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OctoBER 1, 1962.«-—Orde;'e& to be'printed

By}

,,,,,

submntted the followmg

| CONFERENCE REPORT
,,, . (To aocompany H R 10650]

. The'committee: of conférence on the disagreeing votes of the two
Houses on the amendmentsiof the Senate to the bill (H.R. 10650) ‘to’
aménd- the Internal' Revenue Code of 1954 to: provide a credit for
investment in certain depreciable property, to eliminate certain defects
and -inequities; and for other purposes, having met; after full and free
conference, have.agreed. toweoommend and do recommend t,o their
respective. Houses: as'\followss. v vy o

‘That the Senate recéde. from ite amendments numbered 11 12 13,
2830, 150,908,145 146,:197,:109,.200, atid 203, .

‘l‘hat the~Hotise' recede (fmm its: dlsagreement .0 -the amendments

of the Sendte! numbéred-2; 3,'4, 6,'7,'8,:10;-15, 16, 17, 18, 19,.20, 21,
22, 23, 24, 25, 26, 27, 32, 33, 34,.35,/36,:37,: 38}, 39, 40,4142, 43, 44,
45 46 47 49 51 52 53 55 56 57 58 169,62, 63,.64, 65 66 67 68
70 71 72 73 74 75 76 77 78 79 80 81,82, 83, 84 86, 88 93 94
97, 98, 100, 101, 102, 103, 105, 106, 107, 108, 109, 110, 111, 112, 113,
104, 15016 117, {18, 119,"}20, hot, ‘2%, 123,124, 126, 121, 128,
129 130} 1817 ‘132 135) 18471138" ‘156]" 137" 1387 130, 141, 142, 143,
114? 14‘, 148 149 150 161, 152 153, 154 155 156, 157 158 160,
162, 163“164*‘185”166 167 1’68 169, 170, ’171 172} 174] 175, 176,
177, 178, 179, 181, 182, 184" 188 186" 188 191 193 ané 194, and
agree to the same,

" Ametidmetit’ kg L1 T et .

That ‘the "Housé' redede ’ft’Om it.d dlSegreement to the amendment of‘
tt‘,hﬁo S;:gnete numbered 1 and agrep to. the same, wlth amendments a8

“Page3, line' 6, of the Senate engrossed ex’nendments, stnke out
“date" ‘aaldinsett’ data:
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Page 4 of the Senate engrossed amendments, strike out, lmos 27.and
and insert: b 1 RAPPEVAR

gc) gounr{:arrrnfe:dmmt R

(d) Effective date.

Page 5 of the Senate engrossed amendments, strike out lines 1 to 24,
inclusive, and insert:

Sec. 27, Exclusion from gross income of cerlain awards made pursuant to
evacuation clatmsiof: Japdnesé- American persons.
(ag In general,
Eﬁ'ectwe dale, etc.
Sec. 28, Deduction  for -depreciatson by tenant-slockholder of cooperalive
housing corporali
(a) ‘Alowd L‘eoydeducmm
(b) Clerical amendment.
(¢) Effective date.
Sec. £9. Deduction for income lax purposes of contnbuuom to certam or-

anizations for judicial re
Sec. 30. l#ccude o Gimeridmen {o J?cam 1874(b)

Sec. 81. Treaties, - ;. ivi're it
And the Senate agreo to the same,
Amendment numbéred'bt . li T TV
That the House recede from its disagreement to the amendment of
}hﬁ Senate numbered 5, and agreé to' the seme with amendments as
ollows:
Page 6, line 13, of the Senate engrossed ametxdmeﬂta;;atnke 6ut
“June 30 1862" and insert Decentber 81y 1981 1 .1 «il} i thane
Page 7 'of. the. Senate engrossed - dmen mente, sbnke out hnes »14 to
22, inclusive, and-insertt. .~ o R P TR IR PR ILS EUREE
“(4) imnpu YEAR xzazmvma urou uxmar 1! W.;‘rf'Fm‘
&:rzmsea of determining the amount of .an' investment: credit catry-
that may be added under paragraph (1):for-a, tazable year
beginning before. Jan r% 1, 1968, .and: ending after:Decémber 81
1961, the amount of the imitation, provided by subdection(a) (8)
the amount which - bears the same iratio to- swch. limitation 'as the
number. oj days:in éuch year after. Dccember 81,:‘1961 1b¢ars to' th
total numb erojdaysmmchyoar SRR Joee
And the Senate agree.to the aame. S RTINS

Amendment numbored 9: L

~ That the Hotise recede from 1ts dls ement to the améndment of
t.hef Slfnate numbered 9, and. agree to e spme with an amépd;nent
ds follows:

“Page 9, line 19, of the s:gate engrqsé al'nendments, pfter “is"
mserthualtoor andthe ateagreeto le saMe, | g o

H o

Amendment numbered 29: k fe g H‘-.--‘

That the House recede from its dlsagreement o the umem‘ ment, of
fSelxlw»u;a numbered 29, and agree tg, thﬁ,same with an mgen.d;nqqt,
0 OWB' . Vo 1‘6 l;
Intheu of tge }nﬁiter proposed t(;hl)' heétted b thd S&'& ¥ ”
ment insert the following:, or; in e, of an ilem dir
or following a_substantic dnd ' ﬂcfm bugnem m %
business meetings at a convcntwn or othmmsc ), wch
aseociated with,
And the Senate agree to the same,

]s,w
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Amendment numbered 31: .. i e gt b

That the House recede from its dlsagreement to, the amendment
of the Spne}pe numbered 31, apq agree to, the same wnt,h an amendment

In 1ieu’?'f ‘th 'mattér proposed to be idserted i)y the Senate. nmend-
meny pnqirt the ?ﬂowmg. 1, 9% W thc casc of an wtem desgribed in sub-
paragraph (A) directly preceding or following a_substantial and bona
ﬁde mnness dzscusmon nof mg u&mcs& meelings at a conventwn or
otherivise), the portion of such ilem associated with, ‘ ‘

And.the Senate agree to the same,

Amendment numbered 48: . ..
That the | louse recede from its dlsagreement to the amendment of
}'hﬁ Senate numbered 48 o.nd agree to the same w1th an amendment as
ollows: o
“In‘leu of the matter proposed to be 1nserted b the Senate amend-
menb insert the following: , but the amount deter.. wned under this sub-
?h shall in no case be greater than the larger (
(1) the amorint ddermmed 'wnd ragra fh 4), or

: :gn) the amounthuzl‘»‘;,(;ht h ed to.t b; aznozn; determme?
- under ragrap equalcteamount which 12 percent o
o the total dga osits ‘or withd rawable accounts of depositors of the tax-

payeriat: tha close of suoh Yyear ‘exceeds the sum o l s surplus, un-
- divided profits, and reserves at the: beginning of such year (taking into
* account any ortwn thereof atiributable to'the pemod before the first
tazable year eqinning. after December 31, 195 I)
And the Senate agree to the same,: -

Amendment numbered 54; : C

" »That:the House recede:from its' dxéagreement to the amendment of
t.hef S%fmwnumbered 54;-and’agree to:the same with an amendment
as follows:

. .Page 48, .aiter line'4; of : the: House'engrossed bill insert: -

“(5} LIMITATION IN CASE OF CERTAIN DOMESTIC BUILDING AND
1LOAN uso&umozva.wlj the pcrcmtaqc "of 'the assets of a domestic
building and loan association which are not assets deseribed in gec-
Mw M0 Msa)(zs) (D) (iz) exceeds 86 gm' cent' for: the tazable year (aa

mfoees of section- 7701 (a) (19) for such year), t

“animmt”ddmm vunder pardgraph': 2),"and the amount cfeter-

N ytined urder pardgrag (8)* Ly m edch case beé the amotint (deter-
mined without regard to this paragra h but with regard to the limits
contained in paragraphs (£), (9)y (1 )(B)) redzwed by lhe amounl

determined under the followmg table Ve
) xu}js_rfr*'rnr TI¥7117I|1 y ',*ﬁ*r‘. - — S} —
*If N W&u bt day do{ 1|\ thé pedhiction chall be ths foltomng pro-
exceeds— exceed— ‘portion of the amount so determined
;\: e ” |H)U R 'mv . }’:' ! ,‘< l)'!" R ESNY| WW"O“M 'Q ‘h“ meaﬂh"“' )
?*'sawauwmu..t B L FeUi RURREI LIS 177 SH
........ 38 percent. ... /8 : :
o ’ﬁ::'»”"‘:i::t::t D73l KUREURAERRRL 7 SR RIC
40 pcmm ........ 41 pereent.. . ... , ~, s/1e
o ] EFEE T SRR REEPRUREITE B AR
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And the Senate agree to the same. = s L

Amendment numbered 80: L : b

That the House recede from:its dxss.greement to the amendmpni. of
}'hﬁ Senate numbered 60, and. agree to the same with amendmentq a8
ollows:
Page 24, linié 15, of the Séfiate engrossed a‘mendments stnke gut
the. parentiuesm at the’ beginning of the line, - -
Page 25, line 23, of the Senate engrossed. amendments, stmke out
“(i) and (u)” and insert (i), (#), (i), and (vi)
Page 26, line 10, of the Senate’ engrossed amendments, smke Out.
“() and (i1)” and insert (1), ('n) (1), and (v1) Lt
Page 27, after line 6, of the Senate engrossed. amendments msert
%’Iw term ‘domestic buzldmg and loan association’ also includes any
association which, for the tazable year, would satisfy the requireméhis
/ the first sentence of this paragraph 5/ ‘41 percent’ were substituted
. for ‘36 percent’ in subparagrap Ezcept in.the casei of the
taxpayer’s first taxable year gmmng after-the date of the enactment
of the Repenue Act of 1962, the second, sentence. of this pamqraph
shall mot apply to an association.for the. tazable yearunless such
association (p ) was a domestic building and loan association, within
the meaning of. the first sentence of this paragraph fon: the first
tazable year precedmg the tm:able year, or (11) was a domestio buslding
and loan association solely g reason-of - the: secand sentence of this
paragraﬂm for the first taxzab year preceding the tamable year (but
not for the second preceding taxable year)x
And the Senate agree to the same, -« .0 . . .. \...;_; [V
Amendment numbered 61: b e e
.That the House recede from its dlsagreement to the amendment of
:hﬁ Senate numbered 61, and; agree to the same with amendmentsf'
ollows: e
Page 27, line 13, of the Senate. engrossed amandments stnke out
“Exomn” :
Page 27, line 15 of the Senate engroxised amendmenta, after' f‘Ac'r”
insert or 1683 . By
Page 27, line 16, of the Senate eng'rossed amendments; aftar “Act"
insert of 1933
Page 27, lines 19 and 20, of the Senate engroesed amendmenta
strike out “Exwm‘xon Frou stonmmm'onr S'r.wm ‘AND, Locn
TAxATION,—' B T B
And the Senate agree to the same SR \w.\ e
Amendment numbered 69: ¢ o Dt
That the House recede from its- dxsagreement to the amendment of -
;hial Senate numbered 69, and agree to the same with . tunendments as
ollows:. ... .
Page 64 line 9, of the House engroesed bﬂ] stmke out. “6047” a.nd
insert 6048
Pag% 328 lme 13, of the House engrossed. bx]l st.nka out. “6047" and
insert Lo o
Page 67, after line 6, of the House eng'romgd_ bﬂl stnké Ouﬁ““§047”
and msert6048 NN D O
_And the Senate agree to the same, '
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:

Amendment numbered 85: RS I T F T P RV TR RO T o,

That the House récede from its' disa eement to the'amendment of
}hﬁ Senate numbered ‘85, and agree to the same .with an amendment ad
ollows: e n
In lieu of the'mattér proposed:to be inserted: by the Sena,te atheﬁd-
ment insert the following: $600,000; and. the Senate agree to" tbe same

Amendment numbered 87: St

 That the House recéde from-its: dlsagreement to the am endmenb of
the Senate.numbered' 87, and; agree to:the:same with an umendmenv
as {ollows: |
In lieu of the niatter! proposed to be mserted by the Senate amend-
ment: insert the following:i. i . .
“(f) SpEec1aL TRANSITIONAL UNDERWRITING Loss—'
“(1) CoMPANIES TO WHICH SUBSECTION, APPLIES.~~This. subsec-
tion shall aﬁ)ly to every mutual insyrance company. which has been
subject to the ‘tax. X 0sed by ' this aecuon (as i effect before the,
enactmént ‘of ‘this ' subsection) for the & tazable years zmmedpqt,ely
preceding January 1, 1962, and has zncurred an underwriti’ng loss’
- for each of sich 6 ta:cable years L
C ) Epvcmow oF smmz‘ony UNDERWRITING uvcomz ——For
purposes of this pait, the statutory upderwriting ingome of a com-’
pany described in paragraph (Ig‘vfor the tazable year shall be the
= slatutory underwriting income for the tazable year: (determined with-
© out regard.to this subsection) reduced by the amount by which-+""
S A) the sum of the underwriting losses ?; such ¢ fanyl
for mtfa b ta:cable years zmmedmtdy precedmg anuary 1; 6'2;
-excee i L : i
“(B) the total ammmt by 'whw’e the compam/ lg. SMtMOTy(
underwriting income was reduced by reason of thw subsectwn
for prior taxzable years.
- “.(8) NDERWRITING LOSS DEFINED, wFor PUTPOSEB. of thu wb-
- section, the termv ‘underwmiting lose’ . means ‘statutory underwriting
loss;, computed withowt any deduction under sectwn 824(0) aridl
without any deduction under section:8323(c)(11). wh g
“(4) Yoars 70 WHICH SUBSECTION APPLIES, ——Tlm wbsectwm
 shall. agply with reépectito any tazable yéar beginning afier December
81, 1962, and béfore Jariuary 1, 1968, for- wh/wh tlw ta:vpayer 18 eub-
7ect 10 the tax imposed by subsectum (a) o
And the Senate agree to. thesame R T

Amendment’ numbered 89:"

That the House recede from its dxsagreement {o 'the amendmenb of
the Senate numbered 89, and agree to the same with an. amendment
as follows:

In lieu of the matter proposed to be inserted by the Senate. amend-
ment insert the following: $7,100 000 and the Senate ‘agree to the
same,

Ametidnient; numbéred 00: " " b
' That the Hotide veceds frot it dlsagreement to the amendme;;t of

the Senate numbered 90, pnd. agree, to t,hg same Yith an; gxmepdn}
&SfO OWB‘ C K "l

In lieu of the ’ 0 bel ert.edb the Sepate, end-
ment insert 315 IOwigr?pﬁp;lOO 000 F{aﬂnd ‘the’ %enatgqggree&& X
same,

et e !’ ‘5 ':"‘ breot )
,;,.? ey ' H: P S I H
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Amendment numbered 91:

That the House recede from its dxsagreement to the amendment of
the Senate numbered 91, and agree to the:same with an amendment
as follows;

In lieu of the matter pro d to be inserted by the Senate amend-
ment insert the following: é 00,000; and the Senate agree to the same;

Amendment numbered 92:

That the House recede from its dlsagreement to the amendment of
the Senate numbered 92, and agree to the same with an amendment
as follows:

In lieu of the matter proposed to be inserted by the Senate: amend-
ment insert the following: $1,100,000; and the Senate agree to the
same,

Amendment numbered 96:

That the House recede from its disagreement to.the amendment of
the Senate numbered 96, and agree to the same with an amendment
as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following: a ng either in any one State or within
200 miles of any fized point selected by the faa'payer,

And the Senate agree to the same,.

Amendment numbered 99;

That the House recede from its dleagreement bo the amendment of
the Senate numbered 99, and agree to the same wnt,h an amendment
a8 follows:

Page 85, line 4 of the House engrossed blll after “insurance”,
meert. company and the Sennte agree to the same.

