94TH CoNg}REss HOUSE OF REPRESENTATIVES REPORT
1st Session No. 94-120

TAX REDUCTION ACT OF 1975

MarcH 26, 1975.—Ordered to be printed

Mr, UrLmax, from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 2166]

The committee of conference on the disagreeing votes of the two
Houses on the amendment of the Senate to the bill (H.R. 2166) to
amend the Internal Revenue Code of 1954 to provide for a refund of
1974 individual income taxes, to increase the low income allowance
and the percentage standard deduction, to provide a credit for certain
earned income, to increase the investment credit and the surtax ex-
emption, and for other purposes, having met, after full and free con-
ference, have agreed to recommend and do recommend to their respec-
tive Houses as follows:

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

In lien of the matter proposed to be inserted by the Senate amend-
ment insert the following :

SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

() Smorr Trrre—This Act may be cited as the “Tax Reduction
Act of 19757.

(b) TaBLE 0¥ CONTENTS.—

Sec. 1. Short title; table of contents.
Sec. 2. Amendment of 1954 Code.
TITLE I—REFUND OF 1974 INDIVIDUAL INCOME TAXES

Sec. 101. Refund of 1974 individual income tazes.
Sec. 102. Refunds disregarded in the adminisiration of Federal programs and
federally assisted programs.

TITLE II—REDUCTIONS IN INDIVIDUAL INCOME TAXES

Seo. 201. Imerease in low income allowance.

Sec. 202. Imcrease in percentage standard deduction.
Bec., 203. Credit for personal exemptions.

Sec. 204. Credit for certain earned income.

Sec. 205. Withholding tac.
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Sec. 206. Increase in income limitation applicable to child and dependent care
deduction,

Sec. 207, Batension of perivd for replacing old residence for purposes of non-
recognition of gain under section 1034.

Seec. 208. Credit for purchase of new principal residence.

Sec. 209. Effective dates.

TITLE [II—CERTAIN CHANGES IN BUSINESS TAXES

See. 301. Increase in investment credit.

See. 302. Allowance of investment credit where construction of property will
take more than 2 years.

Sce. 303. Change in corporate tax rates and increase in surtar exemption,

Sce. 304. Increase in minimum accumulated carnings credit from $100,000 o
$150,000.

Sec. 305. Effective dates.

TITLE IV—CHANGES AFFECTING INDIVIDUALS AND BUSINESSES

See. 401, Federal welfare recipient employment incentive tax credit.
See. 402. Time when contributions deemed made to certain pension plans.

TITLE V--PERCENTAGE DEPLETION
Sec. 501. Limitations on percentage depletion for oil and gas.

TITLE VI-TAXATION OF FOREIGN OIL AND GAS INCOME AND OTHER
FOREIGN INCOME

Sec. 601. Limitations on foreign tax credil for tazes paid in connection with
foreign oil and gas income,

Sec. 602. Tazation of earnings and profits of controlled foreign corporations and
their sharcholders.

Sec. 603. Denial of DISC benefits with rcspect to emergy resources and other
products.

Sec. 604 Treatment for purposes of the investment credit of certain property
used in international or territorial waters.

TITLE VII—MISCELLANEOUS PROVISIONS

See. 701, Certain uncmployment compensation.
Sec. 702. Special payment to recipients of benefits under certain retirement and
survivor benefit programs.
* * * * * * *

SEC. 2, AMENDMENT OF 1954 CODE.

Ezcept as otherwise expressly provided, whenever in this Aot an
amendment or repeal is expressed in terms of an amendment to, or re-
peal of, a section or other provision, the reference shall be considered
to be made to a section or other provision of the Internal Revenue
Code of 1954.



TITLE I—REFUND OF 1974 INDI-
VIDUAL INCOME TAXES

SEC. 101. REFUND OF 1974 INDIVIDUAL INCOME TAXES.
(a) Ix Gexerar.—Subchapter B of chapter 65 (relating to rules of

special application in the case of abatements, credits, and refunds) is

amended by adding at the end thereof the following new section:

“SEC. 6428. REFUND OF 1974 INDIVIDUAL INCOME TAXES.

“(a) Gryerarl Rure—Ewxcept as otherwise provided in this section,
each individual sholl be treated as having made a poyment against the
tax imposed by chapter 1 for his first taxable year beginning in 197}
in an amount cqual to 10 percent of the amount of his liability for tax
for such taxable year.

“(b) Mimmes Payuexr—The amount treated as paid by reason of
this section shall not be less than the lesser of —

“(1) the amount of the taxzpayer’s liability for tax for his first
taxable year beginning in 1974, or

“(2) $100 (850 in the case of a married individual filing a sepa-
rate return).

“(c) Maxmwrvy PayMENT—

“(1) Iv ¢exrrar~The amount treated as paid by reason of
this section shall not ewceed $200 ($100 in the case of a married
individual filing a separate return).

“(2) LimiTATION BASED ON ADJUSTED GROSS INCOME—T he excess
(if any) “of— _ ,

“(A) the amount which would (but for this paragraph) be
treated as paid by reason of this section, over
“(B) the applicable minimum payment provided by sub-
section (b),
shall be reduced (but not below zero) by an amount which bears
the same ratio to such ewcess as the adjusted gross income for the
tazable year in ewcess of 20,000 bears to $10,000. In the case of a
married individual filing a separate return, the preceding sen-
tence shall be applied by substituting ‘$10,000° for ‘820000 and
by substituting ‘86,000 for ‘310,000.
“(dg LiasiLity ror T.1x.—For purposes of this section, the liability
for taw for the tawable year shall be the sum of—
%(1) the taw imposed by chapter 1 for such year, reduced by the
sum of the credits allowable under— . .
“(A) section 33 grelating to foreign tax credit),
“(BY section 37 (relating to retirement income), )
“(0) section 38 (relating to investment in certain depreci-
able property), @
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“(D) section 40 (relating to ewpenses of work incentive
programs), and Lo X

“(E) section 41 (relating to contributions to candidates for
public office), plus o .

“(8) the tax on amounts described in section 3102(c) or 380%(c)
which are required to be shown on the taxpayer’s return of the
chapter 1 tax for the tavable year. }

“(e) Darg Payurxr Deeusp Mape.—The payment provided by
this section shall be deemed made on whichever of the following dates
is the later: . .

“(1) the date prescribed by law (determined without emten-
sions) for filling the return of tax under chapter 1 for the taxable

ear, or
yed ("2) the date on which the taxpayer files his return of tax under
chapter 1 for the taxable year. o

“(f) Joiwr Rervry—For purposes of this section, in the case of a
joint return under section 6013 both spouses shall be treated as one
individual.

“(g) Marirar Srarvs—The determination of marital status for
purposes of this section shall be made under section 143.

“(h) Cerraiv Persovs Nor Ericisre—This section sholl not apply
to any estate or trust, nor shall it apply to any nonresident alien
individual.”

(8) No [xrerest ov Ivprvipvar Incone Tax RerunDs For 1974 Re-
rowpep Wrraiv 60 Days Arrer Berven Is Fioep.—In applying sec-
tion 6611 (e) of the Internal Revenue Code of 1954 (relating to income
tax refund within 45 days after return is filed) in the case of any over-
payment of tax imposed by subtitle A of such Code by an indwvidual
(other than an estate or trust and other than a nonresident alien indi-
vidual) for a taxable year beginning in 1974, “60 days™ shall be substi-
tuted for “4& days” each place it appears in such section 6611 (e).

(¢) Crerrcar Awexpuevr—The table of sections for such sub-
chapter B is amended by adding at the end thereof the following new
item.

“Sec. 6428. Refund of 1974 individual income tawes.”

SEC. 102. REFUNDS DISREGARDED IN THE ADMINISTRA-
TION OF FEDERAL PROGRAMS AND FEDER-
ALLY ASSISTED PROGRAMS.

Any payment considered to have been made by any individual by
reason of section 6428 of the Internal Revenue Code of 195/ shall not
be taken into account as income or receipts for purposes of determining
the eligibility of such individual or any other individual for benefits
or assistance, or the amount or extent of benefits or assistance, under
any Federal program or under any State or local program financed
inwhole or in part with Federal funds.



TITLE II—REDUCTIONS IN INDI-
VIDUAL INCOME TAXES

SEC.201. INCREASE IN LOW INCOME ALLOWANCE.

(@) Ix Gexerar.—Subsection (c¢) of section 141 (relating to low
income allowance) is amended to read as follows:

“(¢) Low Ixcour Arrowavce—The low income allowance is—

“(1) 81,900 in the case of—

“(4) a joint return under section 6013, or
“(B) a surviving spouse (as defined in section 2(a)),

“(2) $1,600 in the case of an individual who is not married and
who 8 not a surviving spouse (as so defined), or J

“(3) 8950 in the case of a married individual filing a separate
return.”

(b) Craxce 1v Frrive Requirenents To Rerrrcr Increase iv Low
Ixcone Arrowaxce—So much of paragraph (1) of section 6012(a)
(relating to persons rcquired to make returns of income) as precedes
subparagraph (C) thereof is amended to read as follows:

“(1)(A) Ewery individual having for the taxable year a gross
income of 8750 or more, except that a return shall not be required
(1),4‘2 a('rz )z';edz'm'dual (other than an individual referred to in section

“(4) who is not married (determined by applying section
143), is not a surviving spouse (as defined in section 2(a)),
;nd for the taxable year has a gross income of less thon
2 350,
“(#) who is a surviving spouse (as so defined) and for the
taxable yeor has a gross income of less than $2,650, or
“(4ii) who is entitled to make a joint return under section
6018 and whose gross income, when combined with the gross
income of his spouse, is, for the tawable year, less than $3,400
but only if such individual and his spouse, at the close of the
taxable year, had the same household as their home.
Clause (ii7) shall not apply if for the tawable year such spouse
makes a separate return or any other taxpayer is entitled to an
exemption for such spouse under section 151 (e).

“(B) The amount specified in clouse (i) or (¢) of subparagraph
(A) shall be increased by §750 in the case of an individual en-
titled to an odditional ‘personal ewemption under section 151
(€) (1), and the amount specified in clouse (iti) of subparagraph
(A) shall be increased by 8750 for each additional personal exemp-
tion to which the individual or his spouse is entitled under section
151(c) ;™. 5

)



6

(¢) Crawee 1v Oprionar Tax Tapres—Section 3 (relating to op-
tional tax tables) is amended by striking out “$10,000” and by insert-
ing in liew thereof “$15,000”.

SEC. 202. INCREASE IN PERCENTAGE STANDARD DE-
DUCTION.

() Ivcrease—Subsection(b) of section 141 (relating to percent-
age standard deduction) is amended to read as follows:

“(b) Prroevtace Staxparp Depycrion—The percentage standard
deduction is an amount equal to 16 percent of adjusted gross income
but not to exceed—

“(1) $2,600 in the case of —

“(A) a joint return under section 6013, or
“(B) o surviving spouse (as defined in section 2(a)),

“(2) $2,300 in the case of an individual who is not married and
who 48 not o surviving spouse (as so defined) , or

“(3) 81,300 in the case of a married individual filing a separate
return.”

(6) Conrormive Auevpuenr—Subparagraph (B) of section
3402(m) (1) (relating to withholding allowances based on itemized
deductions) is amended to read as follows:

“(B) an amount equal to the lesser of (i) 16 percent of his
estimated wages. or (1) $2,600 (32,300 in the case of an individual
who is not married (within the meaning of section 143) and who
is not a surviving spouse (as defined in section 2(a))).”

SEC. 203. TAX CREDIT FOR PERSONAL EXEMPTIONS.

(@) Iy Gevgrar.—Subpart A of part VI of subchapter A of chapter
1 (relating to credits allowable against tox) is amended by redesignat-
ing section 42 as section 43 and by inserting after section 41 the follow-
ing new section:

“SEC. 42. CREDIT FOR PERSONAL EXEMPTIONS.

“(a) Geverar Rure—In the case of an individual, there shall be al-
lowed as a credit against the tax imposed by this chapter for the tax-
able year $30, multiplied by each exemption for which the taxpayer
is entitled for the taxable year under subsection (b) or (e) of section
151.

“(b) Appricariov Wira Orrer Crepits—The credit allowed by
subsection (a) shall not exceed the amount of the tar imposed by this
c:gpter for the taxzable year. In determining the credits allowed
under—

“(1) section 33 (relating to foreign tax credit),

“(2) section 37 (relating to retirement income),

“(3) section 38 (relating to investment in certain depreciable
property),

“(4) section 40 (relating to expenses of work incentive pro-
grams), and

“(5) section 41 (relating to contributions to candidates for pub-
lic office),

the tax imposed by this chapter shall (before any other reductions) be
reduced by the credit allowed by this section.”
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() Tronwicar anp CrericaL AMENDNENTS —

(1) The table of sections for such subpart is amended by strik-

ing out the last item and inserting in liew thereof the following :
“Sec. 42. Credit for personal evemptions.
“Sec. 43. Overpayments of taz.”

(2) Section 56(a) (2) (relating to imposition of minimum tax)
s amended by striking out “ond” at the end of clause (iv), by
striking ont “: and” at the end of clause (v) and inserting in
liew thereof “, and®, and by inserting after clause (v) the follow-
ing new clause :

“(vi) section 42 (relating to credit for personal ewemp-
tions) : and”.

(3) Seection 56(c) (1) (relating to taw carryovers) is amended
by striking out “and” at the end of subparagraph (DY), by striking
out “exceed” at the end of subparagraph (E) and inserting in lieu
thereof “and”, and by inserting after subparagroph (E) the fol-
lowing new subparagraph :

“(F) section 42 (relating to credit for personal exemp-
tions). erceed”.

(4) Section 6096 (b) (relating to designation of income tax pay-
ments to Presidential Election Campoign Fund) is amended by
striking out “and 41" and inserting in lieu thereof “41, and 427.

SEC. 204. CREDIT FOR CERTAIN EARNED INCOME.

(a) Azzowaxce or Creprr.—Subpart A of part IV of subchapter
A of chapter 1 (relating to credits aguinst tax) is amended by redesig-
nating section 43 as scetion 44, and by inserting after section 42 the
following new section:

“SEC. 43. EARNED INCOME.

“(a) Azzowaxcr or CrEprr.—In the case of an eligible individual,
there shall be allowed as a credit against the tax imposed by this chap-
ter for the toxable year an amount equal to 10 percent of so much of
the earned income for the tawable year as does not exceed §4,000.

“(b) Livirariox.—The amount of the credit allowable to a taxpayer
under subsection (a) for auny taxable year shall be reduced (but not
below zero) by an amount equal to 10 percent of so much of the ad-
justed gross income (or, if greater, the earned income) of the taxpayer
for the taxable year as exceeds $4,000.

“(¢) Derivirion.—For purposes of this section—

“(1) Erizisre ivpvipvdL—~The term ‘eligible individual

means an individual who, for the taxable year—

“(A) maintains a household (within the meaning of section

214(0) (3)) in the United States which is the principal place

of abode of that individual and of a child of that individual

with respect to whom he is entitled to claim a deduction under

section 151(e) (1) (B) (relating to additional exemption for
dependents), and

“(B) is not entitled to exclude any amount from gross in-
come under section 911 (relating to earned income from.
sources without the United States) or section 931 (relating to
income from sources within the possessions of the United
States).



“(2) EARNED INCOME.—
“(A) The term ‘earned income’ means—

“(2) wages, salaries, tips, and other employee compen-
sation, plus

“(it) the amount of the taxpayer’s net earnings from
self-employment for the taxable year (within the mean-
ing of section 1402(a)).

“(B) For purposes of subparagraph (4)—

“(3) emcept as provided in clause (ii), any amount
shall be taken into nccount only if such amount is includi-
ble in the gross income of the taxpayer for the taxable

ear,

“(&) the earned income of an individual shall be com-
puted without regard to any community property laws,

“(¢i2) no amount received as a pension or annuity shall
be taken into account, and

“(2v) no amount to which section 871(a) applies (re-
lating to income of nonresident alien individuals not
connected with United States business) shall be taken
into account.

“(dYy Marrtep Ixpivipvars—In the case of an individual who is
married (within the meaning of section 143), this section shall apply
only if a joint return is filed for the tarable year under section 6013.

“(e) Taxusre Yrir Musr Be Furr Taxasre Yrear—Except in the
case of @ taxable year closed by reason of the death of the taxzpayer,
no credit shall be allowable under this section in the case of a taxable
year covering a period of less than 12 months.”

7 () Reruxp T'o Be Mapr Wurre Crepit Excreps LissiLiry ror

AT —

(1) Section 6401(b) (relating to ewcessive credits) is
amended—
(4) by inserting “43 (relating to earned income credit),”
before “ond 667 ()" ; and
(B) by striking out “and 39” and inserting in liew thereof
a comma and $39 and 43,
(2) Section 6201(a)(4) (relating to assessment outhority) is
amended by—
(A) inserting “or 43" after “section 397 in the caption of
such section; and
(B) striking out “oil),” and inserting in liew thereof “oil)
or section 43 (relating to earned income),”.

(¢) Orericar Ausnpyent.—The table of sections for such subpart is
amended by striking out the last item and inserting in liew thereof the
following :

“Seec. 43. Credit for certain earned income.
“Sec. 44. Overpayments of taw.”

SEC. 205. WITHHOLDING TAX.

(a) Reouirement or Wiranorpive—Subsection (a) o f section 3408
(relating to income tew collected at source) is amended to read as
follows :

. “ (a') Rrouirenent or Wirraorpine.—KE wcept as otherwise provided
in this section, every employer making payment of wages shall deduct
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and withhold upon such wages a taw determined in accordance with
tables prescribed by the Secretary or his delegate. The tables so pre-
scribed shall be the same as the tables contained in this subsection as
in effect on January 1, 1975, except that the amounts set forth as
amounts of income tax to be withheld with respect to wages paid after
April 30, 1975, and before January 1, 1976, shall reflect the full cal-
endar year effect for 1975 of the vmendments made by section 201, 202,
203, and 804 of the Taa Reduction Aet of 1975, For purposes of apply-
ing such tables, the term ‘the amount of wages' meons the amount
by which the wages exceed the number of withholding ememptions
claimed, multiplied by the amount of one such exemption as shown in
the table in subsection (b)(1).”

(0) Coxrorurye Awexpuryr.—Section 3402(c)(6) (relatin g to
wage bracket withholding) is amended by striking out “table 7 con-
tained in subsection (a)” and inserting in lieu thereof “the table for
an annual payroll period prescribed pursuant to subsection (a)”.
SEC. 206. INCREASE IN INCOME LIMITATION APPLICA-

BLE TO CHILD AND DEPENDENT CARE DE-
DUCTION.

