either 35 percent of the value of the gross estate or B0 perent of the
taxable estate.
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redemptions of closely held business stock where the redemption is for
the purpose of paying estate taxes (Code sec. 303).2

Issues

The main issues are (1) whether an independent local newspaper
should be f)ermitted to establish a tax-exempt trust to pay estate taxes
attributable to the value of an owner’s interest in the newspaper,
2) whether the funds contributed to the trust (within prescribed
limits) should be deductible by the newspaper and excludable from
income by the owner for income tax purposes, (3) whether the value
of the trust assets should be excludable from the owner’s taxable
estate, and (4) whether a 15-year period should be provided for the
payment of any estate tax attributable to the value of an interest in

the newspaper to the extent the tax was not paid by the trust.

Explanation of the bill

Under the bill, an independent local newspaper could establish a
tax-exempt trust to receive payments to pay the estate tax liability of
an owner of the newspaper. The newspaper would be allowed an'in-
come tax deduction in an amount not to exceed 50 percent of its taxable
income for amounts paid to the trust. The trust assets would be required
to be invested solely in obligations of the United States. The assets of
the trust could be used only to pay the Federal estate taxes of the
owner of the newspaper. '

The trust woul(fm be limited to holding amounts necessary to pay the
potential Federal estate tax liability of the newspaper owner. In de-
termining this limitation, the potential estate tax liability of a living
individual would be considered to be 70 percent, (i.e., the maximum es-
tate tax rate) of the value of his interest in the business. Under the bill,
any interest of a decedent in the trust would generally not be included
in the decedent’s gross estate.

If the owners of a newspaper which has established a trust for their
benefit dispose of their interests in the newspaper, the amounts in the
trust must be distributed and included in the owners’ income and the
deductions previously allowed the newspaper would be recaptured. In
addition, if the newspaper is disposed of by an heir within 15 years
after the death of the owner, an additional estate tax would be im-
goseg. This tax is phased out after the tenth year following the owner’s

eath. '

An “independent local newspaper” is defined as a newspaper publi- .
cation which is not a member of a chain of newspapers if it has all of
its publishing offices in a single city, community, or metropolitan area,
or, as of J anuatx 1, 1979, within one State. A “chain of newspager
publications” is defined as two or more newspaper publications under
common control on January 1, 1979, and which are not published in a
single city, community, or metropolitan area.

Under the bill, payment of any estate tax attributable to the value of
an independent local newspaper not paid by a trust established under

'To qualify for this treatment, the value of the stock redeemed. plus the
value of the other stock of the redeeming corporation includible in the estate,
must be more than 50 percent of the “adjusted gross estate.” The value of the
stock redeemed can be no greater than the sum of all death taxes (and interest)
plus funeral and administration expenses allowable as an estate tax deduction.

56-074 0 -~ 80 - 8
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the provisions of this bill could be extended for a period of up to 15
years. This provision would apply where the estate does not qualify
under existing extended payment provisions of present law.
Under this extended payment provision, the executor could elect to
defer principal psgments for up to 5 years from the due date of the
-estate tax return. However, interest for the first five years, payable at
the rate of 4 percent, would be payable annually. Thereafter, the prin-
cipal amount of the estate tax liability could be paid in from 2 to 10
annual installments. If the business ceases to qualify as an independent
local newspaper, the extension would terminate.

Effective date

The provisions of the bill would apply to estates of decedents dying
after January 1, 1979.

Revenue effect
This bill would reduce budget receipts by $10 million annually.

5. S. 999—Senators Bentsen and Cochran

Interest on Underpayments of Tax

Present law

Under present law, interest is payable where any tax is not paid
on or before the last day prescribed for its payment (Code sec. 6601
(a)). The interest runs on the underpayment from the original due
date of the tax to the date on which payment is received. The due date
of the tax is determined without regard to any extension of time to
file a return or to pay a tax.

" Generally, the current interest rate on underpayments of tax is 6
percent. The interest rate may be changed every 24 months, and the
rate is based upon 90 percent of the agjusted prime rate of interest
charged by banks during the month of September preceding the effec-
tive date of the change (Code sec. 6621 (b)). As of February 1, 1980,
the interest rate is scheduled to be increased to 12 percent.* A special
4-percent rate agplies with respect to certain estate taxes attributable
to a closely held business (sec. 6601(j)). i

Present Yaw generally does not authorize any waiver of interest due
with respect to underpayments of tax.? However, penalties are not
applied 1f the failure to pay is shown to be due to reasonable cause
ang not due to willful neglect (e.g., sec. 6651(a) (2) and (3)).

Issue

The issue is whether.the payment of interest should be excused
where an underpayment.of tax or a failure to pay tax is due to reason-
able cause and not to willful neglect.

Explanation of the bill :

The bill would excuse the payment of interest due with: respect to
an underpayment, or a failure to make payment of tax, if the under-

1 Rev. Rul. 79-368, issued on October 12, 1979.

* Interest may he waived when an employee of the Tnternal Revenue Service
makes a mathematical error in the preparation of a taxpayer’s return (Code
sec, 6404(d)).
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pafment; or failure to pay was due to reasonable cause and not to
willful neglect.

Effectivedate
The bill would be effective with respect to taxable years beginning
after December 31, 1977,

Revenue effect
This bill would reduce budget receipts by $40 million in fiscal year
1980, and by $25 million annually thereatter.

6. S. 1543—Senators Nelson and Bentsen
— Dividend Reinvestment Plans

Present law

Under present law, stock dividends received by shareholders gen-
erally are nontaxable. However, a stock dividend is treated as a tax-
able dividend distribution if the shareholder has the option of receiv-
ing cash or other property or, in certain cases, if the distribution of
stock is disproportionate among shareholders.

In the case of a nontaxable stock dividend, a portion of the share-
holder’s adjusted basis in the old stock is allocated to the new stock
received (sec. 307(a)). For a taxable stock dividend, the shareholder’s
adjusted basis in the new stock is equal to the fair market value of the
stock at the time it is distributed. '

- For a nontaxable stock dividend, the holding period of the stock

- —rpeeived includes the holding period for the old stock with respect to

which the distribution was made (sec. 1223(5)). The holding period

for stock received in a taxable distribution begins when the stock is
distributed.

For purposes of the stock dividend rules, a right to acquire stock
generally is treated in the same manner as a stock dividend. However,
special basis allocation rules apply to stock rights (sec. 307(b)) and,
when a right is excreised, a special holding period rule applies (sec.
1223(b)).

Issue
The issue is whether an exclusion should be provided with respect
- to “qualified dividend reinvestment plans” under which a shareholder
~_g:opl%i_ele}ct; to receive a limited amount of nontaxable common stock
dividénds instead of receiving cash or other property dividends.

