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FOREWORD

The Congressional Budget Act provides for the adoption by May 15
of each year of a First Concurrent Budget Resolution setting an over-
all budgetary framework within which the Congress will operate as it-
considers revenue and spending legislation for the upcoming fiscal
year. The revenue and spending totals in the First Budget Resolution
are not binding under the usual rules of the Budget Act. In the Fail
of cach year a binding Second Concurrent Budget Resolution is
adopted to reaflirm or revise the budgetary totals which were incorxo-
rated in the First Budget Resohition. The Congressional Budget Act

rovides for a “reconciliation™ procedure under which the Second

udget Resolution may include instructions directing specified House
and Senate committees promptly to report legislation raising revenues
or reducing spending in programs within their jurisdiction by specific
amounts. The Congressional Budget Act does not provide for a recon-
ciliation procedure under the First Budget Resolution. However, the
Act does permit the inclusion in that Resolution of any “procedure
which is considered appropriate to carry out the purposes of this Act.”

The First Concurrent Budget Resolution for fiscal year 1981 (H.
Con. Res. 307) includes reconciliation instructions to the Committee
on Finance and several other committees of the Senate and House. In
the case of the Finance Committee, the resolution includes both reve-
nue and spending instructions. The committee is directed by the reso-
lution to recommend reductions in outlays for spending programs
under its jurisdiction totaling $2.2 billion for fiscal vear 1981, de-
creases in budget authority totaling $0.9 billion. and increases in
revenues totaling $4.2 billion.

The spending changes have been incorporated in a separate docu-
ment. This committee print incorporates committee veport language
and bill language relating to the recommendations for revenue in-
creases required of the Finance Committee.
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I. SUMMARY OF FINANCE COMMITTEE
RECOMMENDATIONS

The Finance Committee recommendations subinitted to the Budget
Committee on ways to raise fiscal year 1981 revenues by $4.2 billion, as
required by the first budget resolution, include:

(1) A tax on gains from U.S. real estate realized by foreign
investors,

(2) Imposition of social security and unemployment taxes on
the employee social security tax paid by employers.

(3) A one-year delay in the phaseout of the telephone excise
tax,

(1) Extension of estimated tax requirements for individuals
and corporations to the minimum tax.

(5) An increase in the proportion of the corporate income
tax to be covered by estimated taux payments from 80 percent to
85 percent.

(6) A requirement that large corporations cover at least 50
percent of their current year's tax hability with estimated tax
payments if they elect the exception to the general estimated tax
;'ul{;el allowing them to base their estimates on the prior year's tax
iability.

(f7) IX 40-cent increase in the tariff on alcohol imported for use
as fuel.

(8) A $1,000 tax credit for royalty ownrers against their 1980
windfall profit tax liability.

(9) A reduction in the inflation adjustment to the base price
under the windfall profit tax for the taxable periods in fiscal
year 1981.

These changes are expected to increase revenues by $4.2 billion in
fiscal year 1981 and $1.3 billion in fiscal year 1982,

Tax treatment of gain on sale of U.S. real property by
foreign investors

Under present law, capital gains realized by foreign investors on the
sale of U.S. propeny are generally not subject to U.S. tax unless the
property is held in connection with a U.S. trade or business.

The committee recommendation would subject foreign investors to
tax on gains on the sale or other disposition of U.S. real property.
Foreign investors also would be taxed on gains realized from the sale
or exchange of an interest in a corporation, trust, or partnership
formed or availed of to hold U.S. real property interests. Reporting
requirements would be established to identify when taxable trans-
actions had occurred. The tax would be collected through withholding
requirements and related enforcement provisions.

'The provision would be effective for sales or other dispositions of
U.S. real property interests occurring on or after January 1. 1980.
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However, to the extent that a provision conflicts with a U.S. treaty
obligation, the provision would not take effect until after 1984. Also,
the provision would not apply to sales made pursuant to written con-
tracts which were binding at all times after December 8, 1979.

Inclusion in wages of social security taxes paid by em-
ployers
The bill provides that an employer payment of an employee’s social
security tax liability (except with respect to agricultural labor and
domestic service) is to be includible in wages for purposes of the social
sacurity tax, the unemployment tax and social security benefits. Except
in cases of employment by certain State and local governmental units,
the provision applies with respect to remuneration paid after Decem-
ber 31, 1980. The provision applies with respect to payments by cer-
tain State or local governnwntarunits after December 31, 1983.

Telephone excise tax

Under present law, the excise tax on communications services is
scheduled to phase down from 2 percent in 1980 to 1 percent in 1981
and to expire in 1982. The bill delays the phaseout by one year, so
that the tax rate will be 2 percent in 1981 and 1 percent in 1982 and
the tax will expire on January 1. 1983,

Estimated income tax payments

Under present law, corporations are generally expected to pay 80
percent of their current year’s tax liability in quarterly estimated
tax payments during the taxable year. However, they are exempt from
the penalty for uncférpayment of estimated tax if their estimated tax
payments equal 100 percent of the prior year’s tax liability.

The bill raises the amount of the current year’s corporate income tax
which must be covered by estimated tax payments from 80 percent to
85 percent. Also, corporations whose taxable income in any of the 3
preceding taxable years exceeds $1 million are required to make esti-
mated tax payments of at least 50 percent of the current year's tax
liability regardless of their prior year's tax liability.

For both individuals and corporations, the minimum tax is not
subject to estimated tax requirements. The bill subjects both the add-
on minimum tax for corporations and individuals and the alterna-
tive minimum tax for individuals to the same estimated tax require-
ments as the regular income tax.

Increased duties on alcohol

There is an exemption under present law from the 4-cent-per gallon
Federal excise taxes on gasoline, diesel fuel. or other motor fuels for
fuel which is at least 10 percent alcohol (other than alcohol derived
from petroleum, natural gas, or coal). This exemption applies through
December 31, 1992, When fuel is not subject to the excise tax, or to
the extent that fuel contains more than 10 percent alcohol, a tax credit
equal to 40 cents per gallon of alcohol is available. Both the credit and
the exemption apply without regard to where the alcohol was
produced.

The bill increases the duty on imported ethyl alcohol (not used as
a beverage) by 40 cents per gallon. This duty increase would offset
what amounts to a 40 cents per gallon subsidy now available to im-
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ported alcohol as a result of the excise tax exemption and the 40-cent
tax credit. This provision would encourage U.S. alcohol production
for fuel, aiding U.S. national security.

Windfall profit tax changes

The bill provides for a credit or refund for royalty owners (other
than most corporations and trusts) equal to the first $1,000 of wind-
fall profit tax on royalty oil removed during calendar year 1980. The
credit may be claimed during the first part of 1981. In the case of a
family, the $1.000 limit on tﬁe credit applies to a husband, wife and
their minor children as if they were one taxpayer. A corporation
treated as a qualified family farm corporation for purposes of the
credit may claim the $1,000 credit; however, the shareholders of the
qualified family farm corporation will have to reduce their personal
credit in proportion to their interest in the corporation.

In calculating the amount of any deduction of the windfall profit
tax for income tax purposes, the royalty owner must reduce the
amount of the otherwise available income tax deduction by the amount
of the credit allowable against the windfall profit tax for which the
deduction wonld otherwise be claimed. The $1,000 credit will not
affect withholding or other tax payment requirements imposed by
the Crude OQil Windfall Profit Tax Act of 1980.

The revenue loss in fiscal year 1981 attributable to the credit is off-
set by the proposed increase in the duty on imported alcohol and by a
reduction of the otherwise applicable adjusted base price for each
barrel of oil removed during fiscal year 1981. This reduction will be
made by subtracting from the otherwise applicable base price an
amount equal to 0.8 percent of that price, which is equivalent to a
reduction 1n the inflation adjustment by 0.8 percent.

64-572 0 ~ 80 - 2



II. REVENUE EFFECTS

Table 1 shows the estimated revenue effects of the provisions in
the Finance Committee recommendations for fiscal years 1981 through
1985. In fiscal year 1981, the overall revenue increase is $4.2 billion, the
amount required by the budget resolution. In fiscal year 1982, it is
$1.3 billion. The revenue increases shown for the estimated tax
changes (numbers 4, 5 and 6 in table 1) represent changes in the
timing of tax Ya yments, not changes in tax liability. The other changes
all represent changes in tax liabihty.

Table 1.—Estimated Revenue Effects From Provisions For Reve-
nue Reconcilliation Recommended by Senate Finance Committee

[In millions of dollars]

Fiscal years
1981 1982 1983 1984 1985

Provigion

1. Tax gains from sale of U.S. real

estate by foreigners.___________ 182 119 130 143 157
2. Tax employer payment of employee

Social Security tax. ___________. 45 77 119 217 328

3. Changes in excise tax on communi-
catlons services (2 percent 1n 1981

and 1 percent in 1982) __________ 358 570 193 _________
4. Require estimated payments on
minimum tax______._... eeemeen 500 35 38 40 45

5. Increase proportion of corporate

income taxes to be covered by

estimated payments from 80 per-

cent to 85 percent______ ——e- --- 901 139 135 116 119
6. Require large corporations to be at

least 50 percent current with

estimated payments___________ 2,239 348 334 288 294

7. 40-cent per gallon tariff on im-
orted alcohol______________._ " 63 23 4 1 ...

8. Windfall profit tax credit for
royalty owners_______________. —190 _ ..

9. Modification of windfall profit tax
inflation adjustment.__.________ 124 —16 ______________
Total .. . _____ ... 4,222 1,296 953 805 943




IIL. EXPLANATION OF THE COMMITTEE
RECOMMENDATIONS

A. Tax Treatment of Gain on Sale of U.S. Real Property by
Foreign Investors

(Secs. 202-72 of the bill and new secs. 897 and 1444 of the Code)

Present law
General

Under the Code, nonresident aliens and foreign corporations en-
gaged in a U.S. trade or business are generally taxed on the U.S. source
income of that business in the same manner, and at the same rates, as
U.S. persons. (However, their foreign source income not connected
with that business is not taken into account in determining the ap-
plicable U.S. tax.)

In contrast. the U7.S. source income of a nonresident alien or foreign
corporation which is not effectively connected with a U.S. business
is generally subject to a different tax regime. The Code provides that
a foreign individual or corporation is ordinarily subject to a 30-per-
cent withholding tax on the gross amount of certain passive income
such as rents. dividends, an(f interest, which is received from U.S.
sources and is not effectively connected with a U.S. business. This
withholding tax generally satisfies the taxpayer's U.S. income tax
liability on the income. Capital gains not effectively connected with a
U".S. business are not subject to any U.S. income tax, except in the
limited situation of nonresident individuals who were present in the
United States 183 days or more during the year, who are taxed at the
flat rate of 30 percent on the gains.

Foreign investment in U.S. property

Whether a foreign investor in U.S. real property is engaged in a U.S.
trade or business depends on all the facts and circumstances. For
example, a foreign investor who enters into a single long-term net
lease (under which the lessee is responsible for operation of the prop-
erty and pays the expenses) probably would not be engaged in a U.S.
trade or business, whereas a taxpayer who owns and manages a num-
ber of commercial buildings would be so engaged.

If a foreign taxpayer is not actually engaged in a U.S. trade or
business, he is permitted under the Code to elect to be treated as if
he were so engaged with respect to all his real property held for the
production of income. This election is provided because rental income,
unlike other types of passive income, ordinarly has associated with
it significant expenses. Therefore, a tax equal to 30 percent of the gross
rentals could frequently exceed the entire economic income from the

(5)
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property. If the election is made, the taxpayer may reduce his
income from the real property by the deductible expenses, such as
depreciation, mortgage 1nterest, and real property taxes. The taxpayer
is then taxed on the net income at the graduated rates which gen-
erally apply to U.S. taxpayers rather than paying 30 percent on his
&ross rentarincome. Often, as a result of the election, the investor will
pay no tax on the current income because depreciation, mortgage in-
terest, real property taxes and other expenses exceed gross income.
(This result would be the same as if a U.S. person owned the property.)
However, by making the election, the taxpayer will also subject him-
self to U".S. tax on any gains from the sale or exchange of the prop-
erty. The election, once made, is binding on the taxpayer in al{)sng-
sequent years unless consent to revoke it is obtained from the In-
ternal Revenue Service,

Apart from the Code election. a number of planning techniques
exist whereby a foreign investor may obtain the advantages of being
taxed on current income from real property on a net basis. However,
unlike the Code election. these techniques also offer the opportunity
to avoid tax on the gain which would result from the sale of the prop-
erty. Also, unlike the Code election, these techniques may be employed
on a property-by-property basis. For example, a foreign investor who
is actually engaged in a U.S. real estate business will be taxed on cur-
rent income from the property on a net basis (which might result in no
current tax because of the allowable deductions). He may sell the prop-
erty on the installment basis and receive most or all of the pavments
in vears following the year of the sale. If he is not actually engaged in
a U.S. trade or business in later vears when the installment payments
are received (and has not made-the election to be treated as if he were),
the gain would not be treated as effectively connected with a trade or
business in the later years and would therefore go untaxed .