Section 214 (relating to expenses for household and dependent care
services necessary for gainful employment) is amended by striking out
“$18.000” each place it appears in subsection (d) and inserting in liew
thereof “835.000".

SEC. 207. EXTENSION OF PERIOD FOR REPLACING OLD
RESIDENCE FOR PURPOSES OF NONRECOG-
NITION OF GAIN UNDER SECTION 1034.

(a) Oxe-Yr.ar Periop Increasep ro 18 Monras.—

(1) Subsections (a), (¢)(4), (¢)(8), (d), and (h) of sec-
tion 1034 (relating to nonrecognition of gain on sale or exchange
of residence) are each amended by striking out “1 year” each
place it appears and inserting in liew thereof “18 months™.

(2) Subsection (¢)(5) of section 103} is amended by strik-
ing out “one year” and inserting in liew thereof “18 months”.

(b) 18-Moxra Prriop ror CoxsTrucTIiNG NEW RESIDENCE INCREASED
70 8 YEars—Subsection (¢)(8) of section 1034 is amended by strik-
ing out “18 months” and inserting in liew thereof “2 years”.

SEC. 208. CREDIT FOR PURCHASE OF NEW PRINCIPAL
RESIDENCE.

(a) Azzowaxcs or Oreprrs.—Subpart A of part IV of subchapter A
of chapter 1 (relating to credits ollowed) is amended by redesignating
section 44 as section 45 and by inserting after section 43 the following
new section:

“SEC 44. PURCHASE OF NEW PRINCIPAL RESIDENCE.

“(@) Gewerar Rure—In the case of an individual there is al-
lowed, as o credit against the tax imposed by this chapter for the
tawable year, an amount equal to 5 percent of the purchase price of a
new principal residence purchased or constructed by the ,taacpayer,

“(6) Limirarions— .
( )“(] ) Maxmmon creoir—The credit allowed under subsection

(a) may not exceed $2,000.
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“(2) Luurrarion 1o one resipEnce—The credit under this sec-

tion shall be allowed with respect to only one residence of the taz-
ayer.

v “(3) MArrIED INDIVIDUALS.—In the case of a husband and wife

who file a joint return under section 6013, the amount specified

under paragraph (1) shall apply to the joint return. In the case of

a married individual filing a separate return, paragraph (1) shall

be applied by substituting ‘$1,000° for ‘$2,000°.

“(4) CerraIN OTHER TAXPAYERS—In the case of individuals
to whom paragraph (3) does not apply who together purchase the
same new principal residence for use as their principal residence,
the umount of the credit allowed under section (a) shall be allo-
cated among such individuals as prescribed by the Secretary or his
delegate, but the sum of the amounts allowed to such individuals
shall not e.cceed $2,000 with respect to that residence.

“(5) Appricarion wira orrer crepizs—T he credit allowed
by subsection (a) shall not exceed the amount of the tax imposed
by this chapter for the taxable year, reduced by the sum of the
credits allowable under sections 33, 37, 38, 40, 41, und 42.

“(e) Derivirrons—For purposes of this section—

“(1) New privcipar resipence—The term ‘new principal
residence’ means @ principal residence (within the meaning of
section 1034), the original use of which commences with the taz-
payer, and includes, without being limited to, a single family
structure, a residential unit in a condominium or cooperative
housing project, and a mobile home.

“(2} Pourcaase price—The term ‘purchase price’ means the
adjusted basis of the new principal residence on the date of the
acquisition thereof.

“(3) Purcnase.—The term ‘purchase’ means any acquisition
of property, but only if—

“(A) the property is not acquired from a person whose
relationship to the person acquiring it would result in the
disallowance of losses under section 267 or 707(b) (but, in
applying section 267 (b) and (¢) for purposes of this section,
paragraph (4) of section 267 (c) shall be treated as providing
that the family of an individual shall include only his spouse,
ancestors, and lineal descendants) , and

“(B) the basis of the property in the hands of the person
acquiring it is not determined—

“(2) in whole or in part by reference to the adjusted
basis of such property in the hands of the person from
whom acquired, or

“(i) under section 1014(a) (relating to property
acquired from a decedent).

“(@) Recarrurr ror Cerrain Disposirrons.—

“(1) In éenERAL—Ezcept as provided in parographs (2) and
(8), if the tampayer disposes of property with respect to the
purchase of which a credit was allowed under subsection (a) at
any time within 36 months after the date on which he acquired it
(or, in the case of construction by the tawpayer, on the day on
which he first occupied it) as his principal residence, then the tan
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imposed under this chapter for the taxable year in which termi-
nates the replacement period under paragraph (2) with respect to
the disposition is increased by an amount equal to the amount al-
lowed as a credit for the purchase of such property.

“(2) AceuisiTion oF NEW RESIDENCE~—If, in connection with a
disposition described in paragroph (1) and within the applicable
period prescribed in section 103}, the taxpayer purchases or con-
structs a new principal residence, then the provisions of paragraph
(1) shall not apply and the tax imposed by this chapter for the
taxable year following the tarable year during which disposition
occurs is increased by an amount which bears the same ratio to the
amount allowed as a credit for the purchase of the old residence
as (A} the ndjusted sales price of the old residence (within the
meaning of section 1034), reduced (but not below zero) by the
taxpayer's cost of purchasing the new residence (within the
meaning of such section) bears to (B) the adjusted sales price of
the old residence.

“(3) DraTH OF OWNER; CASUALTY LOSS; INVOLUNTARY CONVER-
sion; Erc—The provisions of paragraph (1) do not apply to—

“(A) a disposition of a residence made on account of the
death of any individual having a legal or equitable interest
therein ocourring during the 36 month period to which ref-
erence is made under such paragraph,

“(B) a disposition of the old residence if it iz substantially
or completely destroyed by a casualty described in section
165(¢) (3) or compulsorily and involuntarily converted
(within the meaning of section 1033 (a)), or

“(0) a disposition pursuant to a settlement in o divorce or
legal separation proceeding where the other spouse relains
the residence a8 principal residence.

“(e) Property 10 WaICcH SECTION APPLIES.—

“(2) SELF-CONSTRUCTED PROPERTY BEGUN BEFORE MARCH 13,
1976—In the case of property the construction of which was
begun by the taxpayer before March 13,1975, only that portion of
the basis of such property properly allocable to construction after
March 12. 1975, shall be taken into account in determining the
amount of the credit allowable under subsection(a). .

“(8) Biwpine covrracr—For purposes of this subsection, a
contract for the purchase of a residence which is conditioned upon
the purchaser’s obtaining a loan for the purchase of the residence
(éncluding conditions as to the amount or interest rate of such
loan) is not considered non-binding on account of that condition.

“(1) In cewgrar—The provisions of this section apply to a
new principal residence— .

“(A) the construction of which began before March 26,
1975

“(’B) which is acquired and occupied by the taxpayers
after March 12, 1975, and before January 1, 1977, and

“(0) if not constructed by the tarpayer, which was ac-
quired by the taxpayer under a binding contract entered into
by the tawpayer before January 1,1976.
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“(4) CERTIFICATION MUST BE ATTACHED T0 RETURN.—This section
shall not apply to any residence (other than a residence con-
structed by the taxpayer) unless there is attached to the return
of tax on which the credit is claimed a certification by the seller,
in accordance with regulations prescribed by the Secretary or his
delegate, that the purchase price is the lowest price at which the
residence was ever offered for sale.”’

(8) Svirs T'o Recover Avovnzs or Price IncrEAsEs—If—

(1) any person certifies under section 44 (e) (4) of the Internal
Revenue Code of 1954 that the price for which a residence was
sold is the lowest price at which the residence was ever offered for
sale, and

(.7@) the price for which the residence was sold exceeded the
lowest price at which the residence was ever offered for sale,

such person shall be liable to the purchaser of such residence in an
amount equal to three times the amount of such ewcess. The United
States district courts shall have jurisdiction of suits to recover such
amounts without regard to any other provision of law. In any suit
brought under this subsection in which judgment is entered for the
];?urchaser, he shall also be entitled to recover a reasonable attorney’s
ee,

(¢) Dex1ar or Depyerion—Notwithstanding the provisions of sec-
tion 162 or 212 of the Internal Revenue Code of 1954, no deduction
shall be allowed in computing taxable income for two-thirds of any
amount paid or incurred on a judgment entered against any person in
a suit brought under subsection (b).

(@) Tecavicar anp OLErICAL AMENDMENTS.—

(1) The table of sections for such subpart is amended by strik-
ing out the last item and inserting in lieu thereof the following:

“Sec. 44. Credit for purchese of new principal residence.
“Sec. 45. Overpayments of tex.

(2) Section 56(a) (2) (relating to imposition of mini tax)
is amended by striking owt “and” at the end of clause (v), by
striking out “; and” at the end of clouse (vi) and inserting in
liew thereof “, and”, and by inserting after clause (vi) the follow-
ing new clause :

“(viizl ‘section 44 (relating to credit for purchase of new principal residence);
and”,

(8) Section 56(c) (1) (relating to tox carryovers) is amended
by striking out “and” at the end of subparagraph (E ; , by striking
out “emceed” at the end of subparagraph (F) and inserting in liew
thereof “and”, and by inserting after subparagraph (F) the fol-
lowing new subparagraph :

“(G) section 44 (relating to credit for purchase of new principal residence),

exceed”.
(4) Section 6096(d) (relating to designation of income tax pay-
ments to Presidential Election Campaign Fund) is amended by
striking out “and 42" and inserting in lieu thereof “42, and 4.
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SEC. 209. EFFECTIVE DATES.

(@) Secrions 201, 202(a), anp 203.—~The amendments made by sec-
tions 201, 202(a), and 203 shall apply to tawable years ending after
December 31, 197}. Such amendments shall cease to apply to taxable
years ending after December 31,1975,

(b) Secrion 204.—The amendments made by section 20/, shall apply
to tawable years beginning after December 31, 1974, and before Jan-
uary 1,1976.

(¢) Secrioxs 202(b) anp 205.—The amendments made by sections
202(0) and 205 shall apply to wages poid after April 30, 1975, and
before January 1, 1976.

(@) Secrion 206.—The amendments made by section 206 apply to
tawable years beginning after the date of enactment of this Act.

(e) Secriox 207 —T he amendments made by section 207 shall apply
to old residences (within the meaning of section 1034 of the Internal
Revenue Code of 1954) sold or exchanged after December 31, 1974, in
tazable years ending after such date.






TITLE III—CERTAIN CHANGES IN
BUSINESS TAXES

SEC. 301. INCREASE IN INVESTMENT CREDIT.

(@) Ixcrease oF IxvestvexT Orevir—Paragraph (1) of section 46
(@) (determining the amount of the investment credit) is amended
to read as follows:

“(1) Gexerar Rure.—
. “(A) Tex percENT CREDIT.—Except as otherwise provided
in this paragraph, in the case of a property described in sub-
paragraph (D), the amount of the credit allowed by section
38 for the taxable year shall be an amount equal to 10 percent
of the qualified investment (as determined under subsections
(¢) end (d)).

“(B) Erevey PERCENT CREDIT—E®cept as otherwise pro-
vided in this paragraph, in the case of a corporation which
elects to have the provisions of this subparagraph apply, the
amount of the credit allowed by section 38 for the tamable
year with respect to property described in subparagraph (D)
shall be an amount equal to 11 percent of the qualified invest-
ment (as determined under subsections (¢) and (d)). An elec-
tion may not be made to have the provisions of this subpara-
graph apply for the taxable year unless the corporation meets
the requirements of section 301(d) of the Tax Reduction Act
of 1975. An election by o corporation to have the provisions of
this subparagraph apply shall be made at such time, in such
form, and in such manner as the Secretary or his delegate
may prescribe.

“((') SevEx PERCENT CREDIT.—Emcept as otherwise provided
in this paragraph. the amount of credit allowed by section 38
for the taxable year shall be an amount equal to 7 percent of
the qualified investment (as determined under subsections
(¢) and (d)). .

“(D) Trawsiriovar roLes—The provisions of subpara-
graphs (A) and (B) shall apply only to—

“(3) property to which subsection (d) does not apply,
the construction, reconstruction, or erection of which, is
completed by the taxpayer after January 21, 1975, but
only to the ewtent of the basis thereof attributable to the
construction, reconstruction, or erection after January 21,
1975, and before January 1,1977.”.

“(3) property to which subsection (d) does not apply,
acquired by the taxpayer after January 21, 1975, and
before January 1, 1977, and placed in service by the tax-
payer before Jaruary 1,1977, and

(15)
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“(135) property to which subsection (d) applics, but only
to the extent of the qualified investment (as determined under
subsections {¢) and (d)) with respect to qualified progress
expenditures made after January 21, 1975, and before J anu-
ary 1, 19777

(b) Pueric UriLiry PrROPERTY —

(1) DrreRMINATION OF QUALIFIFD 1vveSTHENT.—Subparagraph
(A) ‘of section 46(c)(8) (relating to determination of qualified
investment in the case of public utility property) is amended to
read as follows:

4(A) To the emtent that subsection (a)(1)(C) applies to
property which is public utility property, the amount of the
qualified investment shall be % of the emount determined
under paragraph (1).”.

(2) Ivcrease v 50-pEreENT Linizarion.—Section 46(a) (re-
lating to determination of amount of credit) is amended by add-
ing at the end thereof the following new paragraph :

“(6) ALTERNATIVE LIMITATION IN THE CASE OF CERTAIN UTILITIES.—

(4 ) In geverar—If, for a tawable year ending after calendar
year 1974 and before calendar year 1981, the amount of the quali-
fied investment of the tawpayer which is attributable to public
utility property is 25 percent or more of his aggregate qualified
investment, then subparagraph (C) of paragraph (£) of this sub-
section shall be applied by substituting for 50 percent his appli-
cable percentage for such year.

“(B) Aprricasre prrcExracE—The applicable percentage of
any tam!m er for any taxable year is—

¢ (i§/50 percent, plus

“(i5) that portion of the tentative percentage for the taz-
able year which the taxpayer’s amount of qualified invest-
ment which is public utility property bears to his aggregate
qualified investment.

If the proportion referred to in clause (i) is 76 percent or more,
the applicable percentage of the taxpayer for the year shall be 50
percent plus the tentative percentage for such year.

“(C) TexTATIVE PERCENTAGE—For purposes of subparagraph
(B), the tentative percentage shall be determined under the
following table:

“If the ia:table year The tentative
ends in: percentage is:

1975 or 1976 50

iy 40

1978 30

1979 .

1980 %

“(D) PuBLIic UTILITY PROPERTY DEFINED.—For purposes of this
paragraph, the term ‘public utility property’ has the meaning
given to such term by the first sentence of subsection (c) (3) (B).”

. (8) LIMITATION IN CASE OF CERTAIN REGULATED COMPAXNIES.~—Se0-
tion 46 (f), as redesignated by section 302(a) of this Act (relating
to limitation in case of certain regulated companies), is amended
by adding at the end thereof the following new paragraph:
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“(8) PROHIBITION OF IMMEDIATE FLOWTHROUGH.—An election
made under paragraph (3) shall apply only to the amount of the
credit allowable under section 38 with respect to public wtility
property (within the meaning of subsection (a)(6)(D)) deter-
mined as if the Tax Reduction Act of 1975 had not been enacted.
Any tawpayer who had timely made an election under paragraph
(8) may, at his own option and without regard to any requirement
imposed by an agency described in subsection (c)(3)(B), elect
within 90 doys after the date of the enactment of the Tax Beduc-
tion Act of 1975 (in such manner as the Secretary or his delegate
shall prescribe) to have the provisions of paragraph (3) apply
with respect to the amount of the credit allowable under section
38 with respect to such property which is in excess of the amount
determined under the preceding sentence. If such tampayer does
not make such an election. paragraph (1) or (2) (whichever
paragraph is applicable without regard to this paragraph) shall
apply to such ewcess credit, except that if neither paragraph (1)
nor (2) is applicable (without regard to this paragraph), para-
graph (1) shall apply unless the taxpayer elects (in such manner
as the Secretary or his delegate shall prescribe) within 90 days
after the date of the enactment of the Tax Reduction Act of 1975
to have the provisions of paragraph (2) apply. The provisions of
this paragraph shall not be applied to disallow such excess credit
before the first final determination which is inconsistent with such
requirements is made, determined in the same manner as under
paragraph (4).”

(4) Errective pares—The amendment made by paragraph (1)
of this subsection shall apply to property placed in service after
January 21, 1975, in taxable years ending after January 21, 1975.
The amendments made by paragraphs (2) and (3) shall apply to
taxable years ending after December 31, 197}.

(¢) Ixcreise Frou $50,000 ro $100000 or Dorrar Linirarion ow
Usep ProprrTY.— .

(1) In ceveraL.—Paragraph (2) of subsection 48(c) ( relating
to dollar limitation in case of used section 38 property) 13
amended— ,

(4) by striking out “$50,000” each place it appears and
inserting in liew thereof “$100,000", and
(B) by striking out “$25,000” and inserting in lieu thereof
“850,000™.

(2) Errecrive pars—The amendments made by pambgmph
(7) shall apply only to taxable years beginning after December 31,
1974, and before Jarnuary 1, 1977.

(@) Prav Reouirvuexts ror Taxpavers Erecrine 11-Percent
Creprr—In order to meet the requirements of this subsection—

(1) A corporation (hereinafier in this subsection referred to as
the “employer”) must establish an employee stock ownership plan
(described in paragraph (2)) which 1s funded by transfers of em-
ployer securities in accordance with the provisions of ?amgmph
(6) and which meets all other requirements of this & ction.

(2) The plan referred to in paragraph (1) must be a defined
contribution plan established in writing which—
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(4) is a stock bonus plan, a stock bonus and @ money pur-
chase pension plan, or a profit-sharing plan, .

(B) is designed to invest primarily in employer securities,
a

(C) meets such other requirements (similar to require-
ments applicable to employee stock ownership plans as de-
fined in section 4975 (¢) (7) of the Internal Revenue Code of
1954) as the Secretary of the Treasury or his delegate may
prescribe.

(8) The plan must provide for the allocation of all employer
securities transferred to it or purchased by it (because of the re-
quirements of section 46(a) (1) (B) of the Internal Revenue Code
of 195}) to the account of each participant (who was a participant
at any time during the plan year, whether or not ke is a partici-
pant at the close of the plan year) as of the close of each plan year
in an amount which bears substantially the same proportion to
the amount of all such securities allocated to all participants in
the plan for that plan year as the amount of compensation paid
to such participant (disregarding any compensation in excess of
the first $100,000 per year) bears to the compensation paid to all
such participants during that year (disregarding any compensa-
tion in excess of the first $100,000 with respect to any participant).
Notwithstanding the first sentence of this paragraph, the alloca-
tion to participants’ accounts may be extended over whatever
period may be necessary to comply with the requirements of sec-
tion 415 of the Internal Revenue Code of 1954.