Amendment numbered 104

‘That the House recede from its disagreement to the amendnment of
}hﬁ Senate numbered 104 and agree to the same with amendments as
ollows: ' -

Page 89, line 10 of the House engrossed bxll after “mutual fire”,
msert or-flood

+ Page 89, line 19 of the House en%meeed blll after t,he period and
before the quotatxen marks, insert Premiums pajd by the subsmber
of a mutual flood insurance company teferred to-in paragraﬁh [f
section 831(a) shall be treated, for purposes: of :computing ¢
income of such subscriber, in the same mannen a8 premiums pad by a
policyhol (}&ez's)to a mutuql ﬁrc znsurance company rejm r;'ed o 1 such

agra;
m,I"e.ge%O line 18 of the Holsé engrdssed bnli ‘aftor “mutual ﬁre”,
meertorjlood L

~And the Seriate’ agree to the seme Coo ' o

Amendment numbered 126

That the House recede from its disagreement to the, umendment of
;hﬁ Senate numbered 126, and agree to the game with amendments as
ows:
?‘Page 62, lifle 7, of the Setihte engrossed ‘amendments; "before “m" '
‘“’i'%?g”"éi"‘fm 24, of the Seriate éilgrossed. afiendments, afte g,
e oeena osseemen a,r ,
iisert’ greated ‘or ' ‘

ot
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Page 82, lines 6-417d -7, of- the\Senate*engrossvd meuuments strike
out “(computod ‘without regard to'dection'931)* -« v

Page:82;"lines ‘14 and 18, of''the' Senate engroesed‘ amendmente
stnke out ¥ (computed-without regird to section 931)"” +- -

" Page 100 of the'Senate: engrossed amendments; smke out. the table
following: line:10 an&‘inkert' W g

“If the cﬁeétwc j’omgn tax fate u tper- ‘ The requ#ed mmamum distridution of
cenlage)-—= ; : - earnmga ‘and profils s (percentage)-b-
Under 10---.........‘.‘..'.'..{’;’.‘--..'i..-;.‘l.'--'.:‘.: e Lo e 90 S Co
10 or over but less than 20 _ .. _____.... : v 86 Ce
20 or over bul less than 28 cccevucuns ' SRR 82
28 or over but less than 84 oo cvaeeao-- 76
8/ or over but less than 89_______....... 68
39 or over but less than 48 __ .. _____... 65
42 or over but less than 44 ... o .40
4/ or over bul less than 46_ .. ... ._.. , 27 s
48 or over butlcsathanﬁ.h__-.'.-, ..... D 7 SR T
47.0r QVEY st cdmdetgbaanea et e O T

Page 106, line 3, of the Senate enO'rossed amendments smke oub
“total” and insert consoluwted

Page 108, line 5, of the Senate enorossed amendments strlke ouu
“total”’ and insert consolidated E

Page 107, lines 20 and 21, of the Senato engrossed amendmentﬂ
strike out,, “1s eligible to make and insert makes L

And: the. Senﬂ.te agree to the sa,me

Amendmentnumbered 140: A )Q;

That ‘the Housé Yecede from: its-disagreement’ to the: amendment of
the Senate numbered 140, and agree to the same th,h an 'amendméht,
as fO“OWS S DY L IR ’J i gt

Page 123, lme 14, of the Senate engrossed amendment.s, dfter
“1962" insert & comms, and the'Senate agreé to the same, -
(wuhm the meamng oj sectwn 1221 ) and 8 been held for more tha/r‘r6

Amendmient numberad 159

That the Honse, recede: from, its, d;s&gl,eemenb (to the amendmaxm of
’;hﬁ Senate numbered 159 and agres, to,the, aama w;tb p.mendmentl a8
OLOWS:. ,cs'.;* [ERBII N g

Page 130 of the Senate engrossed amendments, bagmmn wlth lme
8, at,r%ke out all through %'&ge 131. and insert, the followmg.;g .

“(b) LiurraTron ox APPLIGABLE TO . mev;sz.m In dlw
case of an individual, if the stock, sold. or. mhqng @ eap;ta,l aqset
(within the meaning of section 1921) ¢ ld for more, than
months, the taz. atiributable to.an. mount. zm:l m gross income ag a
dwuie;i under. subpea'wn (a) shall notbe. greater tJum a-tax ¢qml to. the
sum St i, by . i TR PO

“1). apro mi@ere ofﬂw a,'ncessgoj-—- : SN A :
“(A) the tazes that woul I«we be Maui by ore
_corporation with respect to 1ilg zmoms "inder
U tng' chapler dé'a ‘d?mestw corporalion ‘
i for damtibn of;" or 'éredit for, tazes. dcdcﬁbed ‘in: a‘ubzharwgraﬁh

. (Bljéfrthc riod or pmociamatock sold or exohan:

T ited"\States pérsof! in’ tazable Yeats- baymm
after acembér 81,1988 ‘the: jormn“coi' Ao s
controlled foreign corpordtib‘n' ’udgumd or  distributions wnd
amoun hﬁ’r_‘ekusly included in gross income of a United States
shareho under section 961, over

KRR

)

!
)
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“ B) the income, war prqﬁts, or excess . profils tazes pmd by
the oretgn corporation wath respect to such income; and.

“(8) an amount equal to the taz that woyld result by mcludmg
in gross income, as gain from. the sale or: exchange. :K;a capital asset
held. for more- than 6. months, an amount’ ?(ual to.the excess of (A)
the amount included in gross income as g under. subsection
(a), over (B) the amount determined under paragraph .

Page 135, lines 9 and 10, of the Senate engrossed amendments,
strike out ‘referred to in subparagreph (B)"” and insert endmg on
the date of the sale or exchange

Page 137, line 25, of the-Senate engrossed amendments, strike out

. And the Senate agree to the same,

- Amendment numbered 161:

That the House recede from its disagreement to the amendment of
the Senate numbered 161, and agree to the same with amendments
a8 follows:

Page 139 of the Senate engrossed amendments insert quotstlon
marks after “apply.” in line 7 and strike out lines 8 to 14, inclusive;
and the Senate agree to the same,

Amendment numbered 173:

That the House récede from its dxsagreement to the amendment
of the Senate numbered 173, and agree to the same w1th amendments
88 follows:

.Page 150, line 4, of the Senate engrossed amendments stnke out
“6047” and’ insert 6'048 .

Page 150, line 6, of the Senate engrossed amendments strike out
480482 and.meerb 6‘0/,9

Page 154, line 13, of hhe Senate engrossed amendments strike out
‘*6048(&)(1)” and insert 6049(a) (1)

Page 155, line 4, of the Senate engr; )ssed amendments, smke out
“6048(&) (2)” and insert 6049(a)(2) '

165, lirie 5, of the Senate engrossed smendments stnke out
“ 604 () (3)" and insert 8049(a)(3)"
: age 156, line 5, of the Senate engrossed amendments stmke out,
“ 804 (c) and: insgrt 6049(c) c&* -t
. Page '156;.line '8, of tk enate engrossed amendments, stnke out
“ 6048(&)( 1)” and haert' 6049(a) (-

Page 156 line 22, 0f the Senate engrossed amendments, st,nke out
“604 (8) (1) and’ insert 604, (@)

" Page 166, line: 25, of the Senate éngrossed’ emendmente stmke ‘out
“ 8048 () (2), or 8048(a) (3)"" and insert 60493(1) (4), of 6049(a) (8)

Page 157, line 19, of the Senate engrossed amendments, strike out

“6048” and xnsert 6’04.9, and bhe Senste agree to the same.

sAmend(nenta numbeg 150 ,

.That the, House\reeeds rom ;ts d)sagreemem to the amendment of
hhe Senate numberesd 180, and agree to the same wnth an smendment
MOIOWB. “\\\\\\‘\ {'\\;) ‘u\ \¢ N
W Page.. 159 h:‘mi I8y ot tbe Sem,7 790 (o)sf;g) )amendments after

“ person’”’, inaert (as\defined tn.ses a
wAnd. the Senate-akree: w\‘bﬁ BRIG. s iy iyt e
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Amendment numbered 183:

“Thiat 'this' Housé' rebede from its dmgyeemem to the amendment of
the‘fSﬁtiate' numberéd:183; and agree to the sime with an amendment
as 0 WSo

In hgn 'of the'matter proposed to be iniserted by the Senate amend-
ment _insert the following:

" (e) LrainaTIoN.— .

. (1) GENERAL RULE. -—-»Ewcept a8 ; omded in paragraph (3), no
information shall be requmd to be fumzshed under this section with
respect to' any. foreign: corporation unless such information was
required to be furnished- mﬁr regulations which have been in effect
for at least: 90" days :before the date on which the. United States
‘eitizen, resident; or' person becomes lmble to file a retum required
unden 'subsection (@), o

ot 1(2) ExoxprioN.~In the case of lwbduy to file a- return under
. subsection\(a) ° armngx 0N 0T after January 1 1.963 and before
. Jume 1968~ I
“(A) no mforﬂmtzon shall be. requmd to be furmshed under
- this section ' with respect to any foreign corporation unless such
- anformation: was reﬁm'ed to be furnished under regulations in
" effect on:or before Mareh 1, 1963, -and:

“(B) if the daté'on which such regqulations become effective
i8 later than the day on which such liability arose, any return
required by subs'ectzon (a) shall (in lieu of the time prescribed

i){o/ subsectwn (d)) be filed.on or before the 90th day after such

And Ehe Senat,e agrée 'to 'the same,

-;Amendment,nymbered 187: . .. : |

That _the House recede from its dlsagreement to. the. smendment
ofvthe, sseﬁat,e\numbered\ 187, end agree to t.he same with un amend-
meént.as follows:: . .U

‘Page. 239, after hhe 3. 'of t.he Houee engrossed blll stmke out
“6038§d) (2)” ‘and. msert.\6'088(d) (1), and the Senate agree to the same.

A‘inehdment numbered 189 - “\ ‘

"'That the House recede from its dlsagreement to the amendment
of the'Senate numbered 189, and agreo to,the same with amendments
as follows:

Page 163, after line 23, of the Senate engx‘oseed ametidmenits, insert:

(by CoNwoRMING AMENDMENT.~Sedtion :263(a) (1) (relb.tmg to dis-
allowance of deductions for capital expenditures) is. amended by striking
out “or'” at the end of .mb/mragr h (0), by striking out the period at
the end of subparagraph (D): andp zmmtmg “, or”, and by addmg at
the end thérebf the fallowmg hew subpardgraph:

e S(E) expenditures: by ‘farmers. for cledrmg land dedwtzbla
under sectrom 182,
Page 163, line 24, of the Senate engrossed amendments, strike out
“(b)” and insert, (o)
age 164, line 4, of the Senate engrossed amendments, strike out
“(e)"and msert( ) -
And the Senate agree to the same,

y 7
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Amendment numbered 190: ST

That the House recede from its dwagraement tq the a,megqunb of
tzhe;f “ﬁanate numbered 190, and agree to the same; with: an a.mendment.
as follows:

. Page 165 of the Senate engrossed amendments, strzke out hnes 4
through 10 and insert: TSN

In any case in which the taxpayer elects to have the provisions of the
preceding sentence apply, for pw'poses of computmg the hmzta.twn on tax
under this part—

“(1) only the same proportwn of the amownt to whwh thw part
applies shall be taken into account (f purposes of .computing the
Limitations under section 170(b)(1)(4). and (B) for taxable years
before the tazable year in which such amount is received or acérued as
(A) the excess of the mazimum amount which could, if the taxpayer
had made additional contributions deseribed an clause ), (#1), or
(333) of section 170(b)(1)(A), have been described in clause (1) of the
preceding sentence over the amount described in mh elause (1),
bears to (B) such mazimum amount, and

“(2) the portion of the amount of charitable contributions de-
seribed in the preceding sentence shall not be taken into account in
computing the tax for the taxable year in which the amount to which
this part applies is received or accrued.”

And the Senate agree to the same.

Amendment numbered 192:

That the House recede from its disagreement to the amendment of
the Senate numbered 192, and agree to the same with an amendment
as follows:

Page 168, of the Senate engrossed amendmenta stnke out,‘ lines '6 to
11, mc]uswe, and insert: :

(b) Unvsep CoNvERsIoN Loss DEMNED -—-The amount of the %/nused
conversion loss shall be the sum of the part of the net operating loss for
each year described in subsection (a) whach (without regard to.this section)
would be carried over to the sizth taxzable year following the loss; f/car 1if
section 172(b) of the Internal Revenue Code of 1964 (or, where applicable,
section 122(b)(2)(B) of the Internal Revenue Code of 1939) permztted
such a carryover.

And the Senate agree to the same,

Amendment numbered 195:

That the House recede from it disagreement to the amendment of
the Senate numbered 195, and agree to the same with an amendmenb
as fo lows:

e 171, line 19, of the Senate engrossed amendments, strnke out
“AM RICAN-JAPANESF INDIVIDUALS” and insert JAPANFSE~
AMERICAN PERSONS; and the Senate agree to the same,
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Amendment numbered 196:

That the House recede from its disagreement to the amendment of
the Senate numbered 196, and agree to the same with amendments
as follows:

Page 173, line 9 of the Sena,te engrossed amendments, after “AND”,
insert BUSINES '

Page 174, nfter line 2, of the Senate engrossed amendments, insert:

® CLERICAL AMENDMENT —The table o kftsectzons for part VII of
subchidpter B of chapter 1 is amended by striking out the item relating to
section 216 and inserting in liew thereof the fotlowmq '

eS8, £186. Deductaon of taa:ea, interest, and busmess depreczalwn by coop-
‘ eralive housing corporatton tenant-stockholder.”
ge 174, line 3, of the Senate engrossed amendments, strike out
“(b)’ and insert (c)
And the Senate agree to the same.

- Amendment numbered 198;

“That the House recede from its dlsngreement to the amendment of
the Senate numbered 198, and .agree to the same with an amendment
as follows: ,

. Page- 177 line.2, of the Senate engr()ssed amendments strike out
‘30" and insert 29 and the Senate agree t0 the same,

Amendment. numbered 201:"

‘That the House recede from its dlsagreement to the amendment of
thie Senate.numbered 201, and agree to the same with an amendment
as follows:

‘Page 181, line 8, of the Senate engrossed amendments, strike o
“33" and insert 80 and the Senate agree to the same,

Amendment numbered 202: o \

That the House recede from its dlsngreement, to the amendmei .t of
hef Sletmte nutnbered 202, and agree to the same with an amendment

'follows: ‘

In Heu of the matter proposed to be inserted by the Senate amend-
ment msert the followmg 1; and the Senate agree to the same,

' o W. D, Muis,
: ‘ Cecmn R, King,
Haue Bogas
Evaens J. KEOGH,
Joun W. Byrnzs,
Howarb H. BAKER,

J\Janaqels on the Part of the House,

Harry F. Byrbp,
Roxnr, B. Knnn

By R. 8. K,
RusseLn B, Lone,
Gnonnn SMATHERS,

By H. ¥, B,

JOHN J, WILLIAMB,
FrANK CARLSON,
WaLLAcE BannErT,

Managers-on the Part of the Senate. B

99-219°—62 H. Repts,, 87--2, vol, 7——86



STATEMENT OF THE MANAGERS ON THE PART OF THE
: HOUSE I

The managers on the part of the House at the conference on the
disagreeing votes of the two Houses on the amendments of the Senate
to the bill (H.R. 10650) to amend the Internal Revenue Code of 19564
to provide a credit for investment in certain depreciable property , to
eliminate certain defects and inequities, and for other purposes,
submit the following statement in explanation of the effect of the
action agreed upon by the conferees and recommended in the accom-
panying conference report: ‘

The following Senate amendments made technical, clerical, clarify-
ing, ‘or conforming changes: 1, 2, 3, 4, 7, 8, 15, 16, 20, 22, 24, 25, 26,
27, 34, 35, 36, 38, 39, 40, 44, 47, 49, 51, 53, 55,-57, 68, 59, 63, 66, 67,
68, 71, 72, 73, 74, 77, 78, 83, 86, 88, 89, 101, 103, 105, 106, 107, 108,
109, 110, 112, 114, 115, 116, 117, 118, 119, 120, 122, 127, 134, 136,
137, 138, 139, 142, 144, 146, 148, 149, 150, 151, 152, 1564, 155, 156,
157, 158, 164, 165, 169, 170, 171, 172, 174, 175, 177, 178, 182, 184,
185, 186, 187, 188, and 202. With respect to these amendments (1)
the House either recedes or recedes with amendments which are tech-
nical, clerical 'clarifyinfz, or conforming in nature, or (2) the Senate
recedes in order to conform to other action agreed upon by the com-
mittee of conference.

CREDIT FOR INVESTMENT IN CERTAIN DEPRECIABLE PROPERYY

Amendments Nos. 5 and 23:. Under the bill as passed by both the
House and the Senate the amount of the investment credit which may
e allowed for any taxable year may not exceed so much of the
qability for tax for the taxable year as does not exceed $25,000, plus
25 percent of so much of the liability for tax for the taxable year as
exceeds $25,000. TUnder the bill as passed by the House, any unused
credit resulting from this limitation was to be carried forward to each
of the 5 succeeding taxable years to the extent not taken into account
in intervening years. Under Senate amendment No. 5, such unused
- credit is first carried back to the 8 preceding taxable years and then
carried over to the 6 succeeding taxable years, This rule is subject
to 3 exceptions: (1) The unused credit may be a carryback only to
taxable yoars ending after June 30, 1962, (2) to the extent that an
unused credit arises by reason of a net operating loss carryback, such
unused credit is taken into account only as a carryover and not as a
carryback from such year, and (3) in the case of a taxable year begin-
ning before July 1, 1962, and ending after June 30, 1962, the limitation
on the credit allowable for such year for purposes of the carryback
to such year is the amount which bears the same ratio to the limitation
otherwise applicable as the number of days in such year after June 30,
1962, bears to the total number of days in such year, The House re-
cedes with amendments conforming the unused credit carryback pro-
visions to thé conference action on Senate amendment No, 28 (which

12
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pravides that. the investment credit is to apply to. taxable years end-

ing after December 31, 1961). . . " .. . oL
, %epftite amendment. No, 23 amends the provisions of the code relatin
to, periods of limitation and interest, to,conform to.the Senate, a,mepdg-.
ments providing for the unused credit carryback. The House recedes.
. Amendments Nos. 6 and,9:, The bill :as passed by. the:House (sec.
46(c) of the code, as'added by the bill) defined the qualified investment
for Fur’poses of the investment credit as the aggregate of (1) the appli-
cable percentage of the.basis of each new section 38 property placed in
service during the taxable year, plus (2):the applicahle -percentage of
the cost of each used section 38 property.placed in sorvice during the
taxable year. These applicable percentages vary according to the
useful life ‘of the property. If any such property is disposed of, or
otherwise ceases to be section 38 property with respect. to tﬁe taxpayer,
before the close of the useful life that was taken 1nto account.in com-
puting the investment credit, then the-income tax for the taxable year
of the djsposition is increaged (sec. 47 of the code, as added by the bill),
by an amount equal to t,he_'decrease in credits which wouldy have re-~
sulted had the -useful life ysed in determining the credit been the
period beginning with the time the property was placed in service and
ending with the time it ceased to .be section 38 property,.