Secondly. a foreign investor could generally exchange his U.S. real
propertv held for productive use or investment for other property of
a like kind. whether within or without the U.S.. without recognition of
gain. If the property he acquired in the exchange were outside the
UN.S.. the gain he would recognize on the ultimate sale of the property
received in the exchange would not be subject to U.S. tax. This would
be the case « ven if the investor were actually engaged in a U.S. trade
or business or had made the election to be so treated.

A taxpayer may also obtain the benefits of current taxation on a
net basis and exemption from tax on the gain by investing in U.S.
real property indirectly through a foreign holding companv which
either is actually engaged in T.S. business or makes the election. The
holding company would be subject to tax on the income it receives
fronr the property. but, as noted earlier, often there wonld be no tax-
able income on a current basis. Moreover, the corporation often could
reduce or eliminate its taxable income by paying deductible interest to
its investors. Ordinarily. dividends and interest paid by a foreign cor-
poration deriving most of its income from T'.S. sources are subject to
T".S. withholding taxes. However, these taxes are sometimes waived
on a reciprocal basis under tax treaties between the United States
and other countries. If the corporation is entitled to such a treaty
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benefit, income paid currently by the corporation would escape that
U.S. tax. (Foreign investors f{'equently utilize U.S. treaties applicable
to the Netherlands Antilles and British Virgin Islands because these
treaties contain the necessary waivers or reductions and because these
jurisdictions impaose low or no taxes on the income.) v .

The investors in the holding company could avoid U.S. tax on the
gain from the sale of the property by either of two methods. First, if
the corporation sells the property and follows a plan of liquidation
meeting certain requirements. the corporation wilf not be taxable on
the gain under a general rule of the Code which exempts liquidating
corporations from tax on gains from the sale of property (sec. 337).
Moreover, the shareholders and security holders will generally not
be taxable when they exchange their stock and securities in liquicfz.tion
for the proceeds of the sale of the real property because, as foreign
investors, they generally are not subject to U.S. capital gains tax.
Even though the corporation is engaged in a U.S, trade or business,
that business is not imputed to its investors. Since mere ownership or
sale of stock is generally not a trade or business. the gains ordinarily
would not be effectively connected with a U.S. business and thus would
escape U.S. tax.

Second. if the investors instead sell their stock or securities, they
would generally not be subject to tax on the gain for the same reasons
that they would generally not recognize gain in a liquidation. Assum-
ing that the sales price reflected the appreciated value of the real pror-
erty. the purchaser of the corporation, even if a U.S. person, could
then liquidate it without realizing a gain subject to U.S. tax because
his basis in the stock for purposes of determining his gain on the
liquidation would be his purchase price for the stock. He would also
get a stepped-up basis for the real property equal to his purchase
price for the stock.

Finally. some U.S. tax treaties (such as the treaties with the Nether-
lands Antilles and the British Virgin Islands) provide for a real prop-
erty election similar to that in the Code. but the election may be made
on a yecar-by-vear basis. A foreign investor entitled to the benefits of
such a treaty and not actually engaged in a U.S. business could use the
treaty election to be taxed on a net basis in years prior to the year of
sale. In the year of sale. the taxpayer would not make the treaty elec-
tion and would not be taxed on the gain on the sale of the property
because of the absence of a U.S. trade or business.

A number of U.S. tax treaties (not including, however, the proto-
cols with the Netherlands Antilles or the British Virgin Islands) con-
tain reciprocal provisions which prevent the United States from tax-
ing certain types of U.S. source cagértla]ﬂ gains of foreign investors who
are entitled to the treaty benefits. ile these provisions reciprocally
exempting capital gains generally do not apply with respect to real
estate (that is, they do not restrict either country from taxing gains
on sales of its real estate derived by residents of the other), they gen-
erally would apply with respect to stock in corporations formed or
availed of to hold real estate. The Code provides that these treaty ex-
emptions are to prevail if they require the exclusion from income
of gains which the United States would otherwise tax (sec 804(a);
cf. also sec. 7852(d) ).
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Reasons for change

The committee believes that it is essential to establish equity of tax
treatment in U.S. real property between foreign and domestic invest-
ors. The commiittee does not intend by the provisions of this bill to im-
})OS(E a penalty on foreign investors or to discourage foreign investors

rom investing in the United States. However, the committee believes
that the United States should not continue to provide an inducement
through the tax laws for foveign investment in U.S. real property
which affords the foreign investor a number of mechanisms to mini-
mize or eliminate his tax on current income from the property while at
the same time effectively exempting himself from U.S. tax on the gain
realized on disposition of the property.

The committee further believes that the tax should generally be im-
posed at a flat rate of 28 percent, currently the maximum rate which
a U.S. investor would pay on long-term capital gains. It is not ap-
propriate to allow fore:gn investors to be taxed on part or all of the
gain at the lower graduated rates st which a U.S. investor might
pay tax because foreign investors generally are taxed only on their
U.S. source income. Their foreign source income would not be taken
into account in determining the rates at which the U.S. tax would be
imposed. However, if because part or all of the gain is treated as
ordinary income, tax at graduated rates would be higher than 28
percent, a tax at the lower flat rate allowed for long-term capital gains
would be inappropriate,.

In order to impose a tax on gains from the sale of U.S. real estate,
it is also necessary to impose a similar tax on gains from the disposition
of interests in entities which hold substantial U.S. real property.
Otherwise a foreign investor could. as under present law, avoid tax on
the gain by holding the real estate through a corporation, partnership,
or trust and disposing of his interest in that <ntity rather than having
the entity itself sell the real estate.

Finally, the commiitze believes that, to assuve effective enforcement,
it is necessarv to provide for withholding ¢t ti.c tax by the purchaser.
This withholding mechanism is similar in many vespects to the with-
holding system now in effect for other types of investment income,
such as interest and dividends, paid to foreign investors. However, to
protect the U.S. purchaser from liability in cases of unintentional
failure to withhold. the obligation on’y arises if he knows that the
seller is a foreign investor or receives a notice to that effect. More-
over, to prevent interference with routine transactions, the withhold-
ing obligation will not apply in the case of certain sales of personal
residences or the trading of stock in an established securities market.

Explanation of provisions
Ceneral
Under the provision, foreign investors wonld be taxed on gains from
the disposition of U.S. real property. Foreign investors would also be
taxed on gains realized through the sale or exchange of an interest in a
real property holding organization (RPHO). An RPHO generally is
a closely held corporation, trust, or partnership at least half of the
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assets of which are U.S. real property interests. Reporting require-
ments would be established to identify when taxable transactions had
occurred.

The tax would be collected through withholding requirements and
related enforcement provisions. Foreign investors would be required
to nggifv purchasers of their U.N. real property interests of their for-
oiglg:ntus prior to the ~ale. Where such notice is given (or where the
purchaser knows that the seller is a foreign person). the purchaser
generally would be required to withhold the sinillest of (a) 28 percent
of the purchase price. (b) the tax on the seller’s gain plus the full
amount of any tax which was not paid on a p.revious sale of the prop-
erty Ly a foreign person. or (¢) the proceeds under his control. This
withholding requircment could be waived (or reduced) if a certificate
were obtained from the IRN indicating that no tax was due (e.g.. there
was no gain on the sale or adequate security had been provided to the
IRN) or allowing withholding in a reduced amount.

No withholding would be required in the case of a sale of a single-
family residence to be used as the purchaser’s principal residence
unless the gross sales price exceeded §150,000. No withholding would
be ni:guiml in the case of RPHO stock sold on an established securities
market.

Tax imposed on seller

Amount of tax

In the case of any nonresident alien individual or foreign corpora-
tion, the tax imposed by the provision for each taxable year generally
15 equal to 28 pereent of the excess (if any) of (i) the amount of the
auin realized by the taxpaver during the taxable vear from the sale
of U.S. real property interests, over (11) the amount of the loss real-
ized by the taxpayer duting the taxable vear from the sale of U.S.
real property interests. However. no tax is due if the excess is $5,000
or less. (Gains of certain related parties are agaregated for purposes
of the £35.000 exception. In the case of an installment sale, the entire
wain to be realized is taken into account in the year of the =ale for
purposes of determining whether the $3.000 exception is available.

“UV.S. real property interest=" include hoth U.S. real property held
directly and interests in U.S. real property holding organizations, as
described below. The tax is imposed separately from. and in adition
to, other U.S, taxes which may be imposced on the foreign investor's
income. In order to prevent double taxation in the case of a ~ale of a
U.S. real property interest which is effectively connected with a U.S.
trade or business (or which the foreign investor has clected to have
so treated). any gain or loss realized on the sale of a U.S. real property
interest is not to be taken into account for purposes of applying the
provisions governing effectively connected gains (secs. R71 and 882).
However. in order to prevent a foreign investor from paying less tax
than he would have been required to pay if the gain were treated as
effectively connected with a U.S. trade or business, the tax imposed
under the provision will be at least equal to the tax that would be paid
if the income were effectivelv connected and subject to graduated tax
rates (after allowance of the long-term capital gains deduction where
it is appropriate).
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For purposes of imposing the tax, any disposition of a U.S. real
property interest will Y)(e)streated as a sale. Morcover, because the tax
1s imposed on the amount realized, the tax is imposed without regard
to any provisions of the Code providing for nonrecognition of realized
income unless nonrecognition for purposes of this tax is provided for
by regulations. It is anticipated that, for example. if nonrecognition
treatment is otherwise available, and if collection of the tax imposed
by the provision would not be jeopardized. a foreign person would be
sermitted under the regulations to exchange one U.S. real property
interest for another without recognition of gain and payvment of the
tax. The tax would not be payable on dispositions by gift or inheritance
because there is no amount realized.

The tax is imposed on the beneficial owner of the property. rather
than the nominee, trustee, executor, ete.. who holds record title. How-
ever. the record title holder may be a “seller’s agent™ under the with-
holding provisions (discussed below).

Direct interest in US. real property

The tax is imposed on gains from the ~ale of interests in real prop-
erty (including an interest in a mine. well, or other natural deposit)
located in the United States. The term “interest m rea! property”
includes fee ownership and co-ownership of land or improvements.
casements. and options to acquire leascholds of land or improve-
ments, Such an interest would, }nr example. include a mineral royalty.
Morcover, the term includes partial interests such as life estates, re-
mainders. reversions, and rights of refusal in real property. Movable
walls, furni=hings. and other similar personal property associated with
the use of real property are considered real property for purposes of
the bill.

US cead property halding organizations

Also included in the definition of U.S. real property interests are
certain holdings in a U.S. real property holding organization
(RPHO). Thus. gain on the sale of ~uch holding= would be subject to
the tax.

Generally., the holdings subject to the tax are stock in a corporation.
or an interest (other than ~olely as a creditor) in a partnership or
trust, which. during the shorter of the period during which the tax-
paver held his interest or the 5 years preceding his sale of the interest.
15 or was an RPHO. However. the interest would not be a U.S. real
property interest if the RPHO recognized gain on all its U.S. real
property interests prior to sale of the interest in the RPHO. Since
convertible debt of an RPHO ix an interest in an RPHO other than
solely as a creditor, =uch convertible debt would he a U.S. real prop-
ertv interest.

An RPHO is a corporation. partnership. or trust. whether domestir
or foreign, if at any time during the taxable vear. (i) a controlling
interest in the organization is owned by or for not more than 10 per-
sons, and (11) U.S. real property interests constituted at least 50 per-
cent of the assets of the organization. For purposes of the 10-owner
rule, if the organization cannot identifv holders of interests (e.g..
bearer shares). it is intended that the unidentified interests will be pre-
sumed to be held by one person unless shown otherwise. In addition. to



11

the extent that their effect is to make an organization an RPHOQ. attri-
bution rules similar to those applied to owner=hip of personal holding
companies will be applied um‘vr regulations. \ “controlling interest”
is. in the caze of a corporation, ) percent or more of the total combined
voting power of all classes of stock or 30 percent or more of the fair
market value of all classes of stock: in the case of a partnership. 50
percent or more of the capital or profits interest : and. in the case of a
trust, 50 percent or more of the beneficial interests (actuarially deter-
mined). For purposes of applying the assets test, cash. certain savings
deposits, marketable securities. accounts or notes receivable, or other
assets which are readily marketable, in excess of a reasonable amount
of working capital, are not counted. This vule i< intended to prevent
the investors in an RPHO) from converting it into a non-RPH() mere-
Iy by infusing hiquid assets,

The Treasnry Depattment is to preseribe regulations ~etting forth
“look through™ rules under which 1f a person controls an entity. that
person is deemed te own divectly a pro rata ~hare of the assets of the
entity.