(4) The plan must provide that each participant has a nonfor-
feitable right to any stock allocated to his account under para-
graph (3), and that no stock allocated to a participant’s account
may be distributed from that account before the end of the eighty-
fourth month beginning after the month in which the stock is allo-
cated to the account except in the case of separation from the serv-
ice, death, or disability.

(8) The plan must provide that each participant is entitled to
direct the plan as to the manner in which any employer securities
allocated to the account of the participant are to be voted.

(6) On making a claim for credit, adjustment, or refund under
section 38 of the Internal Revenue Code of 1954, the employer
states in such claim that it agrees, as a condition of receiving any
such credit, adjustment, or refund, to transfer employer securities
Forthawith to the plan having an aggregate value at the time of the
claim of 1 percent of the amount of the qualified investment (as
determened under section 46 (c) and (d) of such Code) of the taz-
payer for the tazable year. For purposes of meeting the require-
ments of this paragraph, a transfer of cash shall be treated as a
transfer of employer securities if the cash is, under the plan, used
to purchase employer securities.

(7) Notwithstanding any other provision of law to the contrary,
if the plan does not meet the requirements of section 401 of the
Internal Revenue Code of 195/—

(4) stock transferred under paragraph (6) and allocated
to the account of any participant under paragraph (3) and
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dividends thereon shall not be considered income of the par-
ticipant or his beneficiary under the Internal Revenue Code
of 1954 until actually distributed or made available to the
participant or his beneficiary and, at such time, shall be tax-
able under section 7% of such Code (treating the participant
or his beneficiary as having a basis of zero in the contract).

(B) no amount shall be allocated to any participant in ex-
cess of the amount which might be allocated if the plan met
the requirements of section 401 of such Code, and

(CY the plan must meet the requirements of sections 410
and 415 of such Code.

(8) If the amount of the credit determined under section 46 (a)
(1) (B) of the Internal Revenue Code of 195}, is recaptured in
accordance with the provisions of such Code, the amounts trans-
ferred to the plan under this subsection and allocated under the
plan shall remain in the plan or in participant accounts, as the case
may be, and continue to be allocated in accordance with the origi-
nal plan agreement.

(9) For purposes of this subsection, the term—

(4) “employer securities” means common stock issued by
the employer or a corporation which is in control of the em-
ployer (within the meaning of section 368(c) of the Internal
Revenue Code of 1954) with voting power and dividend rights
no less favorable than the voting power and dividend rights
of other common stock issued by the employer or such con-
trolling corporation, or securities issued by the employer or
such controlling corporation, convertible into such stock, and

(B) “walue” means the average of closing prices of the
employer’s securities, as reported by a national exchange on
which securities are listed, for the 20 consecutive trading days
immediately preceding the date of transfer or allocation of
such securities or, in the case of securities not listed on a na-
tional exchange, the fair market value as determined in good
faith and in accordance with regulations issued by the Secre-
tary of the Treasury or his delegate.

(10) The Secretary of the Treasury or his delegate shall pre-
scribe such regulations and require such reports as may be neces-
sary to carry out the provisions of this subsection.

(11) If the employer fails to meet any requirement imposed
under this subsection or under any obligation undertaken to com-
ply with the requirement of this subsection, he is liable to the
United States for a civil penalty of an amount equal to the amount
involved in such failure. The preceding sentence shall not apply
if the tawpayer corrects such failure (as determined by the Secre-
tary of the Treasury or his delegate) within 90 days after notice
thereof. For purposes of this paragraph, the term “amount in-
volved” means an amount determined by the Secretary or his dele-
gate, but not in excess of 1 percent of the qualified investment of
the tawpayer for the taxable year under section 46(a) (1) (B) and
not less than the product of one-holf of one percent of such amount
multiplied by the number of months (or parts thereof) during
whick such failure continues. The amount of such penalty may be
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collected by the Secretary of the Treasury in the same monner in
which a deficiency in the payment of Federal income tax may be
collected.

(12) Notwithstanding any provisions of the Internal Revenue
Code of 1954 to the contrary, no deduction shall be allowed under
section 162, 212, or 404 of such Code for amounis transferred to
an employee stock ownership plan and taken into account under
this subsection.

SEC. 302. ALLOWANCE OF INVESTMENT CREDIT WHERE

CONSTRUCTION OF PROPERTY WILL TAKE
MORE THAN 2 YEARS.

(a) Geverar Rure—Section 46 (relating to amount of credit) is

amended by redesignating subsections (d) end (e} as subsections (e)
and (f}, respectively, and by inserting after subsection (c) the follow-
ing new subsection:

'

“(d) Quaririep Procress E xPENDITURES.—

“(1) In geveraL.—In the case of any taxpayer who has made
an election under paragraph (6), the amount of his qualified
investment for the tawable year (determined under subsection (c)
withowt regard to this subsection) shall be increased by an amount
equal to his aggregate qualified progress ewpenditures for the
taxable year with respect to progress expenditure property.

“(2) PrROGRESS EXPENDITURE PROPERTY DEFINED.—

“(A) Iy cenerar.—For purposes of this subsection, the
term _‘progress ewpenditure property’ means any property
which is being constructed by or for the taxpayer and
which—

“(%) has @ normal construction period of two years or
more, and

“(4) it is reasonable to believe will be new section 38
property having o useful life of 7 years or more in the
hands of the taxpayer when it is placed in service.

Clauses (i) and (i) of the preceding sentence shall be
applied on the basis of facts known at the close of the tawable
year of the taxpayer in which construction begins (or, if later,
at the close of the first taxable year to which an election under
this subsection applies).

“(B) Noruar cowstrucTION PERIOD.—FoT purposes of sub-
paragraph (A), the term ‘normal construction period’ means
the period reasonably expected to be required for the con-
struction of the property—

“(4) beginning with the date on which physical work
on the construction begins (or, if later, the first day of the
first tawable yeor to which an’ election wnder this sub-
section applies), and

“(#) ending on the date on which it is expected that
the property will be available for placing in service.

“(3) QuUAaLIFIED PROGRESS EXPENDITURZS DEFINED —F 0T PUrpPoses
of this subsection—

“(A) Serr-covsTrUCTED PROPERTY —IN the Case of any self-
constructed property, the term ‘qualified progress ewpends-
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tures’ means the amount which, for purposes of this subpart,
is, properly chargeable (during such taxable year) to capital
account with respect to such property.

“(B) Nov-SELF-CONSTRUCTED PROPERTY.—In the case of non-
self-constructed property, the term ‘qualified progress
ewpenditures’ means the lesser of—

“(2) the amount paid during the tazable year to
another person for the construction of such property, or

“(id) the amount which represents that proportion of
the overall cost to the tawpayer of the construction by
such other person which is properly atéributable to thot
portion of such construction which is completed during
such taxable year.

“(4$)SPrcIAL RULES FOR APPLYING PARAGRAPH (3)—For purposes
of paragraph (3)—

“(4) Coupoxexr parrs, ETe.—Property which is to be a
component part of, or is otherwise to be included in, any
progress expenditure property shall be taken into account—

“(2) at a time not carlier than the time at which it be-
comes irrevocably devoted to use in the progress expendi-
ture property, and

“(#) as ¢f (at the time referred to in clause (i)) the
taxpayer had expended an amount equal to that portion
of the cost to the taxpayer of such component or other
property which, for purposes of this subpart, is properly
chargeable (during such taxable year) to capital account
with respect to such property.

“(B) ('ERTAIN BORROWINGS DISREGARDED.—Any amount
borrowed directly or indirvectly by the taxpayer from the
person constructing the property for him shall not be treated
as an_amount expended for such construction.

“(C) CERTAIN UNUSED EXPENDITURES CAREIED OVER.—IN the
case of mnon-self-constructed property, if for the taxable

ear—
Y “(2) the amount under clause (2) of paragraph (3) (B)
exceeds the amount wnder clouse (ii) of paragraph
(8) (B), then the amount of such excess shall be taken
into account under such clause () for the succeeding
taxable year, or

“(ét) the amount under clause (i) of paragraph (3)
(B) exceeds the amount under clause (i) of paragraph
(8) (B), then the amount of such excess shall be taken
into account under such clause (it) for the succeeding
taxable year.

“(D) DETERMINATION OF PERCENTAGE OF COMPLETION.—In the
case of non-self-constructed property, the determination un-
der paragraph (3) (B) (it) of the proportion of the overall
cost to the tawpayer of the construction of any property
which is properly attributadle to construction completed dur-
ing any tawoble year shall be made, under regulations pre-
scribed by the Secretary or his delegate, on the basis of engi-
neering or architectural estimates or on the basis of cost ac-
counting records. Unless the tawpayer establishes otherwise
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by clear and conrincing evidence, the construction shall
be deemed to be completed not more rapidly than ratably
over the normal construction period.

“(E) No QUALIFIED PROGRESS EXPEYDITURES FOR CEETALY
prior. pERIODS—I 1 the cnse of any property, no qualified
progress expenditures shall be taken into account under this
subsection for any period before January 22, 1975 (or, if later,
before the first duy of the first taxable year to which an elec-
tion under this subsection applies).

“(F) No QUALIFIED PROGRESS EXPENDITURES FOR PROPERTY
FOR YEAR IT 1S PLACED IN SERVICE, BT¢.—In the case of any
property, no qualified progress expenditures shall be taken
into aceount under this subscertion for the earlier of—

“(3) the tawable year in which the property is placed
in service, or

“(#) the first tarable year for which recapture is re-
quired wnder section 47(a)(3) with respect to such
property,

or for any taxable year thereafter.

“(5) O rngr pEFINITIONS.—TFor purposes of this subsection—

“(4) Serr-covstrucrep rroprrry.—The_ term ‘self-con-
structed property’ means property more than half of the
construction expenditures for which it is reasonable to be-
liewe 10311 be made divectly by the taxpayer.

“(B) NoXx-SELF-CONSTRUCTED PROPERTY. The term ‘non-
self-constructed property’ means property which is not self-
constructed property.

“(0y Coxstrucrion. re—The term ‘construction’ includes
reconstruction and erection, and the term ‘constructed’ in-
cludes reconstructed and erected.

“(DY ONLY CONSTRUCTION OF SECTION 38 PROPERTY TO BE
ragENy 1vro sccount.—Construction shall be taken into ac-
count only if, for purposes of this subpart. expenditures there-
for are properly chargeable to capital account with respect
to the property.

“(6) Errcriox.—An election under this subsection may be made
at such time and in such manner as the Secvetary or his delegate
may by regulations prescribe. Such an election shall apply to the
tavable year for which made and to all subsequent taxable years.
Sueh an eloction, once made. may not be revoked except with the
consent of the Seeretary or his delegate.

(7Y Trawnsirrionar rurrs—The qualified investment taken into
account under this subsection for any tawable year beginning be-
fore Jamuary 1, 1980, with respect to any property shall be {in liew
of the full amount) an amount equal to the sum of—

“(A) the applicable percentage of the full amount de-
termined under the following table : '

“For a taxable year The applicable
beginning in: percentage is:
1974 or 1975 - 20
1976 40
1977 60
978 . 80
1979 . 100;
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plus

“(B) in the case of any property to which this subsection
applied for one or more preceding tawable years, 20 percent of
the full amount for each such preceding taxable year.

For purposes of this paragraph, the term ‘full amount’, when used
with respect to any property for any tawable year, means the
amount of the qualified investment for such property for such year
determined under this subsection without regard to this
paragraph.”

(&) Coxroryurxe Anexpupyrs.—

(1) Awrxpyurxr or secriox 46(c).—Section 46(c) (relating to
qualified investment) is amended by adding at the end thereof
the following new paragraph.:

“(4) Coorpix.ariox wirn svesrcrion (d)—The amount which
would (but for this paragraph) be treated as qualified investment
under this subsection with respect to any property shall be re-
duced (but not below zero) by any amount treated by the taw-
payer or a predecessor of the tawpayer (or, in the case of a sale
and leaseback described in section 47(a)(3) (€), by the lessee)
as qualified investment with respect to such property under sub-
section (@), to the cxtent the amount so treated has not been re-
quired to be recaptured by reason of section 47(a)(8).”

(2) Dispositiox, Erc.—

(A4) Subsection (a) of section 47 (velating to certain dis-
positions, ete., of section 38 property) is amended by redesiy-
nating paragraph (3) as paragraph (4) and by inserting
after paragraph (8) the following new paragraph :

“(5) PROPERTY CE.SES T0 BE PROGRESS EXPEXDITURE PROPERTY.—

“(A) In cewerar—If during any tawable year any prop-
erty taken into account in determining qualified inwestment
under section 46(d) ceases (by reason of sale or other disposi-
tion, cancellation or abandonment of contract, or otherwise)
to be, with respect to the taxpayer, property which, when
placed in service, will be new section 38 property, then the
tax under this chapter for such taxable year shall be increased
by an amount equal to the aggregate decrease in the credits
allowed under section 38 for all prior taxable years which
would have resulted solely from reducing to zero the quali-
fied investment taken into account with respect to such
property.

“(B) CERTAIN EXCESS CREDIT RECAPTURED—Any amount
which would have been applied as o reduction of the qualified
investment in property by reason of paragraph (4) of section
46(¢) but for the fact that a reduction wunder such paragraph
cannot reduce qualified investment below zero shall be treated
as an amount required to be recaptured under subparagraph
(A) for the taxable year in which the property is placed in
service.

#(0 ) CERTAIN 5ALES AND LEASEBACKS—Under regulations
preseribed by the Secretary or his delegate, a sale by, and
leaseback to, a tawpayer who, when the property is placed in
service, will be a lessee to whom section 48(d) applies shall not
be treated as a cessation described in subparagraph (A) to
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the extent that the qualified investment which will be passed
through to the lessee under section 48(d) with respect to such
property is not less than the qualified progress expenditures
properly taken into account by the lessee with respect to such
property.

“(D) Coorpiv.arioy wirn ragacriru (1).—If, after prop-
erty is placed in service, there is a disposition or other cessa-
tion described in paragraph (1), paragraph (1) shall be ap-
plied as if any credit which was allowable by reason of sec-
tion 46(d) and which has not been required to be recaptured
before such cessation were allowable for the taxable year the
property was placed in service.”

(¢) CrerICAL AVENDMENTS.—

(1) Paragraph (4) of section 47(a) (as redesignated by sub-
section (b) (2)(A) of this section) is amended by striking out
“paragraph (1) and inserting in liew thereof “paragraph (1) or

)"

(2) Paragraphs (5) and (6)(B) of section 47(a) are each
amended by striking out “paragraph (3)" and inserting in liew
thereof “paragraph (4)”.

(3) Paragraphs (1) and (2) of section 48(d) are each amended
by striking out “section 46(d)(1)” and inserting in liew thereof
“section 46 (e) (1)7.

(4) Subsection () of section 50B is amended by striking out
“section 46 (d)” and inserting in lew theveof “section 46(e)”.
SEC. 303. CHANGE IN CORPORATF, TAX RATES AND IN-
CREASE IN SURTAX EXEMPTION.

(@) Tux Rares—NSection 11(b) (relating to corporate normal tar)
is amended to read as follows :

“(8) Norwar Tax—The normal tax is equal to—

“(1) in the case of a tawable year ending before January 1,
]97]5, or after December 31, 1975, 22 percent of the taxable income,
and

“(2) in the case of a tamadle year ending after December 31,
1974, and before January 1, 1976, the swm of—

“(A) 20 percent of so much of the taxable income as does
not exceed $25,000, plus

“(B) 22 percent of so much of the tazable income as exceeds
$25,000.7.

L(®) ‘/qu?TA.Y Exruprion—NSection 11 (d) (relating to surtax exemp-
tion) is amended by striking out “$25,000” and inserting in liew thereof
“$50,000°.

(¢) Tecarrcar. avp Coxropyivg AMENDMENTS —

(1) Paragraph (1) of section 1561(a) (as in effect for tawable
years beginning after December 31, 197}) (relating to limitations
on certain multiple tax benefits in the case of certain controlled
corporations) is amended by striking out “$25,000" and inserting
in licu thereof “850,000”. In applying subsection (b)(2) of sec-
tion 11, the first 885,000 of tawable income and the second $25,000
of taxable income shall cach be allocated among the component
members of a controlled group of corporations in the same manner
as the surtax exemption is allocated.
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(2) Paragraph (7) of section 18 (relating to cross references
for tow on corporations) is amended by striking out “8$25,000”
and inserting in liew thereof “$50,0007.

(3) Section 96%(c) (relating to surtam exemption for indi-
viduals electing to be subject to taw at corporate rates) is amended
by striking out “825,000” and inserting in liew thereof “$50,0007.

SEC. 304. INCREASE IN MINIMUM ACCUMULATED EARN-
INGS CREDIT FROM $100 000 TO $150,000.

(@) Incrpase.—Paragraphs (2) and (3) of section 535(c) (velating
to accumulated earnings credit) are ea,ch amended by striking out
“2100.000” and inserting in licu thereof “£150,0007.

(8) Coxroruine Aupxpurvrs—Sections ,‘?43(6 (3) () (2) (relating
to qualifying dividends for purposes of the dividends received de-
duction), 1651(a) (relating to disallowance of surtax exemption and
accumdated earnings credit) and 1561(a)(2) (relating to limita-
tions on certain multiple tax benefits in the case of certain controlled
corporations) are each amended. by striking out “$100,000” and insert-
ing inliewthercof “8150.0007.

SEC. 305. EFFECTIVE DATES.

(a) Srcrioxy 302.—The amendments made by section 302 shall apply
to tuzable years ending after December 31, 1974.

(6) Sreriox 803.—

(1) Iy eexerir.—~—The amendments made by section 303 shall
apply to taxable years ending after December 31, 1974. The
amendments made by subsections (b) and () of such section shall
cease to apply for taxable years ending after December 31, 1975.

(2) CrANGES TREATED A4S CHANGES IN 74X RarE.—Section 21 (re-
lating to change in rates during taxable year) is amended by
adding at the end thereof the following new subsection:

“(F) Incrpase 1v Surrax Exeurrion—In applying subsection (a)
to a tazable year of a taxpayer which is not a calendar year, the change
made by section 303(b) of the Taw Reduction Act of 1975 in section
11(d) (7elatmg to corpomte surtax exemption) shall be treated as
a change in a rate of tax.”

(¢) Secrion 304 —The amendments made by section 304 apply to
tawable years beginning after December 31, 1974.

H






TITLE IV—CHANGES AFFECTING
INDIVIDUALS AND BUSINESSES

SEC. 401. FEDERAL WELFARE RECIPIENT EMPLOYMENT
INCENTIVE TAX CREDIT.