The bill as passed by the Senate retains these rules except in cases
where section 38 property .is placed in service by the taxpayer to
replace property. which was stolen or was destroyed or damaged: by
fire, storm, shipwreck, or other.casualty. Under Senate amendment
No. 6, the basis (if new property) or cost (if used property) of the
replacement section 38 property taken into account in determining.
qualified investment is required to be reduced by. an .amount equal
to the amount received,by.the taxpayer as com,pensgtion (by insurance
or otherwise) for the property destroyed, damaged; or.stolen, or' by:
an amount equal to the adjusted basis of such property, whichever is
the lesser, This rule is not to apply if the reduction in qualified:
investment attributable to the substitution required by section:
47(a)(1) of the code with respect to the property so destroyed, dam-
aged, or stolen is greater thyn the. reduction required under the new
paragraph (4) added to section 46(¢) by Senate amendment No, 6,
- Senate amendment No, 9 adds a new paragraph (4) to section 47(a)
of the code (relating to certain digpoesitions,: etc., of seq. 38 propérty)
to coordinate the provisions of such section 47(a) with: the new. rules
provided under Senate amendment No. 6. In general, the new para-
graph (4) of section 47(a) provides that parsgraphs (1) and (3) of
section .47(a) shall not apFly to, property which ceases to be section
38 property on account of its destruction or damage by fire, storm,
shipwreck, or other casualty, or by repson of its theft, if such Froperty ‘
is replaced biy property to which the new paragraph (4) of section
46(c) (added by Senate amendment No, 6) applies, and if the reduetion
under that new paragraph is greater than the reduction in qualified
investment under paragraph (1) of section 47(a),. . .. - .

The House recedes on:Senate amendment No. 6 .and recedes. with
a technical clarifying amendment on Senate amendment No.. 9. - -

Amendment No, 10:- This amendment adds:a new paragraph ;§6)
to new section 48(a) of the cpde (defining ‘‘section 38 property” for
purposes of the investment credit) to provide that livestock ig not to be-
treated ag section 38 property. . The.House recedes, ,: -, ... ..

. '
RS )
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Améndments Nos.' 11512, 13, and 14 The bill as passed hy the
House defined the term ‘new section‘38 property’’ as section 38
property (1) the constructjon, reconstruétion, or'erection of which is
completéd by the: taxpayer after Décember'31,°1961, or. (2) acquired
after December''31, 1961, if the original usé of such property c¢om-
mences with the taxpayer ‘and commences after such dite. 'In
determinirig qualified investment described in clause (1) of the pre-
ceding sentence, only that portion of the basis which is properly
attributable to cohstruétion, reconstruction, or erection after Decem-
ber'31, 1861, is to be taken into account. The bill as passed by the
House ‘also limited' the definition of ‘“used’ section 38 property” to
property -dcquited by purchase' after December 31, 1961, S%nute
amendmerits Nos, 11} 12; 13, and 14 changed these dates from Decem-
ber 31, 1961, to June 30, 1962.  The Sendte recedes.

Amendment No. 17: Under the bill as passed by the House, a person
engaged in the business of leasing property would be permitted to
elect with respect to any riew section 38 property to treat the lessee
as having acquired the property. Under Senate amendment No. 17,
the lessor is not required to be engaged in the business of leasing
property in order to make the election.” The House recedes.

Amendments Nos. 18 and 19: Senate amendment No. 19 adds
a new subsection (g) to new section 48 of the code (containing defi-
nitions and speécial rules relating to' the investment credit). The
new suhsection requires that for purposes of subtitle A of the code
(relating' to income tax), other than for purposes of the investment
credit, the basis of any section 38 J:ropert,y‘ bereduced by an amount
equal to 7 percent of the qualified investment with respect to such
property. The new subsection provides; however, that if the tax
under chapter 1 of the code is increased, or an adjustment in carry-
backs or carryovers is made, under new section 47(a) of the code,
the basis -of tﬁe’ property is to be increaked’' by an amount equal to
the portion -of the increase in tax‘and the'portion of the adjustment
attributablé to such property.’ The House recedes. .

It is the understanding of the 'conferées on the part of both the
House and the Senate thdt the purpose of the credit for investment
in certain depreciable property; inr the case of both regulated and non-
regulated industries, is to endourage modernization and expansion of
the Nation’s productive facilities and to ‘itiprove its economic po-
tential by reducihg the net cost of acquiring new equipment, thereby
increasing the earnings of the new facilities over their productive lives.

Senate améndment No. 18 provides that if a lessor makes an
election to ‘treat the lessée as having acquired the property then,
under regulations prescribed by the Secretary of the Treasury or
his delegate, the new subsection (g) added by amendment No. 19
is not to apply and the deductions otherwise aﬁowable under section
162 of the code to the lessee for amounts paid to the lessor under
the lease are to be adjusted in a manner consistent with the pro-
visions of the new subsection (g). The House recedes.

Amendment No, 21: This amendment adds a new section 2(c) to
the bill, adding a new section 181 to part VI of subchapter B of
chapter 1 of the code (relating to itemized deductions for individuals
and corporations), If after applying the carrybacks and carryovers
of any unused investment credit any amount thereof remains unused,
this amount is to be allowed to the taxpayer as a deduction for the
first taxable year following the last taxa[;le year in which the unused
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amount could have been allowed as a credit. . However, if a taxpayer
dies or ceases to exist before such first taxable year, the amount
described in the preceding sentence (or proper portion thereof) is,
under_regulations, to be allowed to the taxpayer as a deduction for
the aaxable year in which such death or cessation occurs. The House
recedes. x . , | :
Amendment No. 28: Under the bill as passed by the House, the
amendments made by section 2 (relating to credit for investment in
certain depreciable property) were to appg with respect to taxable
ﬁars ending after December 31, 1961. Under Senate amendment
o. 28, the amendments were to apply with respect to taxable years
ending after June 30, 1962, The Senate recedes. '

DISALLOWANCE OF CERTAIN ENTERTAINMENT, ETC., EXPENSES

Amendments Nos. 29, 30, and 31: The bill as passed by both the
House and the Senate adds a new section 274 to the code (relating to
disallowance of certain entertainment, etc., expenses). Section
274(a)(1) as passed by the House provided that no deduction other-
wise allowsable under chapter 1 of the code is to be allowed for any
item— B

(1) ‘with respect to an activity which is of a type generally con-
sidered to constitute entertainment, amusement, or recreation,
unless the taxpayer establishes that the item was directly related
to the active conduct of the taxpayer’s trade or business, or

(2) with respect to a facility used in connection with such an
activity, unless the taxpayer estahlishes that the facility was used
primarily for the furtherance of the taxpayer’s trade or business
and that the item was directly related to the active conduct of
such trade or business, '

and such deduction is in no event to exceed the portion of such item
directly related to the active conduct of the taxpayer’s trade or
business. _

Senate amendments Nos. 29, 30, and 31 inserted the words ‘“or
associated with’ after the words ‘“directly related to” each place they
appeared in the new section 274(a)(1) as passed by the House.

%nder the ‘conference agreement the House recedes on Senate
amendment No, 20 with an amendment providing that deductions
otherwise allowable under chapter 1 of the code shall not be allowed
for any item with respect to an entertainment type activity “unless
the taxpayer establishes that the itom was directly related to, or, in
the case of an item directly preceding or following a substantial and
bona fide business discussion (including business meetings at a con-
vention or otherwise), that such item was associnted with,” the active
conduct of the taxpayer’s trade or business, Under the conference
agreement, the Senate recedes on amendment No,-30, and the Housge
recedes on amendment No. 31 with an amendment conforming to the
action on amendment No, 29,

The rule of the House bill as described in the report of the Com-
mittee on Ways and Means is more strict than the ‘‘or associated with”’
rule of the Senate amendment, 'The rule of the House bill would not
allow deduction of expenditures for entertainment occurring under
circumstances where there is little or no possibility of conducting
business affairs or carrying on negotiations or discussions relating
thereto, such as where tge group of persons entertained is large or the
distractions substantial,



16 REVENUE ACT OF 1962

It is the understanding of the conferees; both on the part of the:
House and the Senate, that the-aliernative Senate ‘‘or associated.
with’’ test as described - in the report: of the Finance Committee.
would apply to certain entertaining primarily to encourage goodwill.
where the evidence of business connection. is clear, whether or not
business is actually transacted or discussed during the entertainment.
The conference agreement would permit a deduction for the cost of
an entertainment item, even though the item is not directly related to
the active conduct of the taxpayer’s trade. or business, if the item is.
associated with it, so long as the entertainment activity directly pre-
cedes or follows a substantial and bona fide business discussion, The
conditions under which an item is ‘‘associated with’”’ the active con-
duct of a trade or business are contained in the report of the Com-
mittee on Finance. The deductibility of other items of entertain-
ment expense, as well as items with respect to facilities, would be
governed by the rule of the House bill, v

Section 274(a) as agreed to by the conferees will allow as a deduc-
tion the cost of entertaining connected with what are primarily busi-
ness meetings, For example, if the taxpayer conducts substantial
negotiations with a group of husiness associates and that evening en-
tertains the group and their wives at a restaurant, theater, concert, or
sporting event, such entertainment expeuses, if associated with the
active conduct of the taxpayer’s business, will be deductible even
though the purpose of the entertainment is merely to promote good-
will in such business. Moreover, if a group of business associates
with whom the taxpayer is conducting business meetings comes from
out of town to the taxpayer’s place of business to hold substantial
business discussions, the entertainment of such business guests by
the taxpayer the evening prior to the business discussions will be re-
garded as directly preceding the business discussions.

Similarly, if in between, or in the evenings after, business meetings
at a convention, the taxpayer entertains his business associates or
prospective customers attending such meetings (and their wives), such
entertainment will be considered as directly preceding or following a
business discussion, o

Any entertainment which is a part of substantial and bona fide
business diseussions, where the conduot of business is the principal
activity during the combined entertainment and business time spent
together by the taxpayer and the person or persons entertained, will
be deductible if the expense is associated with the active conduct of
the taxpayer’s trade or business.

Also, the cost of banquets at meetings of professional and business
associations would normally be deductible. As in the above cases, if
the expense is associated with the active conduct of a trade or busi-
ness, it would not be necessary for the person paying for the banquet
to attend the banquet himself. For example, a dental equipment
supplier would be able to deduet the cost oppurclmsing a tnl)fe at a
dental association banquet for dentists who are actual or prospective
customers for hig equipment.

Thus, under the husiness meal exception contained in proposed
section 274(e) (1), and the conference agreement, the cost of providing
food and beverages at most business meetings and bancquets would be
deductible, as well as almost all restaurant and most hotel entertain-
ing. In neither of the situations covered by the conference agreement
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nor under the business meal exception is there a requirement that
business must actually be discussed.in order to get a deduction.

- Amendment No, 32: Section-274(b), as added to the code by the
bill as passed by both-the House and the Senate, provides in effect
that no deductionis to be allowed under section 162 or 212 of the code
for any expense for gifts to any individual to the extent that the total
expenses of the taxpayer for gifts to such individual during the same
taxable year exceed $25. For purposes of the new section 274, the
term “gift’” is defined .to mean any item excludable from gross income
of the recipient under section 102 of the code which is not excludable
from ‘his gross income under any other provision of chapter 1 of the
code. Senate amendmeni No. 32 adds a new provision providing
that such term does not include— ST

(1) an item having a cost to the taxpayer not in excess of $4
on which the name of the taxpayer is clearly and permanently
imprinted and which is one of a number of identical items dis-
tributed generally by the taxpayer, .

(2) a sign, display rack, or other promotional material to be
used on the business premises of the recipient, or
~ (3) an item of tangible personal property having a cost to the

* taxpayer not in excess of $100 which is awarded to an employee

- by reason of length of service or for safety achievement,. '

The House recedes.

Amendment No, 33: This amendment adds a new subsection (c)
to the new section 274 added to the code by the bill. The new sub-
section (c) provides-that in the case of any individual who is traveling
away from home in pursuit of a trade or business or in pursuit of an
detivity described in section 212 of the code (relating to expenses for
production of income), no deduction is to be allowed under section
162 or 212 for that portion of the expenses of such travel otherwise
allowable under such section which, under regulations preseribed b
the Secretary of the Treasury or his delegate, 18 not allocable to suc
trade or business or to such activity. The new subsection (c) is not
to apply to the expenses of any travel away from home which does
not exceed ‘1 week or whore the portion of the time away from home
which is not attributable to the pursuit of the taxpayer’s trade or
business or an activity described in section 212 is less than 25 percent
of the total time away from home on such travel. The House recedes.

Amendment No. 37: Under subsection (e)(6) of the new section
274 of the code, as added by the bill as passed by the House, section
274(a) (relating to disallowance of entertainment, amusement, or
recreation expenses) was not to apply to expenses dircctly related to
business meetings of employees or stockholders. Under Senate
amendment No. 37, section 274 (a) is not to apply to expenses incurred
by a tuxpayer which are directly related to business meetings of his
employees, stockholders, agents, or directors. Under this provision,
the members of a partnership are to be considered as agents, The
House recedes.

Amendment No, 41: Section 162 of the code provides that there
shall be allowed as a deduction all the ordinary and necessary expenses
paid or incurred during the taxable year in carrying on any trade or
business, including ‘“traveling expenses (including the entire amount
expended for meals and lodging) while away from home in the pursuit
‘of a trade or business.” TUnder the bill as passed by the House, the
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parenthetical matter quoted in the 'lprecedin% sentence would  be
changed to “(including s reasonable allowance for amounts expended
for meals and lodging)”’. Under Senate amendment No. 41, such
parenthetical matter would be changed to ‘“(including amounts ex-
pended for meals and lodging other than amounts which dre lavish
or extravagant under the circumstances)’’. The House recedes.

Amendment No, 42: Under the bill as passed by the House, the
amendments made by the bill with respect to the disallowance of
certain entertainment, etc., expenses were to apply with respect to
taxable years ending after June 30, 1962, but only in respect of periods
aftar such date. (?nder Senate amendment No. 42, the amendments
are to apply with respect to taxable years ending after December 31,
1962(i but only in respect of periods after such date. The House
recedes,

AMOUNT OF DISTRIBUTION WHERE . . CERTAIN FOREIGN CORPORATIONS
DISTRIBUTE PROPERTY IN KIND

Amendment No, 43: Subsection (d) of section 5 of the bill as passed
by the House would amend section 902(a) of the code (relating to
credit for foreign taxes) to provide that for purposes of section 902 (a)
and (b) the amount of any distribution in. rogerty other than money
is to be determined under section 301(b)£)( ) of the code. Under
section 301(b)(1)$B) the amount of a distribution of property to a
corporate shareholder is the lesser of (1) the fair market valuetof such
property, or (2) the adjusted basis of such property (in the hands of
the distributing corporation immediately before the distribution),
Senate amendment No. 43 strikes out subsection (d) of section 5 of
the bill, The House recedes, ,

AMENDMENT TO SECTION 482 OF THE INTERNAL REVENUE CODE

Amendment No. 45: Section 6 of the bill as passed by the House
amended section 482 of the code (relating to allocation of income and
deductions among taxpayers) by designating the existing text as sub-
section (a) and by adding a new subsection 5)) to provide special rules
for allocating taxable income, arising from sales of tangible property
within a related group which includes a foreign organization, amon
the members of the group. The allocation was to be made by the
Secretary of the Treasury or his delegato by taking into consideration
that portion of the factors listed in the bill which is attributable to
the United States and that portion which is not attributable to the
United States. The bill also permitted consideration of other factors
(including special risks, if any, of the market in which the property is
sold). If the taxpayer estab{ished to tho satisfaction of the Sccretary
or his delegate that an alternative method of allocation clearly re-
flects the income of each member of the group with respect to the
property in question, the alternative method was required to be used.