Tax withheld by purchaser
Requircment of withholding

To enforce the provision. withholding obligations are imposed on
purchasers of a  United States real property interest  (and certain
other persons involved in the transactions) who know or receive a
notice (described below) that the ~eller is foreign, As dizcussed be-
low, in certain situations a withholding obiigation ix al~o umposed
on certain other persons involved in the disposition of a U.S. real
property interest. The purchaser or other withholding agent is to de-
duct and withhold a tax equal to the smallest of (i) 28 percent of the
amount realized on the disposition, (i1) the “seller’s maximum tax
Hability™ (discussed below). or (iii) the fair market value of that
portion of the ~ale proceeds which is within the withholder’s control.
The “seller’'s maxinuun tax liability™ is the maximum amount which
the Treasury determines that the seller could owe as his tax under
the provision as a result of the di~po=ition of a United States real
property interest plus any un=ati~fied prior withholding tax liabili-
ties of foreign persons under the provision with respect to that inter-
est. Thus. for example. if a U.S. person sells a U.S. real property
interest to a foreign investor for £1 million, if that foreign investor
sells the property for $1.5 million to a second foreign investor and no
tax under this provision is paid. and if that second foreign investor
in turn ~ells the property to a third foreign investor for $2 million
and again no tax is paid. the un=atisfied prior withholding liabiiity
on the sub~equent -ale of the property by the third foreign investor
would be 82804000 (assuming the gain of the first t wo foreigm investors
is long-term capital gain)—the sum of the unsatisfied withholdin
tax liabilities of the =econd and third foreign investors (which woul
be the amount of the maximum tax liabilities of the previous holders).
Therefore. if the third investor =old the property for $2.5 million,
his “maximum tax liability” would be £420,000—the sum of his
2530000 unsatisfied prior withholding liability plus the $140,000 tax
due by reason of his disposition.

64-572 0 - 80 - 3
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The provision limiting the withhiolding obligation to the value of
the proceeds in the withholder's control limits the amount of withhold-
ing in sales where part of the consideration is the assumption of a
mortgage or where payments are to be made in installments. If the
amount withheld exceeds the seller’s liability for failure to withhold
on a prior transaction and for gain on the sale. the excess is refund-
able to the seller. The purchaser is indemnified against any claims by
the seller if he withholds the lesser of 28 percent of the amount real-
ized or the amount set forth in a “qualifving statement™ (discussed
below) from the IRS. If a purchaser fails to withhold when he had a
duty to do so. he is relieved of liability to the extent that the tax i~ paid
by the seller or some other person.

A person receiving a U.N. real property interest from a foreign per-
son in an exchange is considered to be the purchiaser of the interest for
purpo=es of this provision and is required to withhold the appropriate
amount of tax from the property tran~ferred to the foreign person in
the exchange. Thus. for example, in the ca~e of a liquidation of an
RPHO. the liquidating corporation is treated as the purchaser of stock
exchanged by foreign shareholders for the liquidaring distribution and
is required to withhold from the liquidating di~tribution.

Where there are multiple ~elicrs, the withholding rules apply to the
portion of the proceeds which refle -t the interest= of ~ellers who are
foreign per-ons. Where there are mmnitiple purchasers, the withhold-
ing hability of each is limited. as dezeriled above. to the proceeds under
his control.

Knowledge or notice requirement

The withholding requircment is not to apply to a purchaser of a
United States real property interest unless. as of the time for ~ettling
the transaction. he knows that the ~ller is a foreign per-on or has
received a notice from the ~eller or the ~eller’s agent that the ~eller
is a foreign person. However. if after the time for -ettling the trans-
action, the purchaser has any portion of the ~ale proceeds under his
control and. immediately before the purchaszer pays any of tho=e pro-
ceeds to the seller. he knows or receives notice from the ~eller or the
seller’s agent that the ~cller is a foreign per<on. then the purchaser
will be required to withhold with respect to the later pavment.

The seller is required to notify the purchaser that the <eller is a
foreign person. The =eller’s agent (which can be the ~eller's nominee.
broker. settlement attorney or any person holding any of the sale pro-
ceeds) is also required to notify the purcha-er that the =eller is a for-
eign person if. as of the time for ~ettling the tran~action, the agent
has reason to believe that the =eller may be a foreign person. The
notice requirement for both the seller and his avents will be satisfied
if at least one party gives the purchaser the required not;ce.

Other withholding ngents

A domestic partnership. the trustee of a domestie trust, or the execu-
tor of a domestic estate will be required to dediict and withhold from
distributions to foreign partners or beneficiaries to the extent that the
distributions are attributable to the xale of a TU.S. real property interest.

Failure to give notice

If a seller’s agent is required to notifv the purchaser of a U.S. real
property interest that the seller is a foreign person and fails to give the
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notice, the agent is liable for the amount of the unpaid tax which the
purchaser would have been required to withhold if the agent had given
the purchaser the required notice. As in the case of other withholders
under this provision, the liability of the seller’s agent is limited to the
proceeds under his control. For this purpose, however, compensation
received by the agent in connection with the transaction is treated as
proceeds under his control. A seller’s agent who fails to make reason-
able inquiry is treated as required to give notice.
Foemption from and reductions of withholding

A purchaser will not be required to withhold if: (i) the ~ller fur-
nishes a “qualifying statement™ (deseribed elow) to the person re-
quired to withhold, (i) the property being ~old is a single family
residence which is to be used by the purchaser as his principal resi-
dence and the amount realized by the seller on the -ale is ¥150000
or less, or (i) the property being ~old is stock of a corporation and
the ~ales tran-action tuL«-s place on an establizhed scecurities market.
For this purpose, “establizhed ~ccurities market™ would generally in-
clude tho=e included for purposes of ~ection 453(b) (3) of the Code and
also any comparable forcign securitics market. It would not include
negotiated transactions, \ “qualifving statement™ i a statement by the
Treasury that the seller either (1) has reached agreement with the
Treasury on the payment of the tax imposed by ~ection ~97 and has sat-
isfied or provided adequate ~ecurity for unsatiztied prior tax liabilities
under section N7, or, (ii) is exempt from tax imposed by section 397
and has satisfied or provided adequate security for un-ati~fied prior tax
labilities under section 897, The Treasury may prescribe a reduced
amount to be withheld if the Treasury. upon request by the purchaser
or the seller. determines that such reduced amount will not jeopardize
the collection of the withholding tax or the tax under =ection 897,
Reporting requirements

Requirement to file a return

If. at any time during a calendar year. (1) a corporation. partner-
ship, or trust has United States real property interests which constitute
more than 40 percent of the fair market value of its assets. (ii) 10 or
fewer persons have a controlling interest (other than solely as a
creditor) in the entity, and (iii) at least one foreign person has an
interest (other than =olely as a creditor) in the entity, the entity is
required to file an information return for the vear. The return is to
set forth the following information: (i) the name and addres=s of any
person who held an interest (other than =olely as a creditor) in the
entity at any time during the calendar year. (ii) the composition of
the assets of the entity at such time or times during the calendar year
as the Treasury may prescribe by regulations, (iit) anv information
with respect to transflom during the calendar year of interests in the
entity which the Treasury may prescribe by regulations. (iv) whether
such entity was a United States RPHO at any time during the calen-
dar year. and (v) any other information which the Treasury may pre-
scribe by regulations. ) i

In addition to the information return. the reporting entity is also
required to furnish a written statement to every person who held an
interest (other than solely as a creditor) in the entity during the
calendar year setting forth the nam: and address of the entity mak-
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ing the return, whether the entity was a United States RPHO at any
time during the calendar year and any other information that the
Treasury may prescribe through regulations. The return will be fur-
nished to the person having the interest no later than January 31 of
the year following the yvear for which the return was made.

Fuilure to make a return or furnish a statement

A penalty for failure to file a tax return or to furnish a statement
will be imposed in an amount equal to the greater of (i) $23 for each
day during which such failure continues but not to exceed $25.000, or
(11) the amount of the tax imposed by section 897 which is not paid
and which is attributable to transfers (other than those made in an
established securities market) occurring during the calendar year
for which the return or statement was roquin-ﬁ. However, if it is
shown that the failure to file the return or to furnish the notice is due
to reasonable cause and not to willful neglect. no penalty will be
imposed.
Miscellaneous amendments

Source of income.—Income from the disposition of a United States
real property interest will be Uhnited States source income.

Examination of tarpayer.—Section 7605(b) will not apply to an
inspection of a taxpayer's books of account for purposes of sections
857 or 1444,

Effective date

The amendments made by the provision will generally apply to
dispositions after December 31, 1979. The amendments will not a{)plv.
however, to sales made pursuant to written contracts which were hind-
ing at all times after December 6. 1979 (the date these provisions were
originally ordered reported by the Finance Comunittee as amendments
to H.R. 1212, H.R. 1319, and H.R. 2297). In addition. for a 5-year pe-
riod, gain will not be taxed to the =xtent requirved by treaty obligations
of the United States. A fter that 5-vear period for the renegotiation of
conflicting treaty provisions (i.e., after December 31, 1984). the provi-
sion will prevail over any conflicting treaty provisions remaining in
effect. The provision may. however, be modified by treaties taking effect
after the effective date of these amendments where such modification
is necessary to prevent double taxation or otherwise coordinate the tax
systems of the two countries.

Revenue effect

It is estimated that this provision will increase budget receipts by
£182 million in fiscal year 1981, $119 million in 1982. §130 million in
1983, $143 million in 1984 and $157 million in 1985.



B. Inclusion In Wages of Employee Social Security Taxes Paid
By Employers

(Sec. 211 of the bill, sec. 209 of the Social Security Act and secs.
3121 and 3306 of the Code)

Present law

The Internal Revenue Code imposes separate social security
(FICA) taxes on emplovers and employees. Traditionally, the em-
ployer deducts and withholds the employee’s tax from his pay and
remits both it and the employer’s own tax payment to the Treasury.
Pre~ent law, however, excludes from the definition of wages for tax and
benefit purposes any payiment by an employer of the emplovee's social
security tax liability =o long as the emplover makes the payment with-
out deduction from the remuncration of the clployee. \ similar ex-
clusion applies to the definition of wages for the purposes of the Fed-
eral Unemplovment Tax Act (FUTA).

Ordinarily. the employvee FICA tax is levied on the employee’s earn-
ings before deduction of the tax. and the employee is credited for so-
cial security purposes with earnings equal to his earnings before dedue-
tion of FICA taxes. If an employer pays the employee FICA tax
without deduction from the emplovee's remuneration, however, the
procedure can be different. First, the amount of both the emplover's
and employee’s payroll tax liability is. in effect. based on earnings
after deducting the emplovee’s FICA tax rather than earnings before
the deduction. Second. the amount of earnings credited for social se-
curity benefit computation purposes is al=o. n effect. earnings net of
the FICA tax. An example of how such a salary reduction nlan works
under the alternative FIC A tax computction is et out in table 2.

(15)
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Table 2.—Example of effects of employer payment of employee
social security tax in 1980

Before After
adoption  adoption
of plan of plan Result
Emuoloyer:
Pays salary of________ $10,000 $9, 387
Pays employer FICA
taxof ____________. 613 ' 575
Pays employee FICA
taxof _____________ 0 ' 575
Total cost_____._. 10,613 10,538 Employer saves $75.
Employee:
eceives salary of____._ 10, 000 9, 387
Pays employee FICA
taxof . __________. 613 0
Take home pay
(before income
tax). ... _...... 9, 387 9, 387
Income subject to
income tax:
Salary_ . ______.___. 10, 000 9, 387
Employee tax paid
by employer_____. 0 575

Taxable income. 10, 000 9,962 Has $38 less subject
to income tax.

Receives social security 10, 000 9, 387 Receives $613 less in

benefit credit of. social security
benefit credit.
Social Security Trust 1, 226 1,151 Lose $75 in revenues.
Funds: Receive FICA
taxes of.

' Rounded to nearest dollar.

Reasons for change

The compensation plans which make use of the alternative FICA
computation have an adverse effect on participating employees and on
the financial condition of the social security trust funds.

First, reducing the amount of earnings subject to the FICA tax also
reduces the amount of earnings credited for social security benefit
computation purposes. Thus, while the employer and employee pay
somewhat less in taxes, the employee receives more limited social secu-
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rity protection. Moreover, the reduction in social security benefits may
be only one byproduct of such alternative tax computations. There
might also be reductions in the benetits available under other employee
benefit plans which are related to earnings, such as pensions, profit-
sharing. other insurance and unemployment compensation.

Second, the use of the alternative FICA computation leads to a re-
duction in total social security payroll tax receipts. While it also leads
to a reduction in benefit payments, the reduction in benefit payments
occurs in the future while tfw reduction in payroll tax revenue occurs
immediately. Even the long-run use of the alternative computation will
reduce receipts available to meet benefit payments. In a pay-as-you-go
system such as social security, these results are particularly pernicious.
If all employers adopted the alternative proce(ﬁnre, trust fund receipts
would be reduced by more than $6 billion per year in 1980.

Third, in establishing the social security program, Congress be-
lieved that it was important that it be based on both employer and
employee contributions. This gives program participants an important
stake in the financing of the program and allows them properly to
view the benefits payable as the carned result of their many years of
contributions to the program. While the legislative history is not en-
tirely clear as to the reasons for the 1939 amendment which excluded
from social security taxes and credits payments made by employers
of the employee FICA tax, there is no indication that this was viewed
as authorizing such a fundamental change in the financing structure
of the program. .\t the time. the maximum annual tax avoidance from
using the procedure was of the magnitude of 60 cents and was thus not
likelv to lead to widespread use. By contrast. the larger savings now
possible have resulted in the promotion of its use and may well lead to
its rapid spread.