(¢) Iv Geverar.—

(1) Section 504 (a) (relating to determination of amount of
credit) is amended by adding at the end thereof the following new
paragraph :

“(6) LiMITATION WITH RESPECT TO NONBUSINESS ELIGIBLE
EMPLOYEES—Notwithstanding paragraph (1), the credit allowed
by section 40 with respect to Federal welfare recipient employ-
ment incentive expenses paid or incurred by the taxpayer during
the taxzable year to an eligible employee whose services are not
performed in connection with a trade or business of the tawpayer
shall not exceed $1,000.”

(2) Section 504 (¢)(2) (A) (relating to amount of credit) is
amended—

(A) by striking out “or ” at the end of clause (%),

(B) by striking out the period at the end of clause (i)
and inserting in liew thereof a comma and “or”, and

. (C) by inserting ot the end thereof the following new
clause :

“(iv) a termination of employment of an individual
with respect to whom Federal welfare recipient employ-
ment incentive expenses (as described in section 50B

a) (2)) are taken into account under subsection (a).”

(3) Section 50B(a) (relating to definitions; special rules) is
amended to read as follows:

“(a) Work Incentive Procray ExpENSES—

“(1) Ix Geverar—For purposes of this subpart, the term ‘work
incentive program expenses’ means the sum of—

“(A4) the amount of wages paid or incurred by the tazpayer
for services rendered during the first 12 months of employ-
ment (whether or not consecutive) of employees who are
certified by the Secretary of Labor as—

“(¢) having been placed in employment under a work
incentive program established under section 432(b) (1)
of the Social Security Act, and

“(i2) not having displaced any individual from em-
ployment, plus

“(B) the amount of Federal welfare recipient employment
tncentive expenses paid or incurred by the taxpayer during
the taxable year.

(27)
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“(2) Drrmvirion.—F or purposes of this section, the term ‘Fed-
eral welfare recipient employment incentive expenses’ means the
amount of wages paid or incurred by the taxpayer for services
rendered to the tampayer before July 1, 1976, by an eligible em-

loyee.
P “y(3) Excrusion.—No item taken into account under paragraph
(1) (4) shall be taken into account under paragraph (1) (B). No
item taken into account under paragraph (1) (B) shall be taken
into account under paragraph 1(4).”

(4) Section 50B (¢) is amended—

(A) by striking out “subsection (a)” in paragraph (1)
and inserting in liew. thereof “subsection (a)(1)(4)”, and

(B) by striking out “subsection (@) in poragraph () and
inserting in liew thereof “subsection (a) (1) (4)”.

(5) Section 50B is amended by redesignating subsection (g)
as (k) and by inserting immediutely after subsection (f) the fol-
lowing new subsection :

“(g) EciciBre EMPLOYEE.—

“(1) Ericiere emprovee.—For purposes of subsection (a)(1)
(B), the term ‘eligible employee’ means an individual—

“(A) who has been certified by the appropriate agency of
State or local government as being eligible for financial as-
sistance wnder part A of title IV of the Social Security Act
and as having continuously received such financial assistance
during the 90 day period which immediately precedes the date
on which such individual is hired by the taxpayer,

“(B) who has been employed by the taxpayer for a period
in excess of 30 consecutive days on a substantially full-time

asis,
“(0) who has not displaced any other individual from em-
ployment by the taxpayer, and
“(D) who s not a migrant worker.
The term ‘eligible employee’ includes an employee of the taxpayer
whose services are not performed in connection with a trade or
husiness of the tazpayer.

“(2) Micranr worser—For purposes of paragraph (1), the
term ‘migrant worker’ means en individual who is employed for
services Jor which the customary period of employment by one
employer is less than 30 days if the nature of such services requires
that such individual trowel from place to place over a short period
of time.”

(b) EFrrecrive Dare—The amendments made by this section with
respect to federal welfare recipient employment incentive expenses
shall apply to such expenses paid or incurred by a taxpayer to an
eligible employee whom such tawpayer hires after the date of the
enactment of this Act.

SEC. 402. TIME WHEN CONTRIBUTIONS DEEMED MADE
TO CERTAIN PENSION PLANS.

19§zofio7 g{)l’/ tOf the E’mpéoyee Retirement Income Security Act of
relating to effective dates for fundi te., (S that
yR amended—/f for funding, etc., provisions of tha



29

(2) in subsection (b) by striking out “(c) through (h),” and
inserting in liew thereof “(¢) through (i),”; and
(2) by adding at the end thereof the following new subsection :
“(i) CoxrriBurioxns o H.B. 10 Praxs—Notwithstanding subsec-
tions (b) and (c)(2), in the case of & plan in existence on January 1,
1974, the amendment made by section 1013(¢) (2) of this Act shall
apply, with respect to a plan which provides contributions or benefits
for employees some or all of whom are employees within the meaning
of section 401 (c) (1) of the Internal Revenue Code of 1954, for plan
years beginning after December 31, 1974, but only if the employer
(within the meaning of section {01(c)(4) of such Code) elects in
such manner and at such time as the Secretary of the Treasury or his
delegate shall by regulations prescribe, to have such amendment so
apply. Any election made under this subsection, once made, shall be
irrevocable.”






TITLE V—PERCENTAGE
DEPLETION

SEC. 501. LIMITATIONS ON PERCENTAGE DEPLETION
FOR OIL AND GAS.

(@) In GeveraL—Part I of subchapter I of chapter 1 (relating to
natural resources)is amended by inserting after section 613 the fol-
lowing new section :

“SEC. 613A. LIMITATIONS ON PERCENTAGE DEPLETION
IN CASE OF OIL AND GAS WELLS.

“(a) Geverar Rure—FExcept as otherwise provided in this sec-
tion, the allowance for depletion under section 611 with respect to any
oil or gas well shall be computed without regard to section 613.

“(b) Exeyprion ror Cerrain Domesric Gas WELLs.—

“(1) In cenverar—The ollowance for depletion under section
t6H shall be computed in accordance with section 613 with respect
00—

“(A) regulated natural gas,

“(B) natural gas sold under a fixed contract, and

“(C) any geothermal deposit in the United States or in a
possession of the United States which is determined to be a
gas well within the meaning of section 613(b) (1) (4),

and 22 percent shall be deemed to be specified in subsection (b)
of section 613 for purposes of subsection (a) of that section.
“(2) Derinizions—F or purposes of this subsection—

“(A) NATURAL ¢AS SOLD UNDER A FIXED CONTRACT—The
term ‘natural gas sold under a fiwed contract’ means do-
mestic natural gas sold by the producer under a contract, in
effect on February 1, 1975, and at ol times thereafter before
such sale, under which the price for such gas cannot be
adjusted to reflect to any extent the increase in Viabilities of
the seller for tax under this chapter by reason of the repeal
of percentage depletion for gas. Price increases after Feb-
ruary 1, 1975, shall be presumed to take increases in taw
liabilities into account unless the tampayer demonsirates to
the contrary by clear and convincing evidence.

“(B) Recurirep naTural cas—T he term ‘regulated notu-
ral gas’ means domestic naturol gas produced and sold by
the producer, before July 1, 1976, subject to the jurisdiction
of the Federal Power Commission, the price for which has
not been adjusted to reflect to any ewtent the increase in

(31)
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liability of the seller for tax under this chapter by reason of
the repeal of percentage depletion for gas. Price increases
after February 1, 1975, shall be presumed to take increases
in tax liabilities into account unless the taxpayer demon-
strates the contrary by clear and convincing evidence.
“(¢)y Exemprion ror IwpepenpENr Propucers anp Rovarry
OWNERS.—

“(1) Iv cenerar—Except as provided in subsection (d), the
allowance for depletion under section 611 shall be computed in
accordance with section 613 with respect to—

“(A) so much of the taxpayer’s average daily production
of domestic crude oil as does not exceed the tawpayer's de-
pletable oil quantity; and

“(B) so much of the taxpayer's average daily production
of domestic natural gas as does not ewceed the taxpayer's
depletable natural gas quantity,

and, the applicable percentage (determined in accordance with the
table contained in paragraph (5)) shall be deemed to be specified
in subsection (b) of section 613 for purposes of subsection (a) of
that section.

‘)‘(2) Averace parLy propverion—For purposes of paragraph
(n—

“(A) the tawpaper's average daily production of domestic
crude 0il or natural gas for any taxzable year, shall be deter-
mined by dividing his agqregate production of domestic
crude oil or natural gas, as the case may be, during the taxable
year by the number of days in such tazable year, and

“(B) in the case of a toxpayer holding a partial interest
in the production from any property (including an interest
held in a partnership) such taxpayer’s production shall be
considered. to be that amount of such production determined
by madtiplying the total production of such property by the
tarpayer’s percentage participation in the revenues from such
property.

In applying this paragraph, there shall not be taken into account
any production of crude 0il or natural gas resulting from second-
ary or tertiary processes (as defined in regulations prescribed by
the Secretary or his delegate).

(b) applies.

“(3) DrPLETABLE OIL QUANTITY.—

“(4) Iv erveraL—For purposes of paragraph (1), the
taxpayer’s depletable oil quantity shall be equal to—

“(2) the tentative quantity determined under the table
contained in subparagraph (B), reduced (but not below
zero) by

“(i8) the tawpayer's average daily secondary or terti-
ary production for the tazable year.
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([;‘)(B) Prase-our raBLE—For purposes of subparagraph
“In the case of production during the calendar year:

The tentative
quantity in barrels ig

“(4) DaILy DEPLETABLE NATURAL GAS QUANTITY—For pur-
poses of paragraph (1), the depletable natural gas quantity
of any tacpayer for any tuxable year shall be equal to 6,000 cubic
feet mudtiplied by the number of barrels of the taxpayer's
depletable oil quantity to which the taxpayer elects to have this
paragraph apply. The taxpayer’s depletable oil quantity for any
calendar year shall be reduced by the nwmber of barrels with
respect to which an election under this paragraph applies. Such
election shall be made at such time and in such mamner as the
Secretary or his delegate shall by regulations prescribe.

“(8) APPLICABLE PERCENTAGE.—IFor purposes of paragraph

()—

“In the case of production The applicable
during the calendar year: percentage is:
1975 22
1976 22
197 22
1978 22
1979 22
1980 22
1981 20
1982 18
1983 16
1984 and thereafter. 15

“(6) OIL AND NATURAL GAS RESULTING FROM SECONDARY OR TERTI-
ARY PROCESSES.—

“(A) Iv ¢enverar.—FExcept as provided in subsection (d),
the dllowance for depletion under section 611 shall be com-
puted in accordance with section 613 with respect to—

“(2) so much of the taxpayer’s average daily secondary
or tertiary production of domestic crude oil as does not
caceed the tazpayer’s depletable oil quantity (determined
with regard to paragraph (3)(A)(#); and

“(#) so much of the tawpayer’s average duily second-
ary or tertiary production of domestic natural gas as does
not exceed the taxpayer’s depletable natural gas quantity
(determined without regard to paragraph (3) (4) (é));
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and 22 percent shall be deemed to be specified in subsection
(8) of section 613 for purposes of subsection (a) of that
section.

“(B) AVERAGE DAILY SECONDARY OR TERTIARY PRODUCTION.—
For purposes of this subsection——

“(2) the tazpayer’s average daily secondary or tertiary
production of domestic crude ol or natural gas for any
taxable year shall be determined by dividing his aggre-
gate production of domestic crude oil or natural gas, as
the case may be, resulting from secondary or tertiary
processes during the taxzable year by the number of days
@n such tarable year, and

“(71) in the case of a taxrpayer holding a partial interest
in the production from any property (including any
interest held in any partnership) such taxpayer's pro-
duction shall be considered to be that amount of such
production determined by multiplying the total produc-
tion of such property by the tampayer's percentage par-
ticipation in the revenues from such property.

“(O) Trruivarion.—This paragraph shall not apply after
December 31, 1983.

“A?Y Spreci i Rures.—

“(AY Propucrtion or Crupe Orr 1v ExcEss or DEPLETABLE
O Quanriry—If the taxpayer's average daily production
of domestic crude oil exceeds his depletable oil quantity, the
allowance under paragraph (1) (A) with respect to oil pro-
duced during the taxable year from each property in the
United States shall be that amount which bears the same ratio
to the amount of depletion which could have been allowable
under section 613(a) for all of the taxpayer’s oil produced
from such property during the tamable year (computed as if
section 613 applied to all of such production at the rate speci-
fled in paragraph (§) or (6), as the case may be as his deplet-
able oil quantity bears to the aggregate number of barrels
representing the average daily production of domestic crude
oil of the taxpayer for such year.

“(B) Propucrion or Narvrar Gas v Excess or Deerer-
ABLE NATuRAL Qas Quanritr~—If the taxpayer's average
daily production of domestic natural gas exceeds his de-
pletable natural gas quantity, the allowance under para-
graph (1) (B) with respect to natural gos produced during
the _taxable year from each property in the United States
shall be that amount which bears the same ratio to the
amount of depletion which would hawe been allowable under
rection 613(a) for oll of the taxpayers natural gas produced
from such property during the tawable year (computed as
if section 613 applied to all of such production at the rate
specified in paragraph (5) or (6) as the case may be) as the
amount of his depletable natural gas quantity in cubic feet
bears to the aggreqate number of cubic feet representing the
average daily production of domestic natural gas of the taz-
payer for such year.
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“(C) Taxasre Incour Frou rae Prorerrv.—If both 0il
and gas are produced from the property during the taxable
year, for purposes of subparagraphs (A) and (B) the tax-
able income from the property, in applying the 50-percent
Uimitation in section 613(a), shall be allocated between the
0il production and the gas production in proportion to the
gross income during the taxable year from each.

“(D) Parr~ersuips.—In the case of a partnership, the de-
pletion allowance in the case of oil and gas wells to which this
subsection applies shall be computed separately by the part-
ners and not by the partnership.

“(E) SecoxpAry or TERTIARY PRODUCTION —I f the taxpayer
has production from secondary or tertiary recovery processes
during the taxable year, this paragraph (under regulations
prescribed by the Secretary or his delegate) shall be applied
separately with respect to such production.

“(8) Busixrsses Uxver Counon CoxTroL; M EMBERS OF THE SAME
Famiry —

“(4) Component members of controlled group treated as
one taxpayer—IFor purposes of this subsection, persons who
are members of the same controlled group of corporations
shall be treated as one taxpayer.

“(B) Aggregation of business entities under common con-
trol.—I 50 percent or more of the beneficial interest in two or
more corporations, trusts, or estates is owned by the same or
related persons (taking into account only persons inho own
at least 5 percent of such beneficial interest), the tentative
quantity determined under the table in paragraph (3)(B)
shall be allocated among all such entities in proportion to the
respective production of domestic crude oil during the period
in question by such entities.

“(0) Allocation among members of the same family—In
the casc of individuals 1who are members of the same family,
the tentative quantity determined under the table in para-
graph (3)(B) shall be allocuted among such individuals in
proportion to the respective production of domestic crude oil
during the period in question by such individuals. i

“(DYy Definition and special rules—For purposes of this
paragraph— i

“(3) the term ‘controlled group of corporations’ has
the meaning given to such term by section 1563(a), ex-
cept that section 1563(b) (2) shall not apply and except
that ‘more than 50 percent’ shall be substituted for ‘at
least 80 percent’ each place it appeors in section 15'6’3(a) s

“(ii) @ person is a related person to another person if such
persons are members of the same controlled group of corpo-
rations or if the relationship between such persons would re-
sult in a disallowance of losses under section 267 or 707 (8),
except that for this purpose the family of an individual in-
cludes only his spouse and minor chzldy'en, .

“(iid) the family of an individual includes only his spouse
and minor children, and
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“(iv) each 6,000 cubic feet of domestic natural gas shall be
treated as 1 barrel of domestic crude oil.

“(9) T'ransrer oF O1L 0R GAS PROPERTY — .

“(A) In the case of a transfer (including the subleasing of a
lease) " after December 31, 1974 of an interest (including an
interest in a partnership or trust) in any proven oil or gas prop-
erty, paragraph (1) shall not apply to the transferee {or sub-
lessee) with respect to production of crude oil or naturdl gas
attributable to such interest, and such production shall not be
taken into account for amy computation by the transferee (or sub-
lessee) under this subsection. A property shall be treated as a
proven oil or gas property if at the time of the transfer the prin-
cipal value of the property has been demonstrated by prospecting
or exploration or discovery work.

“(B) Subparagraph (A) shall not apply in the case of—

“(3) a transfer of property ot death, or

“(ii) the transfer in an ewchange to which section 351
applies if following the exchange the tentative quantity de-
termined under the table contained in paragraph (3)(B) is
allocated wnder paragraph (8) between the transferor and
transferee.

“(10) SPFCIAL RULE FOR FISCAL YFAR TAXPAYERS—In applying this
subsection to a taxable year which is not a calendar year, each portion
of such taxable year which occurs during a single calendar year shall
be treated as if it were a short taxable year.

“(11) CERTAIN PRODUCTION NOT TAKEN INTO AcCOUNT.—In applying
this subsection, there shall not be taken into account the production
of natural gas with respect to which subsection (b) applies.

“(d) Lmurarions on Arrricarions or Susecrion (¢).—

“(1) Limitation based on taxable income—The deduction for the
taxable year attributable to the application of subsection (¢) shall not
exceed 65 percent of the taxpayer’s taxable income for the year com-
puted without regard to—

“(A) depletion with vrespect to production of oil and gas
subject to the provisions of subsection (c),

“(B) any net operating loss carryback to the taxable year under
section 172, and

“(0) any capital loss carryback to the tamable year under sec-
tion 1212.

I} an amount is disallowed as a deduction for the taxable year by rea-
son of application of the preceding sentence, the disallowed amount
shall be treated as an amount allowable as a deduction under subsec-
tion (¢) for the following tawable year, subject to the application of
the preceding sentence to such tawable year. For purposes of basis
adjustments and determining whether cost depletion ewceeds per-
centage depletion with respect to the production from a property,
any amount disallowed as a deduction on the application of this para-
graph shall be allocated to the respective properties from which the
oil or gas was produced in proportion to the percentage depletion
otherwise allowable to such properties under subsection (c).
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“(2) Rrraiers Exorvpep.—Subsection (c) shall not apply in the
case of any taxpayer who directly, or through a related person, sells oil
or natural gas, or any product derived from ol or natural gas—

“(A) through any retail outlet operated by the taxpayer or a
related person, or

“(B) to any person—

“(7) obligated under an agreement or contract with the
taxpayer or a related person to use a trademark, trade name,
or service mark or name owned by such taxpayer or a related
person, in marketing or distributing oil or natural gas or any
product derived from oil or natural gas, or

“(ii) given authority, pursuent to an agreement or con-
tract with the taxpayer or a related person, to occupy any
retail outlet owned, leased, or in any way controlled by the
taxpayer or a related person.