Explanation of the bill .

. Under the bill, a domestic corporation (other than a regulated
investment company) would be allowed to establish a “qualified
. - dividend reinvestment plan” under which any shareholder who chooses
to receive a dividend in the form of common stock rather than cash
or other proi)erty may elect to exclude up to $1,500 per year ($3,000

in the case of a joint return) of these stock dividends from income.
Under the bill, qualified stock must be authorized but unissued com-
mon stock designated by the corporation to qualify for this tax exclu-
sion. The number of shares to be issued must be determined by refer-
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ence to a value not less than 95 percent of the stock’s value on the
distribution date. Stock will not qualify where the cor%:)rafixon. repur-
chases any of its common stock within one year after the distribution
- date, unless a business purpose of repurchasing the stock is established.

Stock received as a qualified dividend will have a zero basis, so that
when the stock is later sold, the amount of the sales proceeds will be
taken into income at that time. Where the stock is sold within one
year after distribution, any gain will be treated as short-term capital
gain. In addition, where shares of common stock of the distributing
corporation. are sold by the shareholder any time within one year fol-
lowing receipt of the stock, the sale will ge treated as a sale of the
qualified dividend stock.

Effective date
193318 bill would apply to distributions made on or after January 1,
" Revenue effect

. It is estimated that this bill will reduce budget receipts by $240 mil-
lion in the fiscal year 1980, $718 million in 1981, $925 in 1982, $1,044
in 1983, and $1,035 million in fiscal year 1984,

Prior Congressional action

During markup of the Tax Reduction Act of 1975, the Ways and
Means Committee rejected an amendment to authorize dividend rein-

vestment plans.
7. S. 1638 —Senator Roth
Amortization of Business Startup Costs

Present law
In general

. Under present law, ordinary and necessary expenses paid or in-
curred in carrying on a trade or business, or engaging in a profit-seek-
ing activity, are deductible. Expenses incurred prior to the establish-
ment of a business normally are not currently deductible since they are

" not incurred in carrying on a trade or business or while engaging in a
profit-seeking activity.

Expenses or costs incurred in acquiring or creating an asset, ¢.g., &
business, which has a useful life that extends beyond the taxable year
normally must be capitalized. These costs ordinarily may be recov-
ered through depreciation or amortization deductions over the useful
life of the asset. However, costs which relate to an asset with either
an unlimited or indeterminate useful life may be recovered only upon
a disposition or cessation of the business.

Certain business organizational expenses incurred in the formation
of a corporation or partnership may be treated as deferred expenses
and amortized over 60 months (secs. 248 and 709). Expenditures eli-
gible for amortization include only those expenditures which are
directly incident to the creation of the corporation or business. Pre-
opening or startup expenses, such as employee training expenses, are
ineligible for amortization under this provision.
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Investigatory evpenses

Business investigatory expenses may be of either a general or speci-
fic nature, The former are related either to businesses generally, or to
a category of business; the latter are related to a particular business.
All investigatory expenses are costs incurred in seeking and reviewing
prospective businesses prior to reaching a decision to acquire or enter
anﬁ usiness,

usiness investigatory expenses generally are nondeductible regard-

less of the status of the taxpayer by whom they may be incurred.
However, taxpayers may be able to deduct a loss for gusiness inves-
tigatory expenses incurred in an unsuccessful attempt to acquire a
specific business.! Nevertheless, business investigatory expenses of a
general nature normally are viewed as being either nondeductible
personal expenses, or as not being ordinary and necessary trade or
business expenses, viz., because no business exists, within the mean-
ing of section 162 of the Code,

Startup costs :

Startup or preopening expenses are those costs which are incurred
subsequent to a decision to acquire or establish a particular business,
and prior to its actual operation. Genérally the term “startup costs”
refers to expenses which would be deductible currently if they were
incurred after the commencement of business operations. These costs
may include expenses relating to advertising, empYoyee training, lining-
up distributors, suppliers, or potential customers, and professional
services in setting up books and records. However, startup .expenses
also may refer to certain items which are nondeductible and nonamor-
tizable even if they are incurred prior or subsequent to commence-
ment of business operations, These nondeductible and nonamortizable
expenses either may be of a purely ca}l))ital nautre, or may be capital-
%_z? le simply because they relate to a business with an indeterminate
ife.

Issue
The issue is whether “startup” expenses paid or incurred by a tax-
gager rior to the active operation of a trade or business should be
eductible currently or as deferred expenses over a period of not less
than 60 months after the commencement of the trade or business as a
going concern, .

Explanation of the bill

The bill would allow taxpayers an election to amortize, over a period
of not less than 60 months, ordinary and necessary startup costs in-
curred incident to the investigation, formation, and creation of a
trade or business entered into by the taxpayers. The amortization elec-
tion would apply only to ordinary and necessary startup costs which
do not create an asset which has a useful life of its own and which
are of a character which would allow the taxpayer to amortize them
if they were expended incident to the investigation, formation, and
creation of a trade or business having a determinable useful life. The
election would apply only with respect to expenditures incurred with

1 8ee Harris W. Seed, 52 T.C. 880 (1989), acg., 1970-2 C.B. xxi; Rev. Rul. 77~
254, 1977 2 C,B. 63.
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®
regard to a business actually entered into by the taxpayer, and would
not apply if the business had an ascertainable useful life of less than
60 months, If the business is liquidated prior to the end of the 60-
month period, any “startup” expenses which had not been amortized
could be deducted to the extent allowed under present law.

Effective date
19"‘Jrls‘)he bill would apply to amounts paid or incurred after December 31,

Revenue effect
Due to the lack of adequate information on the number of potential
businesses formed or ir’Westifated and on the amount of expenses in-
curred in the process covered by the bill, no revenue estimate is avail-
able at this time.

8. S, 1703—Senators Chafee, Cochran, Matsunaga, Moynihan,
Jepsen, Ribicoff, Boren, Long, Cranston, Mathias, Wallop, Tal-
madge, Hatfield, and Baucus S -

Tax Treatment of Employees of Charities Working Abroad

Present law

In general :

United States citizens and residents are generally taxed by the
United States on their worldwide income with the allowance of a
foreign tax credit for foreign taxes paid. However, for years prior
to 1978, U.S. citizens working abroad could exclude up to $20,000 of
earned income a year if they were present in a foreign country for 17
out of 18 months or they were dona fide residents of a foreign country
for a ¥eriod which included an entire taxable year (sec. 911). In the
case of individuals who had been bona fide residents of foreign coun-
tries for three years or more, the exclusion was increased to $25,000
of earned income. In addition, under the law prior to 1978, foreign
taxes paid on the excluded income were creditable against the U.S.
tax on any foreign income above the $20,000 (or $25,000) limit.