Finally. the elimination of the alternative FICA tax computation
has been recommended by the 1979 Quadrennial Advisory Council on
Social Security. In its report the Council noted its concern over the
growing use of the “tax avoidance device.” The Council emphasized
that if enough employers began to use these plans, there would be a
significant loss to the trust funds that would have to be made up by
higher tax payvments from all workers and employers.

The committee has decided, however, to allow the continued use of
the alternative computation procedure with respect to agricultural
and domestic labor. This is in recognition that this procedure has been
much more common with regard to this type of employment and that
requiring these employers to change their methods of tax computation
for what are often relatively informal employment arrangements could
lead to problems of compliance.

Explanation of the provision

The provision revises the Social Security Act (section 209(f)) and
the Internal Revenue Code of 1954 (sections 3121(a)(6) and
3306(b) (6)) to include within the definition of wages for tax and
social security benefit computation purposes payments by an em-
plover (without deduction from the remuneration of the emplovee) of
social security taxes imposed upon an employee. The provision does not
apply to payvments by an employer of the payroll taxes imposed upon
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an employee for wages paid for agricultural labor and for domestic
service in the home ofﬁxe employer.

The general rule with respect to social security taxation is that all
forms of rerauneration constitute wages for social security tax pur-
poses unless specifically exempted by statute. The committee under-
stands that a question has been raised as to whether or not this general
rule would cover payments by State and local governments of the
equivalent of employee social security taxes for their employees inas-
much as the Social Security Act imposes the liability for such pay-
ments on the States rather than on the employees themselves. Inas-
much as such payments represent a benefit to the employees from their
employer, the committee feels that the better reading of the law would
be to consider such payments to constitute “remuneration” within
the meaning of the Act and the Code but for the exception which is
being eliminated by this amendment. To remove any doubt. however,
the committee has included specific language providing that payments
by a State or local employer after December 31, 1983, of the employee
share of the social security tax equivalent will be treated as wages for
purposes of the Social Security Act. The committee intends that this
provision shall be considered as clarifying existing law and shall
not call into question the general rule that all remuneration constitutes
wages in the absence of a specific exception in the statute.

Effective date

Except for certain State or local governmental employment, the
provision applies with respect to remuneration paid after December
31, 1950.

In the case of certain State, political subdivision, or other State or
local coverage group employment under section 218 of the Social Se-
curity Act. the provision applies with respect to remuneration paid
after December 31, 1983. This later eflective date for governmental
units is limited to remuneration for services in positions of a kind for
which all or a substantial portion of the amounts equivalent to em-
ployee social security taxes were paid by such governmental units
(without deduction from the wages of the employee) under the prac-
tices of the governmental unit in effect on June 17, 1980.

Revenue effect

The provision will increase budget receipts by an estimated $45
million in fiscal year 1981, $77 million in 1982, $119 million in 1983,
$217 inillion in 1984, and $328 million in 1985.




C. Telephone Excise Tax
(Sec. 231 of the bill and sec. 1251 of the Code)

Present law

Under present law, the excise tax imposed on communication serv-
ices (local telephone service. toll telephone service. and teletypewriter
exchange service) for 1950 is 2 percent of amounts paid for service
(Code ~ec. 4251). The tax is scheduled to be 1 percent for 1981 and
to expire as of January 1, 1982, The coramunication services excise
tax has been declining one percentage point per year since 1973, when
it declined from the prior rate of 10 percent to 9 percent.

Reason for change
The committee believes that delaying the phasedown of the tele-
phone excise tax will raise revenues to meet budget targets for fiscal
vear 1981 without having the adverse economic effects which might
result from new taxes.

Explanation of provision
The provision delays by one year the remaining scheduled reduc-
tions in the communication =ervices excise tax. Thus, on amounts paid
pursuant to bills first rendered during 1950 or 14951 the tax \vill%e 2
percent. For 1982 the tax will be 1 percent. and the tax will expire
ax of January 1, 1983,
Effective date

The provision will be effective for amounts paid pursuant to bills
first rendered after December 31, 1980,
Revenue effect
It is estimated that the provision will increase budget receipts by
$358 million in fiscal year 1981, $570 million in fiscal year 1952 and
$193 million in fiscal year 1983, and will have no revenue effect
thereafter.
(19)
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D. Cash Management Provisions

1. Estimated income tax payments by corporations
(Sec. 251 of the bill and sec. 6655 of the Code)

Present law

Under present law, a corporation must make estimated tax pay-
ments if the estimated tax for the taxable yvear can reasonably be e::-
pected to be $40 or more (Code sec. 6154). In general, a corporation’s
estimated tax is the estimated income tax (uther than the minimum
tax) less any estimated credits against the tax. Any corporation re-
quired to make estimated tax payments must malke such payments in
installments. The number of installments, and the amount of cach
installment. is determined in accordance with the following table:

The following percentages
of the estimated tax
shall be paid on the 15th

If the $40 threshold is first met— day of the—

4th 6th 9th 12th
mo. mo. mo. mo.

Before the 1st day of the 4th month of

the taxable yeaur. . __ _______________. 25 25 25 25
After the last day of the 3rd month and

before the 1st day of the 6th month of

the taxable vear._________________________. 33% 334 334
After the last day of the 5th month and

before the 1st day of the 9th month of

the taxable year________________________________. 50 50
After the last day of the 8th month and

before the 1st day of the 12th month of

the taxable year_ .. _ .. ______________________ ... 100

A corporation that fails to pay the proper ¢stimated tax when due
may be subject to an underpayment penalty (Code sec. 6655). The
penalty is figured for the period of undernayment. determined under
section 6653 of the Code. at a rate determined under section 6621. ( The
penalty rate currently is 12 percent.) The amount of underpayment
18, for purposes of this penalty. the excess of the amount of the install-
ment which would be required to be paid if the estimated tax were
equal to 80 percent of the tax shown on the return for the taxable year
(or. if no return was filed. 80 percent of the tax for such year) over the

(20)
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amount, if any, of the installment paid on or before the last date pre-
scribed for payment.

No penalty 1s charged with respect to underpayment of a corpora-
tion’s estimated tax lability if the corporation made payments on or
before the due date of the installment and the total payments up to the
particular due date in question equal or exceed the amount which
would have been due lm(i the estimated tax been based on any of the
following amounts: (1) the preceding year's Labilities, if a return
showing a tax liability was filed by the corporation for the preceding
taxable year and such preceding vear was a taxable year of 12 months;
(2) tax liabilities computed by using the current year's tax rates
for the prior year's return and the law that applies to the prior yvear:
or (+*) 80 percent of the taxes which would have been due if the income
which the corporation had already received during the current year
had been placed on an annualized basis.

Reasons for change

The committee believes that there are few, if any, reasons to permit
very large corporations to escape paying estimated tax for the current
year simply because they had ‘ittle or no tax lability for their prior
taxable year. Allowing these corporations to avoid paying estimated
tax amounts to a large, interest-free loan to the corporations from the
Government. Because large corporations =hould be able to estimate
their profit position on a regular basis, the committee feels that there
is no need for them to base their estimated tax pavments entirely on the
prior year's experience. Accordingly, the committee has agreed that
the use of the prior year exceptions to the general estimated tax
penalty rules should be restricted in the case of large corporations.
However, in the case of smaller business entities. which may lack the
capability for projectii:g their annual income currently, no change in
the prior year exceptions is made because the committee feels that
these corporations should continue to be able to rely on these
exceptions.

In addition. the committee believes that the proportion of the final
liability required to be paid to avoid a penalty should be increased
from 80 percent to 85 percent and the minimum tax should be included
in the estimated tax in order to more nearly approximate the current
payment of tax.

Explanation of provisions

Under the bill, the estimated tax payments of a large corporation
generally must equal at least 50 percent of tax shown on its income tax
return for the taxable year (or the actual tax if no return is filed) in
order to rely on the prior year exception to the estimated tax penalties.?
Thus, a large corporation which had no taxable income for its preced-
ing taxable year will no longer be able to avoid paying estimated tax
for its current taxable year.

Corporations subject to these new requirements will be those corpora-
tions which had taxable income of $1 million or more in any of the
three taxable years immediately preceding the taxable vear involved.

' A large corporation could continue to rely on the present exception under
which the estimated tax can be hased on the current year's tax computed on an
annualized basis (Code sec. 6835(d) (3)).
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In the case of the component members of a controlled group of cor-
rations (within the meaning of section 1563), the $1 mllion amount
or any taxable year in the 3-year base period shall be divided among
the members of the group in t%xe same manner in which the benefits of
the graduated tax rates are allocated for that year.

In addition, the bill increases the proportion of the tax shown on
the return (or the actual tax if no return is filed) which is to be paid
currently by a corporation not relying on the prior year exception
from 30 percent to 85 percent. The bill also modifies the exception to
the penalty based on the annualized income test by raising the 80-per-
cent requirement to 85 percent.

Finally, the bill includes the minimum tax (under Code sec. 56) in
the estimated tax. For purposes of computing the exception to the pen-
alty based on annualization. the minimum tax will be computed by an-
nualizing the items of tax preference and the annual exemption.

Effective date

The provisions are effective for taxable years beginning after De-
cember 31, 1980.

Revenue effect

These provisions will increase budget receipts by $3.440 million in
fiscal year 1981, $502 million in 1982, $485 million in 1983, $420 million
in 1984 and £431 million in 1985.

2. Estimated income tax payments by individuals
(Sec. 252 of the bill and secs. 6015 and 6654 of the Cod)

Present law

Under present law. individuals generally are required to make quar-
terly estimated tax payments if their tax liability is expected to ex-
ceed withheld taxes by $100 or more. However, no underpayment
penalty is imposed if estimated tax payments and withheld taxes are
at least 80 percent of the tax liability shown on the individual’s tax
return.

In addition. there are four exceptions to the underpayment penalty.
No penalty is imposed upon a taxpayer if: (1) total tax payments
(withholding plus estimated tax payments) exceed the preceding
vear's tax liabilities: (2) total tax payments exceed the tax on prior
vear’s income under th: current year's tax rates and exemptions; (3)
total tax payments exceed 80 percent (6633 percent for farmers or
fishermen) of the taxes which would be due if the income already
received during the current year were placed on an annual basis; or
(4) total tax payments exceed 90 percent of the tax which would be
due on the income actually received from the beginning of the year
to the computation date.

The alternative minimum tax (under Code sec. 55) and the add-on
minimum tax (under Code sec. 36) are not included in the tax lia-
bility on which the estimated tax must be based.
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Reasons for change
The committee believes that individual taxpayers should be re-
quired to make current payvments of their minimum tax liability just
as taxpayers are presently required to currently pay their regular
tax hability.
Explantion of provision
Under the bill. the minimunr taxes imposed by Code sections 55
and 56 will be included in the estimated tax so that current payment
will be required. For purposes of computing the exceptions to the
senalty based on annualization, the minimum taxes will be computed
{)y annualizing alternative minimum taxable income. the items of tax
preference, and the exemptions. Likewise, in computing the excep-
tion related to currently based actual income, the mmnimum taxes will
be based on actual facts up to the computation date.

Effective date
The provision is effective for taxable years beginning after De-
cember 31, 1950,
Revenue effect
The provision will increase budget receipts by $200 million in fiscal
year 1981, $20 million in 1982, $22 million in 1983, $24 million in 1984
and 527 million in 1985.



E. Increased Duties on Alcohol
(Section 271 of the bill)

Present law

Imports of ethyl alcohol for non-heverage purposes are dutiable at
a most-favored-nation (MFX) rate of 3 percent «d ¢alorem and a non-
MEN rate of 20 percent ad calorem under item $27.88 of the Tariff
Schedules of the United States (TSUS).

Under section 232 of the Crude Oil Windfall Profit Tax Act of 1980
(Act) (Public Law No. 96-223), a pre-existing exemption under sec-
tion 4041 (k) and 4081 (c) of the Internal Revenue Code (Code) from
the Federal excise taxes on motov fuel (currently 4 cents per gzallon)
was extended through December 31, 1992, for fuels that are at least 10
percent aleohol. In addition, section 232 of the Act added Code sec-
tion +4E. which provides that, where alcohol * is used as a fuel (either
blended or straight) of a type suitable for use in an internal combus-
tion engine, a credit is provided for such alcohol. The amount of the
credit is 40 cents per gallon for most alcohol of at least 190 proof. and
30 cents per @allon for alcohol between 150 and 190 proof. The credit
reduced by the amount of excise tax exemption applicable to the fuel.®
The credit generally is available only to a person who blends an alcohol
mixture for use as a fuel in a trade or business or who uses straight al-
cohol as a fuel in a trade or business. The credit applies only to ~ales
or uses after September 30, 1980, and on or before December 31, 1992.