“(8) Rerarep Person—For purposes of this subsection, a per-
son is a related person with respect to the taxpayer if a significant
ownership interest in either the taxpayer or such person is held
by the other, or if a third person has a significant ownership inter-
est in both the torpayer and such person. For purposes of the pre-
ceding sentence. the term ‘significant ownership interest’ means—

“(A) with respect to any corporation, 5 percent or more in
value of the outstanding stock of such corporation,

“(B) with respect to a partnership, 5 percent or more in-
terest wn the profits or capitol of such partnership, and

“(0) with respect to an estate or trust, 5 percent or more of
the beneficial interests in such estate or trust.

“(4) Cerrarv Rerivers Excrupep. [f the taxpayer or @ related
person engages in the refining of crude oil, subsection (c¢) shall not
apply to such tarpayer if on any day during the taxable year the
refinery runs of the tampayer ond such person exceed 50,000
barrels.

“(e) Drrivirions.—For purposes of this section—

“(1) Crupr orz.—The term ‘crude oil’ includes a natural
gas liquid recovered from u gas well in lease separaiors or
field facilities.

“(%) Narvrar cas—The term ‘natural gas’ means omy
product (other than crude oil) of an 0il or gas well if a de-
duction for depletion is allowable under section 611 with re-
spect to such product. . .

“r3) Doursric—The term ‘domestic’ re]"ers to production
from an oil or gas well located in the United States or in a
possession of the United States. .

“(4) Barrer.—The term ‘barrel’ means 42 United States
gallons.”

(b) Tecuricar AMENDUENTS.— . .

(1) Section 613(d) (relating to percentage depletion) is
amended to read as follows:

“(d) Dgw1ar or Prresntace Depreriow 1v (ase or OIL anp Gas
Werrs—Except as provided in section 6134, in the case of any oil or
gas well, the allowance for depletion shall be computed without ref-
erence to this section.”
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(2) Section 613(b) is amended—

(A) by striking out subparagraph (A) of paragraph (1)
and redesignating subparagraphs (B) end (C) as subpara-
graphs (A and (B), respectively, . .

(B) by striking out “(1)(C)” each place it appears in
paragraphs (3), (4), and (7) and inserting in liew thereof
“(1)(B)”, and

(C) by amending the last sentence of paragraph (7)—

(3) by striking out “or” at the end of clause (4),

() by striking out the period at the end of clause (B)
and inserting in liew thereof “ ; or”, and

(i) by adding at the end thereof the following new
clause :

“(0) oil and gas wells.”

(8) Section 703(a)(2) (relating to deductions not allowable
to a partnership) 78 amended by striking out “and” at the end
of subparagraph (E), by striking out the period at the end of
subparagraph (F) and inserting in lieu %, and”, and by adding
at the end thereof the following new subparagraph.:

“(@) the deduction for depletion under section 611 with
respect to ol and gas production subject to the provisions of
section 6134 (¢).”

(¢) Errecrive Dares—The amendments made by this section shall
take effect on January 1, 1975, and shall apply to tazable years ending
after December 31, 197}.



TITLE VI—TAXATION OF FOREIGN
OIL AND GAS AND OTHER FOR-
EIGN INCOME

SEC. 601. LIMITATIONS ON FOREIGN TAX CREDIT FOR
TAXES PAID IN CONNECTION WITH FOREIGN OIL AND
GAS INCOME.

(a) Iy Gexsrar—~—Subpart A of part I11 of subchapter N of chap-
ter I (relating to foreign taw credit) is amended by adding ot the end
thereof the following new section:

“SEC. 907. SPECIAL RULES IN CASE OF FOREIGN OIL AND
GAS INCOME

“(a) Repucriov 1v Avount Arrowsp as Foreiey Tax Unper Sec-
r108 901.—In applying section 901, the amount of any income, war
profits, and emcess profits taxes paid or accrued (or deemed to have
been paid) during the tarable year with respect to foreign oil and gas
ewtraction income which would (but for this subsection) be taken into
account for purposes of section 901 shall be reduced by the amount
(if any) by which the amount of such taxes exceeds the product of—

“(1) the amount of the foreign oil and gas ewtraction income
for the taxable year, multiplied by

“(2) the percentaqe which is—

“(A) in taxable years ending in 1975, 110 percent of,
“(B) in taxable years ending in 1976, 105 percent of, and
“(C) in taxable years ending after 1976, 2 percentage
points above,
the sum of the normal tax rate and the surtax rate for the taxable year
specified in section 11.

“(b) Apprrcarion or Seorion 904 Linirarion—The provisions of

section 904 shall be applied separately with respect to—

“(1) foreign oil related income, and

“(2) other taxable income.
With respect to foreign oil related income, the overall limitation pro-
vided by section 904(a) (2) shall apply and the per-country limitation
provided by section 904(a) (1) shall not apply.

“(¢) Forrten Incour Drrinirions anp Speciar Rures—For pur-
poses of this section—

(1) Forgrew o1L Awnp ¢as EXTRACTION INCcOME—The term
‘foreign oil and gas extraction income’ means the tazable income
derived from sources without the United States and its possessions
from— (59)

39
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“(A) the extraction (by the taxpayer or any other person)
of minerals from oil or gas wells, or

“(B) the sale or exchange of assets used by the taxpayer
in the trade or business described in subparagraph (4).

“(2) Foreiey oir RELATED 1vcoue.—The term ‘joreign ol re-
lated income’ means the tawable income derived from sources out-
side the United States and its possessions from—

“(A) the extraction (by the tazpayer or any other person)
of minerals from oil or gas wells, . . .

“(B) the processing of such minerals into their primary
products, ,

“(0) the transportation of such minerals or primary
products,

“(DY the distribution or sale of such minerals or primary
products, or

“(F) the sale or exchange of assets used by the taxpayer
in the trade or business described in subparagraph (4),
(B), (€, or (D).

“(3) DivipENnDs, INTEREST, PARTNERSHIP DISTRIBUTION, ETO.—
The term ‘foreign oil and gas extraction income’ and the term
‘foreign oil related income’ include—

“(A) dividends and interest from a foreign corporation
in respect of which tawes are deemed paid by the taxpayer
under section 902,

“(B) dividends from a domestic corporation whick are
treated under section 861 (a) (2) (A) as income from sources with-
out the United States,

“(0) amounts with respect to which tawes are deemed

paid under section 960 (a), and

“(D) the taxpayer's distributive share of the income of
partnerships,

to the ewtent such dividends, interest, amounts, or distributive
share is attributable to foreign oil and gas extraction income, or
to foreign oil related income, as the case may be; ewxcept that
interest described in subparagraph (A) and dividends described
in subparagraph (B) shall not be taken into account in computing
foreign oil and gas extraction income but shall be taken into
account in computing foreign oil-related income.

“(4) Cerramy rosses—If for any foreign country for any taz-
able year the taxpayer would have a net operating loss if only
items from sources within such country (including deductions
properly apportioned or allocated thereto) which relate to the
ewtraction of minerals from oil or gas wells were taken into
account, such items—

“(A) shall not be taken into account in computing foreign
o0il and gas extraction income for such year, but

“(B) shall be taken into account in computing foreign oil
related income for such year.

“(d) Disrrcarp or Crrrain Postep Prices, Erc.—For purposes
of this chapter, in determining the amount of taxable income in the
case of foreign oil and gas extraction income, if the oil or gas ts dis-
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posed of, or is acquired other than from the government of a foreign
country, at a_ posted price (or other pricing arrangement) which
differs from the fair market value for such oil or gas, such fair mar-
ket value shall be used in liew of such posted price (or other pricing
arrangement).

“(¢) Transirionz Rorgs.—
“(f) Recaprure or Foreten Q1L Recarep Loss.—

(1) Gexerar rure—For purposes of this subpart, in the case
of any tazpayer who sustains a foreign oil related loss for any tax-
able year—

“(A) that portion of the foreign oil related income for each
succeeding taxable year which is equal to the lesser of—

“(2) the amount of such loss (to the extent not used
under this paragraph in prior years), or
“(i) 50 percent of the foreign oil related income for
such succeeding taxable year,
shall be treated as income from sources within the United
States (and not as income from sources without the United
States), and

“(B) the amount of the income, war profits, and excess
profits taxes paid or accrued (or deemed to have been paid)
to a foreign country for such succeeding taxable year with
respect to foreign oil related income shall be reduced by an
amount which bears the same proportion to the total amount
of such foreign taxes as the amount treated as income from
sources within the [United States under subparagraph (A)
bears to the total foreign oil related income for such succeed-
ing taxable year.

For purposes of this chapter, the amount of any foreign taxes for
which credit is denied under subparagraph (B) of the preceding
sentence shall not be allowed as a deduction for any tavable year.
For purposes of this subsection, foreign oil related income shall
be determined without regard to this subsection.

“(2) Forei6y oIL RELATED LOSS DEFINED.—F or purposes of this
subsection, the term ‘foreign oil related loss’ means the amount
by which the gross income for the tawable year from sources
without the United States and its possessions (whether or not
the tampayer chooses the benefits of this subpart for such tawable
year) taken into account in determining the foreign oil related
income for such year is exceeded by the sum of the deductions
properly apportioned or allocated thereto, except that there shall
not be taken into account—

“(A) any net operating loss deduction allowable for such
year under section 172(a) or any capital loss carrybacks and
carryovers to such year under section 1212, and

“(B) any—

“(3) foreign ewpropriation loss for such year, as de-
fined in section 172(k) (1), 07 .
“(33) loss for such year which arises from fire, storm,
shipwreck, or other casualty, or from theft, .
to the extent such loss is not compensated for by insurance
or otherwise.
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“(8) Disposirions—

“(A)} Iv eeNerAL~—For purposes of this chapter, if prop-
erty used in a trade or business described in subparagraph
(4), (B), (0), or (D) of subsection (c)(2) is disposed of
during eny tarable year—

“(2) the taxpayer notwithstanding any other provision
of this chapter (other than paragraph (1)) shall be
deemed to have received and recognized foreign oil
related income in the taxable year of the disposition,
by reason of such disposition, in an amount equal to the
lesser of the excess of the fair market value of such
property over the taxpayer's adjusted basis in such
property or the remaining amount of the foreign oil
related losses which were not used under paragraph
(1) for such taxzable year or any prior taxable year, and

‘(%) paragraph (1) shall be applied with respect to
such income by substituting ‘100 percent’ for ‘50 percent’.

“(B) Disposirion pEFINED.~—For purposes of this subsec-
tion, the term ‘disposition’ includes a sale, exchange, distri-
bution, or gift of property, whether or not gain or loss i3
recognized on the transfer.

“(1)y TAXABLE YEARS ENDING AFTER DECEMBER 31, 1974—In ap-
plying subsections (d) and (e) of section 904 for purposes of
determining the amount which may be carried over from a tazable
year ending before January 1, 1975, to any tazable year ending
after December 31, 197 4—

“(A) subsection (a) of this section shall be deemed to have
been in effect for such prior tazable year and for all tawable
years thereafter, and

“(B) the carryover from such prior year shall be divided
(effective as of the first doy of the first tawable year ending
after December 31, 1974) into—

“(2) a foreign oil related carryover, and

“(#) another carryover,

on the basis of the proportionate share of the foreign oil
related income, or the other tawable income, as the case may
be, of the total tawable income taken into account in comput-
ing the amount of such carryover.

“(2) TAXABLE YEARS ENDING AFTER DFCEMBER $1, 1976.—In ap-
plying subsections (d) and (e) of section 904 for purposes of
determining the amount which may be carried over from a tanable
year ending before January 1, 1976, to any taxzable year ending
after December 31 1975, if the per-country limitation provided
by section 904(a) (1) applied to such prior taxable year and to
the taxpayer’s last taxable year ending before January 1, 1976,
then in the case of any foreign 0il related carryover—

Z“(z%)tthe first sentence of section 904 (e)(2) shall not ap-
ply, ou
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“(B) such amount may not exceed the amount which could
have been used in such succeeding tamable year if the per-
country limitation continued to apply.

(b) Crrrary Pavyenrs Nor To Be Consiperep a5 Taxes.—Section
901 is amended by redesignating subsection (f) as subsection (g), and
by adding after subsection (e) the following new subsection:

“(C) Ezxoceprions.—Notwithstanding subparagraph (B ),
the term ‘disposition’ does not include—

“(2) a disposition of property which is not a material
factor in the realization of income by the tawpayer, or

“(#) a disposition of property to a domestic corpora-
tion in a distribution or transfer described in section
381(a).

“(g) Westerny Henisparre Trape Corrorarions Waica Are Meu-
BERS OF AN AFFILiatep Group.—If a Western Hemisphere trade cor-
poration is a member of an affiliated group for the tawable year, then
in applying section 901, the amount of any income, war profits, and
excess profits tawes paid or accrued (or deemed to have been paid)
during the taxable year with respect to foreign oil and gas ewtraction
income which would (but for this section and section 1503(b)) be
taken into account for purposes of section 901 shall be reduced by the
greater of—

“(1) the reduction with respect to such taxves provided by sub-
section (a) of this section, or

“(2) the reduction determined wunder section 1503(b) by
applying section 1503(b) separately with respect to such tawes,

but not by both such reductions.”

“(f\ Cerrary Payuents ror O1z or Gas Nor Covsiperep 45 T4x85.—
Notwithstanding subsection (b) and sections 102 and 960, the amount
of any income, or profits, and excess profits tawes paid or accrued dur-
ing the tawable year to any foreign country in connection with the pur-
chase and sale of oil or gas extracted in such country is not to be con-
sidered as taw for purposes of section 275(a) and this section if—

“(1Y the tawpayer has no economic interest in the oil or gas to
which section 611 (a) applies, and . . .

“(2) either such purchase or sale is at a price which differs from
the fair market value for such oil or gas at the time of such pur-
chase or sale.” .

(¢) Crerrcar Auewpurnr—The table of sections for subpart A of
part IIT of subchapter N of chapter 1 is amended by adding of the end
thereof the following new item :

“Sec. 907. Special rules in case of foreign oil and gas income.”

(dy Errecrive Dares—The amendments made by this section shatl
apply to tawable years ending after December 31, 1974; encept that—
(1) the second sentence of section 907 (b) shall apply to taxable
years ending after December 31, 1975, and
(2) the provisions of section 907(f) shall apply to losses sus-
tained in taxable years ending after December 31, 1975.
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SEC. 602. TAXATION OF EARNINGS AND PROFITS OF
CONTROLLED FOREIGN CORPORATIONS AND
THEIR SHAREHOLDERS.

(@) Rrrear or Mivmuy Disrrisurion Excepriov To Rrequire-
ueNT oF CUrRENT Taxazion oF Svsrarr F Incouk—

(1) Rrppar or Miviyun DistriBurion Provisions—Section
963 (relating to receipt of minimum distributions by domestic
corporations) is hereby repealed.

(2) Crrraiv Distrigurions By ControrLED Foreicn Corpora-
rions 1o Reeurarep Investruenr Cowmpanies TREATED as Divi-
pENDS.—Subsection (b) of section 851 (relating to limitations on
definition of regulated investment company) ¢ amended by add-
ing at the end thereof the following new sentence

“For purposes of paragraph (2), there shall be treated as dividends
amounts included in gross income under section 951 (a) (1) (4) (3) for
the taxable year to the exrtent that. wnder section 959 (a) (1), thereis a
distribution out of the earnings and profits of the taxable year which
are attributable to the amounts so included.”

(8) CovrorMiNG AMENDMENTS,—

(A) The table of sections for subpart F of part 111 of sub-
chapter N of chapter 1 is amended by striking out the item
relating to section 963.

(B) Subparagraph (A) (%) of section 951 (c) (1) (relating
to general rule for amounts included in gross income of

United States shareholders) is amended by striking out
“expcept as provided in section 963,

(8) Livrrarion ov Derrvirion oF Foreren Base Coupany SaLes Iv-
cour.—Paragraph (1) of section 954(d) (relating to definition of
foreign base company sales income) is amended by adding at the end
thereof the following new sentence: “For purposes of this subsection,
personal property does not include agricultural commodities which are
not grown in the United States in commercially marketable quantities.”

(¢) Repear or Exceprion 10 RrQuiresent oF OURRENT TAXATION
or SuBparr F Incour ror Rrinvesruent v Less Deverorep Coun-
TRIES.—

(1) Rerear or Sccrion 954(b)(1).~—Paragraph (1) of sub-
section (D) of section 954 (velating to exclusions and special rules
regarding foreign base company income) is hereby repealed.

(2) Reprar or Secriov 954(f)—Subsection (f) of section 954
(relating to increase in qualified investments in less developed
countries) is hereby repealed.

(8) Amenouent or Skcrion 951(a)(1)(A) (it).—Clause ()
of section 951(a) (1) (A) is amended by striking out “(deter-
mined under section 955(a)(3))” and inserting in liew thereof
“(determined under section 955(a)(3) as in effect before the en-
actment of the Tax Reduction Act of 1976)”.

(4) Repear or Secriow 951(a)(8).—Paragraph (3) of section
951(a) (relating to limitation on pro rata share of previously
excluded subpart F income withdrawn from investment) is here-
by repealed.
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(6) Reprar or Sgorion 956.—8Section 955 (relating to with-
drawal of previously excluded subpart F income from qualified
investment) is hereby repealed.

(6) Less peveLorep countey corrorarion perivep.—Subsec-
tion (&) of section 902 is amended to read as follows:

“(d) Less Dreverorep Covnrey Corroration Drrivep—Fop pur-
poses of this section, the term ‘less developed country corporation’
means—

“(1) a foreign corporation which, for its tavable year, is o less
developed country corporation within the meaning of paragraph

“(2) a foreign corporation whick owns 10 percent or more of
the total combined voting power of all classes of stock entitled to
vote of a foreign corporation which is a less developed country
corporation within the meaning of paragraph (3), and—

“(A) 80 percent or more of the gross income of which for
i fsﬂdfmrable year meets the requirement of paragraph (3)(4),
@

“(B) 80 percent or more in value o f the assets of which on

each day of such year consists of property described in para-
graph (3) (B).
-1 foreign corporation which is « less devcloped country corporation
for its first tarable year beginning after December 31, 1962, shall, for
purposes of this section, be treated as having been a less developed
country corporation for each of its tawable years beginning before
January 1, 1963.