The Tax Reform Act of 1976 would generally have reduced the
earned income exclusion for individuals working abroad to $15,000
¥er year. However, the Act would have retained a $20,000 exclusion

or employees of domestic charitable organizations, (The-term “chari-
table” as used in this explanation includes educational, religious, sci-
entific, literary, etc., purposes for which an exemption is allowed under
section 501 (3 (3).) In addition, the Act would have made certain
modifications in the computation of the exclusion, The Act provided
that any individual entitled to the earned income exclusion was not
to be allowed a foreign tax credit with respect to foreign taxes al-
locable to the amounts that were excluded from gross income under
the earned income exclusion. Also, the Act provided that any addi-
tional income derived by individuals beyond the income eligible for
the earned income exclusion was subject to U.S, tax at the higher rate
brackets which would aplply if the excluded earned income were not
so excluded (i.e., the exclusion was “off the bottom”).
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These amendments made by the 1976 Act never went into general
effect because the Foreign Earned Income Act of 1978 generally
replaced the section 911 earned income exclusion for years beginning
after December 31, 1977, with a new system of itemized deductions
for the excess costs of working overseas, (The basic eliiibilit‘y require-
ments for the deduction are generally the same as for the prior earned
income exclusion.) However, because the provisions of the 1978 Act
were effective on January 1, 1978, and the Act did not become law until _
November 8, 1978, taxpayers were permitted to elect for 1978 to be
taxed under the new provisions or under prior law (the exclusion
as amended by the Tax Reform Act of 1976) so that the 1978 Act
would not have any mandatory retroactive effect. It was anticipated
that this election would be of particular interest to employees of do-
mestic charitable qrfanizations, since under the 1976 Act they would
continue to be eligible for a $20,000 exclusion, even though it would be
subject to the new computation rules of the 1976 Act.

Ezxcess living cost deduction

- The new excess living cost deduction (new sec. 913) frovided by the
1978 Act consists of sedpara,te elements for the general cost of living,
housing, education, and home leave costs. Employees of charitable or-

anizations are allowed these deductions on the same basis as other
individuals. The cost-of-living element of the deduction is generally
the amount by which the cost of living in the taxpayer’s foreign
tax home exceeds the cost of living in the highest cost metropolitan
area in the continental United States (other than Alaska). The deduc-
tion is based on the spendable income of a person paid the salary of a
Federal employee at grade level GS-14 step 1, regardless of the tax-
payer’s actual income. The housing element is the excess of the tax-
payer’s reasonable housing expenses over his base housing amount
(generally one-sixth of his net income). The education deduction is
generally the reasonable schooling expenses for the education of the
taxpayer’s dependents at the elementary and secondary levels. The de-
duction for annual home leave consists of the reasonable cost of coach
fare transportation for the taxpayer, his spouse, and his dependents
from his tax home outside the United States to his most recent place
of residence within the United States.

Hardship area exclusion

In addition, taxpayers living and working in certain hardship areas
are allowed a special $5,000 deduction in order to compensate them
for the hardships involved and to encourage U.S. citizens to accept
employment in these areas. For this purpose, hardship areas are gen-
erally those designated by the State Department as hardship posts
where the hardship post .allowance paid government employees is 15
percent or more of their base pay.

As an exception to these new rules, the Act permits employees who
reside in camps in hardship areas to elect to claim a $20,000 earned
income exclusion (under sec. 911) in lieu of the new excess living cost
and hardship area deductions. No foreign tax credit would be allowed
for foreign taxes attributable to the excluded amount. Lodging is not
a “camp” unless it is substandard lodging which is (i) provided by or
on behalf of the employer for the convenience of the employer because
the place at which the individual renders services is in a remote area
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where satisfactory housing is not available on the open market; (ii)
located, as near as practicable, in the vicinity of the place at which the
individual renders services; and (iii) furnished in a common area (or
enclave) which is not available to the public and which normally ac-
commodates 10 or more employees. The term “hardship area” has the
same meaning for purposes of this provision as for the deduction for
excess foreign living costs (sec. 913). ‘
Charitable services
In many instances, an exclusion of earned income is of little conse-
gueqoe to Americans working abroad because the credit allowed for
oreign income taxes imposed on the eaminﬁs may entirely or substan-
tially offset the U.S. tax due on the income. However, certain charitable
employees working abroad are exempt from foreign tax, This is the
case, for example, for certain educators under a number of tax treaties
between the United States and foreign countries.

Issue
The issue is whether employees of charitable organiza,tions should
be permitted to elect the same treatment under the 1978 Act as employ-
ees who reside in camps located in hardship areas, ie., a $20,008 an-
nual exclusion in lieu of the excess foreign living cost deductions.

Explanation of the bill

The bill would allow individuals meeting the foreign residence or
presence tests who perform “qualified charitable services” to elect, in
lieu of the deduction for excess foreign living costs, an exclusion of
$20,000 from gross income on the same basis as employees residing in
camps in hardship areas. “Qualified charitable services” are defined
to mean services performed by an employee for an employer which
meets the requirements of section 501(c) (3).

In the event that an individual resides in a camp in a hardship area
for part of the taxable year and performs qualified charitable services
for another part of the year, the $20,000 limitation applicable to the
amount excludable as a camp employee would be reduced by the
amount excluded as a charitable employee.

The treatment afforded by the bill is similar to the treatment af-
forded to charitable employees under the 1976 Act in that in each case
the employee is entitled to exclude up to $20,000 of foreign earned in-
come. It differs from the 1976 Act in that (i) it is available to employ-
ees of any organization qualifying for exemption under section 501 ﬂc)
(8), whether the organization is foreign or domestic’, (ii)_the exclu-
sion_is “off the top,” rather than “off the bottom,” and (iii) the
employee may elect the deduction for excess foreign living costs, if
that is more favorable.

Effective date
g‘he bill would apply to taxable years beginning after Decer{lber 31,
1978. .
Revenue effect

This bill would reduce budget receipts by $39 million in fiscal 1980,
by $28 million in fiscal 1981, by $30 million in fiscal 1982, by $33 mil-
lion in fiscal 1983, and by $36 million in fiscal 1984.

O



115
SuPPLEMENT TO DESCRIPTION OF TA BiLis Listep ForR A HEARING
1. SUMMARY
1. S. 1542—Senator Percy

Partial Exclusion of Interest Received by Individuals and Partial Exclusion for
Reinvestment of Interest and Dividends

Under present law, the first $100 of dividends received by an individual from
domestic corporations is excludable from gross income. No exclusion is provided for
interest received by an individual with regard to savings accounts.

The bill would provide an exclusion for the first $100 of interest received by an
individual on a savings account at a bank, saving and loan association, or credit

union.