Senate amendment No, 45 strikes out section 6 of the bill as passed
by the House,

The House recedes. The conferees on the part of both the House
and the Senate believe that the objectives of section 6 of the bill as

assed by the House can be accomplished by amendment of the regu-
ations under present section 482, Section 482 already contains broad
authority to the Secretary of the Treasury or his delegate to allocate
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income and deductions. It it believed that the Treasury should ex-
plore the possibility of developing and’ Xromulgating regulations under
thia‘authority which would provide additional guidelines'and formulas
for the allocation of income and deductions in cases involving foreign

income, -
DISTRIBUTIONS OF FOREIGN PERSONAL HOLDING COMPANY INCOME

Amendment No. 46: Section 7 of the bill as passed by the House
amended section 552(a) of the code to substitute a 20-percent gross
income requirement for the requirement now, contained in the defini-
tion of a foreign personal holding company that more than 60 percent
(or 50 percent: in certain cases) of its gross income consist of forei
personal holding company income. Such section 7 also amended the
definition of ‘‘undistributed foreign personal holding company income”
contained in section 566(a) of the code to mean taxable income (ad-
justed as provided by existing law) if the foreign personal holding
company income exceeds 80 percent of the company’s gross income,
and to mean a proportionate part of such taxable income if the foreign
personal holding company income does not exceed 80 percent of its
gross income. : S v

Senate amendment No, 46 strikes out section 7 of the bill as passed
by the House, The House recedes. :

MUTUAL SAVINGB BANKS, ETC.

Amendment No. 48: The bill as passed by both the House and the
Senate amends section 593 of the code to provide rules relating to
reserves for losses on loans by mutual savings institutions listed in the
bill. = Subsection (b)(1) of the amended section 593 prescribes the
method for determining the reasonable addition for the taxable year
to the reserve for bad debts under section 166(c) of the code and also
specifies the reserves to which such additions are to be made. Such
reasonable addition is the sum of two amounts—(1) the amount deter-
mined under section 166(c) to be the reasonable addition to the reserve
for Josses on nonqualifying loans, plus (2) the amount determined by
the taxpayer to be a reasonable addition to the reserve for losses on
qualifying real property loans (but the amount so determined by the
taxpayer i8 not to exceed the amount determined under pars. (2), (3),
or (4) of sec. 5693(b), whichever amount is the largest)., Senate amend-
ment No, 48 adds a further limitation providing that the amount of
the addition for a taxable year to the reserve for losses on qualifying
real property loans, when added to the amount of the addition to the
reserve for losses on nonqualifying loans, shall in no case be greater
than the amount by which 12 percent of the total deposits or with-
drawable accounts of depositors of the taxpayer at the close of such
year exceeds the sum of its surplus, undivided profits, and reserves at
the beginning of such year (taking into account any portion thereof
attributable to the period before the first taxable year beginning after
December 31, 1951), The House recedes with a substitute for the
Senate amendment which provides, in effect, that the 12-percent ceil-
ing is not to apply in the case of a taxpayer using the experience method
for the taxable year. o

.Amendments Nos, 50 and 52: Under section 593(b)(2) of the code
as amended by the bill as passed by the Houss, the amount of the
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reasonable addition to the reserve for lossés on qualifying real prop-
erty loans for a taxahle year wai limited to the excéss of an amount
equal to 60 percent of the taxable income for such year over the amount
determined under section 166(c) .to be a reasonable addition ta:the
reserve for losses on nonqualifying loans. For purposes of this method,
taxable income is determined without regard to any deduction for any
additions to- the reserves for bad debts, and also by excluding- from
gross income any amount included therein by reason of subsection (f)
(relating-to the treatment of certain distributions of property to stock-
holders by a domesti¢ building and loan association). :

Senate amendment No. 50 provided.that, in-the case of a domestic.
building  and loan association having capitul stock with  respect to
which any distribution of property 1s not allowable as a deduction
under section 591 (relating to dividends paid on deposits), an amount
equal to 50 percent of the taxable income is substituted for the 60
perggnt provided by ‘the bill as passed by the House. The Senate
recedes. : ~ _

‘Senate amendment No 52 provides that the amount of the addition
détermined under section 093(b)(2) is not to exceed thie amount neces-
sary to increase the balance (as of the close of the taxable year) of the
reserve for losses on qualifying real property loans to 6 percent of such
loans outstanding at such time. The House recedes. - L

Amendment No. 54: Under section 593(b)(3) of the code as ainended
by the bill as passed by the House, the amount of the reasonable
addition to the reserve for losses on qualifying real property loans for
a taxable year was limited to an amount equal to the amount necessary
to increase the balance (as of the close of the taxable year) of such
reserve to 3 percent of such loans outstanding at such time. Senate
amendment No. 54 permits the balance of the reserve for losses on
qualifying real property loans to be increased’ to a larger amount in the
case of & mutual savings institution which is a new company and which
does not have capital stock with respect to which distributions' of
property are not allowable as a deduction under section 591 of ‘the
code. This larger amount is the sum of two amounts: (1) 3 percent
of qualifying real property loans outstanding at the close of the taxable
year, plus (2) an amount equal to 2 percent of so much of such loans
as does not exceed $4,000,000, reduced (but not below zero) by the
amount, if any, of the balance (as of the close of such year) of the tax-
payer's supplemental reserve for losses on loans. A taxpayer is a
“new company”’ for any taxable year only if such taxable year begins
not more than 10 years after the first day on which it (or any prede-
cessor) was authorized to do business as a mutual savings institution
described in section 593(a) of the code. :

The House recedes with an amendment. Under the conference ac-
tion the text of section 593(b)(8) of the code is the same as it is under
Sendte amendment numbered 64, In addition, under the conforence
action the new section 593(b)(5) of the code provides that in the case
of certain domestic building and loan associations there will be a re-
duction in the amount determined under paragraph (2) (60 percent of
taxable income method) and paragraph (3) (percentage of real prop-
erty loans method) of section 593(b). For purposes of computing
this reduction, the amount determined under paragraph (2), and the
amount determined under paragraph (3), shall in each case be the
amount determined without regard to the new section 593(b)(5), but
with regard to the 12-percent ceiling added by Senate amendment
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numbered 48 and, in the case of: the-amouht determined under paras
graph (2), the 6-percent ceiling added:by Senate amendment numbered
52. The reduction provided by the new section 593 (b)(5) will apply
only in the case of a domestic building and loan associa‘tion*whicg
qualifies as such for the:taxable year solely by reason:of tlie second
sentence of section 7701(a)(19) (see the discussion of Senate amend-
ment numbered 60), which changes the 36-percent requirsment of
subparagraph (E) of the first sentence of section 7701(a)(19) to'a
41-percent requirement. The reduction varies from one-twelfth to
five-twelfths, depending on the number of percentage points (and
fractions. thereof) by which the-association fails to satisfy the 86«
percont requirement. - I '

Amendment No. 56: Section 593(c) of the code, as amended by the
bill as passed by the House provides for the allocation of pre-1963
reserves (that is, the net amount, determined as of December 31,
1962, accumulated.in the reserve for bad debts for taxable years be-
ginning after December 31, 1951)— : .

~ " (1) first, to the reserve for losses on nonqualifying loans, to

the extent such reserve is not increased above the amount which
would be a reasonable addition under section 166(c) of the code
. for a period in which such loans: increased from zero to the
amount outstanding at the close of 1962, - -~ : ‘
(2) second, to the reserve for losses on qualifying real property
loans, to the extent such reserve is not 'increased above the
amount equal to 3 percent of the loans outstanding at the close
of 1962 or, if larger, the:amount which would be a reasonable
addition under section 166(c) of the code for a period in which
such loans increased fromn zero to the amount outstanding at the
close of 1962, and -~ ' S o '
(3) then to a supplemental reserve for losses on loans.:

Senate amendment- No, b6 adds a new paragraph (5) to'section’
593(c) providing, in effect, thatif the pre-1963 reserves are insufficient
to bring the balance of the reserve for qualifying real property loans
up to the amount referred to in paragraph (2) above then’ the term
“pre-1963 reserves” includes- so much of ‘the surplus, undivided
profits, ‘and bad debt reserves (determined as of Dec. 31,' 1962)
attributable to the period before ‘the first tdxable year beginning
after December 31, 1951, as is necessary to bring the balance of the
reserve for qualifying real property loans up to the amount referred
to in paragraph (2) above. 'Thisirule is to apply only for the purpose
of determining reasonable additions under the amendod section 593 to
such reserve, and for such purpose the amount so allocated is to be
treated as remaining in such reserve, The House recedes, - :

Amendment No, 60: Section 7701(a)(19) of the code defines th
term ‘““domestic building and loan association’” as a domestic building
and loan association, a domestic savings and loan association, and a
Federal savings and loan association, substantially all of tho business
of which is confined to making loans to members,

The bill as passed by the House amended section 7701(a)(19) to pro-
vide that the term. “domestic building and loan association’” means
any domestic building and loan association, domestic savings and loan
association, and Federal savings and loan association which met each
of two requirements. The first requirement was that the association
be either (i) an insured institution within the meaning of section 401(a)
of the National Housing Act, or (ii) subject by law to supervision and
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examination by State or Federal authority having supervision over
such associations, The second requirement was that substantially all
of the business of the association must consist of accepting savings and
investing the proceeds in (i) loans secured by an interest in real prop-
erty which is, or from the proceeds of the loan will become, residential
real property, and (ii) other loans to the extent they would beauthor-
ized to be made by a Federal savings and loan association under sec-
tion 5(c) of the Home Owners’ Loan Act of 1933, 4

Senate amendment No. 60 adopts without change the first require-
ment of the bill as passed by the House, but replaces the second re- -
quirement with six new requirements:

(1) Substantially all of the business of the association must consist
of acquiring the savings of the public and investing in loans described
in paragraph (2) below. . o

(2) At least 90.percent of the amount of the total assets (determined
as of the close of the taxable year) of the association must consist of
(i) cash, (ii) obligations of the United States, a State, or a political
subdivision of a State, stock or obligations of a corporation which is an
instrumentality of one of those governmental units, and certificates
of deposit in, or obligations of, a corporation organized under a State
law which speciﬁca%ly authorizes such corporation to insure the
deposit or share accounts of member associations, (iii) loans secured
by an interest in real property and loans made for the improvement
of real property, (iv) loans secured by a deposit or share of a member,
(v) property acquired -through the liquidation of defaulted loans
described in clause (iii) of this paragraph, and (vi) property used by
2h;) agsoci&‘tion;:in,,ﬁb& conduct of the business descriged in paragraph
1) above. .

(3) Of the assets taken into account as assets constituting the 90
percent of total assets, at least 80 percent of such 90 percent must
consist of (i) assets of the types described in clauses (1) and (ii) of
paragraph (2) above, and (1i) loans secured by an interest in real
property which is, or from the proceeds of the loan will become,
residential real property or real property used primarily for church
purposes, loans made for the improvement of residential real property
or real property used primarily for church purposes, or property
acquired through the liquidation of defaulted loans described in this
paragraph.

(4) Of the assets taken into account as assets constituting the 90
percent of total assets, at least 60 percent of such 90 percent must
consist of (i) assets of the types described in clauses (1) and (ii) of
paragraph (2) above, and (i) loans secured by an interest in real
property which is, or from the proceeds of the loan will become,
residential roal property containing four or fewer family units or real
property used primarily for church purposes, loans made for the
improvement of residential real property containing four or fewer
family units or real property use(F primarily for church purposes, or
property acquired through the liquidation of defaulted loans described
in this paragraph,

(6) Not more than 18 percent of the amount of the total assets (de-~
termined as of the close of the taxable year) of the association may
consist of assets other than those referred to in paragraph (3) above,
and not more than 36 percent of the amount of such total assets may
consist of assets other than those referred to in paragraph (4) above,
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- (6) Except for property described in paragraph (2) above, not more
than '3 percent oF the:total :zssets of tgie :ggcia‘\tion may .consist of
stock of any.corporation,. -~ . o e
- :Senate amendment No. 60 also provides that, at the election of the
sssociation, the percentages specified in ‘paragraph (2) through (6)
above shall be .applied.on .the basis of the average assets outstanding
during the taxable year, rather than at the: close'of ithe taxable year,
as computed under regulations prescribed by the Secretary of the
Treasury or his delegate. - N ~ b
The House recedes with amendments. - Under ‘the conference ac-
tion, loans secured by a deposit or share of a member, and property
used by the association in the conduct of its savings and loan ‘business,
are in effect to be taken into account (1) in the same manner as loans
on residential real property for purposes of section 7701 (a)(19)(D)(i);
and (2) in the same manner as loans on residential real property for
four or fewer.family units for purposes of section 7701(a)(19)(D)(ii).
Under the conference:aetion, a-second sentence ahd a third sentence
are added to section 7701(a) {19). The new second: senténce provides
that the term ‘‘domestic building and loan association” also includes
any association which would satisfy the requirements of the: first
sentence if ‘41 percent’’ were substituted for ‘36 percent” in 'sub-
paragraph (E) of the first sentence, The new third sentence provides
in effect that, except in the case of the association’s first taxable year
(whenever occurring in ‘the case of a new association) beginning ‘after
the date of the enactment of the bill, the modification of the 36-percent
requirement is to be available to it for a taxable year only if—
(1) it met the requirements of the first sentence of section
7701(a) (19) for the immediately preceding taxable year, or
(2) it qualified’ as a domestic building and loan association
for the immediately preceding taxable year ,-siil'élyﬁ'b:z"{ resan of
the second sentence of section 7701 (a);§19) and (if the taxable
year is the third or any succeeding taxable year of the association
beginning after the date of the enactment of the bill) it met the
‘requirements of the first sentence of section 7701(a)(19) for the
second preceding taxable year. ‘ ‘ N
Amendment “Jo. 61: The bill as passed by the House repealed the
exemption of Federal savings and loan associations from the taxes
imposed by sections 4251 and 4261 of the code. (relating, respectiwely,.
to the excise tax on communications and the excise tax on the trans-
portation of persons). Senate amendment No. 61 amends section
5(h) of the Home Owners’ Loan Act of 1933 (12 U.5.C,, sec. 1464 (h))
80 a8 to eliminate entirely the exemptions from Federal taxes which
that section now provides in the case of Federal savings and loan
.associations. , o
‘Under section 4382(a)(2) of the rode, capital stock and certifi-
.cates of indebtedness issued by dovinastic building and loan associa-
tions and cooperative banks are exempt from the documentary stamp
taxes imposed by chapter 34 of the code. Senate amendment No, 61
-amends section 4382(a)(2) so as to eliminate this exemption insofar
88 it extends Si) to all certificates of indebtedness issued by a domestic
building and loan association or cooperative bank, and iié to shares
.or certificates of stock issued:by such -a demestic building and loan
.a8sociation -or cooperative 'bank, to ‘the extent that such shares or
.certificates of stock do not represent deposits or withdrawable accounts.
The House recedes with clerical and clarifying amendments, .
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Amendment No. 62: The Senate:amendment. adds & new provision
to the bill as passed by the House which would-amend section 591 of
the code (relating to the deduction for dividends paid  on deposits by
mutual savings banks, cooperative hanks, and.domestic building:and
loan associations) so-as to make clear that a deduction will be allowable
under section 581 for (1) interest paid or credited to :the accounts of
depositors or holders of accounts on their-deposits or withdrawable
accounts by mutuel savings banks, cooperative banks, and domestic
building and loan associations, and (2) dividends and interest described
in section 591 paid by a savings institution chartered and supervised
as & savings and loan or similar association under Federal or State law,
The House recedes. o S

Amendment No, 64: Under the bill as passed by the House, the
change in the definition of the term ‘domestic building and loan
association’’ would have taken effect on the enactment of the bill.
Senate amendinent No. 64 adds a new provision under which the new
definition will apply to taxable years beginning after the date of the
enactment of the bill. The House recedes. - - S

Amendment No. 65: The bill as passed by the House provided :an
effective date of July 1, 1962, for the termination of the exemption of
domestic building and loan associations from the excise taxes on com-
munications and transportation of persons. Senate amendment No.
65 provides an eéffective date of January 1, 1963, for the termination,
resulting from Senate amendment No. 61.of exemptions from Federal

taxes. The House recedes.. : ,
DISTRIBUTIONS BY FOREIGN TRUSTS

Amendment No. 69: The bill as 'pa's’Se'd,.by the House defined the
term “foreign trust created by a United States person’ (for purposes
of the provisions. of the bill relating to distributions by foreign trusts)
a8, in general, a foreign tfust to which money or property has been
transferred directly or-indirectly by a United States person, or under
the will of a decedent who at the date of his death was a United States
citizen or resident. Senate amendment, No. 69 provides that such
term means that portion of 4 foreign trust attributable to money, or
property transferredl directly or indirectly, by such a person or under
the will'of such a decedent.” The House récedes with clerical amend-
ments, ; R .