“(3) The term ‘less developed country corporation’ means a
foreign corporation which during the taxable vear is engaged in
the active conduct of one or more trades or businesses ond—

“(A) 80 percent or more of the gross income of which for
the tarable year is derived from sowrces within less developed
counitries; and

“(BY 80 percent or more in value of the assets of which on
each day of the taxable year consists of—

“(2) property used in such trades or businesses and lo-
cated in less developed countries,
“() money, and deposits with persons carrying on the
banking business, .
“(ei) stock, and obligations which, at the time of their
acquisition, have a maturity of one year or more, of any
other less developed country corporation,
“(ew) an obligation of a less developed country,
“(v) an inwvestment which is required because of re-
strictions imposed by o less developed country, and
“(vi) property described in section 956(b)(2).
For purposes of subparagraph (A), the determination as to
whether income is derived from sources within less developed
countries shall be made under regulations prescribed by the Secre-
tary or his delegate. .

“(4) The term ‘less developed country corporation’ also means a

a foreign corporation—
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(4) 80 percent or more of the gross income of which for
the taxable year consists of— . .
“(7) gross income derived from, or in connection with,
the using (or hiring or leasing for use) in foreign com-
merce of aircraft or vessels registered under the laws of
a less developed country, or from, or in connection with,
the performance of scrwices directly related to use of
such aireraft or vessels, or from the sale or exchange of
such aireraft or vessels, and
“(#) dividends and interest received from foreign cor-
porations which are less developed country corporations
within the meaning of this paragraph and 10 percent or
more of the total combined voting power of all classes of
stock of which are owned by the foreign corporation, and
gain from the sale or exchange of stock or obligations of
foreign corporations which are such less developed coun-
try corporations, and
“(B) 80 percent or more of the assets of which on each day
of the taxable year comsists of (i) assets used, or held for
use, for or in connection 1 ith the production of income de-
seribed in subparagraph (A), and (i) property described
in section 956(b) (2).

“(8) The term ‘less developed country’ means (in respect to any
foreign corporation) any foreign country (other than an area
within the Sino-Soriet bloc) or any possession of the United
States with respect to which, on the first day of the taxable year,
there is in effect an Ewecutive order by the President of the United
States designating such countiy or possession as an economically
less developed country for purposes of this section. For purposes
of the preceding sentence, an overseas territory, department, prov-
ince, or possession may be freated as a separate country. No
designation shall be made under this paragraph with respect to—

Australia Luzembourg
Austria Monaco

Belgium Netherlands
Canada New Zealand
Denmark Norway

France Union of South Africa
Germany (Federal Republic) San Marino
Hong Kong Sweden

Ttaly Switzerland
Japan United Kingdom
Liechtenstein

After the President has designated any foreign country or any pos-
session of the United Statrs as an cconomically less developed country
for purposes of this section. he shall not terminate such designation
(either by issuing an Executive order for that purpose or by issuing an
Erecutive order under the first sentence of this paragraph which has
the effect of terminating such designation) unless, at least 30 days
prior to such termination, he has notified the Senate and the House of
Representatives of his intention to terminate such designation. Any
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designation in effect on March 26, 1975, under section 955( ¢)(3) (as
in effect before the enactment of the Tax Reduction Act of 1975 ) shall
be treated as made under this paragraph.”

(7) Crericar Auenpuenr—The table of sections for subpart
F of part I11 of subchapter N of chapter 1 is amended by striking
out the item relating to section 955,

(d) Sarrrive Prorirs or Conrrorrep Forrien CorrorATION TO BE
Taxep Currentey Excepr 10 ExTENT REINVESTED I SHIPPING OPERA-
TIONS—

(1) SrIPPING PROFITS INCLUDED IN GROSS INCOME OF UNITED STATES
SHAREHOLDERS.—

(A) Section 954(a) (relating to foreign base company
income) is amended by striking out “and” at the end of para-
graph (2), by striking out the period ot the end of paragraph
(3) and inserting in liew thereof «, and ”, and by adding at the
end thereof the following new paragraph :

“(4) the foreign base company shipping income for the tamable
year (determined under subsection (f) and reduced as provided
wn subsection (b) (5)).”

(B) Paragraph (2) of section 954(b) is amended to read
as follows

“(2) EXcLusIoN FOR REINVESTED SHIPPING INCOME.—For pur-
poses of subsection (a), foreign base company income does not
include foreign base company shipping income to the extent that
the amount of such income does not exceed the increase for the
taxable year in qualified investments in foreign base company
shipping operations of the controlled foreign corporation (as
determined under subsection (g)).”

(C) Subparagraphs (A) and (B) of section 954(b)(3)
are each amended by striking out “paragraphs (1) end (5)”
and inserting in liew thereof “paragraphs (2) and (5)".

(D) Subparagraph (B) of section 954(b) (3) is amended
by striking out “paragraphs (1), (2),” and inserting in liew
thereof “paragraph (2).”.

(EY Paragraph (5) of section 954(b) is amended by strik-
ing out “and the foreign base company services income” and
inserting in liew thereof “the foreign base company services
income, and the foreign base company shipping income”.

(F) Section 954(b) is amended by adding at the end thereof
the following new paragraph.:

“(6) SPECIAL RULES FOR FOREIGN BASE COMPANY SHIPPING IN-
cour.~—Income of a corporation which is foreign base com-
pany shipping income under paragraph (4) of subsection (a)
(determined without regard to the exclusion under paragraph
(2) of this subsection)— . .

“(A) shall not be considered foreign base company income
of such corporation under any other paragraph of subsection

a) and
( ‘)‘ (B) if distributed through a chain of ownership described
under section 958(a), shall not be included in foreign base
company income of another controlled foreign corporation in
such chain.”
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(@) Section 954 i3 amended by adding ot the end thereof
the following new subsections :

“(f) Foreren Base Coupany Saippine Incour.—For purposes of
subsection (a) (4). the term ‘foreign base company shipping income’
means income derived from, or in connection with, the use (or hiring
or leasing for use) of any aircraft or vessel in foreign commerce, or
from, or in conmection with, the performance of services directly re-
lated to the use of any such aircraft, or vessel, or from the sale, ex-
change, or other disposition of any such aircraft or vessel. Such term
includes, but is not limited to—

“(1) dividends and interest received from a foreign corporation
in respect of which taxes are deemed poid under section 903, and
gain from the sale, exchange, or other disposition of stock or obli-
gations of such a foreign corporation to the extent that such divi-
dends, interest, and gains are attributable to foreign base company
shipping income, and

“(2) that portion of the distributive share of the income of a
partnership attributable to foreign base company shipping income.

“(g) Increase v Quaririep Investuenrs 1v Forrien Base Cow-
rany Snrpring Operarions—For purposes of subsection (b)(2), the
inerease for any taxable year in qualified investments in foreign base
company shipping operations of any controlled foreign corporation is
the amount by whic

“(1) the qualified investments in foreign base company shipping
operations (as defined in section 955(b)) of the controlled for-
eign corporation at the close of the tawable year, emceed

“(2) the qualified investments in foreign base company shipping
operations (as so defined) of the controlled foreign corporation
at the close of the preceding taxable year.”

(2) AMoUNTS INOLUDED IN GROSS INCOME OF UNITED STATES SHARE-
HOLDERS.—

(4) Subparagraph (A) of section 951(a) (1) is amended
by striking out “and” at the end of clause (i), by striking out
the semicolon at the end of clause (i1) and inserting in lieu
thereof a comuma, and by adding at the end thereof the follow-
ing new clause:

“(#i) his pro rata share (determined under section
955(a) (3)) of the corporation’s previously emcluded sub-
part F income withdrawn from foreign base company
shipping operations for such year; and .

(B) Section 951(a) is amended by inserting after pare-
graph (2) the following new paragraph :

“(8) LIMITATION ON PRO RATA SHARE OF PREVIQUSLY FXCLUDED
SUBPART F INCOME WITHDRAWN FROM INVESTMENT.—For pur-
poses of paragraph (1) (A) (#i), the pro rata share of eny United
States shareholder of the previously ewcluded subpart F income
of a controlled foreign corporation withdrawn from investment in
foreign base company shipping operations shall not emceed am
amount—

“( 4) which bears the same ratio to his pro rata share of
such income withdrawn (as determined under section 955(a)

(3)) for the taxable year, as
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“(B) the part of such year during which the corporation is
@ controlled foreign corporation bears to the entire year.”
(3) WirHDRAWAL OF PREVIOUSLY EXCLUDED SUBPART F INCOME
FROM QUALIFIED INVESTMENT.—
(4) Subpart F of part II1 of subchapter N of chapter 1
is amended by inserting after section 954 the following new
section:

“SEC. 955. WITHDRAWAL OF PREVIOUSLY EXCLUDED
SUBPART F INCOME FROM QUALIFIED IN-
VESTMENT.

“(a) Generar Rures.—

“(1) Amovnr wirEDRAWN.~—For purposes of this subpart, the
amount of previously excluded subpart F income of any controlled
foreign corporation withdrawn from investment in foreign base.
company shipping operations for any tazable year is an amount
equal to the decrease in the amount of qualified investments in
foreign base. company shipping operations of the controlled for-
eign corporation for such year, but only to the extent that the
amount of such decrease does not exceed an amount equal to—

“(A) the sum of the amounts excluded under section 954
(b)Y (2) from the foreign base company income of such cor-
poration for all prior tawabdle years, reduced by

“(B) the sum of the amounts of previously excluded sub-
part F income withdrawn from investment in foreign base
company shipping operations of such corporation determined
under this subsection for all prior taxable years.

“(2) DEcrEASE IN QUALIFIED INVESTMENTS.—For purposes of
paragraph (1), the amount of the decrease in qualified investments
in foreign base company shipping operations of any controlled
foreign corporation for any taxable yearis the amount by which—

“(A) the amount of qualified investments in foreign base
company shipping operations of the controlled foreign corpo-
ration at the close of the preceding tawable year, exceeds

“(B) the amount of qualified investments in foreign base
company shipping operations of the controlled foreign corpo-
ration at the close of the tawable year,

to the extent that the amount of such decrease does not exceed
the sum of the earnings and profits for the taxable year ond the
earnings and profits accumulated for prior toxable years begin-
ning after December 31, 1975, and the emount of previously ex-
cluded subpart F income inwested in less developed country corpo-
rations described in section 955(c) (2) (as in effect before the enact-
ment of the Tax Reduction Act of 1975) to the ewtent attributable
to eornings and profits acoumulated for tazable years beginning
after December 81, 1962. For purposes of th&? pa'mgmph, tf qualz-
fied inwestments in foreign base company shipping operations are
disposed of by the controlled foreign corporation during the tax-
able year, the amount of the decrease in qualified investments in
foreign base company shipping operations of such controlled
foreign corporation for such year shall be reduced by an amount
equal to the amount (3f any) by which the losses on such disposi-
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tions during such year exceed the gains on such dispositions dur-
ing such year.

“(8) Pro RAT4 SHARE OF AMOUNT WITHDRAWN.—In the case of
any United States sharcholder, the pro rata share of the amount
of previously excluded subpart F income of any controlled for-
eign corporation withdrawn from investment in foreign base
company shipping operations for any taxable year is his pro rata
share of the amount determined under paragraph (1).

“(b) Quacrtriep InvestuenTs 1v Foreigy Base CoupAny Saipping
OPERATIONS.—

“(1) Iy eenerar—For purposes of this subpart, the term
‘qualified inwestments in foreign base company shipping opera-
tions’ means investments in—

“(A) any aircraft or vessel used in foreign commerce, and
“(B) other assets which are used in connection with the
performance of services directly related to the use of any
such aircraft or vessel.
Such term includes, but is not limited to, investments by a con-
trolled foreign corporation in stock or obligations of another
conirolled foreign corporation which is a related person (within
the meaning of section 954(d)(3)) and which holds assets de-
scribed in the preceding sentence, but only to the extent that such
assets are so used.

“(2) QuUALIFIED INVESTMENTS BY RELATED PERSONS.—For pur-
poses of determining the amount of gualified investments in
foreign base company shipping operations, an investment (or
a decrease in investment) in such operations by one or more con-
trolled foreign corporations may, under regulations prescribed
by the Secretary or his delegate, be treated as an investment (or
@ decrease in investment) by another corporation which is a con-
trolled foreign corporation and is a related person (as defined
in section 954(d)(3)) with respect to the corporation actually
making or withdrawing the investment.

“(3) Sprcrar_ruLE—For purposes of this subpart, a United

States shareholder of a controlled foreign corporation may, under
requlations prescribed by the Secretary or his delegate, elect to
make the determinations under subsection. (a)(8) of this section
and under subsection (g) of section 95 as of the close of the years
following the years referred to in such subsections, or as of the
close of such longer period of time as such regulations may permit,
in liew of on the last day of such years. Any election under this
paragraph made with respect to any tazable year shall apply to
such year and to all succeeding tawable years unless the Secretary
or his delegate consents to the revocation of such election.
. “(4) Amovnr arrrisurapre 10 PROPRRTY—The amount taken
wnto account under this subpart with respect to any property de-
seribed in paragraph (1) shall be its adjusted basis, reduced by
any liability to which such property is subject.
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“(5) Iwcour rxcrubEp UNDER PRIOR LaW—Amounts invested
in less developed country corporations described in section 955
(¢)(2) (as in effect before the enactment of the Taxw Reduction
Act of 1975) shall be treated as qualified investments in foreign
base company shipping operations and shall not be treated as in-
vestments in less developed countries for purposes of section 951
(a) (1) (A4) (i7).”

(B) The table of sections of subpart F of part 111 of sub-
chapter N of chapter 1 is amended by inserting after the item
relating to section 954 the following new item.:

“Sec. 955. Withdrawal of previously excluded subpart F income from
qualified investment.”

(e) Excrrsion vrou Foreiey B.asy Courany Incour TWuree For-
grow Base Coxraxy Incour 1s Less Trax 10 Prrcent or Gross In-
cowe.—Paragraph (3) of section 954(b) is amended by striking out
“30 percent” each place it appears and inserting in licw thereof “10

ercent”.
? (f) Errecrive Dare.—The amendments made by this section shall
apply to tawable yeurs of foreign corporations beginning after De-
cember 31, 1975, and to taxable years of United States shareholders
(within the meaning of 951(b) of the Internal Revenue Code of 1954)
within which or with whick such tawable years of such foreign corpo-
rations end.

SEC. 603. DENIAL OF DISC BENEFITS WITH RESPECT TO
ENERGY RESOURCES AND OTHER PRODUCTS.

(@) Awevpwenr or Secrion 993 (c)(8).—Section 993(c) (2) (re-
loting to property ewcluded from export property) is amended by
striking out “or” at the end of subparagraph (A), by striking out the
period at the end of subparagraph (B) and inserting in liew thereof
“ or”, and by adding at the end thereof the following :

“(C) products of a character with respect to which a deduc-
tion for depletion is allowable (including oil, gas, coal, or
wranium products) under section 611, or )

“(D) products the export of which is prohibited or cur-
tailed under section 4(b) of the Export Administration Act
of 1969 (50 U.8.C. App. 2403(b)) to effectuate the policy set
forth in paragraph (2) (4) of section 3 of such Act (relating
to the protection of the domestic economy).

Subparagraph (C) shall not apply to any commodity or product at
least 50 percent of the fair market value of which is attributable to
manufacturing or processing, except that subparagraph (C) shall
apply to any primary product from oil, gas, coal, or uranium. For
purposes of the preceding semtence, the term ‘processing’ does not
include extracting or handling, packing, packaging, grading, storing,
or transporting.” .

(b) Errecrive Dare—The amendments made by subsection (a)
shall apply to sales, exchanges, and other dispositions made after
March, 18, 1975, in taxable years ending after such date.
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SEC. 604. TREATMENT FOR PURPOSES OF THE INVEST-
MENT CREDIT OF CERTAIN PROPERTY USED
IN INTERNATIONAL OR TERRITORIAL
WATERS.

(@) Aueypuent 10 1954 Cope.—

(1) In cenerar—Clause (@) of section 48(a)(2) (B) (relating
to property used outside the United States) is amended by striking
out “territorial waters” and inserting in lieu thereof “territorial
waters within the northern portion of the Western Hemisphere”.

(2) Derivirion—Subparagraph (B) of section 48(a)(2) is
amended by adding at the end thercof the following new sentence:
“For purposes of clause (), the term ‘northern portion of the
Western Hemisphere’ means the area lying west of the 30th meri-
dian west of Greenwich, east of the wnternational dateline, and
north of the Equator, but not including any foreign country which
s a country of South America.”.

(b)Y Effecrive Dare—

(1) In eenerar—The amendments made by subsection (a)
shall apply to property. the construction, reconstruction, or erec-
tivn of which was completed after March 18, 1975, or the acquisi-
tion of which by the taxpayer occurred after such date.

(2) Binpiveg conrract—The amendments made by subsection
(a) shall not apply to property constructed, reconstructed,
erected, or acquired pursuant to a contract which was on April 1,
1974, and at oll times thereafter, binding on the taxpayer.

(3) CERTAIN LEASE-BACK TRANSACTIONS, ETC.—W here a person
who is a party to a binding contract described in paragraph (8)
transfers rights in such contract (or in the property to which
such contract relates) to another person but a party to such con-
tract retains o right to use the property under a lease with such
other person, then to the extent of the transferred rights such
other person shall, for purposes of paragraph (2), succeed to the
position of the tramsferor with respect to such binding contract
and such property. The preceding sentence shall apply, in any
case in which the lessor does not make an election under section
48(ad) of the Internal Revenue Code of 1954, only if a party to
such contract retains a right to use the property under a long-
term lease.



TITLE VII—MISCELLANEOUS
PROVISIONS

SEC. 701. CERTAIN UNEMPLOYMENT COMPENSATION.

(a) dvexvurvr or Exercency Usemproyuexr Courevsiriox Acr
oF 1974.—Section 102(e) of the Emergency Unemployment Compen-
sation Lect of 1974 is amended—

(2) in paragraph (2) thereof, by striking out “The amount”
and inserting in leu thereof “Except as provided in paragraph
(3), the amount”; and

(2) by adding at the end thereof the following new paragraph :

“(3) Effective only with respect to benefits for weeks of unemploy-
ment ending before July 1, 1975, the umount established in such ac-
count for any individual shall be equal to the lesser of—

“(A) 100 per centum of the total amount of regular compensa-
tion (including dependents’ allowances) payable to him with
respect to the benefit year (as determined under the State law) on
the basis of which he most recently received regular compensation;

a
“(B) twenty-siz times his average weekly benefit amount (as
determined for purposes of section 202(b) (1) (C) of the Federal-
State Extended Unemployment Compensation Act of 1970) for
his benefit year.”