Reasons for change

These tax provisions relating to alcohol for fuel uses (Code secs.
44E, 1041 (k). and 4081 (c)) were primarily intended to encourage the
U.S. production of zlcohol for fuel uses so as to reduce reliance on for-
eign sources of energy. However, under present law, the excise tax
exemptions under Code sections 4041 (k) and 4081 (¢) are available for
fuels produced by blending gascline or special fuels with either do-
mestically produced alcohol or imported alcohol. Additionally, the
credit available for alcohol used as fuel under Code section H4E is

! For hoth the excise tax exemption and the income tax credit. the term “al-
cohol” does not include alcohol produced from petroleum, natural gas. or rcoal.
This means that alcohol produced from such substances, or from any derivative
or product of such substances, may not he treated as alcohol which is eligible for
the credit (or as alcohol for purposes of the “at least 10 percent alcohol” require-
ment in the excise tax exemption).

* If no excise tax would apply to the fuel because of an exemption (or credit or
refund) provision other than the exemption for alcohol fuels. the credit would
not be reduced. Thus, if a taxpayer blends 90 gallons of gasoline and 10 gallons of
190 proof alcohol and sells the mixture to a unit of local government, the sale of
the fuel would be tax-free by reason of sec. 4221(a) (4)) and the taxpayer could
claim the credit on the 10 gallong of alcohol without any reduction. Similarly. if
the taxpayer were to =ell the alcohol fuel to a farmer for on-farm use, the tax-
paver may claim the credit without reduction even though the alcohol fuel was
sold free of tax to the farmer. (The basig for the result in the preceding sentence
iz that if a tax had been imposed on the fuel sold to the farmer. the farmer
could have claimed a credit or refund of such tax (see secs. 39 and 6420).)

(24)
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available to domestically produced alcohol and imported alcohol. This
means that imported alcohol as well as domesticals’; roduced alcohol
is benefiting from the resulting 40-cents-per-gallon subsidy for alcohol
used as a fuel. These tax incentives have made the exportation of alce-
hol to the United States from foreign countries economically attractive
and encouraged imports of alcohol for fuel uses to the detriment of do-
mestically produced alcohol. For example, in March 1980, total imports
of alcohol for fuel use were approximately 4 million gallons. In May
1980, imports of this alcohol increased in excess of 13 million gallons.

The provisions for tax exemptions and tax credits on alcohol were
intended to develop a secure domestic source of liquid motor fuel,
which is essential to the defense of this country. It was not intended
by Congress to encourage excessive United States dependence on for-
eign sources of alcohol. in effect to discourage excessive dependence
on one foreign energy resource, i.e.. petroleum, only to substitute a
new dependency on another foreign resource, i.e., alcohol. Increasing
dependency on overseas sources of supply for strategical and critical
energy resources during periods of world instability gravely endangers
the present and future security of the United States.

Given this situation. the committee decided to increase the duty by
40 cents per gallon on imports of ethyl alcohol to be used for mixing
with gasoline or special fuels for use as fuel. or to be used as a fuel.
The action would offset the 40 cents per gallon subsidy now available
to imported alcohol as a result of the excise tax exemptions and credit
provisions.

In taking this action. the committee recognizes that the MFN rate
of duty provided for this product in the TSUS is “bound” under the
General Agreement on Tariffls and Trade (GATT). i.ec., the United
States has agreed not to impose a duty on this product in excess of
the existing duty without following the procedures preseribed by the
GATT. However. the GATT. by its terms. does not prevent the United
States from taking any actions that are necessary for the protection of
its essential =ecurity interests. Increasing dopendency on overseas
sources of alcohol. a strategic and critical encrgy source, given the
circumstances the United States faces today. poses a danger to U.S.
security.

Explanation of provision

The committee provision would amend the Appendix to the TSUS
to impose. in addition to the existing duty on MFN and non-MFXN
imports of ethyl alcohol for non-beverage puirposes. an additional duty
of 40 cents per gallon on such iniports from the date of enactment
through December 31, 1992,

Effective date
The increased duty will be applicable during the period begin-
ning on the date of enactment and ending on December 31, 1922
(the expiration date of the existing excmptions from the Federal ex-
cise tax under Code sections 4041(k) and {081 (¢) and the existing
credit under Code section 44E).
Revenue effect
It is estimated that this provision will inerease revenues bv $63 mil-
lion in fiscal year 1981, £23 million in 1982 and less than £3 million
thereafter.



F. Windfall profit tax changes

1. Royalty owners credit
(Sec. 291 of the bill and new secs. 6429 and 280D of the Code)

Present law

Under the Crude Oil Windfall Profit Tax Act of 1980, an excise tax
is imposed on the removal of domestic crude vil from the premises on
which it was produced. Differing rates and base prices apply to oil
depending on whether it is previously controlled oil (tier one),
stripper oil (tier two). or newly discovered. heavy or incremental
tertiary oil (tier three). In addition, lower rates apply to the first
1,000 barrels a day cf tier one and tier two oil produced by an inde-
pendent producer. Royalty owners, and persons holding similar non-
operating mineral interests, are not independent producers eligible for
lower rates.

Reasons for change

The committee believes imposition of the windfall profit tax on
small amounts of royvalty oil income may impose a hardship on many
low and middle income taxpayers who are not the recipients of the
large oil company profits which led, in part. to the windfall profit
tax. During the committee’s hearings on the impact of the tax on
royvalty owners, the commmittee lecarned that many of these royalty
owners receive very modest incomes of which their oil royalties are a
vital portion. The credit provided in the committee bill will give
cignificant relief to these rovalty owners. However, the provision will
not have a major impact on the larger producers who were the primary
focus of the ("rude Oil Windfall Profit Tax Act.

Explanation of provision

The bill provides royaltv owners with a credit (or refund) of up
to $1.000 aeainst the windfall profit tax imposed on the removal of
their rovalty oil during calendar vear 1980. The credit is available
only to indiv.duals, estates and familv farm corporations and not to
other corporations or trusts. The credit mav be claimed during the
first pait of 1981 in the manner provided by Treasury regulations.

The credit is only for taxes paid on production from a rovalty
interest. held by a person other than a trust or corporation. (How-
ever, rovalties received by a faiailv farm corporation are eliaible.)
For this purpose. a royalty interest is an economic interest in oil pro-
duction which is not a working or operating interest (within the
meaning of section 614(d)). Whether an interest is an economic in-
terest i1s determined bv reference to the income tax rules. including
section 636 iust as in the windfall profit tax itself. Similarly. the in-
come tax definitions of rovalty interest and working interest are used.
Thus. & royaltv interest includes a net profits interest, an overriding
rovalty. a landowner royalty. and similar interests. An overriding
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royalty interest that may be converted into a working interest is
treated as a royalty interest until conversion to a working interest
occurs. Taxes paid with respect to working interests, including work-
ing interests owned by independent producers and working interests
created by the conversion of a qualified overriding royalty. are not
eligible for the credit. If a producer owns oil production from both a
working interest and a royalty interest. only taxes paid with respect
tothe royalty interest are eligible for the credit.

The credit is available to anyv producer (other than a trust or a cor-
poration other than a qualified family farm cogporation) subject to
windfall profit tax on crude oil from a qualifill royalty interest. In
the case of a partnership which owns a rovalty interest, each partner
is entitled to the credit for his share of windfall profit tax paid on
royalty oil. (However. a partner that is a corporation other than a
family farm corporation or a trust i3 not eligible for the credit.) In
the case of a familv. the committee hill follows the treatment accorded
families for windfall profit tax and percentage depletion purposes by
treating a husband. wife and their minor children as’one taxpayer for
purposes of the £1.000 limit on the credit. For purposes of the rule that
trusts are not eligible rovalty owners. a guardianship or conservator-
ship will not be treated as a trust (unless it constitutes a trust under
local law) since all of the royalty income actually belongs to the in-
dividual ward.

A qualified family farm corporation that is eligible for the credit
1€ one which (1) was in existence on June 25. 1930, (2) all the out-
standing <tock of which was on that date. and all times thereafter is
held by members of the same family. and (3) S0 percent of the assets
of which were used by the corporation on June 23, 1980, for farming
purposes (within the meaning of =ection 2032\ (e) (5) ). For purposes
of the definition of qualified family farm corporation, the term family
has the same meaning as in ~ection 2032\ (e)(2). Thus. members
of the same family are an individual and that individual’s ancestors
and lineal descendants, the lineal descendants of the grandparents of
such individual, the spouse of such individual and the spouse of any
descendant. The amount of the credit available to a qualified family
farm corporation is limited to the same £1.000 amount that applies
with respect to individuals and estates. When a qualified family farny
corporation is allowed a credit. the shareholders of that corporation
are required to reduce their $1.000 credit limit by their proportionate
share of the credit allowable to the corporation. Any shareholder’s
proportionate share of the corporation’s credit will be determined on
the basis of the shareholder’s stock ownership in the corporation. If
at any time after June 24, 1980, any individual owns stock in two
or more qualified family farm corporations, a single $1,000 credit must
be allocated between all such corporations in proportion to their
respective qualified royvalty production. The allocation of the $1.000
credit between qualified family farm corporations the stock in which
is held by the same individual is made first. then the shareholders
reduce their $1.000 credit limit as appropriate.

Under present law, both percentage (i:»p]etion and the special wind-
fall profit tax rates for independent producers generally are denied in
cases of properties transferred from one person to another. The com-
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mittee bill does not contain general provisions denying the credit in
cases of the transfer of rovalty interests. The committee believes no
provision i3 necessary because the denial of percentage depletion on
transferred properties will generally outweigh the benefits of the one-
vear credit contained in the bill. If the credit were extended bevond
1980, however, the committee would consider whether special rules re-
lating to transfers of royalty interests after June 24, 1980, or some
other date are appropriate.

In calculating the amount of the income tax deduction for the wind-
fall profit tax net income for percentage depletion purposes, and oil-
related income for the minimum tax on intangible drilling costs. a
taxpayer must reduce the gross amount of windfall profit tax paid or
withheld during the taxable year by the amount of the credit alfowab]e
against that tax. Thus, for example. a qualified rovalty owner who in
1980 has 8800 of windfall profit tax paid or withheld on qualified
royalty production, but whos=e final liability for qualified royalty oil
removed in 1980 is S1L.100, will have no income tax deduction in 1980
for the windfall profit tax. The $~00 of paid or withheld taxes is offset
by the $800 of u'“owable credit. When the taxpayer files a windfall
profit tax return in 1981, that return will show a tax hability of $1.100,
»ayments of $800, a credit of $1.000 and a net lability of $100. The

nternal Revenue Service will apply the credit against the tax liability
and refund to the royalty owner $700 of payments in excess of the net
liability (3800 payment less the $100 net hability). For 1981 income
tax purposes, the taxpayer's windfall profit tax deduction will include
the %100 of hability paid in 1981 but not the 3200 offset by the credit.
This reduction of the incone tax deduction must be made regardless
of whether the taxpayer actually claims the credit to which he is
entitled.

The availability of the credit has no cffect upon the withholding
and other payment requirements of the Crude Qil Windfall Profit
Tax Act because the credit does not affect directly the amount of the
rovalty owner’s windfall profit tax hability. but instead permits a
vefund or credit for that lia\)ility.

Effective date
The royalty owner credit applies to oil removed in calendar year
1980.

Revenue effect
The revenue loss is expected to be $190 million in fiscal year 1981.



2. Modification of inflation adjustment
(Sec. 291 of the bill and sec. 1989 of the Code)

Present law

Under the Crude Oil Windfall Profit Tax Act of 1980, an excise tax
is imposed on the removal of domestic crude oil from the premises
from which it was produced. The tax is imposed on the difference be-
tween the selling price of ecach barrel of domestic crude oil and its
adjusted base Yrice for the calendar quarter during which it is removed.
The adjusted base price is determined by taking into account inflation
between the second quarter of 1979 and the second quarter prior to the
quarter for which the adjusted base price is being determined. In the
case of newly discovered oil, heavy oil and incremental tertiary oil,
the adjusted base price is determined by using the rate of inflation
plus 2 percent per year.

Reasons for change

To compensate for the revenue loss in fiscal year 1981 attributable to
the royalty owner credit piovided in the committee bill, the com-
mittee has decided to make an adjustment to the otherwise applicable
adjusted base price for each calendar quarter in fiscal year 1981. The
amount of this adustment is intended to raise an amount of revenue
in fiscal year 1981 equal to the expected revenue loss from the royalty
owner credit minus the revenue gain from the increased duty on im-
ported alcohol.

Explanation of provision

The otherwise applicable adjusted base price for each calendar
quarter in fiscal year 1981 would be adjusted by subtracting an amount
equal to 0.8 percent of that adjusted base price. This adjustment to
the adjusted base price would be made only for calendar quarters
occurrying in fiscal year 1981; i.e., for the fourth quarter of calendar
year 1980 and the first three quarters of calendar year 1981.

Revenue effect

The revenue gain will be $124 million in fiscal year 1981, and there
will be a revenue loss of $15 million in 1982.

(29)



IV. REGULATORY IMPACT OF THE BILL AND OTHER
MATTERS TO BE DISCUSSED UNDER SENATE RULES

A. Regulatory Impact

Pursuant to rule XXVI of the Standing Rules of the Senate, as
amended. the committee makes the following statement concerning
the regulatory impact that might be incurred in carrying out the pro-
visions of this bill.

1. Nwmbcis of indiciduals and busincsscs who would be regu-
latcd.—The bill does not regulate individuals or businesses but gen-
erally changes tax provisions that relate to individuals and
businesses.