The bill would also ?rovide (1) an exclusion of up to $400 for interest reinvested,
and (2) an exclusion of up to $400 for dividends reinvested. Eligible amounts must
be reinvested in qualifying savings accounts or in stock of domestic corporations. No
amount of interest or dividends would be eligible for exclusion if the amount
invested at the end of the taxable year by a taxpayer did not equal or exceed the
amount invested at the beginning of the year plus excludable reinvestment income.

2. S. 1697—Senator Weicker

Election of Partial Exclusion of or Credit for Interest Received by Individuals

Under present law, interest earned on savings accounts is subject to Federal
income taxation.

The bill would provide an election individuals (1) to claim a credit against income
tax liability of up to $250 for interest received from a residential financial institu-
tion.toz (2) to exclude up to $1,000 of interest received from a residential financial
institution.

Il. DESCRIPTION OF BILLS
1. 8. 1542—Senator Percy

Partial Exclusion of Interest Received by Individuals and Partial Exclusion for
Reinvestment of Interest and Dividends

Present law
Under present law, the first $100 of dividends received by an individual from
domestic corporations is excludable from gross income. In the case of a husband and
wife, each spouse is entitled to a separate exclusion of up to $100 for dividends
received with respect to stock owned by that spouse.

No exclusion from income is provided under present law for interest re-
ceived by an individual from banks, savings and loan associations, or credit unions.
Issues

The first issue is whether an exclusion should be provided for interest received by
an individual on certain savings deposits and accounts. The second issue is whether
there should be provided an exclusion from gross income for a portion of dividends
or interest received by an individual which is reinvested in stock or redeposited in a
savings account. :

Explanation of the bill
In general
The bill would provide an exclusion from gross income for interest received by an
individual. The limit on the aggregate amount of interest excludable would be ¥100
gus an additional amount not in excess of $400 each for certain reinvestments of
ividend or interest income.

$100 interest exclusion

The bill provides that the first $100 in eligible interest received by an individual
for a taxable i'ear would be excludable from gross income, Interest eligible for the
exclusion would be amounts received on a time or demand deposit with a commer-
cial or mutual savings bank, a savings and loan association, building and loan
association or similar association, and a credit union. However, interest on such
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deposits would be eligible for the exclusion only if the deposits or accounts of a
bank, association, or credit union, are insured under Federal or State law.

Interest reinvestment exclusion

The bill also provides an exclusion from gross income for interest which is
reinvested in time or demand delgosits in a qualifying institution or in stock of a
domestic corporation. As under the pro 100 exclusion, a qualifying financial
institution for this pu would include a commercial or mutual savings bank, a
savings and loan association, building and loan association or similar association,
and a credit union insured under Federal or State law. The reinvestment exclusion
:.pplies o_nlty if the interest received is reinvested promptly upon actual or construc-

ive receipt.

The exclusion for reinvestment would be limited to $400. In addition, this exclu-
sion would not be allowed for any amount if the net investment limitation described
below is not satisfied.

Dividend reinvestment exclusion

The bill provides an exclusion from gross income for dividend distributions from
domestic corporations which are reinvested in common or preferred stock in a
domestic corporation or in time or demand deposits in a qualifying financial institu-
tion. This exclusion for reinvestment would be limited to $400 and would be in
addition to the $100 exclusion under present law. In addition, this exclusion would
nott_ lf)_eedallowed for any amount if the net investment limitation described below is
satisfied.

Net investment limitation

No amount of dividends or interest would be eligible for the reinvestment exclu-
sions if a net investment limitation is not satisfied. For this purpose, a taxpa{er's
investment base at the end of the taxable year must equal or exceed the sum of the
investment base at the beginning of the taxable year and the amount of dividends
and interest which would be otherwise excludable from gross income under the
reinvestment provisions. The investment base would mean an amount equal to the
sum of (1) the taxpayer’s adjusted basis in stock issued by a domestic corporation
and (2) the amount of money in all time or demand deposits in a qualifying
financial institution.!

Effective date

The amendments made by the bill would apply to taxable years beginnin, aftér
December 31, 1979. y PRy y e ¢

Revenue effect
This bill would reduce budget receitpts by $332 million in fiscal 1980, $2,406
million in fiscal 1981, $2,565 million in fiscal 1982, $2,731 million in fiscal 1983, and
$2,673 million in fiscal 1984.

2. S. 1697—Senator Weicker

Election of Partial Exclusion of or Credit for Interest Received by Individual

Present law

. Under present law, interest earned on savings accounts is subject to Federal
income taxation.

Issue

The issue is whether an election should be provided to individuals to exclude from
gross income the first $1,000 of interest earned on certain savings accounts or,
alternatively, to claim a dollar-for-dollar credit for interest earned on savings ac-
counts up to $250. ’

'The committee may wish to consider a number of possible technical problems if this pro
is marked up. For the net investment limitation, the committee may wish to consider if the
adjusted basis of all stocks should be taken into account without regard to manner of acquisi-
tion, eg., purchases from related parties, margin purchases, fiﬁs, inheritances, installment
purchases, taxable stock dividends, and contributions to capital. In addition, the committee may
wish to refine the concept of eligiiale dividends, e.g., cash or gl;operty, dividend income from a
greferred stock bailout, undistributed taxable income of a subchapter S corporation, and divi-
end treatment arising from a one-month liquidation. The committee may also wish to consider
ible exceptions for distributions received from certain corporate entities, e.g., personal
olding companies, mutual funds, and subchapter S corporations.
. With respect to savings investments, the committee may wish to consider refinements of the
interest reinvestment exclusion so that debts incurred for funds transferred at the end of a taxable
year to eligible accounts would not be reflected in the determination of the ending investment base.
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. Explanation of the bill

The bill would provide an election to individuals (1) to exclude from gross income
a portion of interest earned on savings in a residential financial institution or (2) to
claim a credit on a portion of such interest.

The amount of the credit would be equal to the amount of interest received by an
individual on qualifying savings but the credit could not exceed $250 for a taxable
year. No special rules are provided with reslpect to a joint return. Thus, each spouse
would be eligible for a ;l:sarate election. In addition; the credit could be used to
offset tax liability after reduction for all other credits which are not treated as tax
payments. No tax refund would be allowable for the amount by which this credit
exceeds the net tax liability.

The amount of the exclusion would be equal to the amount of interest received by
an individual on qualifying savings but could not exceed $1,000 for a taxable year.

Interest eligible for the credit or exclusion would be amounts received on savings
in a residential financial institution. Only such amounts paid in respect of deposits,
investment certificates, or withdrawable or repurchasable shares by commercial or
mutual savings banks, savings and loan associations, buildings and loan associ-
atiolne,_ or similar associations and credit unions would be eligible for the credit or
exclusion.