(b) Mopviricarion or Aereeuenrs—The Secretary of Labor shall,
at the earliest practicable date after the enactment of this Act, pro-
pose to each State with which he has in effect an agreement entered
into pursuant to section 102 of the Emergency Unemployment Com-
pensation Act of 1974 a modification of such agreement designed to
cause payments of emergency compensation thereunder to be made
in the manner prescribed by such Act, as amended by subsection (a)
of this section. Notwithstanding any provision of the Emergency Un-
employment Compensation Act of 1974, if any such State shall fail or
refuse, within a reasonable time ofter the date of the enactment of this
Adt, to enter into such a modification of such agreement, the Secretary
of Labor shall terminate such agreement.

SEC. 702. SPECIAL PAYMENT TO RECIPIENTS OF BENE-
FITS UNDER CERTAIN RETIREMENT AND
SURVIVOR BENEFIT PROGAMS.

(a) Parurnr.—The Secretary of the Treasury shall, at the earliest
practicable date after the enactment of this Act, make a $50 payment
to each individual, who for the month of March, 1975, was entitled
(without regard to sections 202(j) (1) and 223(b) of title 1T of the

(63)
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Social Security Act and without the application of section 5(a) (i)
of the Railroad Retivement Act of 1974) to—

(1) @ monthly insurance benefit payable under title Il of the
Social Security Act,

(2) @ monthly annuity or pension payment under the Rail-
road Retirement Act of 1935, the Railroad Retirement Act of
1937, or the Railroad Retirement Act of 1974, or

(3) a benefit under the supplemental security income benefits
program established by title XVI of the Social Security Act;

emcept that, (A) such $560 payment shall be made only to individuals
who were paid a benefit for March 1975 in a check issued no later
than August 31, 1976; (B) no such $560 payment shall be made to any
indavidual who is not a resident of the United States (as defined in
section 210(3) of the Social Security Act); and (C) if an individual
is entitled wnder two or more of the programs referred to in clouses
(1), (2), and (8). such individual shall be entitled to receive only one
such $50 payment. For purposes of this subsection, the term “resident”
means an individual whose address of record for check payment pur-
poses is located within the United States.

(b) Recreient Ipentiricarion.—The Secretary of Health, Educe-
tion, and Welfare and the Railroad Retirement Board shall provide
the Secretary of the Treasury with such information and data as
moy be needed to enable the Secretary of the Treasury to ascertain
which individuals are entitled to the payment authorized under sub-
section (a@).

(¢) Coorpivarion Wira Orarr Fepgrar Procraus—Amny payment
made by the Secretary of the Treasury under this section to any indi-
vidual shall not be regarded as income (or, in the calendar year 1975,
as o resource) of such individual (or of the family of which he is
amember) for purposes of any Federal or State program which under-
takes to furnish aid or assistance to individuals or families, where
eligibility to receive such aid or assistance (or the amount of such aid
or assistance) under such program is based on the need therefor of
the md'?'m'(lzml or family involved. The requirement imposed by the
preceding sentence shall be treated as a condition for Federal financial
participation in any State (or local) welfare program for any calendar
quarter commencing after the date of enactment of this Act.

(d) Aprropriarions Avrrorizarion.—There are hereby authorized
to be appropriated. out of any funds in the Treasury not otherwise
appropriated, such swms as may be necessary to carry out the provisions
of this section. '

(e) Paxuent Nor To Br Consierep Incour.—Payments made under
this section shall not be considered as gross income for purposes of
the Internal Revenue Code of 1954. '

And the Senate agree to the same.

Amend the title so as to read: “An Act to amend the Internal Reve-
nue Code of 1954 to provide for a refund of 1974 individual income
taxes, to increase the low income allowance and the percentage stand-
ard deduction, to provide a credit for personal exemptions and a credit
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for certain earned income, to increase the investment credit and the
surtax exemption, to reduce percentage depletion for oil and gas, and
for other purposes.”
And the Senate agree to the same.
AL Urnman,
Jaywes A, BURkE,
Dax RoSTENKOWSKI,
Prr, LaANDRUM,
Cuartes A. VaNIg,
Managers on the Part of the House.
Russewn B, Loxe,
Hrryan TALMADGE,
Vance HARTKE,
Apranam RiBIiCcOFF,
W. D. HatHaway,
Froyp K. HASKELL,
RoserT DokE,
Managers on the Part of the Senate.






JoiNT ExrLaNaTORY STATEMEXT OF THE CoMAMITTEE oF CONFERENCE

The managers on the part of the House and the Senate at the
conference on the disagreeing votes of the 2 Flonses on the amendment
of the Senate to the bill (H.R. 2166) to amend the Internal Revenue
Code of 1954 to provide for a refund of 1974 individual income taxes,
to increase the low income allowance and the percentage standard
deduction, to provide a credit for certain earned income, to increase
the investment credit and the surtax exemption, and for other pur-
poses, submit the following joint statement to the House and the
Senate an explanation of the effect of the action agreed upon by the
managers and recommended in the accompanying conference report:

ReFuxDp oF 1974 Ixprvipuan Ixcour Taxes

House bill—The House bill provides for a refund of 1974 tax lia-
bility to be made in one installment beginning in May, 1975. The
amount of the refund is to be 10 percent of tax lability up to a maxi-
mum refund of =3200. Each taxpayer is to reccive a refund of at least
$100 (or the fnll amount of his or her actual tax liability if it is less
than £100). The refund is to be phased down from the maximum of
200 to $100 as the taxpayver’s adjusted gross income rises from $20,000
to $30,000.

Senate amendment.—The Senate amendment provides for a similar
refund of 1974 tax liability except that the amount of the refund will
be equal to 12 percent of tax Hability up to a maximum refund of $240
with & minimum of $120 (or the full amount of the taxpayer's tax
liability if it is less than $120).

('onference substitute—The conference substitute provides for the
same refund of 1974 tax liability as in the Flouse bill.

ReFuNDs DISREGARDED 1N THE ADMINISTRATION oF FEDERAL PRoGRAMS
AND FEDERaLLY AsSISTED PrOGRAMS

House ill.—The House bill provides that 197+ income tax refunds
under section 101 of the bill are not to be considered income or re-
sources for purposes of determining who is eligible to receive benefits
or assistance, or the amount or extent of benefits or assistance, under
any Federal or Federally assisted program. ) i

Renate amendment—The Senate amendment is identical to the
House provision. . .

Conference substitute~—The conference substitute is the same as the
House bill and Senate amendment.

Reprorion 1~ Ixpivipuan Incoye TaxEes

(Increase In Low-Income Allowance and Standard Deduction;

Personal Exemption Credit) o o
House bill—The bill raises the minimum standard deduction (“low-

income allowance”) to $1,900 for single persons and to $2,500 for joint
(57)
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returns. It also increases the percentage standard deduction to 16 per-
cent, with a maximum of $2,500 for single persons and $3,000 for joint
returns. These increases under the House bill are effective only for the
1975 tax year.

Senate amendment.—Instead of the increase in the low-income al-
lowance and the percentage standard deduction provided by the
House bill, the Senate amendment provides a $200 optional tax credit
for each personal exemption deduction to which a taxpayer is entitled
in lieu of the $750 deduction and a reduction of 1 percentage point in
the tax rates applicable to the first $4,000 of taxable income. The $200
optional tax credit is for the 1975 tax year, and the rate reduction is
for 1975 and 1976 tax years.

The amendment provides that taxpayers are to compute their tax
by using either the $750 exemption deduction of present law or the
tax credit of $200 per exemption provided by the amendment depend-
ing on which alternative results in a lower tax liability. The amend-
ment also provides that any overstatement of tax liability resulting
from incorrectly choosing the personal exemption deduction instead
of the credit (or vice versa) will be treated by the Internal Revenue
Service as a mathematical error. The Internal Revenue Service will
automatically check the computation made on each return and will
refund (or credit) any excess amounts paid resulting from the over-
statement of tax liability. Under the amendment the personal exemp-
tion tax credit is to apply on a 1 year basis for a taxable year begin-
ning in 1975 only.

In addition to the optional tax credit for personal exemptions, the
Senate amendment provides a 1 percentage point reduction in the
tax rates applicable to the first $4,000 of taxable income in the case
of joint returns. In the case of single persons and married individuals
filing separate returns, there are 5 brackets for the first $4,000 of
taxable income (8 brackets in the case of heads of households). The
amerdment also reduces each of these brackets by 1 percentage point.

Conference substitute.—The conference substitute raises the mini-
mum standard deduction to $1,600 for single persons and to $1,900
for joint returns. It also increases the percentage standard deduction
to 16 percent, with a maximum of $2,300 for single persons and
$2,600 for joint returns. This is to be effective for 1975.

In addition, the conference substitute provides for a tax credit, in
addition to the personal exemption, of $30 for each taxpayer, spouse,
and dependent. The credit is effective for 1975.

Earnep Income Tax Creprr

House bill.—The bill provides for a refundable credit of 5 percent
of earned income up to a maximum of $200. The credit is to be phased
out from the maximum $200 to zero as earned income (or adjusted
gross income, if greater) increases from $4,000 to $6,000. The earned
income credit applies only for 1975.

Senate amendment—The Senate amendment provides a tax credit
of 10 percent of earned income up to a maximum of $400. The amount
of the credit is to be phased out from the maximum amount down to
zero as the earned income (or adjusted gross income, if greater) in-
creases from $4,000 to $8,000. Only individuals who maintain a house-
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hold in the United States for themselves and for 1 or more dependent
children are eligible to claim the credit under the Senate amendment.
As in the House bill, the Senate amendment applies only to taxable
years beginning in 1975.

Conference substitute.—The conterence substitute adopts the Senate
version of the earned income credit. The languaee in the Senate amend-
ment with reference to the income being taken into account for welfare
purposes, however, is not included as the conferees intend that the
language applicable under present law is not changed.

Citance 1v WitHHOLDING RATES

House bill —The bill provides a new annual percentage withholding
table, which reflects the increases in the low income allowance, the
percentage standard deduction, and the provision for an earned in-
come credit provided in the House bill. The Internal Revenue Service
is required to calculate withholding tables for other periods and for
wage bracket withholding.

Senate amendment—The Senate amendment requires the Secretary
of the Treasury to prescribe new withholding tables which reflect the
$200 personal exemption tax credit provided by the Senate amendment,
the reduction in income tax rates provided by the Senate amend-
ment, and the earned income cregit as modified by the Senate
amendment. The changes in the withholding tables are to take effect,
asin the House bill, on May 1, 197..

Conference substitute~~The conference substitute requires the Sec-
retary to preseribe new withholding tables which reflect the temporary
increases in the minimum standard deduction and the percentage
standard deduction, the earned income credit, and the additional tax
credit provided in the conference substitute. The changes in the with-
holding tables are to take effect on May 1,1973.

Depvcrion oF CerTain ExpeEnses NECEssARY FOR (FAINFUL
EnmprovsesTt (Crimncare DEvGOTION)

House bill—The House bill does not contain this provision.

Senate amendment—The Senate amendment removes the present
limits on deductible expenditures (maximum of $4,800 per year) and
the income phaseout (the $1.500 maximum phased out $1 for each $2
of adjusted gross income in excess of $18,000 for the husband and
wife). It changes the deduction from an itemized deduction (deduct-
ible from adjusted gross income) to a “business deduction” (deductible
from gross income in determining .\GI). Payments to related persons
are also made deductible, if the transaction is made in an “arms-
length” fashion (pursuant to Treasury regulations).

The Senate amendment also provides for an optional tax credit for
50 percent of the allowable child care expenses, up to a maximum
credit of $50 per month ($25 in the case of a married person filing a
separate tax return). The changes in the Senate amendment are effec-
tive for taxable years beginning after the date of enactment.

Conference substitute—The conference substitute provides for an
increase in the maximum adjusted gross income level from $18,000 to
$85,000, before the phaseout begins. This change is effective for taxable
years beginning after date of enactment.
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BxrENsioN oF Prriop ¥or RepLacing Orp RESIDENCE FOR PURPOSES
oF NONRECOGNTTION OF GGaiN UNDER SECTION 1034

House bill—No provision. . )

Senate amendment.—The Senate amendment provides an extension
of the time period in which a taxpayer may purchase a subsequent
principal residence and thereby defer gain, from one year to 18
months (before or after sale). The amendment also extends the period
in which the taxpayer may construct a subsequent residence from 18
months to 24 months (if construction begins within 18 months after
the sale of the former residence). The extension is effective for sales
of residences after December 31, 1973,

Conference substitute—The conference substitute follows the Sen-
ate amendment except that it makes the provision effective for sales
of residences after December 31, 1974.

Tax Crepir For HoME PURCHASES

House bill.—No provision.

Senate amendment.—The Senate amendment provides a tax credit
for the purchase or construction by an individual taxpayer of a new
principal residence. Under the amendment, the definition of a new
principal residence includes, but is not limited to, a single family
structure, 2 unit in a condominium or cooperative housing project, and
2 mobile home. The rate of the credit is equal to 5 percent of the tax-
payer’s basis in the new residence and the amount of the credit is
limited to a maximum of $2,000.

Generally, to be eligible for the credit, the taxpayer must have ac-
quired the home as his principal place of residence after March 12,
1975, and before January 1, 1976. However, the credit will apply to
binding contracts entered into before January 1, 1976, if settlement
and occupancy occur before January 1,1977.

Conference substitute—The conference substitute follows the Sen-
ate amendment on the 5-percent credit and $2,000 maximum, except
that it allows a credit only with respect to a new principal residence
that was constructed or was under construction before March 26, 1975.
In addition, to be eligible for the credit the taxpayer must attach to
his income tax return a, certification by the seller that the purchase
price paid by the buyer is the lowest price at which the new residence
was ever offered for sale. Both civil and criminal penalties will be
imposed for false certification.

IncreASE 18 InvEsTMENT CREDIT

House bill.—The House bill provides for an increase in the invest-
ment credit rate for all taxpayers (including public utilities) to 10 per-
cent from 7 percent (4 percent in the case of certain public utility
property). The additional credit for public utilities is limited to $100
million for any one taxpayer. The House provision modifies the limita-
tion on the amount of tax liability that may be offset by the investment
tax credit for a year in the case of most public utility property (which
under present law is entitled to only a 4 percent investment credit).
The percentage limit for public utilify property is to be increased from
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the general 50 percent limit to 100 percent of the income tax liability
for 1975 and 1976. In each of the next five taxable years, the increase
for public utilities is to be reduced by 10 percentage points until 1981,
and thereafter, at which time the 50 percent limitation again is effec-
tive. Additionally, the House provision increases from $50,000 to
$75,000 the amount of use property which can qualify for the invest-
ment credit for any 1 year.

The 10 percent investment credit rate is to be available for property
acquired and placed in service after January 21, 1975, and before
January 1, 1976. It is also to be available for property placed in serv-
ice in 1976 if the property was acquired pursuant to an order placed
before January 1, 1976. In addition, in the case of property con-
structed, reconstructed, or erected by the taxpayer, the 10 percent in-
vestment credit rate is to be available for property completed by the
taxpayer after January 21, 1975, but only to the extent of the portion
of the value actually attributable to construction, etc., by the tax-
payer after January 21, 1975, and before January 1, 1976. The provi-
stons increasing the amount of used property which can qualify for
the investment credit apply to taxable years beginning in 1975. The
provisions with respect to progress payments apply to payments made
af%er January 21, 1975, in taxable years ending after December 31,
1974.

Senate amendment.—The Senate amendment provides that, if cer-
tain requirements are met, a 12 percent investment credit is to be
available with respect to property acquired and placed in service after
January 21, 1973, and before January 1, 1977. Similarly, in the case
of property constructed, reconstructed, or erected by the taxpayer, the
12 percent credit is also to be available with respect to property com-
pleted by the taxpayer after January 21, 1975, to the extent of the part
of the basis of the property properly attributable to construction, ete.,
after January 21, 1975, and before Janunary 1, 1977.

In cases where the property on which a taxpayer may claim an
investment credit (qualified investment in property) for a year ex-
ceeds £10,000,000, the 12 percent rate is to be available only if the
taxpayer establishes or maintains an employee stock ownership plan.
To be eligible for the 12 percent rate in this case, a corporation will
be required to contribute to the plan for the taxable year common stock
or securities convertible into common stock (or cash for the acquisi-
tion of such stock or securities) of the employer in an amount equal
to one-half of the additional 2 percentage points increase above the
permanent 10 percent rate (i.e., one-twelfth of the total allowable in-
vestment credit in this case). If these requirements are not satisfied,
the taxpayer will be eligible only for the 10 percent investment credit
which the committee provision adopts as a permanent increase in the
investment tax credit rate. However, the 12 percent rate will be avail-
able without regard to the requirement for an employee stock owner-
ship plan if the qualified investment property of the taxpayer for the
taxable vear is less than $10,000,000. .

The Senate provision puts no limit on the amount of the increase
in the investment credit which will he allowed to a public utility.
Additionally, the Senate provision adopts the temporary increase In
the 50 percent limitation on the amount of tax liability that may be
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offset by the investment credit with the modification that such increase
shall be available for taxable years ending in 1975 rather than for
taxable years beginning in 1975. . )

The Senate provision also provides that the additional credit pro-
vided for a public utility by reason of the rate increase or the increase
in the limitation based on tax liability is generally not to be available
if the additional credit is used to reduce the rate base, unless the credit
is then restored to the rate base at least as fast as ratably over the
useful life of the property. The additional credit is generally not to be
allowed if it is flowed through to income as a reduction in cost faster
than ratably over the useful life of the property to which the increased
credit applies. This rule with respect to the additional credit is to
apply with respect to property used predominately in the trade or
business of the furnishing or sale of electrical energy, water, or sewage
disposal services, gas through a local distribution system, telephone
service, domestic telegraph service, or other domestic communication
service, if the rates for furnishing or sale are regulated by a govern-
mental body.

If the governmental regulatory agency requires ratable flow through
to income, it cannot require any adjustment to the rate base; if the
agency requires adjustinents to the rate base, it cannot require flow
through to income.

A special election is provided to permit the immediate flow through
of the additional credit without the consequence of disallowance in
certain cases. This election is to be available only with respect to prop-
erty where the benefits of accelerated depreciation are flowed through
to customers. The election must be made by the taxpayer within 90
days after the date of enactment of the bill. In this case the taxpayer
must make the election at its own option and without regard to any
requirement imposed by a regulatory agency.

If a regulatory agency requires the flowing through of a company’s
additional investment credit at a rate faster than permitted, or Insists
upen a greater rate base adjustment than is permitted, the additional
investment credit is to be disallowed, but only after a final determina-
tion (made after enactment of this provision) is put into effect. The
rules provided under present law with respect to determinations made
by a regulatory body on the finality of its orders will apply to the flow
through provision. Lastly. the Senate provision repeals the limitation
on the amount of used property which may be included as qualified
investment for the purposes of the investment credit with respect to
used property acquired by the taxpayer after January 21, 1975.