2, Fconomic impuct of regulation on ivdiciduals, consumers and
busincsscs affected.—The bill provides modifications of existing tax
law that primarily affect the size of estimated income tax payments.
In addition. other changes were made in tax law that affect tax la-
bility. None of the changes involve regulatory changes.

3. Impact on personal privacy.—The bill will have no significant
impact on the personal privacy of taxpayers.

4. Dctermination of the amount of paperwork.—The bill will re-
quire additional tax computations in some cases. Most of the paper-
work will require only the assembly of information that is already
in the taxpayer’s records. The cost of submitting such information
and the time needed to assemble it will vary among taxpayers depend-
ing on their individual tax situations and how the amendments affect

them.
B. Other Matters

Consultation with Congressional Budget Office on budget
estimates

In accordance with section 403 of the Budget Act, the committee

advises that the Director of the Congressional Budget Office has ex-

amined the committee’s budget estimates (as shown in part II of this

report) and agrees with the methodology used to arrive at the full
vear budget effects.

New budget authority

In compliance with section 308(a) (1) of the Budget Act, the com-
mittee states that the bill consists of revenue provisions which, with
the exception of section 241 relating to the inclusion in wages of em-
ployee social security taxes, do not provide new budget authority. That
section, inasmuch as it will increase appropriations to the social se-
curity trust funds by an amount equal to the increased revenues, will
result in new budget authority of $45 million in fiscal year 1981, $717
million in fiscal year 1982, $119 million in fiscal year 1983, $217 million
in fiscal year 1984, and $328 million in fiscal year 1985. The reconcilia-
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tion instructions in H. Con. Res. 307 indicate that a $900 million reduc-
tion in budget authority for fiscal year 1981 is required to bring Fi-
nance Committee programs into conformity with the overall alloca-
tions included in the budget resolution. In its spending program rec-
ommendations. which have been incorporated into S. 2885, the Com-
mittee recommended reductions in budget authority in excess of this
amount (including the impact of enacted legislation—H.R. 3236 and
H.R. 3434). This provides adequate room to accommodate the budget
authority provided for in this section.
Tax expenditures

In compliance with section 308(a) (2) of the Budget Act with re-
spect to tax expenditures, and after consultation with the Director of
the Congressional Budget Office, the committee states that the bill
does not provide new or increased tax expenditures.

Vote of the Committee
In compliance with section 133 of the Legislative Reorganization Act
of 1946, the following statement is made about the vote of the com-
mittee in approving the revenue reconciliation provisions. The pro-
visions were approved by voice vote.
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V. STATUTORY LANGUAGE OF FINANCE COMMITTEE
RECOMMENDATIONS

TITLE II—REVENUE MEASURES
SEC. 200. AMENDMENT OF INTERNAL REVENUE CODE OF 1954
Except as otherwise expressly provided, whenever in this title
an amendment or repeal is expressed in terms of an amendment
to, or repeal of. a section or other provision, the reference shall be
considered to be made to a section or other provision of the Inter-
nal Revenue Code of 1954.

Subtitle A—Taxation of Foreign Investment in United States
Real Property

SEC. 201. SHORT TITLE.
This subtitle may be cited as the “Foreign Investment in Real

Property Tax Act of 1980".

SEC. 202. TAX ON DISPOSITIONS OF FOREIGN INVESTMENT IN
UNITED STATES REAL PROPERTY.

(a) In GExeraL.—Subpart C of part 11 of subchapter N of
chapter 1 (relating to miscellaneous provisions with respect to
nonresident aliens and foreign corporations) is amended by add-

ing at the end thereof the following new section:

“SEC. 897. TAX ON DISPOSITIONS OF FOREIGN INVESTMENT IN
UNITED STATES REAL PROPERTY.

*(a) IdposiTION OF TAX.—

%(1) IN GENERAL.—In the case of a nonresident alien in-
dividual or foreign corporation, there is hereby imposed for
each taxable year a tax of 28 percent of the excess (if any)
of—

“(A) the amount of the gains realized by the taxpayer
during the taxable year from the sale of United States

real property interests, over
(32)
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“(B) the amount of the losses realized by the taxpayer
during the taxable year from the sale of United States
real property interests.

“(2) Mixmaoyx AMoTNT.—The tax imposed by this subsec-
tion for any taxable year shall not be less than the increase in
the taxpayer's tax for the taxable year under section 871(b)
or 882(a) (whichever is appropriate) which would result
from increasing the taxpayer’s taxable income taken into
account under such section for the taxpayer’s taxable year by
an amount equal to the excess described in paragraph (1).

*(b) CourniNaTioN WITH SECTIONS 8§71 AND 882.—Any gain or

12 loss realized on the sale of a United States real property interest

13
14
15
16
17
18
19
20

PR8I EIIRREYR

shall not be taken into account for purposes of applying section
871 or 882. The preceding sentence shall not apply to any gain or
loss realized by any taxpayer during any taxable year if such tax-
payer is exempt from the tax imposed by subsection (a) by reason
of subsection (c).

“(c) Exceprion WuEre Taxpaver’s NEr GAIN For YEAR Is
Liess TaAN $5,000.—

“(1) IN GENERAL.—No tax shall be imposed under sub-
section (a) on any nonresident alien individual or foreign
corporation for any taxable year if the amount of the excess
referred to in subsection (&) is $5,000 or less.

%(2) RULES FOR APPLYING PARAGRAPH (1).—For purposes of
paragraph (1)—

“(A) InsTaLLMENT saLes.—In the case of a sale to
which section 453 applies, the amount to be realized shall
be taken into account in the taxable year in which the
sale occurs.

“(B) Hussaxp ANp wiFe.—For purposes of paragraph
(1), a husband and wife shall be treated as a single
individual.
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#(C) PersoNs UNDER cOMMoN cONTPOL—Under regula-
tions, all persons under common control (Within the
meaning of section 52(b)) shall be treated as | person.

“(d) OrHEer DisposiTioNS TREATED \S SaLes.~—For purposes of
this section and section 1444, an exchangeor otherdisyosition shall
be treated as a sale.

*(e) Uxitep States Rean Property INTEREST—FOr purposes
of this section—
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“(1) UNITED STATES REAL PROPERT Y INTEREST.—
“(A) IN GExNERAL—Except as provided jn subpara-
graph (B), the term ‘Uhited Staates resl property interest’
means—

“(i) an interest in real property (including an
interest in a mine, well, or other natursl deposit)
located in the United States,and

“(ii) any interest (otherthan an interest solely
as a creditor) in uny entity which wasa resl property
holding organization at an¥ time during the shorter

EREEEEEIIRRBERES

of—
“(I) the period during which the taxpayer
held such interest, or
“(II) the 5-year per3od ending on the date of
the sale of such interes .

*(B) ExcrLtsioN ForR INTEREST IN CERTAIN ENTITIES,—
The term ‘United States real property interest’ Joes not
include any interest ir an entity if—

“(1) as of the date of the sale of such int:rest,
such entity did not hold any United States res!
property interests, and

“(ii) all of the United States real property
interests held by such entity st any time during the
shorter of the periods described in subparagraph
(A) (ii) were disposed of im transactiong in which

gain or loss was recognized, -
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“(2) UNITED STATES REAL PROPERTY HOLDING ORGANIZA-
TION.—The term ‘United States real property holding orga-
nization’ means any entity (whether domestic or foreign)
if—

“(A) a controlling interest in such entity is owned by
or for not more than 10 persons, and

“(B) TUhnited States real property interests constitute
50 percent or more of the fair market value of the assets
of such entity.

“(3) SPECIAL RULES FOR APPLICATION OF PARAGEAPH (2)
(B).—For purposes of paragraph (2) (B)—

“(A) ExCLUSION OF CERTAIN AsSETS.—Tht termn ‘assets’
does not include cash, amounts described in section 861
(c), marketable securities, accounts or notes receivable,
or other assets which are readily marketable, in excess of
a reasonable amount of working capital.

“(B) TREATMENT OF CONTROLLING INTERESTS.—['nder
regulations, if any person holds a controlling interest in
any entity, such person shall be treated as holding a pro
rata share of the assets of such <ntity.

“(4) OTHER SPECIAL RULES.—

“(A) INTEREST IN REAL PROPERTY.—The term ‘interest
in real property, includes fee ownership and co-ownership
of land or improvements thercon, leaseholds of land or
improvements thereon, options to acquire land or im-
provements thereon, and options to acquire leaseholds of
land or improvements thereon.

“(B) CoxtroLLING INTEREST.—The term ‘controlling
interest’ means—

“(i) in the case of a corporation, 50 percent or
more of the total combined voting power of all
classes of stock of such corporation or 50 percent or
more of the fair market value of all classes of stock
of such corporation,
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“(ii) in the case of a partnership, 50 percent or
more of the capital or profits interest, or

“(ii1) in the case of a trust, 50 percent or more of
the beneficial interests in such trust (actuarially
determined).

“(C) CoxSTRUCTIVE OWNERSIIIP RULES.—For purposes
of determining ownership of interests in any corpora-
tion, partnership, or trust, rules similar to the rules of
subsections (a) and (b) (1) of section 544 shall apply.

“(D) REAL PROPERTY INCLUDES ASSCCIATED PERSONAL
PROPERTY.—The term ‘real property’ includes 1covable
walls, furnishings, and othar personal property associ-
ated with the use of the real property.

“(E) Extity.—The term ‘entitv’ means a corporation,
partnership, or trust.

“(£f) NoxrecocNrTION PROVISIONS NoT To APPLY.—

“(1) I~ GexeraL.—Except as provided in paragraph (2),
any amount realized on any sale <hall be taken into account
for purposes of this section and section 1444 notwithstanding
any nonrecognition provision.

“(2) Excepriox.—Under regulations, the Secretary may
provide that, for purposes of this section and section 11,
any nonrecognition provision shall be applied as though it
also provided for not realizing gain or loss.

(3) NONRECOGNITION PROVISION DEFINED.—For purposes of
this subsection, the term ‘nonrecognition provision’ means
any provision of this title for not recognizing gain or loss.”.

(b) CrericaL AMENDMENT.—The table of sections for such sub-

part C is amended by adding at the end thereof the following new
item:

“Sec. 897. Tax on dispositions of foreign investment in
United States real property.”.
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(c) Cross REFERENCES.—

(1) Subsection (g) of section 871 (relating to tax on income
of nonresident alien individuals) is amended by adding at
the end thereof the following new paragraph:

“(8) For special tax treatment of gain or loss from the
disposition by a nonresident alien individual of a United
States real property interest, see section 897.”.

(2) Subsection (a) of section 882 (relating to tax on income
of foreign corporation connected with United States busi-
ness) is amended by adding at the end thereof the following
new paragraph:

*(3) For special tax treatment of gain or loss from the
disposition by a foreign corporation of a United States
real property interest, see section 897.”.

SEC. 203. WITHHOLDING OF TAX ON DISPOSITIONS OF UNITED

STATES REAL PROPERTY INTERESTS.
(a) IN GENERAL.—Subchapter A of chapter 3 (relating to with-
holding of tax on nonresident aliens and foreign corporations) is
amended by adding at the end thereof the following new section:

“SEC. 1444. WITHHOLDING OF TAX ON DISPOSITIONS OF UNITED
STATES REAL PROPERTY INTERESTS.

“(a) GENERAL RuLE.—Except as otherwise provided in this
section, every purchaser of a United States real property interest
(as defined in section 897(e)) from a foreign person shall deduct
and withhold a tax equal to whichever of the following is the
smallest:

*“(1) 28 percent of the amount realized on the disposition,

“(2) if there is a seller’s maximum tax liability (as defined
in subsection (g) (3) ), the amount of such liability, or

“(3) an amount equal to the fair market value of that por-
tion of the proceeds of the sale which are within the with-

holding agent’s control.
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“(b) Pcrcuaser Must Knxow ok Have Norice THAT THE IN-
VESTMENT Was FOREIGN.—

“(1) I~ GeNERAL.—Subsection (a) shall not apply to a pur-
chaser with respect to an acquisition unless the nurchaser—

“(A) knew that the seller was a foreign person, or

“(B) had received the notice provided for in subsection
(c).

“%(2) TIME FOR APPLYING PARAGRAPH (1).—

“(A) I~ GENERAL.—Except as provided in subpara-
graph (B), paragraph (1) shall be applied as of the time
for settling the transaction.

“(B) WITHHOLDING IN CASE OF INSTALLMENT SALES,
erc.—If the withholding agent has any portion of the
proceeds from the sale in his control after the time for
settling the transaction, paragraph (1) shall be applied
as of the time iinmediately before the payment of such
portion is made to the seller.

“(¢) ReQrireMENTS To FrrNisH NoTICE—

“(1) SELLER MUST FURNISH NOTICE To PCRCHASER.—If the
seller is a foreign person, he shall notify the purchaser at
such time and in such manner as may be prescribed by
regulations.

“(2) SELLER'S AGENT.—

“(A) I~ GeExeraL.—If any seller’s agent has at any
time before the time specified in subsection (b)(2) rea-
son to believe that the seller may be a foreign person, he
shall notify the purchaser at such time and in such man-
ner as may be prescribed by regulations.