Effective date
The amendments made by this hill would apply to taxable years beginning after
December 31, 1979. v y begl
Revenue effect

This bill would reduce budget receipts by $1,195 million in fiscal 1980, $8,688
million in fiscal 1981, $9,341 million in fiscal 1982, $10,043 million in fiscal 1983, and
810,014 million in fiscal 1984.

RevisEpD REVENUE ESTIMATES roRr BiLis

These are revised fiscal year revenue est.mateg for bills scheduled for a hearing
on October 31, 1979. '
' FISCAL YEARS—IN MILLIONS OF DOLLARS
1980 1981 1982 1933 1984
$. 1488 172 1,255 1347 1,43 1432
S. 1846 307 2,24 2,342 2,468 2414

STATEMENT OF SENATOR LLoyp BENTSEN

This afternoon the Tax Subcommittee of the Senate Finance Committee is holding
hearings on several tax bills including two of my proposals.

My first bill, 8. 246, would provide tax relief to small savers by giving individuals
a tax exemption on the first $500 of interest earned from a savings account at a

k, savings and loan association or credit union. The exemption would be $1000
for a husband and wife who make a joint return. The second bill, S. 999, would
excuse the payment of interest due with respect to a late payment of tax if there
was reasonable cause. This bill is of particular importance to residents of Wichita
Falls, Texas who were hit by devastating tornadoes just before April 16.

My savings pro which has 19 Senate cosponsors will help those Americans
who rely upon their small savings for emergency purposes. This bill will help
protect the erosion of savin%sI b{ inflation. The cosponsors include Senators Matsu-
naga, Boren, Baucus, Ford, Hollings, Stone, Morgan, Burdick, DeConcini, Zorinsky,
gg:cir, .tl;ugar, Pressler, Schmitt, Thurmond, Young, Armstrong, Garn and

witz.

Due to inflation, individuals actually receive a ‘“negative” rate of return on
savings deposits. A tax on the interest received further penalizes the consumer who
has already been hurt by inflation. The money deposited in a savings account has
been taxed at the time the individual-earned the income. A second tax can be harsh.

Our tax laws have penalized savings and investment and this has contributed to
lagging groductivity and high rates of inflation. The United States has a very poor
record of savings compared to other industrialized nations. The U.S. rate of savings
as a percentage of disposable national income in 1976 was only 4.8 percent com-
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pared to a rate of 6.6 '?ercent in the United Kingdom, 13.1 percent in France, 13.2
percent in Germany, 17.2 percent in Switzerland, and 25.3 percent in Japan.

The percentage of disposable income that Americans saved during the third
quarter of 1979 fell to the lowest quarterly figure since 1951, according to ﬁsures
released by the Commerce Department. The national savings rate during the July-
September period declined sharply from 5.4% to 4.1%. The last time the savings
rate was that low was the first quarter of 1951, when it fell to 3.7%.

Michael Boskin, Professor of Economics at Stanford University, who supports my
savings exclusion proposal states:

“There is no greater problem facing the U.S. economy today than our extremely
low rate of saving and closely related low rate of investment.”

Professor Boskin goes on to state: “There is no more urgent legislation than to
graduall,v shift to a system that would promote, rather than destroy, the incentive
to save.’ -

A recent Wall Street Journal article on the savings rate in West Germany points
out that the funds made available by savings in that nation have helped push
productivity ahead at a faster rate in Germany than in any other Western nation.

b‘I‘;' other bill, S. 999, would provide equity to victims of natural disaster such as
in Wichita Falls, Texas who were unable to complete their tax returns on time due
to exceptional circumstances.

STATEMENT OF SENATOR DOLE

Mr. Chairman, the assortment of bills listed for the hearing today addresses many
problems of vital concern to various grou%e, from the independent newspapers
stmﬁgling to survive, to charities operating abroad. I look forward to the elucidation
on these bills that witnesses will hopefully provide.

Mr. Chairman, I am particularly interested in the bills that proposed a partial
exclusion of interest from taxable income. These bills are aimed at giving a much
needed boost to personal savings in the United States. In mly i’udgment, personal
savings in this country has dropped to a disastrously low level. In recent years, the
personal savings rate in the United States had fallen far behind the saving rates of
our major industrial comﬁtibors. As a percentage of individual income, United
States’ citizens save only about 6.5%, whereas, the savings rate in Japan is close to
25%, in West Germany 13%, and in the United Kingdom 13%. As a consequence of
this low savings rate, we simply do not have the capital that industry needs to
modernize, expand and compete internationally.

Thus, there is critical need for developing greater incentives for personal savinis.
Obviously, the corrosive effects of the Nation’s uncontrolled inflation is perhaps t
single greatest obstacle to increasing personal savings. It is difficult to motivate
people to put their money in 5.5% savings account when inflation is raging at
percenlt. Consequently, to induce more savings we first need to bring inflation under
control.

Even if a solution to the inflation problem eludes us, we should be able to spur

ter savings by enacting some form of savings tax incentive, such as one of the
ills considered here today.

Mr. Chairman, in addition to the savings bill specifically listed for the hearing
today, I would hope that the witnesses might address the savin% incentive provisions
of S. 1697, the savings and investment encouragement act of 1979. This bill was
introduced on July 30, 1979 with 41 cosponsors, every Republican in the Senate. The
savings provisions of S, 1597 are identical to 8. 1542, which was introduced by
Senators Percy and Danforth. In light of the savings bills considered here today, and
the others which have been introduced, it is clear that many democrats share the
Republicans’ strong support for enactment of some form of saving incentives.

STATEMENT BY SENATOR DAVE DURENBERGER

Several months ago, when the Disability Insurance Reform Amendments ap-
peared to be stalled in the house, I introduced legislation, S. 1643 which incorporat-
ed one section of the amendments. My bill was prompted by a concern about the
disincentives in current law which inhibit the severely disabled from retumin% to
work. Some argue that the disabled do not return to work because the disebility
programs provide so much in income that they have no incentive to seek gainful
employment. I am not convinced that this is the case. The real problem lies in' the
fact that if a disabled person dares to rehabilitate themselves and seek work, that
person is immediately cut-off from the benefits which they received while disabled.
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The most serious drawback is the loss of Medicare benefits. The bill 1 introduced
would correct that Froblem by providing for a continuation of benefits.

Experts in the field of rehabilitation know the value of employment for the
disabled person. They also know the difficult problems that exist for the disabled

reon who seeks a job and, in so doing, jeopardizes the necessary health and

ancial benefits he or she receives under the various public and yrivate programs.