Amendment No, 70:.Undér the bill as passed by the I;Io'usq,,tihe
amendments to subchapter J of chapter 1 of the code with respect to.
distributions by foreign trusts were to apply with respect, to distrihu-
tions made in taxable vears of trusts beginning after the date of the
enactment of the hill. Senate amendment No. 70 provides that these.
amendments are to a {)ly with respect to distributions made after
December 31, 1962, The House recedes. ,

MUTUAL INSURANCE COMPANIES (OTHER THAN LIFE, MARINE, AND:
CERTAIN FIRE OR FLOOD INSURANCE COMPANIES)

Amendments Nos. 756 and 76: These are amendments to conform,
in. the case of insurance companies subject to tax under part II of
subchapter I, of chapter 1 of the code, the norma} tax rates on mutual:
ingurange company taxable income and on taxable investment income .
to the action taken by .the Congress in the I'ax Rate Extension Act

of 1962. . The House rocedes.
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.Améndments Nos. 79, 80,.81, 82, and '102:° Under oxisting law and.
under -the 'bill a8 pessed by the House; mutual insurance companies.
othér: ‘than life:'or marine are exempt from income tax if the gross
amount received from specified items does not exceed $75,000. - Under
the bill as passed by the House, if this gross amount is over $75,000
but less than $125,000, the alternative tax-imposed by the new sec-
tion 821(c)(1) of the code on small companies is proportionately re-
duced. Under Senaté amendment No. 102, a mutual insurance
company other than life or marine is exempt from income tax if the
gross amount does not oxceed $150,000. Senate amendments Nos,
79, 80, 81, and 82 provide for a proportionate decrease in the alterna-
tive tax if the gross amount is over $150,000 but less than $250,000.
The House recedes. - : ,

Amendments Nos. 84 and 85: Under the bill-as passed by the

House, the alternative tax for certain small companies provided by
the new saction-821(c) of the code applied for a taxable year only if
the gross amount referred to in section 821(c)(3) for the taxable year
exceeded $75,000 but did not exceed $300,000. Under Senate amend-
ments Nos. 84 and 85 the $75,000 and: $300,000 amounts are changed
to $150,000 and $600,000, respectively. The House recedes on Senate
ditmendment No::84. The House recedes on Senate amendment No.
85 with an amendment changing the $600,000 amount- provided by
the Senate amendment to $500,000. R .
- Amendment No, 87: This amendment adds a new-subsection -(f)
to section 821 of the code and provides a special transitional under-
writing loss deduction for taxable years beginning after 1962 and be-
fore 1968 for mutual insurance companies which were subject to the
tix imposed by existing section 821 for.the 6 taxable years immediately
preceding' 1963 and which incurred an underwriting loss for at.least 5
of gudh 6 yéars. - The mutual insurance company taxable income with
res?eéﬂiw sucha company iis reduced each year by the amount by
which’ (1) the'sum of the underwriting lossés of such company for such
6 years; rédiicad by the underwriting gain for such years, exceeds (2)
thetotal amount by which mutual insurance company taxable income
was reduced underthe new subsection (f) for prior taxable:years. - The
Hous’gfra(:édeswvith # substitute under whicﬁ (1) the new subsection
(f) ‘applies- only in"the case of a company which has been subject to.
the tax imposed by section 821 for each of the 5 taxable years im-
mediately preceding 1962, and has incurred an ‘underwriting loss for
each of such 5 taxable years, and (2) such losses are to be used as an
offsat only to statutory underwriting inconie. ' S

Amendments' Nos, 90, 81, and 92: Scction: 823(c) of the code, as
added by the hill us passed by the House, protided a special deduction
(rot to-exceed $6,000 in amount) in‘detormining the statutory under-
writing income or loss for the taxable vear if the gross amount re-
ceived from the items specified in section 823(¢) does not equal or
exceed $900,000. - Under Senate amendments Nos, 90, 91, and 92
thig special deduction decreases to zero when the gross amount equals
$1,200,000. The House recedes with: an amendment under which
the deduction "decreases to zero when the gross amount equals
$1,100,000. o et T B

“Amendmerits Nos, 93, 04, 95; and 96: Under the bill as passed by
the Flouse, paragraph (1) of the new section 824(a) added to the code
(relating to- deduction to ‘provide .protection against losses). provides
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that in determining the statutory underwriting income or loss for any
taxable year there is to be allowed as a deduction the sum of— -+ -
(I) an amount equal to 1 percent of the losses incurred during,

the taxable year, plus : .

(2) an amount equal to 25 percent of the underwriting gain

for the taxable year, plus : o

(3) if the concentrated windstorm, etc., premium percentage

(a8 defined in the bill) for the taxable year exceeds 60 percent, an.
amount determined by applying so much of such percentage as
exceeds 50 l;;ercent, to the underwriting gain for the taxable year.

Under the bill as passed by the House, paragraph (2) of the new
section 824(a) defines the term ‘‘concentrated windstorm, eto.,
premium percentage’’ as the percentage obtained by dividing (A)
premiums earned on insurance contracts during the taxable year, to
the extent attributable to insuring against losses arising in any one
State, from windstorm, hail, flood, earthquake, or similar hazards,
by (ﬁ) premiums earned on insurance contracts during the taxable

ear, S
y Senate amendments Nos, 893 and 94 increase the scope of the cover-
age of paragraph (3) above and increase the amount of the deduction
by striking out the references to 50 percent and inserting in lieu
thereof 40 percent. The House recedes.

Senate amendment No. 96 changes the definition of “concentrated
windstorm, etc., premium percentage’’ to permit the percentage to
be determined by reference to premiums attributable to insuring
against losses arising (1) in any one State, (2) if the taxpayer so
erecbs, within 200 miles of any fixed point selected by the taxpayaer,
or (3) if the taxpayer 8o elects, within 400 miles of any fixed point.
selected by the taxpayer. Senate amendment No, 95 provides that
in the case of a taxpayer making the election described in ﬂﬁ@u&e 3) of
the preceding sentence, the amount of the deduction allowable by
reason of section 824(a)(1)(C) is to be one-half of the amount it would
be but for this amendment, The House recedes on Senate amend-
ment No. 96 with an amendment under which the percentage is to be
determined by reference to premiums attributable to losses arising
either lg)in any one State, or (2) within 200 miles of any fixed point
;?lect y the taxpayer. The Senate recedes on Senate amendment

o. 95.

Amendments Nos, 97, 98, and 99: Subsection (d) of the new section
824 of the code, as added by the bill, sets forth the amounts which
are to be subtracted from the protection againat loss account, . Thege
amounts are taken into account for purposes of determining mutual
ingurance company taxable income, ,

Under the bill as passed by the House, the firat subtraction from
the account was to be made for so much of the statutory underwriting
loss as was generated either by the deduction for dividends to policy-
holders or by the deduction provided in section 824(a) for protection
against losses, 'Thus, under the bill as passed by the House, any
underwriting loss attributable to policy dividends could not be applied
against taxable investment income unless the balance in the protection
against loss account had first been reduced to zero. R

The effect of Senate amendments Nos, 97, 98, and 99 is to permit
any portion of the statutory underwriting losy attributable to the
deduction for dividends to pelicyholders 1o be first applied against
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taxable investment income. The Houyse recedes on Senaté amend-’
ments Nos. 87 and 98, and recedes on Senate amendment No. 99 with
a clerical amendment. . - - -, . . . ,

Amendment No. 100: New section 826 of the coda, as added by the
bill, in effect permits a mutual insurance compang which is-an inter-
insurer or reciprocal underwriter to elect to combine certain income
of its attorney-in-fact with its own underwriting. income, If the
company so elects, it is credited with so much of the tax paid by the:
attorney-in-fact as is attributable to such income of the attorney-in-
fact. Under the bill as passed by the House, subsection (d) of sec-
tion 826 provided, in effect, that the protection against loss deduction
of the'Teciprocal making the election and the addition to its protection
against loss account were to be computed without regard to the
election. Senate amendment No. 100 strikes out this provision, thus
permitting the protection against loss deduction, and the amount
added to the protection against loss account, to reflect amounts
attributable to such income of the attorney-in-fact. The amendment
inserts a new subsection (d) providing, in effect, that no part of the
amount added to the protection against loss account by reason of the
election by the reciprocal may remain in the account (and thus be
subject to tax deferral) for more than 5 years. The House recedes.

Amendment No. 104: Under this amendment (and Senate amend-
ment No. 74) mutual flood insurance companies are to be taxed under
part I1I of subchapter L of chapter 1 of the code (which imposes a tax
on certain marine and mutual fire insurance companies and on certain
stock insurance companies which are not life insurance companies).

The House recedes with technical conforming amendments making
it clear that the taxation of these mutual ﬂoog insurance companies
(and of their subscribers or policyholders) is to be the same as the
{)rﬁent)tax trentment of so-called factory mutuals (and of their policy-
10lders).

DOMESTIC CORPORATIONS RECEIVING DIVIDENDS FROM FOREIGN
CORPORATIONS

Amendments Nos, 111 and 113: These amendments deal with (1)
the method to he used for determining the amount of foreign income
tax deemed to have been paid by domestic corporations with respect
to dividends received from foreign corporations for purposes of the
allowance of » foreign tax credit under section.902 of the code, and (2)
the amount to be treated as received as a dividend by reason of the
tax 80 deemed paid. Under the bill as passed by the House, the entire
amount of foreign income tax of the foreign corporation was to be
taken into account in determining the foreign income tax deemed to bé
paid by the domestic corporation, and (under new sec, 78) an amount
oqual to the taxes deemed paid was required to be included in income
a8 a dividend. Senate amendment No, 111 would (A) retain existing
Iaw with respoct to dividends paid by a foreign corporation out of
accumulated profits of a year for which it is a ‘“less developed country
corporation,” and (B) provide, with respect to all other dividends paid
by a foreign corporation, the samo rules as were provided by the bill
as passed by the House. Under Senate amendment No. 113, the new
soction 78 is amended to exclude from the application of the new sec-
tion 78 dividends referred to in clause (A) above, The House re-
cedes on Senate amendments Nos, 111 and 113,
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SEPARATE LIMITATION ON FOREIGN TAX CREDIT WITH RESPECT TO
CERTAIN INTEREST INCOME

Amendment No, 121: Section 904 of the code provides a per-.
country limitation on the amount of the foreign tax credit or (at the
election of the taxpayer) an overall limitation may be applied. Senate
amendment No. 121 adds a new section to the bill to provide a separate
limitation on tho foreign tax credit with respect to certain interest
income. Under the amendment, (1) the foreign tax credit limitations
are to be applied separately with respeet to (A) certain interest in-
come, and (B) income other than such interest income, and (2) the
overall limitation is not to apply to such interest income. The
interest incorne referred to is any interest other than—

(A) interest derived from any transaction which is directly
related to the active conduct of a trade or business in a foreign
country or a possession of the United States,

(B) interest derived in the conduct of & banking, financing, or
similar business, A ’

(C) interest received from a corporation in which the taxpayer
owns at least 10 percent of the voting stock, and

(D) interest received on obligations acquired as a result of
the disposition of a trade or business actively conducted by the
taxpayer in a foreign country or a possession of the United States
or as the result of the disposition of stock or obligations of a

- corporation in which the taxpayer owned at least 10 percent of

the voting stock.

The amendinent requires the Secretary of tiie Treasury or his delegate
by regulations to prescribe the manner of applying toreign tax credit
carryﬁ&cks and carryovers where the taxpayer elects the overall
limitation as to other income and provides transitional rules (1) for
foreign tax credit carrybacks from years to which the new provisions
apply to years to which they do not apply, and (2) for foreign tax credit
carryovers from years to which the new provisions do not apply to
years to which they do apply. 'The new provisions are to apply
with respect to taxable years beginning after the date of the enact-
ment of the bill, but only with respect to interest resulting from trans-
actions consummated after April 2, 1962. The House recedes.

EARNED INCOME FROM SOURCES WITHOUT THE UNITED S'ATEY

Amondment No, 123: This amendment adds a new paragraph (6)
to section 911(c) of the code as contained in the hill as paseed by the
House. Section 911(c) contains special rules for determining the
amount. of earned income from sources without the United States
which is excludable from gross income. The new paragraph (6)

rovides that a statement by an individual who has earned income
rom sources within a foreign country to the authorities of that
country that ho is not a resident of that country, if he is held not
subject as a resident of that country to the income tax of that country
by its authorities with respect to such earnings, shall be conclusive
evidence with respect to such earnings that he is not & bona fide resi-
dem«lof that, country for purposes of section 911(a)(1). The House
recedes, :

Amendmeont No, 124: This amendment adds a new paragraph ﬂ7)
to section 011(¢) of the code as contained in the bill an passed by the



REVENUE ACT OF 1903 29

House, Under the new paragraph (7), if an individual who qualifies
as & bona fido resident of a foreign country receives compensation
from sources without the United States (except from the United
States or any agency thereof) in the form of the rifht to use property
or facilities, the $20,000 or $35,000 limitation applicable with respect
to such individual (A) for a taxable year ending in 1963, is to be in-
creased by an amount equal to the amount of such compensation so
received during such taxable year; (B) for a taxable year ending in
1064, is to be increased by an amount equal to two-thirds of such
com%ensa,tion so received during such taxable Kear; and (C) for a
taxable f'ear ending in 1965, is to be increased by an amount equal
to one-third of such compensation so received during such taxable
year. The House recedes.

Amendment No. 125: The bill as passed by the House provided that
the amendment made to section 911 of the code was to apply to taxable
years ending after December 31, 1962, but only with respect to
amounts received after December 31, 1962, which were attributable
either to (A) -services performed after December 31, 1962, or (B)
services performed on or before December 31, 1962, but only if on
March 12, 1962, there existed no right (whether forfeitable or non-
forfeitable) to receive such amounts. Senate amemdment No. 125
provides that the amendment made to section 911 of the code will
apply to taxable years ending after September 4, 1962, but only with
respect to (1) amounts received after March 12, 1962, which are at-
tributable to services performed after December 31, 1962, or (2)
amounts received after December 31, 1962, which are attributable to
services performed on or before December 31, 1962, unless on March
12, 1962, there existed a right (l\}'hetvher forfeitable or nonforfeitable)
to receive such amounts. The House recedes.

CONTROLLED FOREIGN CORPORLTIONS

Amendment No. 126: The bill as passed by the House added a new
subpart ¥ to part ITI of subchapter N of chapter 1 of the code (relating
to income from sources without the United States), The new subpart
F (relating to controlled foreign corporations) provided rules under
which & Ugnited States person who owns stock in a controlled foreign
corporation would be required to include in his gross income a pro
rata share of certain portions of the controlled foreign corporation’s
income, Senate amendment No, 126 struck out these provisions of
the bill as passed by the House and inserted new text in the nature
of a substitute which adds a new subpart F Srelating to controlled
foreign corporations) and a new subpart G (relating to export trade
corﬁorations). Under the conference agreement, the House recedes
with amendments, which, except as discussed below in paragraph (m)
relating to receipt of minimum distributions, are either technical or
clerical, The more important differences hetween the bill as passed
by the House and the Senate amendment as agreed to in conference
are explained below,

(n) Amounts included in gross income.—The bill as passed by both
the House and the Senate provides, in general, that a U.S. person who
owns, or is considered to own, 10 percent or more of the total combined
voting power of all classes of stock entitled to vote of a controlled
foreign corporation is required to include in his gross income his pro
rata share of (1) the subpart ¥ income of the foreign corporation, (2)
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reviously excluded subpart F income withdrawn from investment in
ess developed countries, and (3) the increase in earnings of the foreign
corporation invested in certain property (“nonguuliﬁed property’’ in
the bill as passed by the House, and limited to “United States prop-
erty” in the Senate umendment). Under the bill as passed. by tg
House, this provieion applied if the foreign corporation was a controlled
foreign corporation on any one day of the taxable year. Senate
amendment No. 126 requires that the foreign corporation be a con-
trolled foreign corporation for an uninterrupted period of 30 days or
more during its taxable year. The bill as passed by both the House
und the Senate defines U.S. persons to mean, in general, citizens or
residents of the United States, domestic partnerships and corpora-
tions, and any estate or trust (other than a foreign estate or trust).
However, Senate amendment No. 126, in cases relating to certain
corporations organized in the Commonwealth of Puerto %ico or pos-
sessions of the United States, excludes from the definition of 8.8,
persons certain individual citizens of the United States who are bona
fide residents in the Commonwealth of Puerto Rico or the possession
of the United States in which the corporation is created or organized.

(b) Subpart F income.— _

(1) Amounts included.—The bill as passed by both the House and
the Senate included within the term ‘‘subpart F income’’ the foreign
base company income of a controlled foreign corporation and the in-
come of a controlled foreign corporation derived from the insurance
of US. risks. The hill as passed by the House also included in the
- subpart F income of a controlled foreign corporation income of such
corporation derived from U.S. patents, copyrights, and exclusive
formulas and processes if such properties were substantially developed,
created, or produced in the United States or were acquired from a
related U.S. person. Senate amendment No. 126 does not include
such income in subpart F income. However, see amendment No.
161 for a provision tEat, gain on the sale or exchange of such property
to a foreign corporation controlled by the transferor is to be taxable as
ordinary income.

(2) ]yimi!ations on subpart F' income.—The bill as passed by both
the House and Senate provided that the subpart F income of a con-
trolled foreign corporation could not exceed the earnings and profits
for the taxable year, Senate amendment No. 126 provides that, for
purposes of this limitation, the earnings and profits for any taxable
year is to be reduced by doficits in earnings and profits for taxable
years of the controlled foreign corporation Boginning after December
31, 1962 (and certain deficits in earnings and profits for taxablo years
beginning aftor December 31, 1959, and before January 1, 1963) and,
under regulations preseribed by the Secretary of the Treasury or his
delegate, by deficits in earnings and profits of other corporations in
a chain of ownership which includes the controlled foreign corporation.