“(ﬁ) ONLY 1 NotiCE REQUIRED.—Under regulations,
the requirements of paragraph (1) and of subparagraph
(A) of this paragraph shall be treated as met with re-
spect to any transaction if at least one notice which meets
the requirements of paragraph (1) or subparagraph (A)
is furnished.
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*(C) S:LLER'S AGENT.—For purposes of this para-
graph, the term ‘seller’s agent’ means any person who
bears any one of the following relationships to a seller
who is a foreign person:

*(1) a nominee of the seller,
*(ii) the broker engaged by the seller,
“(i11) the settlement attorney engaged by the
seller, and
*(iv) any person holding any of the procecds of
the sale.
#(3) FAILTKE TO FURNISH NOTICE.—
“(A) Dury 1o witHHOLD.—If any seller’s agent—
*(i1) 1is required by paragraph (2) to furnish
notice, but
“(ii) fails to notify the purchaser at such time
and in such manner as may be prescribed by
regulations,
such agent shall have the same duty to deduct and with-
hold that the purchaser would have if the seller’s agent
had complied with paragraph (2).

“(B) TREATMENT OF coMPENSATION.—In any case to
which subparagraph (A) applies, the compensation re-
ceived by the seller’s agent in connection with the trans-
action shall be treated as proceeds from the sale within
the seller’s agent’s control.

“(C) REQUIREMENT OF REASONABLE INQUIRY.—For pur-
poses of subparagraph (A), a seller’s agent who fails to
make reasonable inquiry shall be treated as required to

furnish notice.

“(d) ExempriONs.—

“(1) IN GENERAL.—No person shall be required to deduct
and withhold any amount under subsection (a) with respect
to a transaction if paragraph (2), (3), or (4) applies to the
transaction.
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“(2) SELLER FURNISHES QUALIFYING STATEMENT.—

“(A) I~ GeNeraL—This paragraph applies to the
transaction if the seller (at such time, in such manner,
and subject to such terms and conditions as the Secretarsv
may by regulations prescribe) furnishes a qualifying
statement to the person who (but for this paragraph)
would be required to withhold.

“(B) Qr.aLiFyiNg sTATEMENT.—For purposes of sub-
paragraph (A), the term ‘qualifying statement’ means
a statement by the Secretary that—

%(1) the seller either—

“(I) has reached agreement with the Sec-
retary for the payment of any tax imposed by
section 897 on any gain realized by the seller on
the disposition of United States real property
interests, or

“(II) is exempt from any tax imposed by
section 897 on any gain realized by the seller on
the disposition of United States real property
interests, and

“(i1) the seller has satisfied any unsatisfied prior
withholding liability or has provided adequate se-
curity to cover such liability.

“(3) PRINCIPAL RESIDENCE WHERE AMOUNT REALIZED 18 NOT
MORE THAN $150.000.—This paragraph applies to the trans-
action if—

“(A) the property being acquired consists of a single
family residence,

“(B) the amount realized by the seller does not exceed
$150.000, and

“(C) the property is acquired by the purchaser for
use as his principal residence.

“(4) STOCK TRANSFERRED ON ESTABLISHED SECURITIES

»sarker.—This paragraph applies to a disposition of stock in
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corporation if the transaction takes place on an established
securities market.

“(e) Rrres ReLaTiNGg 1o CERTAIN PaRTNERsHIFS, TRUSTS, AND
Estates.—Pursuant to such terms and conditions as may be pro-
vided by regulations, a domestic partnership, the trustee of a
domestic trust, or the exccutor of a domestic estate shall be required
under subsection (a) to deduct and withhold from amounts of
which such partnerships, trustees, or executors have custody which
are—

*(1) attributable to the sale of a United States real property
interest (as defined in section 897 (e) ), and
“(2) either—

“(A) includible in the distributive share of a partner
of the partnership who is a nonresident alien individual
or a foreign corporation, partnership, trust, or estate;

“(B) includible in the income of a beneficiary of the
trust who is a nonresident alien individual or a foreign
corporation, partnership, trust, or estate ; or

#(C) includible in the income of a nonresident alien
individual, foreign corporation, partnership, trust, or
estate under the provisions of section 671.

“(f) ACTHORITY OF SECRETARY TO PRESCRIBE REDUCED AMOUNT
oF WiTHHOLDING, ETc.—At the request of the seller or of any
withholding agent, the Secretary may prescribe a reduced amount
to be withheld under this section if the Secretary determines that
to substitute such reduced amount will not jeopardize the collec-
tion of the tax imposed by this section or section 897.

“(g) DeFiniTIONs.—For purposes of this section—

“(1) SeLLer.—The term ‘seller’ means the person disposing
of the United States real property interest.

“(2) Prrcnaser.—The term ‘purchaser’ means the person
acquiring the United States real property interest.

“(3) SELLER'S MAXIMUM TAX LIABILITY.—The term ‘seller’s

maximum tax liability’ means, with respect to the disposition
y
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of any interest, the maximum amount which the Secretary
determines the seller could owe—
“(A) as tax under section 897 by reason of such dis-
position, plus
“(B) any ursatisfied prior withholding liability with
respect to such interest.

“(4) UNSATISFIED PRIOR WITHHOLDING LIABILITY.—The term
‘unsatisfied prior withholding liability’ means any withhold-
ing obligation imposed under this section on any prior acqui-
sition of the United States real property interest to the extent
such obligation has not been satisfied.”.

(b) TecHNICAL AMENDMENT.—Paragraph (16) of section 7701
(a) (defining withholding agent) is amended by inserting “1444,”
after “1443,”.

(¢) Crerica. AMENDMENT.—The table of sections for sub-
chapter A of chapter 3 is amended by adding at the end thereof
the following new item:

“Skec. 1444.—Withholding of tax on dispositions of United
States real property interests.”.

SEC. 204. CREDIT OF WITHHELD TAX.

(a8) GENERaL RULE.—Paragraph (1) of section 32 {relating to
tax withheld at source on nonresident aliens and foreign corpora-
tions and on tax-free covenant bonds) is amended by inserting
“or on the disposition of United States real property interest”
after “withheld at source”. ,

(b) AMENDMENT OoF SecTION 6401.—Subsection (b) of section
6401 (relating to treatment of excessive credits as overpayment)
is aimnended—

(1) by inserting “32 (relating to tax withheld at source on
nonresident aliens and foreign corporations and on tax-free
covenant bonds),” after “withheld on wages),”,

(2) by striking out “sections 31” and inserting in lieu
thereof “sections 31, 32”, and

(3) by striking out the last sentence.
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SEC. 205. REPORTING REQUIREMENTS.

(a) GeNersL RuLe.—Subpart A of part III of chapter 61 (re-
lating to information returns concerning persons subject to special
provisions) is amended by inserting after section 6039B the fol-
lowing new section:

“SEC. 6039C. RETURN OF CERTAIN ENTITIES HOLDING UNITED
STATES REAL PROPERTY INTERESTS.

“(a) RequireMENT.—If this section applies to any entity for
any calendar year. such entity shall make a return for such calen-
dar year setting forth—

%(1) the name and address of any person who held an inter-
est in such entity at any time during the calendar year,

“(2) the composition of the assets of such entity at such
time or times during the calendar year as the Secretary shall
by regulations prescribe,

“(3) such information with respect to transfers during
the calendar year of interests in such entity as the Secretary
shall by regulations prescribe,

*(4) whether such entity is a United States real property
holding organization (within the meaning of section 897 (e)
(2) at any time during the calendar year), and

“(5) such other information as the Secretary shall by
regulations prescribe.

Any such return shall be made at such time and in such manner
as the Secretary shall by regulations prescribe.

“(b) StateMENTS To BE FrrxisHED To PERsons Howping IN-
TERESTS IN THE ENTITY.—Every entity making a return under
subsection (a) shall furnish to each person who at any time dur-
ing the calendar year held an interest in such entity a written
statement showing—

“(1) the name and address of the entity making such
return,

“(2) whether such entity is a United States real property
holding organization at any time during the calendar year,
and
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“(3) such other information as the Secretary shall by regu-
lations prescribe.

The written statement required under the preceding sentence shall
be furnished to the person on or before January 31 of the year
following the year for which the return under subsection (a) was
made.

“(c) Entrries To WHICH THis SectioN ArpLies.—This section
applies to any entity for any calendar year if at any time during
such year—

“(1) one or more of the persons owning an interest in such
entity is a foreign person,

“(2) a controlling interest in such cntity is owned by or for
not more than 10 persons, and

“(3) United States real property interests constitute more
than 40 percent of the fair market value of the assets of such
entity.

“(d) SepeciaL RULES.—

“(1) ExTity.—For purposes of this section, the term ‘en-
tity’ means any corporation, partnership, or trust.

“(2) CERTAIN RULES MADE APPLICABLB.—For purposes of
subsection (c), the rules of subsection ( e) of section 897 shall
apply.”.

(b) PexALTY FOR FAILURE To FiLE RETURN.—Section 6652 (re-
lating to failure to file certain information returns, registration
statements, etc.) is amended by redesignating subsection (g) as
subsection (h) and by inserting after subsection (f) the following
new subsection:

“(g) Rerurns Requimrep UNDER Sectiox 6039C.—

(1) IN GeNERAL.—In the case of each failure—

“(A) to make a return required by section 6039C(a),

or :

“(B) to furnish a statement required by section
6039C(b), .

on the date prescribed therefor (determined with regard to
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any extension of time for filing), unless it is shown that such
failure is due to reasonable cause and not to willful neglect,
the amount determined under paragraph (2) shall be paid
(upon notice and demand by the Secretary and in the same
manner as tax) by the person failing to make such return or
furnish such statement.

“(2) AxoUNT oF PENALTY.—For purposes of .paragmph
(1), the amount determined under this paragraph with re-
spect to any failure shall be the greater of—

*(A) $25 for each day during which such failure con-
tinues, or
“(B) the amount determined under regulations as the
amount of the tax imposed by section 897 which is not
paid and which is attributable to transfers occurring
during the calendar year for which the return or state-
ment was required.
The amount determined under subparagraph (A) with re-
spect to any calendar year shall not exceed $25,000. Sub-
paragraph (B) shall not apply with respect to any transac-
tion unless withholding with respect to such transaction was
required under section 1444.”.

(¢) CrericaL AMENDMENT.—The table of sections for subpart
A of part III of chapter 61 is amended by inserting after the item
relating to section 6039B the following new item:

“Sec. 6039C. Return of certain entities holding United
States real property interests.”.

SEC. 206. MISCELLANEOUS AMENDMENTS.
(a) Souvrces WriTHIN UNITED STATES.—Paragraph (5) of sub-
section (a) of section 861 is amended to read as follows:

“(5) DMSPOSITION OF UNITED STATES REAL PROPERTY INTER-
esT.—QGains, profits, and income from the disposition of a
United States real property interesi (as defined in section
§97(e)).”.
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(b) RestrICTION 0N ExaxMiNaTION oF TaxPAYERS.—Subsection
(b) of section 7605 (relating to restrictions on examinations of
taypayers) is amended by adding at the end thereof the following
new sentence: “The preceding sentence shall not apply to any
inspection of a taxpayer’s books of account for purposes of sec-
tion 897 or 1444.”.

SEC. ”77. EFFECTIVE DATE.

(a) I~ GENErRAL—The amendments made by this subtitle shall
apply to dispositions after December 31, 1979,

(b) Seeciar Rure ror TreaTies.—After December 31, 1984,
nothing in section 894(a) or 7852(d) of the Internal Revenue
Code of 1934 or in any other provision of law shall be treated as
requiring an exemption from (or reduction of) any tax imposed
by section 897 or section 1444 of such Code by reason of any treaty
obligation of the United States.

(¢) Tax anxp WitHHoLDING Not To AprpLY IN Case oF Post-
EFFECTIVE DATE BixpiNg CoNTRACT DisposITIONS OR PAYMENTS
PUrsGANT 10 PRE-EFFECTIVE DATE TRANSACTIONS.—

(1) Binpine conTRACTS.—The amendments made by this
subtitle shall not apply to dispositions of property pursuant
to a written contract which, on December 6, 1979, and at all
times thereafter, was binding on the taxpayer.

(2) Previots TRaNsacTioNs.—The amendments made by
this subtitle shall not apply with respect to the withholding
or deduction oi tax in connection with payments or other
amounts paid after December 31, 1979, in connection with any
disposition before January 1, 1980, of a United States real
property interest.

Subtitle B—Inclusion in Wages of FICA Taxes Paid by

Employer

SEC. 211. INCLUSION IS WAGES OF FICA TAXES PAID BY EM-
PLOYERS.