Widely recognized and most important is the fact that Social Security programs,
which provide monthly payments and medical protection, include highly restrictive

rovisions that discourage and often prevent people from attempting gainful work.

amples of these inhibitive provisions arb: s

The low earning level constituting substantial gainful activity;

Two consecutive years of receiving Social Security disability benefit required
for medicare eligibility;

One trial work period lasting nine months, and applicable once in a person’s
lifetime; and :

Re-entitlement to financial and medical benefits necessitates a second waiting
period, similar to the initial entitlement to benefits.

We can and must do more for people who are disabled. We must change the
restrictive provisions and promote improvements in the law to encourage employers
to provide employment alternatives to severely disabled persons. These programs
can be successful ventures for both the employer and employee, as one example
demonstrates.

In January, 1978, Control Data Corporation, headquartered in Minneapolis, devel-
oped Project “HOMEWORK.” HO. ORK is a homebound employment program
made ible through Control Data’s computer-based education system called
PLATO. Through “HOMEWORK,” a select group of Control Data’s permanently
and totally disabled employees have re-entered the world of work. .

Due to the encouraging results of the HOMEWORK experiment within Control
Data, other major corporations within the United States have expressed an interest
in having Control Data help them establish a HOMEWORK program for their
company's disabled employees. .

The most significant obstacle HOMEWORK has encountered since its inception is
the disincentives currentéy contained in the Social Security lations and law.
Even though each HOMEWORK has been declared permanently and totally dis-
abled by Social Security, the mere fact that each person attempts to work potential-
ly leads to a discontinuation of all financial and medicare benefits.

Today, we are fortunate to have Gary Lohn, representing Control Data, testifyin
before the committee. Control Data has undertaken an important social service, an
I would like to strongly associate myself with this effort.

STATEMENT OF WILLIAM V. RotH, JR.

Mr. Chairman, I want to thank you for holding hearings on S. 1638 is to encour-
age persons to enter new businesses and to help them succeed.

S. 1638 corrects an inequity in the present law by permitting amortization of
certain start-up costs. Start-up costs (costs incurred in preparing a business to open)
that do not create an asset having a useful life of its own must be capitali as

_,-E?ﬂ of the cost of the business. Usually, businesses do not have an ascertainable
ife, and therefore, these capitalized start-up costs cannot be recovered through
depreciation. In fact, such start-up costs cannot be recovered until disposition of the
business. The start-up expenses covered in S. 1638 are the ordinary and necessary
expenses incident to the investigation, formation, and creation of a trade or busi-

ness.

The inability to meaningfully deduct start-up costs puts new businesses in-an
unfair tax bind. In commercing operations, new businesses can incur exactly the
same expenses as an ongoing business, yet new businesses cannot use these ex-
Benses to offset any income as would an ongoing business. For example, an ongoing

usiness can deduct rent, supplies’ costs, minor structural costs, telephone bills,

insurance bills and similar business expenses under Section 162. A business prepar-
ing to open will incur the same expenses but cannot deduct them. A business
reparing to open will capitalize these costs and vannot recover them until the
usiness’ last year of operation,

It is will known that many businesses fail each Bgear. Dun and Bradstreet reported
that of the businesses failing in 1977, over half, §3.1 percent, were in their first five
years of operation. Many businesses never -overcome the initial expenses of com-
mencing business. The current tax laws relating to start-u); costs are a deterrent to
entering a business and reduce the chances of survival. The tax laws do not
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encourage investigation of new enterprises nor do the tax laws adequately relieve
the initial burden of startinq a business. Businesses with an indeterminable life
should not have to wait until liquidation or disposition to recover their ordinary and
necessary start-up expenses.

S. 1638 provides a meaningful deduction for start-up costs. Under this bill, pre-
opening expenses that relate to the business but do not create an asset having a
useful life of its own can offset income of the business once it begins functioning as
a going concern. The bill recognizes the conflict between deduction and capitaliza-
tion of expenses of a self-<reated asset. S. 1638 provides a five year amortization
period for start-up costs, not a current deduction. Although this treatment does not
equalize the tax treatment between ordinary and necessary expenses for an ongoing
business and ordinary and necessary expenses of a taxpayer starting a business, it
goeg provide for recovery of start-up costs during the crucial young years of a

usiness.

To be administrable and to prevent abuse, this provision pertains only to pre-
opening expenses of the trade or business actually entered. Investigatory expenses,
like other ordinary and necessary pre-opening expenses, fall within this provision
onév if they directly relate to the culminated business.

. 1638 does not apply to the costs of acquiring an ongoing business because those
costs are not incurred or paid before the acquired business functions as a going
concern. Acquiring an existing business, however, should not be confused with a
business expanding into an unrelated field. The latter case is covered by this bill.

The present treatment of costs of inning business places new businesses in a
tax bind. Given the high failure rate of new businesses, reasonable tax relief must
be provided for start-up costs. In light of our need for real economic growth and
increased productivity, S. 1638 is a timely and n bill.

I would like to include in the Record an article published in Taxes which more
fully analyzes this subject matter and bill.
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Tax Relief for New Businesses:
Equitable Treatment of
Start-Up Costs

By DAVID B. SHARP *

This article explores the tax treatment of pre-
opening outlays for a new trade or business and
proposes an amendment to the Internal Revenue
Code to permit the meaningful deduction of such
expenditures. The presently inadequate tax treat-
ment of pre-opening costs discourages the start-
ing of businesses as well as increases the failure
rate of businesses. Inadequate tax treatment re-
sults when the pre-operating costs chargeable to
capital account cannot be amortized because the
business does not have an ascertainable life.?

I. Pre-opening Phase

The pre-opening stage of a business is di-
. vided into (A) Investigation Phase and (B)
- Start-Up Phase. As there is no difference in tax
treatment between successful investigatory ex-
penses and most start-up costs, timing, not tax
treatment, is the basis for this division.

A. Investigation Phase.—Investigatory ex-
penditures are the costs of examining business
prospects prior to reaching a firm decision to
enter a particular business. In this phase, an in-
dividual, inter alia, investigates potential markets,
T e The viens expressed are those of the author and
sarily represent the views of aay other
person or up.

' No depreciatian (amortzation) will be allowed unless

. R the asset kas a limited and determinable life. 4 Mertens,
©19:9, Da:id B. Starp Low of Federol Income Tazation, § 2302

October, 1979 TAXES—The Tax Mogozine 695
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business sites, and the availabitity of venture
capital. During this peried, the prudent business-
person studies several business opportunities be-
fore making a fina] decision.