(¢) Income derived from insurance of U.S, risks.—'"T'he bill as passed
by both the House and the Senate provides that subpart F income
includes income of a controlled foreign corporation derived from the
insurance or reinsurance of property in the United States or of lives
or health of residents of the United States, However, under Senate
amendment No. 126 this provision applies only if the premiums or
other consideration received or accrum? in respect of such insurance
or reinsurance by a controlled foreign corporation reprosents more
than 6 percent of total premiums and other consideration,
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(d) Foretgn base company income.—The bill as passed by both the
House and the Senate provides that the term “foreign base company
income’’ means the sum of the foreign personal h01§i1;1 company in-
come (discussed in paragraph (e) below) and the foreign base company
sales income (discussed in paragraph (f) below) of & controlled foreign
corporation, Senate amendment No. 126 also includes foreign base
company services income (discussed in paragraph (g) below) within
the defined term, : , o

(e) Foreign personal holding company income.—The bill as passed
by both the House and the Senate provides that subpart ' income
o{a foreign corporation includes foreign personal holding company
income, with certain modifications. The bill as passed by the House
provided for an exclusion in the case of personal holding company
income of certain banks. The Senate amendment provides for an
exclusion from personal holding company income QB (i) rents and
royalties derived from the active conduct of a trade or business, if
received from an unrelated person; (ii) dividends, interest, and cer-
tain gains derived in the conduct of a banking, financing, or similar
business, or derived by an insurance company on investments of un-
earned premiums or certain reserves, if received from an unrelated
person; (iii) dividends and interest received from related persons if
such persons are organized, and have a substantial part of their assets,
within the country of incorporation of the controlled foreign corpo-
ration; (iv) interest received in the conduct of a banking, financing
or similar business from a related person also engaged in the conduct
of a banking, financing, or similar business, if the businesses of both
the recipient and payor are predominantly with unrelated persons;
and (v) rents, royalties, and similar amounts received from a related
person for the use of, or the privilege of using, property within the
country of incorporation of the controlled foreign corporation.

(f) Foreign base company sales income.—The bill as passed by both
the House and the Senate provides that subpart F income of a con-
trolled foreign corporation includes income, whether in the form of
profits, commissions, fees, or otherwise, derived by a controlled foreign
corporation in connection with the purchase of property from a related
person, or sale of property to a related person, when the property sold
was neither manufactured in, nor sold for use, consumption, or dis-
position in, the country in which the controlled foreign corporation is
organized. The Senate amendment provides that foreign branches of
a controlled foreign corporation shall, under certain circumstances, be
treated as wholly owned subsidiary corporations for purposes of de-
termining the foreign base company sales income of the controlled
foreign corporation, and treats foreign base company sales income of
the branch as foreign base company sales income of the controlled
foreign corporation, :

"The bill as passed by the House provided for a reduction of foreign
base company sales income by an amount equal to the increase in
qualified investments in less doveloped countries, Moreover, the bill
as passed by the House provided that foreign base company sales
income would be includible in subpart F income only if such income
amounted to at least 20 percent of gross income (not including other
foreign base company income). Senate amendment No. 126 contains
neither provision. However, seo the discussion below under paragraph
(h) relating to exclusions from foreign base company income.
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(g) Foreign base company services income.—Sonate amendment No,
126 provides that subpart ¥ income of a controlled foreign corporation
includes income, whether in the form of compensation, commissions,
fees, or otherwise, derived by a controlled foreign corporation in
connection with the performance of technical, managerial, engineering,
or like services if such services are performed for a related person and
are performed outside the country of incorporation of the controlled
foreign corporation, and if such income is not related to certain selling
activities, The bill as passed by the House did not contain any
similar provision, ,

(h) l'{'zclmione from foreiyn base company income.—The biil as
passed by the House provided that no part of the gross income of a
controlled foreign corporation would be treated as foreign base
company income if such income was less than 20 percent of gross
income, and that the entire gross income of such a corporation would
be treated as foreign base company incomo if such income exceeded
80 percent of gross income. Senate amendment No. 126 char}f‘:e’s
these percentages to 30 percent and 70 percent, respectively. The
bill as passed by the House also provided, in general, that foreign
base company income was to be reduced by an amount equal to the
increased investment in certain less developed country properties,
inciuding stock of a foreign corporation engaged in business almost
wholly within less developed countries if substantially all the property
of such corporation was ordinary and necessary for tKe active conduct
of such trade or business. -Senate amendment No. 126 provides that
foreign base company income does not include dividends and interest
received from qualified investments in less developed countries, and
net gain from &e salo or exchange of such investments to the extent
such dividends, interest, and gains do not exceed the increased invest-
ment of a controlled foreign corporation, for the taxable year, in
qualified investments in less developed countries. Tho Senate amend-
ment also provides that foreign base company income does not include

‘income of a controlled foreign corporation derived from the use of
any aireraft or vessel in foreign commerce, or from services directly
related to such use.

éi) Withdrawal of previously excluded subpart F income from quali-
fied investments.—As noted in paragraph (h) above, Senate amendment
No. 126 provides that dividends, interest, and gains derived from
qualified 1nvestments in less developed countries are excluded from
foreign base company income to the extent of the increased invest-
ment for the taxable year, in qualified investments in less developed
countries, Amounts once axc?uded from foreign base company in-
come under this provision are, however, included in gross income of
U.S. shareholders when there is a decrease in qualified investments in
less developed countries,

(1) Qualified investments in ltess developed countries—The Senate
amendment defines the term “qualified investments in less developed
countries” to mean (AB stock 0} o less developed country corporation,
but only if the controlled foreign corporation which makes the invest~
ment owns 10 percent or more of the stock of such corporation, (B)
an obligation of a less developed country corporation which at tho
time acquired by the controlleg foreign corporation has a maturity of
1 year or more, but only if the controlled foreign corporation which
makes the investment owns 10 percent or moroe of the stock of such
corporation, and (C) obligations of a less developed country. How-
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ever, if any such irivestment:is disposed of within 6 months after the
date of its acquisition, it is not to be treated as a qualified investment.

(2) Less developed couniry corporations.—Senate amendment No.
126 defines the term ‘‘less developed country eorporation’” to mean a
foreign corporation engaged in the active conduct of & trade or business
if (A%s'uch corporetion derives 80 percent or niore of ‘it gross income
from sources within less developed countries, and (B) 80 percent or
more of the assets of such corporation consists of (i) property located
in less developed countries if used in an active trade or business, (ii)
stock of any other less developed country corporation, (iii) obligations
of less developed country corporations which at the time of their
acquisition have a matu‘ritg' of 1 year or more, (iv) obligations of a
less developed country, and (v) certain other investments, including
certnin permissible investments in the United States. The Senate
amendment also provides that the term ‘less developed countr
corporation” includes a foreign corporation (1) which, in general,
derives 80 percent or more of its gross income (A) from the use in
foreign commerce of aircraft or vessels registered under the laws of a
less developed country, (B) from the performance of services directl
related to such aircraft or vessels, (C) from the sale or exchange of suc
aircraft or vessels, and (D) from dividends and interest received from
other less developed country corporations (within the meaning of. this
sentence) in which the recipient owns 10 percent or more of the voting
stock, and from gain from the sale or exchange of stock or obligations
of such other less developed country corporations, and (2) 80 percent
or more of the assets of which consists of assets used in connection
with the production of income described in (1) above, and of cer-
tain permissible investinents in the United States.

(3) Increase in investments in certain property.—The bill as passed
by the House provided for the inclusion in gross incomo of U.S,
sharehadlders of earnings and profits of a controlled foreign corporation
invested in nonqualified property to the extent of & shareholder’s pro
rata share of the increase in such investments for the taxable year.
As defined in the bill as passed by the House, nonqualified property
meant (1) property located in the United States, with certain excop-
tions, but including stock in a domestic corporation or an obligation
of a U.S. person, and (2) property other:than property ordinary and
necessary for the active conduct of u trade or Eusmess (or for u sub-
stantially similar trade or business) carried on by the controlled
foreign corporation outside the United States, if (A) the business had
been carried on since December 31, 1962, or for a 5-year period ending
at the close of the preceding taxable year, or (B) the business was
carried on almost wholly within less developed countries. Senate
amendment No. 126 includes only the first category of nonqualified
property defined in the Senate amendment as “United States
pm{{)erty”.

(k) Controlled foreign corporations.—The bill as passed by the House
provided thaet a foreign corporation would be considered a controlled
foreign corporation if more ‘than 50 percent of the total combined
voting power of all classes of its stock entitled to vote was owned by
U.S, persons on any day during the taxable year of such corporation.
Under Senate 'amendment No, 126, a foreign: corporation 1s 8 con-
trolled foreign corporation only if U,S, shareholders (defined as a U.S.
person who owns, with the application of special rules of ownership
continued in the Senate amendment, 10 percent or more of the stock
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of & foreign corporation) on any day during the taxable year of such
corporation owned more than &0 percent of the total combined voting

wer of all classes of stock entitled to vote of such, corporation,
Senate améndment No. 126 also provides that a corporation organized
in the Commonwealth of Puerto Rico or & possession of the United
States is excluded from the term ‘‘controlled foreign corporation’ if
the corporation is primarily engaged in the active conduct of specified
trades or businesses in the Commonwealth.of Puerto Rico or a posses-
sion of the United States and derives its income from gpecified sources,

(1) Indiiduals subject to tax at corporate rates.—Senate amendment
No. 126 provides that a U.S. shareholder who is an individual may
elect to iimit his U.S. tax liability with respect to amounts which are
includible in his gross inconie under the new subpart F by using the
rates provided by section 11 of the code applicable in the case of s
domestic corporation, and by applying the provisions of section 960
(relating to foreign tax credit). A U.S. shareholder who makes an
election under this provision. must, in the year of actual distribution
of an amount previously taxed under subpart F, include an amount in
gross income equal to the amount distributed reduced by U.S. tax
previously paid with respect to such amount,

(m) Receipt o[f minvmum distributions.—Senate amendment No. 126
provides that it a given percentage of the earnings and profiic of a
controlled foreign -corporation is distributed, a domestic corporate
shareholder may elect to exclude from its gross income its share of the
amount of subpart F income of such controlled foreign corporation,
A domestic corporate shareholder may elect to apply the minimum
distribution provision on the basis of (1) any controﬁed foreign cor-
poration in which it owns stock directly, (2) controlled foreign cor-
porations in a chain of ownership, or (3) all controlled foreign corpora-
tions, In the case of an election with respect to all controlled foreign
corporations, the domestic corporation may also elect (A) to exclude,
un(ier certain circumstances, less developed country corporations, and

(B) to treat its foreign branches as controlled foreign corporations, for
purposes of this provision, The required minimum distribution de-
~croases as the effective foreign tax rate increases, with the result that
the sum of the umount of foreign lux paid by the foreign corporations,
and the U.S, tax paid by the shareholders on distributions of current
earnings and profits of such corporations, produces an overall effective
tax on current foreign profits equal to approximately 90 percent of ihe
tax that would have been paid had the foreign corpcrations been
taxable as domestic corporations, * Under the conference agreement,
a noew table of minimum distributions, which permits less variation
from this 90-percent requirement, is substituted for the table con-
tained in Senate amendment No, 126. Under Senate amendment
No. 126, an aflilinted group of corporations eligible to file a consolidated
return under section 1501 of the code could elect to be treated as a
single corporation for purposes of applying the minimum distribution
provision. Under the conference agreement, this election may be
made only if the affiliated group actually files such a consolidated
return for the taxable year,
~(n) Kzxport trade corporations.~—Senate amendment No, 126, which
adds a new subpart G to part III of subchapter N of chapter 1 of
‘the code, provides that the subpart K income of a controlled foreign
corporation which is an export trade corporation shall be reduced by
the export trade income of such corporation which constitutes foreign
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base company income. In general, this provision applies.to con-
trolled foreign corporations which derive more than 75 percent of
their. gross income from (1) the sale of property produced in the
United States to unrelated persons for use outside the United States,
(2) the performance of certain services outside the United States for
unrelated persons, (3) the use of export property by unrelated persons,
and (4) the receipt of interest on obligations which qualify as export
trade assets, However, the amount of export trade income which
reduces subpart K income is limited to the lesser of (1) an amount
equal to 1% times certain export promotion expenses of the controlled
foreign corporation, or (2) an amount equal to 10 percent of the gross
receipts’ of such corporation from the transactions described above.
In addition, the amount of export trade income which' reduces sub-
part K income can in no event exceed an overall limitation based on
the increase in investments in export trade assets. '

(o) Miscellaneous.—The committee of conference was informed by
the Treasury Department of the policy it plans to follow in the granting
of rulings under section 367 of tge Internal Revenue Code of 1954 in
situations in which taxpayers seek to reorganize, during a reasonable

eriod after the enactment of the bill, their foreign corporate structures
1n-response to the enactment of section 12 of the bill as agreed to in
conference.
- The Treasury Department, for purposes of section 367, will not
treat a transaction involving the reorganization of foreign corporate
structures as being in pursuance of a plan having as one of its principal
purposes the avoidance of Federal income taxes solely by reason of
the fact that a principal purpose of the reorgan:zation is to terminate
a method of operation wgich would result in tax to U.S. sharcholders
under the provisions of section 12 of the bill. In such cases a favorable
ruling under section 367 will generally not be denied by the Treasury
Department in transactions in which earnings and profits of foreign
corporations are carried over to other foreign corporations under
circumstances in which there will be no reduction of the U.S. taxes
(and foreign taxes) that would be payable on the eventual remittance
of such earnings and profits to U.S. shareholders.

Under present administrative rules, where corporate shareholders
are involved the Treasury Department generally does not issue rulings
under section 367 which permit the tax-free remittance to the United
States of earnings and profits of foreign corporations, However,
under existing practice a ruling permitting a tax-free exchange is
renerally given subject to a condition that an a propriate amount be
included in the income of the domestic sharcholder (thus negating the
existence of  principal purpose to avoid U.S, tax). Such rulings will
continue to be given even though a principal purpose of the transac-
tion is (1) to terminate the activities of a foreign corporation which
would result in tax to U.S. shareholders under the provisions of section
12 of the bill, and (2) to carry on such activities in the future through
» domestic corporation.

The conferees recognize that the problems in this area are complex
and that particular aspects of the policy as explained above may
require qualification and refinement as experience is gained in apply-
ing it to particular situations, -

I'he conferees on the part of the Senate called attention to the
colloquy 'in 'the Senate with respect to the amendment offered in the
Senate relating to corporations engaged in' producing or selling books
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or other media of communications, etc. (see pp. 17511-17513 of the

daily Congressional Record for Sept. 5, 1962). The conferees were

advised that the substance of this amendment was not within the
jurisdiction of the conference committee. However, the conforees
ave requested the Treasury Department to study this matter and

ig.port back next year to the Committees on Ways and Means and
“inance, )

GAIN FROM DISPOSITIONS OF CERTAIN DEPRECIABLE PROPERTY

Amendments Nos, 128, 129, 130, and 131: The bill as passed by
hoth the House and the Senate adds a new section 1245 to the code.
In general, the new section provides for the treatment as ordinary
income of the gain from the disposition of certain depreciable property
to the extent of depreciation deductions (taken in lperiods specified in
the bill) which are reflected in the adjusted basis of the property.

Under the bill us passed by the House, the new section 1245 applied
to property disposccf of after the date of the enactmnent of the bSP and
to the extent of adjustments for depreciation and certain amortization
for taxable years beginning after December 31, 1961, Under Senate
amendment No, 128, the new section applies to property disposed of
during a taxable year beginning after December 31, 1962, Under
Senate amendments Nos. 129, 130, and 131, the adjustments taken into
account are those attributable to periods after December 31, 1961.
The House recedes. o

Amendment No. 132: The bill as passed by both the-House and the
Senate amends section 167 of the code to permit a taxpayer to elect to
change his method of depreciation in respect of section 1245 property
from any declining balance or sum of the years-digits method to the
straight line method, Under the bill as passed by the House, the
election was required to be made within the period after the date of
the enactment of the bill prescribed by the Secretary of the Treasury
or hig delegate.  Under Senate amendment No. 132, the election must
be made by the taxpayer on or before the last day prescribed by law
(including extensions thereof) for filing his return for his first taxable
year beginning after December 31, 1962. The House recedes.

Amendment No. 133: This amendment adds a new provision to the
bill inserting a new sentence after the second sentence of section 613(a)
of the code, relating to the general rule for computing percentage
depletion. The new sentence, which does not affect the computation
of the gross incoine from the property under the first sentence of
section 613(a), provides that the allowable deductions taken into
account with respect to exponses of mining in computing the taxable
income from the property shall, for purposes of the 50-percent limita-
tion contained in the second sentence of section 613(a), be decreased
by an amount equal to so much of any gain which (1) is treated under
new soction 1245 of the code (relating to gain from disposition of
cortain depreciable property) as ordinary income, and (2) is properly
allocable to the property. The House recedes.

Amendment No, 136: Under the bill as passed by the House, the
amendments made by the bill relating to gain from dispositions of
cortain depreciable property (new sec. 1245), including the election
to change the method of depreciation with respect to section 12456
property, the amount taken into account as salvage value, and the
special rule for charitable contributions of section 1245 property,
wore to apply to taxable years beginning after December 31, 1961,
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and ending after the date of the enactment of the bill, Under Senate
amendment No, 135, the amendments (except the amendments with
respect to salvage value, which take effect as provided by the bill
as passed by the House) are to apply to taxable years beginning after
December 31, 1962, The House recedes.