(a) INcLusiON IN WAGES.—
(1) IN GENERAL.—
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(a) (1) Section 209(f) of the Social Security Act is amended to
read as follows:

“(f) The payment by any employer (without deduction from
the remuneration of the employee)—

“(1) of the tax imposed upon an employee under section
3101 of the Internal Recvenue Code of 1954 for wages paid
for domestic service in a private home of the employer or for
agricultural labor, or

(2) TecuxicarL AND CoxPORMING CHANGES.—

(A) Section 3121(a) (6) of the Internal Revenue Code of
1954 is amended to read as follows:

“(6) the payment of an ecmployer (without deduction

from the remuneration of the employee)—

“(A) of the tax imposed upon an employee under

section 3101 for wages paid for domestic service in

a private home of the employer or for agricultural
labor, or

“(B) of any payment required from an employee

under a State unemployment compensation law;”.

(B) Section 3306(b) (6) of the Internal Revenue Code of
1954 is amended to read as follows:

“(6) the payment of an employer (without deduction
from the remuneration of the employee ) —
“(A) of the tax imposed upon an employee under
section 3101 for wages paid for domestic services in
a private home of the employer or for agricultural
labor, or
“(B) of any payment required from an employee
under a State unemployment compensation law ;”.
(h) EFfFfFective DATES.—

(1) IN GeENERaL.—Except as provided in paragraph (2),
the amendments made by this section shall be effective with
respect to remuneration paid after December 31, 1980.
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(2) REMUNERATION PAID BY CERTAIN STATES.—In the case of
remuneration paid by a State (or political subdivision
thereof) which, on June 17, 1980, had in effect an arrange-
ment whereby such State or political subdivision paid under
an agrcement entered into pursuant to section 218 of the
Social Security Act (without deduction from the remunera-
tion of the employee) on behalf of its employees in positions
of a particular kind, all or a substantial portion of the
amounts equivalent to the taxes which would be imposed by
section 3101 of the Internal Revenue Code of 1954, the
amendments made by this section shall be effective with re-
spect to remuneration paid to cmployees in such positions
after December 31, 1983, and, notwithstanding any provision
of law of a State or political subdivision thereof, any pay-
ment after such date—

(A) made by a State or interstate instrumentuslity to the
Secretary of the Treasury pursuant to section 218(e) (1) (A)
of the Social Security Act;

(B) with respect to an employee whose services are cov-
ered pursuant to an agreement under section 218 of such Act;

(C) of amounts equal to all or any portion of the tax which
would be imposed on the employee under section 3101 of the
Internal Revenue Code of 1954 if the services of such em-
ployee constituted employment as defined in section 3121 of
such Code; and

(D) without deduction from the remuneration of such
employee,

shall be considered wages for purposes of title IT of the Social
Security Act. With respect to such payments the State shall be
liable under section 218(e) (1) (A) of such Act for amounts
equivalent to the sum of the taxes which would be imposed by sec-
tions 3101 and 3111 of such Code on such payments if the services
of employees covered by the agreement constituted employment
as defined in section 3121 of such Code.
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Subtitle C—Telephone Tax

SEC. 231. TELEPHONE TAX CONTINUED AT 2 PERCENT FOR 1981,
(2) I~ GExkraL.—The table contained in paragraph (2) of sec-
tion 4251 (a) (relating to imposition of tax on communication serv-
ices) is amended by striking out the last 2 lines of such table and

inserting in licu thereof the following:

*During 1980 or 1981..... R 2

During 1982 e 1",
(b) CoxrorMiNeg AMENDMENT.—Subsection (b) of section
4251 is amended by striking out “January 1, 1982” and inserting

in lieu thereof “January 1, 1983”.
Subtitle D—Cash Management

SEC. 251. ESTIMATED INCOME TAX PAYMENTS BY CORPORATIONS.

(a) GExeraL RuLE—Section 6655 (relating to failure by cor-
poration to pay estimated income tax) is amended by adding at the
end thereof the following new subsection :

%(h) Larce CorroraTiONS REQUIRED To Pay AT LEAsT 50 PER-
CENT OF CURRENT YEAR Tax.—

“(1) I~ GeNERaL.—-In the case of a large corporation, the
amount ireated as the estimated tax for the taxable year under
paragraphs (1) and (2) of subsection (d) shall in no event
be less than 50 percent of—

“(A) the tax shown on the return for the taxable year,
or
“(B) if no return was filed, the tax for such year.

%(2) Larce corroraTiON.—For purposes of this subsection,
the term ‘large corporation’ means any corporation if such
corporation (or any predecessor corporation) had taxable
income of $1,000,000 or more for any taxable year during the
testing period. '

“(3) RULES FOR APPLYING PARAGRAPH (2).—

“(A) Testixc periob.—For purposes of this subsec-
tion, the term ‘testing period’ means the 3 taxable years
immediately preceding the taxable year involved.
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“(B) MEMBERS OF CONTROLLED GROUPS.—For purposes
of applying paragraph (1) to any taxable year in the
testing period with respect to corporations which are
component members of a controlled group of corporations
for such taxable year, the $1,000,000 amount specified in
paragraph (1) shall be divided among such members
under rules similar to the rules of section 1561.”.

(b) TecnxicaL AMENDMENT.—Subsection (e) of section 6655
is amended by striking out “subsections (b) and (d)” and insert-
ing in lieu thereof “subsections (b), (d),and (h)”.

(¢) Errecrive DaTe.—The amendments made by this section
shall apply to taxable years beginning after December 31, 1980.
SEC. 252. INCLUSION OF MINIMUM TAX IN ESTIMATED TAX PAY-

MENTS.

(a) For INpivibUuaLsS.—Paragraph (1) of section 6015(c) (re-
lating to definition of estimated tax) is amended by striking out
¥ (other than the tax imposed by section 55 or 56) .

(b) For Corrorations.—Paragraph (1) of section 6154(c)
(relating to definition of estimated tax) is amended by inserting
“, section 56,” after “section 11”.

(c) CONFORMING AMENDMENTS.—

(1) Paragraph (1) of section 6654(f) (relating to tax
computed after application of credits against tax) is amended
by striking out “(other than by section 55 or 56) .

(2) Paragraph (1) of section 6655(e) (relating to defi-
nition of tax) is amended by inserting “, section 56,” after
“section 11”.

(d) Errecrive Date.—The amendments made by this section
shall apply with respect to taxable years beginning after Decem-
ber 31, 1980.
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SEC. 253. INCREASE IN ESTIMATED INCOME TAX PAYMENT RE-
QUIRED FROM CORPORATIONS FROM 80 PERCENT TO

85 PERCENT

(a) IN GENERAL.—Section 6655 (relating to failure by corpora-

tion to pay estimated income tax) is amended by striking out “80
percent” in subsections (b) (1) and (d)(3) (A) and inserting in

licu thereof 85 percent”.

(b) Efrective Date.—The amendments made by this section

shall apply with respect to taxable years beginning after Decem-
ber 31, 1980.

Subtitle E-—~Import Duty on Certain Imports of Ethyl Alcohol

SEC. 271. IMPOSITION OF DUTY OF ETHYL ALCOHOL IMPORTED
TO BE USED AS FUEL.

(a) IN GENERAL.—Subpart B of part 1 of the Appendix to the
Tariff Schedules of the United States (19 U.S.C. 1202) is

amended by adding in numerical sequence the following new item:

(33

!

907. 50

Ethyl alcohol (pro-

vided for in item
427. 88, part 2D,
schedule 4) when
imported to be used
in producing a mix-
ture of gasoline and
aleohol or a mixture
of a special fuel and
alcohol for use as
fuel, or when im-
ported to be used
otherwise as fuel___

Gal.

3¢ ad
val. +
40c per
gal.

209 ad
val. +
40c¢ per
gal.

On or
before
12/31/92

”
.

(b) Errective Date.—The amendment made by subsection (a)

shall apply with respect to articles entered, or withdrawn from

warehouse, for consumption on or after the date of the enact-
ment of this Act.
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Subtitle F—Amendments Relating to Crude 0il Windfall

Profit Tax

SEC. 291. CREDIT AGAINST CRUDE OIL WINDFALL PROFIT TAX
FOR ROYALTY OWNERS; DECREASE IN ADJUSTED
BASE PRICE.

(a) Creprr Acainst WiNDFALL Prorir Tax ror Rovarry
OWwXNERS.—

(1) I~ cENeraL.—Subchapter B of chapter 65 (relating
to rules of special application for abatements, credits, and
refunds) is amended by adding at the end thereof the follow-
ing new section:

“SEC. 6429. CREDIT AND REFUND OF CHAPTER 45 TAXES PAID BY
ROYALTY OWNERS.

“(a) TREATMENT A8 OVERPAYMENT.—In the case of a qualified
royalty owner, that portion of the tax imposed by section 1986
which is paid in connection with qualified royalty production shall
be treated as an overpayment of the tax imposed by section 4986.

“(b) CrepiTs AND REFUNDS.—

“(1) IN eNeEraL—Under regulations prescribed by the
Secretary, any amount treated as an overpayment of tax
under subsection (a) shall be credited against the tax im-
posed by section 1986 or refunded to the qualified royalty
owner.

“(2) Crarx FOR CREDIT OR REFUND.—Any claim for credit
or refund under this secticn shall be filed in such form and
manner, and at such time, as the Secretary may prescribe by
regulations.

*(c) $1,000 LiMrratioN oN CREDIT OR REFUND.—

“(1) I~ eeENERaL.—The aggregate amount which may be
credited or refunded under subsection (a) with respect to any
qualified royalty owner shall not exceed $1,000.

“(2) ALLOCATION WITHIN FasiLy.—In the case of indi-
viduals who are members of the same family (within the
meaning of section 4992(e)(3)(C)), the $1,000 amount in
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paragraph (1) shall be reduced for each such individual by

allocating such amount among all such individuals in pro-
portion to their respective qualified royalty production.

“(3) ALLOCATION BETWEEN CORPORATIONS AND INDIVIDUALS.—In

1

2

3

4

5 the case of an individual who owns any stock in a qualified family
6 farm corporation, the $1,000 amount in pamgraph (1) shall be
7 reduced by the amount which bears the sam; ratio to the amount
8 of the credit or refund allowable to the corporation under this
9 section as the percentage of shares owned by such individual bears
10 to all shares of the corporation.

11 “(4) ALLOCATION BETWEEN CORPORATIONS.—If at any time after
12 June 24, 1980, any individual owns stock in two or more qualified
13 family farm corporations, the $1,000 amount in paragraph (1)
14 shall be reduced for each such corporation by allocating such
15 amount among all such corporations in proportion to their respec-
16 tive quaiified royalty production.

17 “(d) Derinrrions axp SpeciaL Rures.—For purposes of this

18 section—

19 “(1) QraLiFIED RoYALTY OWNER—The term ‘qualified
20 royalty owner’ means a producer (within the meaning of sec-
21 tion 4996(a) (1)), but only if such producer is an individual
22 an estate, or a qualified family farm corporation.

23 “(2) QuUALIFIED ROYALTY PRODUCTION.—The term ‘qualified
4 royalty production’ means, with respect to any qualified
25 royalty owner, taxable crude oil which—

- 26 “(A) is attributable to an economic interest of such
27 royalty owner other than an operating mineral interest
28 (within the meaning of section 614(d)), and
20 “(B) is removed from the premises after February 29,
30 1980, and before January 1, 1981.

31 “(3) QuaLrFrep FaMiLy FarM CorroraTION.—The term ‘quali-
32 fied family farm corporation’ means a corporation—
33 “(A) which was in existence on June 25, 1980,
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“(B) all of the outstanding shares of stock of which on
such date and at all times thereafter were held by members of
the same family (within the meaning of section 2032A (e)
(2)),and

#(C) 80 percent of the assets of which (other than interests
described in paragraph 2(a)) were used by the corporation
on such date for farming purposes (within the meaning of
section 2032A (e) (5)).

% (e) CROss REFERENCE.—

“For the holder of the economic interest in the case of a
production payment, see section 636.”.

(2) TECHNICAL AND CONFORMING AMENDMENTS.—The table
of sections for subpart B of chapter 65 is amended by insert-
ing at the end thereof the following new item:

“Sec. 6429. Credit and refund of chapter 45 taxes
paid by royalty owners.”.
(b) DEN1AL oF DEDUCTION.—

(1) In ceNeraL.—Part IX of subchapter B of chapter 1
(relating to items not deductible) is amended by adding at
the end thereof the following new section :

“SEC. 280D. PORTION OF CHAPTER 4 TAXES FOR WHICH CREDIT
OR REFUND IS ALLOWABLE UNDER SECTION 6429.

“No deduction shall be allowed for that portion of the tax im-
posed by section 4986 for which a credit or refund is allowable
under section 6429.”.

(2) CoxrorMING AMENDMENT.—The table of sections for
part IX of subchapter B of chapter 1 is amended by add-
ing at the end thereof the following new item :

“Sec. 6429. Portion of chapter 45 taxes for which credit or re-

fund is allowable under section 6429.”.

(¢) DEcrEASE IN ADJUSTED Base Price.—Section 4989 (defining
adjusted base price) is amended by adding at the end thereof the
following new subsection :
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“(e) SeeciaL RuLE FOR FiscaL YEar 1981.—In the case of any

taxable period beginning after September 30, 1980, and before
October 1, 1981, the adjusted base price (determined without re-
gard to this subsection) shall be reduced by an amount equal to
the product of—

‘(1) such adjusted base price, multiplied by

“(2) 0.008.”.
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