Investigatory expenses of a taxpayer not in
a trade or business cannot be deducted under
Section 162 Section 162 allows as a deduction
all ordinary and necessary expenses paid or in-
curred within the taxable year and incurred in
carrying on a trade or business.? The courts’ and
the IRS's strict interpretation of the incurred-in-
carrying-on-a-trade-or-lLusiness requirement pro-
hibits deducting expenses incurred before the
business commences operations.*

Unsuccessful investigatory expenses (investi-

gatory expenses not pertaining to a business)’

cannot be capitalized as there is nothing against
which the taxpayer may capitalize them. Fur-
thermore, unsuccessful investigatory expenses of
a noncorporate taxpayer are not deductible as a
toss under Section 165* because an investigation
for a business is generally not viewed as a trans-
action entered into for profit.*

Successful investigatory expenditures are capi-
talized as part of the cost of the business.! Normally,
such outlays cannot be amortized because the
life of a business cannot be determined.!

Section 212(1) allows an individual to deduct
all ordinary and necessary expenses paid or in-
curred during the taxable year for the production
or collection of income.® Judicial precedent pro-
hibits expenses from being deducted under Section
212(1) uatil the individual has a proprietary or
possessory type interest in the business (income-
producing property}.!* Thus, courts, by definition,
have made investigatory expenses nondeductible
under Section 212(1).

Existing tax treatment of investigatory ex-
penditures incurred by persons not already in
business deters one from thoroughly searching for
and examining possible business sites and mar-
kets.’t In view of the high failure rate of new
companies, tax laws chould promote, not impede,
a deliberate selection process of potential busi-
ness ventures,!?

Moreover, in their treatment of investigatory
costs, tax laws favor existing businesses.!® Ex-
penses of an operating enterprise interested in
expznsion can be deducted under Section 162,
rrovided the expansion relates to the enterprise’s
cconomic activities.* In addition, a corporate
tarayer is permitted to deduct unsuccessiully
‘e tigatory expenses as a loss under Section 165.1

e TAXES——The Tax Magozine

B. Start-Up Phase. The time between the
firm decision to cstablish a business and the actual
start of the business is the start-up phase. Interest,
taxes, expenscs for tax advice, and organizationat
expenditures are discussed scparately because
they, are specifically deductible under the tax laws.

1. Interest and Tares.—In Conunissioner v.
Idaho Power Co., 418 U. S. 1 (1974), the Court
held that the taxpayer was not entitled to a cur-
rent depreciation deduction on transportation equip-
ment to the extent such equipment was used in
the construction of the taxpayer’s own capital
assets. The Supreme Court noted that Section

* Section references are to the Internal Revenue Code
of 1934, as amended. .

' “There shall be allowed as a deduction all the ordi-
nary and necessary expenses paid or incurred during the
taxable year in carrying on any trade or business . .."
I. R C. §102(a),

¢ Sec Frenk B. Polachek, CCH Dec, 20,453, 22 TC 838
(1954); Morton Frank, CCH Dec. 19702, 20 TC $11
(1953): George C. IVestervelt, CCH Dec. 15830, 8 TC
1248 (1947); &nd Rev: Rul. 73-421, 1973-2 CB 3.

*“In the case of an individual, the deduction (for a
loss) shall be limited to . . . , losses incurred in any
transaction entered into for profit, though not connected
with a trade or business. 1. R. C. § 165(¢)(2).

* Although it is dificult to precisely determine when
an investigating individual enters into a transaction for
profit, clearly general investigatory expenses cannot be
deducted under Sec. 165. See Rev. Rul 77-234, 1977-2
CB 63; compare Harris W. Seed, CCH Dec. 29,719, §2
TC 880 (1969), acq., 1970-2 CB xxd with Joseph V.
8roun, CCH Dec. 26,260, 40 TC 861 (1953).

'See Rev. Rul 74104, 1974-1 CB 70; and Rev. Rul.
73-421, footnote 4, above. Cf. KWTX Broodcasting Co.,
CCH Dec. 23,436, 31 TC 952 (1939); and Radio Station
WBIR, CCH Dec. 23,416, 31 TC 803 (1959) (both involved
capitalizing costs of obtaining an FCC license).

* See Mid-Stale Products Co., CCH Dec. 20,157, 21 TC
696 (1954).

*"In the case of an individual, there shall be allowed
as a deduction all the ordinary and necessary expenses
paid or incurred during the taxable year— .

{1) for the production or collection of income .. .”
LR C §212()1).

* See Heinstein v. United Stetes, 70-1 vsic € 9190, 420
F. 24 700 (Ct. Cls.); Engene Walet, Jr., CCH Dee. 23,838,
31 TC 461 (1938), afi'd per curiam, 60-1 uste © 9121, 272
F. 2d 694 (CA-S 1939); and Morton Frank, CCH Dec.
19,702, 20 TC 511 (1953),

U P. Galvin, “Investigation and Start-Up Costs: Tax
Consequences and Considerations for New Businesses,”
56 Taxes—The Tar Mogazine 413-417 (1978).

®Of the businesses failing in 1977, over half, $3.1
percent, were in their first five years of operation. Dun &
Bradstreet, “The Business Failure Record™ (1978).

“ This encourages an investigating taxpayer to form
a corporation 1o search for new businesses simply to en-
able the shareholder(s) to recoup the expenses of un-
successful searches. Ordinary loss deductions may be
obtained through the sale of 1244 stock or the passing
through of Subchapter S corporate operating losses.

“See Reg. §1.162-172); and compare York v. Com-
miscioner, 38.2 vstc €0952, 261 F. 24 421 (CA-4) with
Mid-State Products Co, CCH Dec. 20,157, 21 TC 696

U See Rev. Rul. 74-104, 1974-1 CB 70, and Rev. Rul
73-386,1973-2 CB 86

October, 1979
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161 % provides, with stated exceptions, that an
expenditure incurred in acquiring (or creating)
an asset must be capitalized under Section 263(a)
even when the expenditure might be deemed
deductible under Pact V1 (Sections 161 to 192).1
Therefore, a deduction expressly granted by law
can be deferred if related to a self-constructed
item.»*

Although the Idaho Power case involved the
capitalization of depreciation deductions for an
existing company, notionally the decision is sig-
nificant to the tax treatment of taxes and interest
paid or accrued during the pre-operating stage.
One could argue that if depreciation on construc-
tion equipment should be assiroilated into the cost
of a created asset so shcud integest on the
loan financing the creation or an asset. Given the
Idoho Power case, interest pald or sccrued on
indebtedness incurred to begin a business and
taxes paid or accrued while establishing a busi-
ness should not be considered automatic deduc-
tioas just because interest and taxes are specifically
enumerated deductions.

However, & persuasive argument can be made
that interest and taxes need not be capitalized
under Section 263(a) as part of the cost of the
business. First, since the Court did not address
the general issue of capitalization versus de-
ductibility of construction-related expenses, the
Idaho Power decision does not mean that all such
expenses must be capitalized.