TOREIGN INVESTMENT COMPANIES

Amendments Nos. 140 and 141: The bill as passed by both the
House and the Senate adds a new section 1246 to the code, relating
to gain on foreilﬁn investment company stock.

nder the bill as passed by the House, a foreign investment com-
pany was defined as any foreign corporation which met one of two
alternative tests. Under Scnate amendment No. 140, either of these
two tests must be met for any taxable year beginning after December
31, 1962. One test is registration under the Investinent Company
Act of 1940 either as & management company or as a unit investment
trust. The second test (which must bs met at a time when more than
50 percent of either the voting power or total value of the stock is held
by U.S. persons) under the House bill was that the foreign corpora-
tion must be engaged (or holding itself out as being engaged) primarily
in the business of investing, reinvesting, or trading in securities
(within the meaning of section 3(a)(1) of the Investment Company
Act of 1940). Senate amendment No. 141, in effect, excludes from
the second test certain foreign corporations such as brokers, banks, and
small loan companies, The House recedes on Senate amendments
Nos. 140 and 141.

Amendment No. 143: Subsection (e) (1) of section 1246 added to the
code by the bill provides that the basis of stock of a foreign invest-
ment company acquired from a decedent dying after December 31,
1962, is to be reduced by the amount of the decedent’s ratable share
of earnings and profits. Under the bill as passed by the House, the
ratable share was of the accumulated earnings and profits of the
company. Under Senate amendment No. 143, the ratable share is of
the earnings and profits accumulated after December 31, 1962, T'he
House recedes. o -

Amendment No. 145: This amendment adds a new subsection (g)
to the new section 1246 of the code. The new subsection (g) provides
that if a registered foreign investment company has made an election
(under the new sec. 1247 added by the bill) to distribute income
currently with respect to taxable years beginning after December 31,
1962, then section 367 of the code is not to apply in respect of such
foreign investment company if the company is a party to a reorgan-
ization in which all of its properties are acquired before January 1,
1964, by a domestic corporation which is a regulated investment
company under seetion 851 for its first taxable year ending after the
reorganization, The committee of conference was informed by the
"Troasury Departiment that the proposed new subsection was not neoded
in viow of the administrative practices under scction 367 of the code,
and might therofore imply that such practices aro orroncous, The
Senate recodes. :

Amendment No, 147: New section 1247 added to the codo by the
bill provides that new section 1246 of the code (treating gain on sale
or exchange of foreign investment company stock as ordinary income)
is not to apply to the qualified shareholders of a registered foreign
investment company if the company elects on or before December
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31, 1962, with respect to each taxable year beginning after such date,
to distribute 90 percent or more of its taxable income currently and to
designate in a written notice to its shareholdexs the pro rata amount
of the excess of the net long-term ca[;ital gain over the net short-term
capital loss and the portion thereof which is being distributed. Under
the bill as passed by the House, the notice must be mailed before the
oxpiration of 30 days after the close of the taxable year. Under
Senate amendmont No. 147, the notice must bo mailed bofore the
g’)xpigatioxl of 45 days after the closo of the taxable year, 'I'he House
recedes,

Amendment No. 153: This amendment strikes out asubsection (d)
of the new section 1247 added to the code by the bill and inserts sub-
sections (d), ga), (f), and (g).

Under the Senate amongmont the new subsection (d) requires cach
qualified shareholder of a foreign investment company with respect
to which an election under section 1247 is in effect to compute his long-
term capital gains by including his pro rata share of the distributed
portion of the company’s excess of net long-term capital gain over net,
short-term capital loss and his pro rata share of the undistributed
portion of such excess. Subsection (e¢) is the same as subsection (d)
asénwsed by the House in requiring {)roper adjustment in the earnings
and profite of the company and in the adjusted basis of stock of such
company held by such shareholder to reflect such shareholder’s
inclusion in gross income of undistributed capital guins, but also
requires proper adjustment in a qualified shareholder’s ratable share
of the company’s earnings and profits,

Subsections (f), (g), and (hg) are new provisions relating to the
election by a foreign investinent company with respect to foreign
taxes. Under subsection (f), a foreign investment company which
has clected to distribute income currently and more than 50 percent
of the value of whose total assets at the close of the taxable year
consists of stock or securities in foreign corporations may elect (for
such taxable year and for purposes of complying with its election to
distribute 90 percent or more of its taxabg income) to compute its
taxable income without any deduction for income, etc., taxes paid to
foreign countries or possessions of the United States and to treat the
amount of such taxes ag distributed to its sharcholders. If the olec-
tion is made ench qualified sharcholder of the company is required
(1) to include in gross income and treat as paid by him his propor-
tionate share of such taxes, and (2) for purposes of the foreign tax
credit, to troat such share of taxes ns having been paid to the country
in which the company is incorporated and to treat as gross income from
sources within such country such share of taxes and any dividend
paid to him by the company. Subsection (g) provides for notice to
the shareholders of their proportionate share of tho taxes to be takon
into account as provided in subsection (f). Subsection (h) provides
that the election and notice are to be made in such manner as the
Secretary of the Treasury or his delegate may prescribe by regulations,
The Housoe recedes,

GAIN FROM CERTAIN BALES OR EXCHANGES OF BTOCK IN CERTAIN
FORBIGN CORPORATIONS

Amendments Nos, 169 and 160: The bill as passed by the House
added a new section 1248 to the code which provided, in general, that
(1) if & U.S, person owned, or was considered to have owned, 10 per-
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cent or more of the voting stock of a foreign corporation on the date
he sells or exchanges stock in such corgomtion, or during the 5-year
period ending on such date, :and (2) the foreign corporation was a
controlled foreign corporation on the date of the sale or exchange or
during the 5-year period ending on such date, then (1) galn recog-
nized on the sale or exchange, other than in redemption or liquidation
of such stock, would, to the extent of the earnings and profits of the
corporation attributable to the stock sold or exchanped, be consid-
ered gain from tho sale of property which is not a capital asset, and
(2) gain recognized on a distribution in redemption or liquidation of
such corporation would, to the extent of the earnings and profits of
the corporation attributable to the stock exchanged, be treated as a
dividend. The new section 1248 provided for the reduction in the
earnings and profits of a foreign corporation by amounts included in

ross income of a U.S. person as subpart F income or as amounts
invested in nonqualified property, but only to the extent such amounts
did not result in an exclusion from gross income. The bill did not
apply to distributions in redemption of stock to pay death taxes, con-
sideration received in an exchange to which section 356 applied, or to
amounts includible in gross income under any other provision of the
code as a dividend, gain from the sale of an asset which is not a capital
asset, or gain from tf)e sale of an asset held for not mors than 6 months,

Senate amendment No. 169 provides that («) if a U.S, person sells or
exchanges stock in a foreign corporation (including distributions in
redemption or liquidation), and (b) such person owns, or is considered
to own, 10 percent or more of the voting stock of such corporation at
any time during the 5-year period ending on the date of sale or ex-
change on a date when such corporation was a controlled foreign corpo-
ration, then the gain shall be includible in the gross income of such U.S.

erson as a dividend, to the extent of the earnings and profits of the
oreign corporation accumulated (1) in taxable years of the corporation
beginning after December 31, 1962, (2) while the stock sold or ex-
changed was held by the U.S. person, and (3) while the foreign
corporation was a controlled foreign corporation.

Senate amendment No. 159 provides that earnings and profits of
a foreign corporation are to be determined according to rules sub-
stantially similar to those applicable to domestic corporations, except
that the earnings and profits are to be reduced with respect to a U.S.
person by amounts included in gross income under section 951, gain’
realized from the sale or exchange of property in pursuance of a plan
of completo liquidation, incoms derived from sources within the
United States of o foreign corporation engaged in trade or business
within the United States, amounts included in gross income of a’
qualified shareholder of a foreign investment company, and, in some
cases, by earnings and profits accumulated while the foreign corpora-
tion was a loss (revolomd country corporation,

Under Senate amendment No. 159, the earnings and profits of a
foreign corporation whose stock is sold or exchenged is, under cortain’
circumstances, deomed to include earnings and profits of foreign’
corporations in o chain of corporations, T'he Senate amendment
also provides that if a domestic corporation was formed or availed of
principally for the holding, diroctly or indirectly, of stock of one or
mors foreign corporations, tho salo or exchange of the stock of the'
domestic corporation will be treated as a sale or oxchange of the stock
of the foreign corporation or corporations held by the domestic
corporation,
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The new section 1248, a8 amended by Senate amendment No. 159,
frovidee a limitation on the tax imposed on an individual who is a
1.S. person by reason of the application of the new section, In gen-
eral, the tax so imposed is not to exceed the greater of (1) his pro
rata share of the taxes which would have been imposed if the foreign
corporation had been a domestic corporation during the period he
held the stock sold or exchanged, or (2) the taxes which would have
been imposed if the amounts to which the section applies had been
received as dividends in the years in which earned by the foreign
corporation, With respect to Senate amendment No. 159, the House
recedes with amendinents which (1) eliminate the gsecond limitation
described in the preceding sentence, and (2) make clerical and con-
forming changes. '

Under the bill as passed by the House, the new section 1248 applied
to sales or exchanges after the date of the enactment of the bill.
Senate amendment No. 160 provides that the new section shall apply
to sales or exchanges after December 31, 1962. 'The House recedes,

BALF8 AND EXCHANGES OF PATENTS, ETC,, TO CERTAIN FOREIGN
CORPORATIONS

Amendment No. 161: Senate amendment No, 161 adds a new sec-
tion to the bill which adds a new section 1249 to the code, relating
to gain of a U.S. person from the sale or exchange after December 31,
1902, of a patent, invention, model, or design (whether or not pat-
onted), copyright, secret formula or process, or similar property right
to a foreign corporation which such person controls (within the mean-
ing of the new sec. 1249?. If such gain would (but for the new sec-
tion) be gain from the sale or exchange of a capital asset or of O{)ropert,y
described in section 1231, then such gain is to be considered as gain
from the sale or exchange of property which is neither a capital asset
nor property described In section 1231. Under subsection (¢) of the
new section 1249, the new section would not apply, however, to gain
realized from the sale or exchange for stock or contribution to capital
of such property where it is established to the satisfaction of the Secre-
tary of the T'reasury or his delegate that the principal purpose of the
transfor is to enable the foreign corporation to use the property in its
own manufacturing operations, The new section 1249 applies to
taxablo yoars beginning after Decomber 31, 1962,

Under the conference agreement, the House recedes with an amend-
ment striking out subsection (¢) of the new scction 1249. With the
deletion of subsection (c), the new section 1249 provides ordinary in-
come treatment for all taxable sales or exchanges of patents (and other

roperty covered by the provision) by a domestic corporation to a
oreign corporation which it controls., The new section 1249 would
not apply to nontaxable transactions such as those sales or exchanges
to which (as the result of a ruling under sec, 367) section 3561 of the
code applies. Neither the enactmoent of section 1249 nor the deletion
of the excoption in subsection (¢) is intended to have any implications
with respect to the application of section 367 of the code to such non-
taxablo transactions,

The conferees requested the Treasury Department to study and
report hack on the proper tax treatment of the transfer of patonts,
ote,, to foreign subsidiaries which use such property in their own
manufacturing operations, .
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TAX TREATMENT OF COOPERATIVES AND PATRONS

Awmendments Nos, 162, 163, 166, 167, and 168; The bhill as passed
by the House provides that, in computing the taxable income of a
cooperative organization, certain distributions paid to patrons in the
form of qualiied written notices of allocation sre to be treated as
deductions from the cooperative’'s gross income., ‘I'he recipients of
such qualified written notices of allocation are required to include the
st.ate:i] dollar amount of such allocations in their gross income when
received. A written notice of allocation is qualified only if (1) it is
payable in cash within 90 days at the option of the patron, or (2) the
patron has consented to include the stated dollar amount of this
written notice of allocation in his gross income. Senate amendment
No. 163 contains a further requirement which provides that a written
notice of allocation is not & qualified one unless 20 percent or more
Olf\ bhﬁ distribution of which it is & part is paid in money or by qualified
check.

The bill as passed by the House provides two methods by which a
patron may consent to the inclusion in his gross income of the stated
dollar amount of qualified written notices of allocation not redeemable
in cash within the period provided in the bill. Senate amendments
Nos. 162 and 166 provide a third method by which such consent
may be made. Under this third method a patron may consent by
endorsing and cashing (within the time prescribed by the amendment)
a qualified check which is paid as a part of the same distribution as the
written notice of allocation, Under Senate amendment No. 167, a
qualified check is defined as a check (or other instrument redeemable
in money) on which there is a clearly imprinted statement that the
endorsement and cashing of the check (or other instrument) consti-
tutes the consent of the payee to include in his gross income, as pro-
vided in the Federa) income tax laws, the stated dollar amount of the
written notice of allocation which is a part of the patronage dividend
or payment of which such qualified check is also a part. Under
Senate amendment No. 168, if a qualified check is not cashed on or
before the 90th day after the close of the payment period for the taxable
year with respect to which it is paid, such check becomes a non-
qualified -written notice of allocation. The House recedes on amend-
ments Nos, 162, 163, 166, 167, and 168.

WITHHOLDING OF INCOME TAX AT SOURCE ON INTEREST, DIVIDENDS,
AND PATRONAGE DIVIDENDS; REPORTING OF INTEREST, DIVIDEND,
AND PATRONAGE DIVIDEND PAYMENTS OF $10 OR MORE DURING A
YHAR

Amendment No. 173: Section 19 of the bill as passed by the House
added to the Internal Revenue Code of 19564 provisions requiring the
withholding of income tax at source on certain interest, dividend, and
patronage dividend payments, The tax was to be withheld at the
rate of 20 poreent an(’l was to apply to payments of interest, dividends,
and patronage dividends as those terms were defined for withholding
purposes, In addition, the bill as passed by the House provided for
oxemptions from withholdin% quarterly refunds, and special credits,
The tax withheld was to be a fowed as & credit against the income tax
of the recipients of the payments to the extent it had not been pre-
viously refunded to them or credited against other tax due from them..

Amendment No, 173 strikes out the provisions of section 19 of the
bill as passed by the House and, in lieu thereof, adds to the Internal
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Revenue Code of 1954 provisions requiring persons who make pay-
ments of dividends, patronage dividends, or interest (within the mean-
ing of such terms as defined in the Senate amendment) aggregating
$10 or more to any other person in a calendar year to file an informa-
tion return with the Secretary of the I'reasury or his delegate with
respect to such puyments, The Senate amendment adds provisions
requiring that payors of dividends, patronage dividends, and interest.
(ns those terms are defined by the amendment)furnish to the recipients
of these amounts annual statements showing the amounts paid to
them ns reported on the information returns-filed with the Internal
Revenuo Service. Now penalty provisions are provided by the Senate
amondment for failure to file information returns with respect to pay-
ments of dividends, patronage dividends, or interest, and for failure
to furnish to a recipient of such payments an annunl statement of such
payments, o

The House recedes with clerical amendments. As a part of the
agreement to the Senate amendment, the House and Senate conferees
have requested the T'reasury Department to make annual reports to
the Committecs on Ways and Means and Finance on the improve-
ment in the reporting on tax returns of dividends, intercst, and
patronage dividends as a result of the Senate ainendment, with the
view that this matter will be reconsidered by the Committees on
Ways and Means and Finance if it is determined that there has not.
been sufficient improvement in the reporting of such income,

INFORMATION WITH RESPECT TO CERTAIN FOREIGN ENTITIES

Amendment No. 176: Section 6038(b) of the code, as contained
in the bill as passed by both the House and the Senate, provides for
a reduction in foreipn tax credit for each failure to furnish information
with respect to a foreign corporation controlled by a U.S. person.
Senate amendment No. 176 provides that such reduction is not to ex-
ceed whichever of the following amounts is greater: (A) $10,000, or
(B) the income of the foreign corporation for its annual accounting
period with respect to which the failure occurs, ‘I'he House recedes.

Amendment No, 179: Section 6038(d)(1) of the code as contained
in the bill as passed by the House provided that, in applying-the con-
structive ownership rules of section 318(a) of the cods for purposes of
determining control under section 6038 of the code, the rule which
requires ownership of 50 percent of the stock of a corporation before
stock owned by such corporation is attributed to its stockholders was
to apply without regard to the 60-percent limitation. Senate amend-
ment No. 179 substitutes a 10-percent limitation for the 50-percont
limitation, Senate amendment No. 179 also provides that the rules of
section 318(n)(2) of the code that stock owned by a partner or a
beneficiary of an estate or trust will be considered as owned by the
partnership, estate, or trust, are not to be applied so as to consider
u U.S. poerson as owning stock which is owned by a porson who is.
not a U.S. person, nor will a corporation be considered as owning
stock owned by or for a 50 percent or more stockholder whore the
offect is to consider a U.8. person as owning stock which is owned
by & porson who is not  U.S, porson, ‘The House recedes.