Second, interest and taxes paid or accrued

to establish a business do not represent anything’

paid into the business.®® Amounts paid for interest
and taxes attributable to the formation of a busi-
ness are too incidental to be assimilated into the
cost of the business. Consequently, Sections 189
and 266 had to be enacted if interest and taxes
were to be capitalized™ Tt can be inferred that
without Sections 189 and 266 taxpayers would
have to deduct Interest and taxes. Section 266
allows a taxpayer to elect to capitalize taxes and
interest rather than deduct them.™ The enact-
ment of Section 189,® which forces certain tax-
payers to capitalize construction period Interest
and taxes, indicates that interest and taxes are not
to be capitalized without a Code section so
stating.

Furthermore, the regulations promulgated

under Section 163 state, “except as otherwise

provided in Sections 264 to 267, inclusive, interest
paid or accrued within the taxable year on in-
debtedness shall be allowed as a deduction in
computing taxable income.” *¢ Since Section 263

October, 1979
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is excluded, interest should not be capitalized
under that section.

Irrespective of the correctaess of the above
argument, it is doubtful that the IRS would
actively pursue this issue because interest paid
on an indebtedness incurred to establish a business
is analogous to interest paid on 2 home mortgage.
Forcing the capitalization of interest under Sec-
tion 263(a) in the former example and not in the
latter would be inconsistent. Requiring the capi-
talization of home-mortgage interest under Sec-
tion 263(a) would achieve consistency, but it
would never be tolerated by Congress.

2. Expenses for Tax Advice~—Section 211 is
the counterpart of Section 161 for Part VII (Sec-
tions 211 to 220) of the Code.” Therefore, Sec-
tion 263 has priority over any Part VII deduction.

A person seeking a suitable business entity
incurs attorney or accountant fees, Under Sec-
tion 212(3)," an individual’s fee for consultation
concerning the tax consequences of the business’s

*“In computing taxable income under Section 63,
there shall be allowed as deductions the items specified in
this part, subject to the exceptions provided in part X
...."LR.C318l

¥ “No deduction shall be allowed for—

(1) Any amount pald out for new buildings or

for permanent improvements or betturments made

. R.‘OC increase the value of any property or estate”
RE

§263()(1).
‘ommissioner v. Idaho Power Co., 74-2 ustc 19521,

Ci
418U.S.1,17. -

# See 1d.; but see Ali-Stedd Equipment Inc., CCH Dec.
30,353, 54 TC 1749 (1970), rev’d on other grounds, 72-2
ustc { 467 F. 24 1184 (CA-7).
®Ct, Werterfield v. Rofferty, | vstc 1109, 4 F. 28 590
(DC N. Y. 1928) (court held that taxes and interest at-
tributable to real property could not be capitalized).

® See Joint Committee on Taxation, Geweral Explana-
tion of the Tas Reform Act of 1976, at 25 (1976) (amounts
paid for interest and taxes attributable to the construction
of real property were, prior to the enactment of Sec. 189,
allowable as current deductions).

®uNo deduction shall be allowed for amounts paid or
accrued for such taxes and carrying charges ss . . . are
chargeable to capital account . . . if the taxpayer elects

. to treat such taxes or charges as so chargeable”

R. C. §266.

®i(1)n the case of an individual, an electing small

business corporation . . . or personal holding company
. no deduction shall be allowed for real property con-
struction period interest and taxes” 1. R. C. §189(a).

"Reg. § 1.163-1(a).

®i[n computing taxable income under section 63,
there shall be all as deductions the items specified
in this part, subject to the exceptions provided in part IX

.. LR.Coga.

#9]n the case of an individual, there shall be sllowed
as a deduction all the ordinary and necessary expenses
paid or incurred during the taxable year—

(3) In connection with the determination, col-

lection or refund of any tax” 1. R, C. §212(3).
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formation is deductible.’! In light of the Idako
Power decision, it is arguable that this fee, like
interest and taxes, should be assimilated into the
cost of the business. However, the cost of tax
advice need not be capitalized because it is so
incidental to the creation of the business.

3. Organisational Expenditures—Corporate oc-
ganizational expenditures are the cost incident
to the creation of the corporation, chargeable to
the capital account, and amortizable over the life
of the corporation if that life is determinablet*
If the corporstion so elects, Section 248 allows
it to amortize organizational costs over a five-
year period. Since investigatory and start-up
_expenditures are costs incidental to the creation
of the corporation and meet the other two defini-
tional requiremeats, it might be argued that Sec-
tion 248 covers those costs. However, the regulations
limit the scope of Section 248 to those expenses
incurred in forming the corporate shell.®®

Section 709 allows for the amortization of
partnership organizational costs.® These costs
include legal fees for drafting the partnership
agreement and necessary accounting fees.

There is no similar provision for a noncor-
porste and nonpartnership business entity, Such
& business entity would have nominal organiza-
tional costs, such as accounting fees and perhaps
fees for local license and title. s

Orgunizational expenditures, like succesaful
investigatory and start-up costs, are not deductible
for two reasons. First, organizational expenses

t be deducted b they are pre-operating
expenses® Second, they are considend part of
the cost of creating an asset, the business, which
assuredly has a useful life of at least several
years.® Therefore, organizational expenditures
should be capitalized, and without a Code section
providing for an amortization period, they normally
could not be amortized.

4. Remaining Stort-Up Costs.—Remaining
start-up costs include management fees, rents,
suryeys, sppraisals, insurance, utilities, advertis-
ing, and other routine expenditures that do not
create an asset other than the business.

Only expenses incurred in carrying on a trade
or business are deductible under Section 1624 To
ensure that an expense was incurred in carrying
on s business, courts must determine when the
business started. Most courts accept the starting
date to be when the business begins functioning
33 8 going concern and performs those activities
for which it was organized.* However, one court

698
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also required the taxpayer to have the motive and
intention of realizing a profit,* and at least one .
court considered the act of incorporation to be
the start of business.®® Except in the latter case,
start-up costs by definiti be deducted
under Section 162 as they are incurred before the
business functions as a going concern.’

The little authority there is on this issue
indicates that start-up expenses canaot be de-
ducted under Section 212(1) because an indi-
vidual does not have a sufficient interest in the
business until it is established®® Inasmuch as
the courts’ existing-interest test, which deter-
mines if a deduction is allowed under Section
212(1), is similar to the condition that the busi-
ness functions as a going concern before a deduc-
tion is allowed under Section 162, start-up costs
do not fall within the scope of Section 212(1).

Even if an individual is considered to have a
proprietary or possessory type interest in the
business during the start-up phase, start-up-ex-
penses are still nondeductible. The denial of
deductibility to start-up (and successful investi-
P is istent with the g 1
tax principle of capitalizing an expenditure paid
or incurred to acquire o