Amendments Nos, 180 vnd 181: Section 6046 (8) and (b) of the code,.
a8 amended by the bill as passed by the ITouse, required each U.S,
citizen or resident who (on or after January 1, 1963) was or becomes
an officer or director of n foreign corporation and each U.S, person
who (on or_after January 1, 1963) was or becomes an owner of 5 per-.
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cent or more in value of the stock of such a corporation to file an
information return setting forth such information as the Secrotary of
the I'reasury or his delegate prescribes by forms or regulations as
necessary for carrying out the provisions of the income tax laws.
Under Senate amendment No, 180, such an officer or director is re-
quired to file an information return only if 5 percent or more in value of
the stock of the foreign corporation is owned by a U.S. person. Under
Senate amendment No. 181, in the case of an officer or director of the
foreign corporation, the information required is limited to furnishing
the names and addresses of the U.S. persons who own § percent or
more in value of the stock of such corporation. 'The House recedes
on amendment No. 180 with a techunical amendment. The House
recedes on amendment No. 181.

Amendment No. 183: This amendment adds a new subsection (o)
to section 6046 of the code. Under the new subseciion, no information
is to be required to be furnished under section 6046 with respect to
any foreign corporation (1) if the liability of the U.S. citizen, resident,
or person to file a return under section 6046(a) ariscs on or after
January 1, 1963, and before March 1, 1963, unless such information
is required to be furnished under regulations which have been in effect
since January 1, 1963 (but only iF such regulations wore prescribed
before December 1, 1962), or (2) if the liability of the U.S, citizen,
resident, or person to file a return under section 6046(a) arises on or
after March 1, 1963, unless such information is required to be furnished
under rogulations which have been in effect for at least 90 days.

Under the conference agreement, the House recedes with an amend-
ment substituting & new subsection (e). Under the conference agree-
ment, in the case of liability to file a return under section 6046 of the
code arising on or after January 1, 1963, and before June 1, 1963

) no information is to be required to be furnished under
section 6046 with respect to any foreign corporation unless such
information was required to be furnished under regulations in
effect on or before March 1, 1963, and : o

(B) if the date on which such regulations become effective is
later than the day on which such liability arises, any return re-
quired by section 6046(a) is required (in lieu of the time pre-
seribed by sec. 6046(d)) to be filed on or before the 90th day after
such date,
In the case of liability to file a return under section 6046(a) arising
on or after June 1, 1963, no information is to be required to be fur-
nished under section 6046 with respect to any foreign corporation unless
such information was required to be furnished under regulations which
have been in effect for at least 90 days before the date on which the
U.S. citizen, resident, cr pergon becomnes liable to file a return required
under section 6046(&5,

HXPENDITURES BY FARMERS FOR CLBARING LAND

Amendment No, 189: This amendment adds a now section to the
bill, nddin(p1 o now section 182 to part VI of subchaptoer B of chaptor 1
of tho code (relating to itemized deductions for individuals and
corporations), The new section 182 permits farmers to elect to treat
as deductible expenses, rather than as nondeductible expenditures for
capital improvements to property, expendicures for the clearing of
land (including a reasonable allowance for depreciation with rospect
to depreciable property used in the clearing of land) if such expendi-
tures are for the purpose of making the land suitable for use in farming

99-219°—€2 H, Kepts, 87-2, vol, 7——88
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The term “clearing of land’ includes the eradication of trees, stumps
and brush, the treatment or moving of earth, and the diversion o
streams and watercourses, The new section 182 limits the deduction
for expenditures for the clearing of land for any taxable year to $5,000
or to 25 percent of the taxable income derived from farming during
the taxable year, whichever amount is the lesser. The new section
applies to taxable years beginning after December 31, 1962, The
House recedes with clerical and conforming amendments,

CHARITABLE CONTRIBUTIONS MADE FROM INCOME ATTRIBUTABLE TO
SEVERAL TAXABLE YEARS

Amendment No. 190: This amendment adds a new section to the
bill, adding a new subsection (e) to section 1307 of the code, relating
to rules applicable to part I of subchapter Q of chapter 1 of such code
(which relates to income attributable to several taxable years).

When income attributable to several taxable years is received or
accrued in a particular taxable year, part I of subchapter Q provides,
under certain circumstances, that the tax attributable thereto for the
taxable year in which it is received or accrued is, in general, not to be
groater than the aggregate increases in taxes which would have re-
sulted if the amount had been included in the taxpayer’s income, on
an allocated basis, over the period specified in the applicable section
of such part I, ' ,

New subsection (¢) provides that an individual who receives or
accrues in a taxable year an amount to which part I of subchapter Q
u})plies may elect (in such manner and at such time as the Secretary
of the Treasury or his delegate prescribes by regulations) to agply the
provisions of subsection (e% in computing his tax liability under such
wrt, If the taxpayer so elects, the amount received or accrued shall

e reduced, for the purposes of computing his tax liability under such
part I with respect to such amount, by an amount (1) which bears the
same ratio to the amount of his allowable charitable deduction for the
taxable year in which the amount was received or accrued (computed
without regard to pt. I of subch. Q) as (2) the amount received or
accrued during the taxable year to which part I applies bears to the
ndjusted gross income for such year (computed without regard to
pt. I of subch, Q).

New subsection (e) further provides that no portion of the amount
received or accrued to which part I of subchapter 3 applies ahall (for
purposes of computing the limitation on tax under such part) be
taken into account for purposes of computing the limitation under
section 170(b) (1) of the code for the taxable year in which the amount
to which such part applies is received or accrued, :

The House recedes with an amendmont which is technical and
clarifying in nature and is a substitute for the provision described in
the preceding paragraph,

EFFECTIVH DA’I‘H{F BECTION 1871 (C) OF THE INTERNAL REVENUE CODRE
. OF 1804

Amendmeoent No, '191: The Senate amendment adds a new section
to the bill as passed by the House which provides that section 1371(c)
of the code (relating to the determination of the number of share-
holders of a small business corporation where stock is owned by a
husband and wife) is, subject to the provisions for filing of election
and consents described below, to apply to taxable years beginning
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after December 31, 1957, and before January 1, 1960, Under existing
law, section 1371(c), which was added to the code by section 2(a) of
Public Law 86-376 (approved September 23, 1959), applies only to
taxable years beginning after Decomber 31, 1959. The Senato
amendment provides a l-year period within which an otherwise
qualifying small business corporation may make a special election to
have the earlier effective date of section 1371(c) apply. For the
special election to be valid, a corporation must have previously filed
a timely election to have its income taxed directly to its shareholders,
and each person who is a shareholder at the time of the special election
(as well as each ]gerson who was a shareholder for any taxable year
beginning after December 31, 1957, and ending before the date on
which the special election is made) must give his consent. The
amendment also provides that where a special election (and the
requisite consents) has been made, the statute of limitations for
assessing additional tax against the corporation or the shareholders
attributable to the earlier effective date of section 1371(c) (and the
gtatute of limitations for allowing a credit or refund of any overpay-.
ment of tax by the corporation or its shareholders attributable to the
earlier effective date of section 1371(c)) is to remain open, or be
op((imed, for 1 year following the date of the election. The House re-
cedes,

CERTAIN LOSSES SUSTAINED IN CONVERTING FROM STREET RAILWAY
TO BUS OPERATIONS

Amendment No. 192: The Senate amendment adds a new section
to the bill as passed by the House which provides that in the case of
net operating losses incurred in the calendar years 1963 and 1964
principally as the result of conversion from street railway to bus
operations, an additional 5 years, beginning with 1260, is to be allowed
for the carryover of such losses, The Senate amendment applies
only for years in which the taxpayer is engaged in the furnishing or
sale of transportation (as defined in sec. 1503(c)(1)(A) of the 1954
code), The Houss recedes with a technical amendment,

PENSION PLAN OF LOCAL UNION NO, 436, INTERNATIONAL HOD CARRIFRS’
BUILDING AND COMMON LABORERS’ UNION OF AMERICA

Amondmoent No, 193: The Senate amendment adds a new section
to the bill as passed by the House which provides that the pension plan
of Local Union No. 435 of the International Hod Carriers’ Building
and Conunon Laborers’ Union of America, which was negotiated to
take effect May 1, 1960, pursuant to an agreement between such
union and the Building T'rades Employers Association of Rochester,
N.Y., shall he held and considered to have been a qualified trust under
saction 401(a) of the code, and to have been exempt from taxation
under soction 601(a) of the code, for the period beginning May 1, 1960,
and ending April 20, 1961, but only if it is shown to tho satisfaction of
the Secroetary of the 'I'reasury or his delegate that the trust has not in
this poriod been operated in a mannor which would jeopardize the
interests of its beneficiaries, The House recedes.

CONTINUATION OF A PARTNEXRSHIP YEAR FOR SURVIVING PARTNER IN A
TWO-MAN PARTNERSHIP WHHEHRE ONH DIES

- Amendment No. 194: The Senate amendment adds & new section
to the bill as passed by the House which amends section 188 of the
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Internal Revenue Code of 1939 (relating to different taxable years of
partner and partnership) to provide that for purposes of chapter 1
of the 1939 code, if the surviving partner so elects within 1 year after
the date of enactment of this bilﬁ the death of one of the partners of a
partnership consisting of two members shall not result in the termina-
tion of the partnership or in the closing of the taxable year of the
partnership with respect to the surviving partner prior to the time the
partnership year would have closed if neither partner had died or
disposed of his interest. The amondment is to apply to taxable yoars
of a partnership beginning after December 31, 1946, to which tbn
Internal Revenue Codo of 1939 applies. 'The amendment furthe:
provides that if refund or credit of uny overpayment resulting from
the application of such amendment was prevented on the date of the
onactment of the bill, or at any timo wit,llxin 1 year from such date by
the operation of any law or rule of law (other than those relating to
closing agreements and compromises), refund or credit of such over-
payment may, nevertheless, bo made or allowed if claim therefor is
filed within 1 year after the date of enactment of the bill. No interest
is to bo allowed or paid on any overpayment resulting from the
application of the amendment. The House recedes,

EXCLUSION FROM GROSS INCOME OF CERTAIN AWARDS MADE PURSUANT
TO EVACUATION CLAIMS OF JAPANESE-~-AMERICANS

Amendment No. 106: This amendment, which adds a new section
to the bill, provides that awards received under the Japanese-American
Evacuation Claims Act, as amended in 1951 and 1956 (50 U.S.C.
App., sccs, 1981-1987), are not to be included in gross income for
purposes of chapter 1 of the Internal Revenue Code of 1939 or 1954,
I'his treatment is to apply with respect to taxable years ending after
July 2, 1948,

Any refund or credit of an overpayment of Federal income tax
(including interest, additions to the tax, additional amounts, and pen-
alties) resviting from this provision which is barred on the date of the
enactment, of this bill, or within 1 year from such date, by any law
or rule of law may, novertheless, be made, without interest, if a claim
for such rofund or credit is filed within 1 year after the date of enact-
ment of the bill, Tn the case of any claim described in the preceding
sentence, the amount to be refunded or credited as an overpayment
is not to be diminished by any credit or setoff based on any item other
than the amount of the award.

Tho Houso recedes with tochnical amendments,

DEDUCTION FOR BUSINESS DRIRECIATION BY TENANT-3TOCKHOLDBR OF
COOPKFRATIVRE HOUBING CORPORATION

Amondment No., 196: This amendment adds a new section to the
hill, adding a new subsection (¢) to section 216 of the codo (relating
to amounts representing taxes and interest paid to a cooperative
housing corporation). K

The new subsection (¢) provides that so much of the stock of a
tenant-stockholder in a cooperative housing corporation as is allocablo,
under regulations prescribed by tho Secretary of the Treasury or his
delogate, to a proprietary lease or right of tenancy in property subject
to the allowance for deprecintion under section 167(a) shall, to the
extont that such proprietary lease or right of tenancy is used ’by such
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tenant-stockholder in a trade or business or for the production of
income, be treated as proper'%v subjeot to the allowance for deprecia-
tion under section 167(a). The amendment is effective with respect
to taxable years beginning after December 31, 1961, The House
recedes with clerical amendments,

EXCLUSION FROM GROSS INCOME OF GAIN FROM SALE OF RESIDENCE
BY INDIVIDUAL AGE 66 OR OVER

Amendment No. 197: This amendment added a new section to the
bill, adding a new section 121 to part III of subchapter B of chapter 1
of the code (relating to items specifically excluded from gross income).
The new section 121, applicable only in the case of individuals, pro-
vided that gross income does not include gain from the sale, exchange,
or involuntary conversion (within the meaning of sec. 121(e)) after
December 31, 1962, of property used by the taxpayer as his principal
residence, if (1) the taxpayer had attained the age of 65 years before
the sale, exchange, or involuntary conversion, and (2) the property
had been used by the taxpayer as his principal residence for a period of
not less than 6 years at the time of its sale, exchange, or involuntary
conversion, The Senate recedes,

DEDUCTION FOR INCOME TAX PURPOSES OF CONTRIBUTIONS TO CEBRTAIN
ORGANIZATIONS FOR JUDICIAL REFORM

Amendment No. 198: This amendment, which adds a new section
to the bill, provides that a contribution or gift made after December
31, 1961, with resgect to a referendum occurring during the calendar
year 1962, shall be deductible as a charitable contribution  under
section 170 of the code if made to, or for the use of, an organization
created and oFerated exclusively to consider proposals for the re-
organization of the judicial branch of any State or local government
and to provide information, make-recommendations, and seek public
support or opposition to such proposals, For contributions or gifts
to be eligible for this treatment, no part of the net earninfs of the
organization maK inure to the benefit of any private shareholder or
individual and the organization must not participate in any political
campaign in behalf of, or in orposition to, any candidate for public
office. The House recedes with a clerical amendment,

AMENDMENT T0 S80CIAL BECURITY ACT RELATING TO STATEMENT OF
FINANCIAL S8TATUB OF CLAIMANTS FOR MEDICAL ASBISTANCH FOR
THE AGED

Amendment No, 199: This amendment added to the bill a new sec-
tion, amending section 2(a) of the Social Security Act so as to permit
& State to provide in its State plan under title I of such act that any
written statement required of a claimant for medical assistance for
the agod under that title shall ho presumed by the State agency ad-
ministering the plan to be factually correct for purposes of datermin-
ing eligibility for such assistance insofar as the statoment relates to the
claimant’s financial status, The Senato recedes,

FORBPIGN BUBSIDIARIEB MANUFACTURING PRODUCTS ABROAD FOR SALH
IN THE UNITED STATES

A'mendnient No. 200: Senate amendment No. 200 added & new
section to the bill to provide that foreign corporations to which the
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Eroposed now section, section 885 of the code, applics are deemed to
o engnged in trade or business within the United States, and their
gross income from sources within the United States is deemed to be
not less than their gross income from the sale of competitive articles
sold for ultimate use, consumption, or disposition in the United States.
"I'he new section applied to a foreign corporation if at any time during
the taxable year one or more domestic corporations own, directly or
through one or more other corporations, 10 percent or more of the
outstanding stock of the foroign corporation, and if for such taxablo
year the foreign corporation derives 10 percent or more of its gross
income from the sale of competitive articles sold for ultimate use,
consumption, or disposition in the United States, For such purpose
& competitive article is any article mined, processed, or manufactured
outside the United States for a foreign corporation which is the same
as or similar to any article mined, processed, or manufactured in the
United States (or formerly mined, processed, or manufactured in the
United States) by any domestic corporation described in the preceding
sontence with respect to the foreign corporation, or by any-subsidiary
of such domestic corporation. The new provision applied to taxable
years beginning after December 31, 1962, The Senate recedes.

EFFECTIVE DATE OF AMENDMENT TO SECTION 1874 (b) oF
INTERNAL REVENUE CODE OF 1954

Anendment No. 201: The Senate amendment adds a new section
to the bill as passed by the House which makes the amendment to
section 1374(b2 of the code, which was added by section 2(b) of Public
Law 86-376 (approved Sept. 23, 1959), effective on September 2,
1968. Under existing law, the amendment to section 1374(b), which
permits the deduction of a deceased shareholder’s pro rata share of the
net operating loss of an electing small business corporation incurred in
the year in which he dies, is effective ong with respect to taxpayers
who die after Septembeor 23, 1959, The House recedoes with a clerical
amendment.

TREATIES

Amendmont No. 203: The bill as passed by the House provided
.that section 7852(d) of the code, relating to treaty obligations, was
not to apply in respect of any amendment made by the Revenue Act
of 1962, Senate amendment No, 203 provides that no provision of
tho Revenue Aot of 1062 will apply in any case where its application
would be contrary to any treaty ogligabion of the United States.

The Senate recedes. In this connection, the Treasury Department
informed the committoe of conforence that it is its view that there aro
no conflicts between provisions of the bill and provisions of tax treaties,
with one minor exception relating to the real estate clause of the Greek
Kstate Tax Treaty which the Treasury will seek to have renegotiated

before July 1, 1064,
W. D. Mnuas,

Cromn R, King,

Harn Boaas

Kuaeng J, Kmocn,

Joun W, ByrnEs,

Howarp H, BAxeRr
Managers on the Part of the House.
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