Conference substitute—~The conference substitute provides for a
10-percent investment credit for all taxpayers (including public utili-
ties) for property acquired and placed in service after January 21,
1975, and before January 1, 1977. In the case of property acquired
after December 31, 1976, the 7-percent investment credit (or 4 percent
for public utility property) provided under present law is to apply
(even if ordered bv the taxpayer before 1977). In the case of con-
structed property, the 10-percent credit is to apply to the portion of
the basis attributable to construction occurring after January 21,
1975, and before January 1, 1977.
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In the case of a corporate taxpayer, a taxpayer may elect an 11-
percent credit with respect to qualified investment for the period be-
ginning January 22, 1975, and ending December 31, 1976, if an amount
equal to one percent of the qualified investment is contributed to an
employce stock ownership plan.

The rules governing such employee stock ownership plans are sub-
stantially the same as in the Senate amendment. However, under the
conference substitute the entire contribution is to be transferred to
the plan at one time, and not over 10 years. Also, participants are to
be immediately vested in the full amount of such contributions, as
soon as the contributions are allocated to their accounts. Additionally.
distributions of such contributions cannot occur for 7 years (or may
occur upon death or disability).

The conference substitute is the same as the Senate amendment which
deleted the %100 million limitation on the increase in the investment
credit attributable to the rate change that could be claimed by any one
publie utility.

With respect to the increase in the 50 percent of tax limitation for
gublic utility property. the conference substitute is the same as the

enate amendment.

With respect to the treatment of the increased credit for utility rate-
making purposes, the conference substitute is the same as the Senate
amendment but for technical changes which would make new elections
by a public utility unnecessary if ratable flowthrough, or ratable
rate base restoration treatment already applied to a utility under pres-
ent law.

With respect to the limitation on qualified investment in used prop-
erty, the conference substitute provides an increase to $100,000 from
$50,000 for taxable vears beginning after December 31, 1974, and be-
fore January 1, 1977. Thereafter, the $50,000 limitation under present
law is to apply.

AvLowaxnce oF IxveEsTMENT ('REDIT WHERE CONSTRUCTION OF
Property WiLL Take More TuaN Two YEars

Louse bill—Section 302 of the House bill provides that in the case
of long lead time property, that is, property that requires at least 2
years to construct, the investment tax credit is to be available to the ex-
tent that progress payments are made during the construction period
(rather than being allowed in the Jater year when the property is ulti-
mately placed in service). During the first 5 years this provision is in
effect, a transitional rule provides for a phase-in of the new system at
the rate of 20 percent a year. The temporary 10 percent rate for the
investment credit is to be available for qualified progress expenditures
made in the period after January 21, 1975, and before January 1, 1976.
In general, the provisions with respect to progress payments apply to
payments made after January 21, 1975, in taxable years ending after
December 81, 1974.

Senate amendment.—The Senate amendment adopts the House pro-
vision for progress payments without change. .

Conference substitute.—The conference substitute is the same as the

House bill and Senate amendment.
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IncreasE 1N CoRPORATE SURTAX ExEMPTION AND CHANGE IN
CorroraTE Tax RATES

House bill—Section 303 of the House bill provides for an increase
in the corporate surtax exemption from $25,000 to $50,000 for the
period which is calendar year 1975,

Nenate amend ment.—The Senate amendment adopts the House pro-
vision with respect to the increase in the corporate surtax exemption
without change. Additionally, the Senate provision reduces the nor-
mal tax by 4 percentage points (from 22 percent to 18 percent) while
at the same time increasing the surtax by 4 percentage points (from 26
percent to 30 percent). The increase in the corporate surtax exemption
and the reduction in the corporate rates are effective for taxable years
ending after December 31, 1974, They are to apply, however, only for
1 year and are to cease to apply for taxable vears ending after Decem-
ber 31, 1975.

Confcrence substifute—The Conference substitute is the same as the
House bill and the Senate amendment with regard to the increase in
the corporate surtax exemption from $25.000 to $50.000 for 1975 only.
In addition. the conference substitute provides a reduction for 1975
in the corporate normal tax rate from 22 percent to 20 percent on the

X 000 of net income (with the 22 percent rate applicable to the
second $25.000 of net income).

INCREASE IN MINTMUM AccUMULATED Earnings CreEpir FroM
£100,000 To $150,000

House bill—No comparable provision in the House bill.

Senate amendment.—The Senate amendment provides for an in-
crease of the accumulated earnings credit from $100,000 to £150,000.
Thus, a corporation may accumulate as much as $150,000 of earnings
before its retained earnings may be subject to the accumulated earn-
ings tax. The amendments relating to the increase in the minimum
accumulated earnings credit apply to taxable years beginning after
December 31, 1974.

(‘onference substitute.——The conference substitute is the same as the
Scnate amendment.

Erection To Susstirute NeT OrEraTING L0ss CARRYBACE Y EARS FOR
CARRYFORWARD YEARS

House bill—The House bill does not have this provision.

Senate amendment—The Senate amendment allows taxpayers gen-
erally an election to convert carryover periods for which they are pres-
ently eligible into additional carryback years for net operating losses
menrred for taxable years 1975 and 1976. (Present law provides gen-
erally for a 3-year carryback and a 5-year carryforward for net
operating losses incurred by business taxpayer. )

In addition, the Senate amendment provides that, where a corpo-
ration would receive a tax benefit under this change of more than $10
million, 25 percent of such tax benefit from the first year of the ex-
tended loss carryback is to be placed in an employee stock ownership
plan over a 10-year period. A corporation could also put up to 50
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percent of this amount (of the 25 percent) into a supplemental unem-
ployment benefit plan if transferred within one year from the time
of election.

Conference substitute—The conference substitute does not contain
this provision.

Feperart WELFARE RECIPiENTS EMPLOYMENT INCENTIVE CREDIT

House bill—No provision.

Senate amendment—The State amendment makes the 20-percent
credit of the present law WIN credit available also with respect to
wages paid to certain AFDC recipients. The AFDC recipient must
have been continuously receiving such financial assistance during the
90-day period immediately preceding the date on which the individual
is hired by the employer, and the AFDC recipient must have been em-
ployed by the taxpayer for a period in excess of 30 consecutive days
on a full-time basis before the credit is allowable. The credit is not
allowable for any person who has displaced an individual from em-
ployment nor for a migrant worker. For nonbusiness employers, there
15 2 limit of $1,000 per individual so employed each year.

The provision is effective for hirings after the date of enactment
and for services rendered to the emplover before July 1, 1976.

Conference substitute—The conference substitute follows the Sen-
ate amendment.

TiMe For Maxixe (ontriurions o “H.R. 10” Pravs

House bill—XNo provision.

Senate amendment.—The Senate amendment added a provision
under which, as to 1974 and subsequent years, a contribution to a
pension, profit-sharing, etc., plan would be treated for deduction pur-
poses as being made for a given year even though it was not in fact
made until after the end of that year, but only if the contribution was
in fact made by the time for filing the tax return for that year (includ-
ing extensions of time for filing). This amendment would apply only to
contributions for plans of self-employed people (so-called “H.R. 10”
plans) and only if the employer elects to have this rule apply.

Under present law (the 1974 pension act), this rule is to apply as to
1976 and subsequent vears for existing plans, both HL.R. 10 plans and
corporate plans.

Conference substitute—\Under the conference substitute, the rule of
the Senate amendment is to apply for 1975 and subsequent years (but
not for 1974).

Repear or Excise Tax on MoTor VEHICLES

House bill—No provision.

Senate amendment.—The Senate amendment repeals the present 10-
percent manufacturers excise tax (5 percent on or after October 1,
1977) on the sale of trucks and buses, truck trailers and semi-trailers,
and highway tractors used in combination with trailers and semi-
trailers. The Senate amendment also repeals the 8~I;ercent manufac-
turers excise tax (5 percent on or after October 1, 1977) on the sale of
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truck and bus-related parts and accessories. The Senate ‘amendment
also provides for floor stock refunds and refunds for certain consumer
purchases. . X

Conference substitute—The conference substitute does not include
the Senate amendment.

While the Conference Committee is quite aware of the depressed
condition existing in the truck manufacturing and marketing indus-
try. it felt that the repeal of these excise taxes should more properly
he considered in conjunction with the Public Works Committees, at a
Tater date when Congress considers the Federal Highway Act and the
1lighway Trust Fund of which these taxes are a part.

Tax CrepiT ForR QUALIFIED INSULATION AND SoLaR ENERGY
EquipMENT EXPENDITURE

House bill.—No provision.

Senate amendment.—The Senate amendment provides 2 tax credit
for qualified insulation expenditures for new and used residences and
commercial buildings of 40 percent of the first $500 and 20 percent of
any excess expenditures. In addition, a tax credit is allowed for quali-
fied solar energy equipment expenditures for new and used residences
and commercial buildings of 40 percent on the first $1,000 of expendi-
tures and 20 percent of any excess up to $2,000. For new residences,
the credit is available only to the extent the qualified original insula-
tion materials exceed the minimum HUD standards; this limitation
does not apply to storm windows, storm doors and solar heating and
cooling equipment.

Under the Senate amendment, unused credits may be carried back
to any year for which this provision is in effect and carried over 4
years. The provision is effective during taxable years beginning after
December 31,1974, and ending before January 1, 1980.

Conference substitute—The conference substitute does not contain
this provision. The conferees decided to defer consideration of this be-
cause incentives for insulation and solar energy cquipment expendi-
E.l]r]es are being considered in the Ways and Means Committee energy
hill,

Tax Exemrriox ror Homrowwer's Associatioxs, Erc.

House bill—The House bill does not contain this provision.

Senate amendment.—The Senate amendment provides that a home-
owner’s association, etc.. may be exempt from taxation if it is orga-
nized and operated exclusively for the operation. management, pres-
ervation, maintenance and repair of (1) the residential units owned
by its members or (2) the common aveas or facilities owned by the
association or its members. The Brovision is effective for taxable vears
beginning after December 31.1973. ’

(Tonference substitute—The conference substitute does not contain
this provision. The conferees deferred consideration of this provision
believing it appropriate to consider it in tax reform legislation.
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PercERTAGE DREPLETION TFOR OI1 AnD Gas

House bill—The House bill repeals percentage depletion generally
for oil or gas produced on or after January 1, 1975, Depletion is con-
tinued for natural gas sold under a fixed price contract in effect
Tebruary 1, 1975. which does not permit price adjustment after that
dato to reflect repeal of depletion. Depletion is also continued until
July 1. 1976, for gas sold in interstate commerce if no price adjust-
ment is permitted after February 1, 1975, to reflect repeal of depletion.

For geothermal steam, present law is unaffected, so that if steam
is ultimately held by the courts to be a gas entitled to a 22-percent
rate of depletion, this treatment srill be continued.

Senate amendment—Under the Senate amendment, the deduction
for percentage depletion is generally eliminated with respect to oil
and gas produced on or after January 1. 1975, with certain exceptions.
These include the exceptions provided under the House bill. In addi-
tion, the Scnate amendment retaing percentage depletion at 22 per-
cent on a permanent basis for the small independent producer to the
extent that his average daily production of oil does not exceed 2,000
barrels a day. ov his average daily production of natural gas does not
exceed 12,000,000 cubic feet. Where the independent producer has
both oil and natural gas production, the excraption must be allocated
between the two types of production.

In determining how much of a taxpayer's total production for the
year will be entitled to the 22-percent rate, his total production for
the vear is averaged over the entire taxable year to arrive at an
average daily figure, regardless of when the production might actually
have occurred.

Where the producer has a partial interest in mineral property, his
production from that property, for purposes of the exemption, will
be proportional to his interest. For example, an individual owning
a 10-percent interest in property with 2,000 barrels of average daily
productton will be treated as having used 200 harrels of his exemption
in connection with that property.

If the taxpayer’s average daily production exceeds 2,000 barrels
(or 12,000,000 cubic feet of gas) the Senate amendment requires that
the small production exemption be allocared among all of the
properties in which the taxpayer has an intevest. The allocation is
made by totaling the production from all properties and allocating
to each property the same proportion of the small production exemp-
tion as that property’s total production bears to the taxpayer’s total
production from all properties.

Under the amendment, the 2,000 barrel (12,000,000 cubic feet) ex-
emption is to be allocated (a) among the corporations which are mem-
bers of the same controlled group of corporations (as defined in sec.
1563 (a), but with a 50 percent common control test) ; among corpora-
tion trusts and estates if 50 percent of the beneficial interest is owned
by the same or related persons; and (c¢) among the taxpayer and his
spouse and minor children.

The small producer exemption is not to be available, under the
Senate amendment, with respect to any oil or gas property trans-
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ferred after December 31. 1974. if the principal value of the property
has been demonstrated before the transfer, except in the case of a
transfer by reason of death, or a transfer pursuant to a section 351
transaction.

Also, the small producer exemption is only to be available in the
case of the independent oil or gn- producer. The exemption is not
available to any producer owning or controlling a retail outlet for the
sale of oil or natural gas or petroleum products, or for a producer
who refines more than 50,000 barrels of o1l on any one day of the tax-
able year.

The deduction resulting from the small producer exemption may
not exceed 50 percent of the taxpayer’s net income from all sources
(computed without regard to depletion allowed under the small pro-
ducer exemption, net operating los= carrybacks and capital loss carry-
backs). Percentage depletion which may not be used as a result of this
limitation may be carried forward on an unlimited basis and used in
a succeeding vear (subject to the 50 percent limitation applicable to
that year).

In addition, the deduction resulting from the small producer exemp-
tion is to be available, under the Senate amendment, only to the extent
of the taxpaver’'s qualified plowback investment for the year (as well
as any qualified plowback investment which was unused in the preced-
ing year). The plowback requirement does not apply, under the amend-
ment, to percentage depletion attributable to a royalty interest.

Conference substitute.—The conference substitute follows the Senate
amendment in providing a small producer exemption from the repeal
of percentage depletion for oil and yas. Initially the exemption (“de-
pletable oil quantity”) is 2,000 barrels of average daily production
(or 12,000,000 cubic feet of natura! gas). However, the exemption is
to be phased down gradually. but not eliminated. so as to minimize
the impact of the reduction on small independent producers.

Under the substitute, the exemption is to be reduced 200 barrels a
vear for 5 years from 1976 through 1980, when the permanent exemp-
tion of 1,000 barrels per dav will be reached. The depletion rate for
oil and gas covered under the small producer exemption will also be
phased down gradually from 22 percent. In 1981, the rate will be 20
percent; in 1982, 18 percent ; in 1983, 16 percent; and in 1984 the rate
will be reduced to a permanent level of 15 percent. However, under the
substitute, a taxpayer will be permitted to take percentage depletion,
at a 22 percent rate, on all production resulting from secondary or
tertiary recovery methods until 1984 (but not in excess of 1,000 bar-
rels per day).

The deduction resulting from the small producer exemption may
not exceed 65 percent of the taxpayer’s net income from all sources
(computed without regard to depletion allowed under the small pro-
ducer exemption, net operating loss carrvbacks and capital Joss
carrybacks). )

. Also, under the substitute, there is to be no plowback requirement
in connection with percentage depletion under the small producer
exemption.
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LimrtatioN oN ForeieNy Tax Crepir For Taxes Pap i CoNXNEcTION
Wirn Forerex O1L axp Gas INcoME

House bill—No provision.

Senate amendment.—The Senate amendment repeals the foreign tax
credit on all foreign oil-related income and allows any taxes on that
income as a deduction. The amendment also provides that foreign oil-
related income is to be taxed at a 24-percent rate.

Conference substitute—The conterence substitute modifies the Sen-
ate amendment and applies a strict limitation on the use of foreign
tax credits from foreign oil extraction income and foreign oil-related
income. The substitute limits the amount of payments in the form of
foreign taxes on foreign oil extraction income which will be treated
as creditable taxes to 52.8 percent of taxable income from foreign oil
extraction in taxable years ending in 1975, 50.4 percent of such taxable
income in 1976, and 50 percent of such taxable income in subsequent
taxable years. Any taxes paid in excess of that amount are to be dis-
regarded and not allowed as a deduction. Any excess credits within
the respective percentage limitations are to be allowed to offset U.S.
tax only against foreign oil-related income.

Also, any payments to a foreign country in connection with the
purchase and sale of oil or gas extruacted in that country are not to be
considered as a tax if the taxpaver has no economie interest in the
oil or gas to which section 611(a) of the code applies and either such
purchase or such sale is made at a price other than the fair market
price of such oil or gas at the time of such purchase or sale. The market
price is to be determined without regard to any tax liabilities to the
country of extraction to which the vil or gas is subject upon purchase.
This provision, of course, is not to apply to fees or other types of in-
come from the provision of services which relate to the extraction of
oil or gas for another person. Any payments not allowed as taxes
under this provision are to be allowed as deductions.

In addition, the conferees agreed that beginning in 1976 the per
country limitation on creditable foreign taxes is not to apply to foreign
oil-related income. Instead, the amount of creditable taxes with respect
to such income is to be calculated under the overall limitation. The
conferees believe that this change should be considered significant
m judging requests to revoke consolidated rcturn elections.

The conferees also agreed that beginning in 1975 any losses with
respect to foreign oil-related income should be recaptured against
future oil-related income by limiting the foreign tax credits available
with respect to such future income.

The conference substitute is to apply to taxable years ending after
date of enactment.

Taixation oF EaRNINGS aND ProriTs or CONTROLLED FOREIGN
CoRPORATIONS AND THEIR SHAREHOLDERS

House bill—No provision. .
Senate amendment—The Senate amendment provides that U.S.
persons holding a one-percent or greater interest in foreign corpora-



70

tions are to be taxed currently on their proportionate share of the
income from those corporations in cases where more than 50 percent
of the stock of the corporations is controlled by U.S. persons.

Conference substitute—The conference substitute provides for a
number of specific measures which substantially expand the extent
to which foreign subsidiaries of U.S. corporations are subject to cur-
rent U.S. taxation on tax haven types of income under the so-called
subpart F rules of the Code. .

The conferees expressed their belief that the foreign tax provisions
of present law relating to the deferral of foreign income should be
further reviewed at the earliest possible date. The conferees indicated
that this review should include an examination of the adequacy of
existing provisions dealing with the disclosure and reporting of in-
come (and related deductions) of foreign subsidiaries of U.S.
corporations.

The conference substitute repeals the minimum distribution excep-
tion to the subpart F rules which, under present law, permits a de-
ferral of U.S. taxation on tax haven types of income in cases where
the foreign corporation (or various combinations of foreign-related
corporations) distributes certain minimum dividends to their U.S.
shareholders. The effect of repealing this exception is to tax currently
all income of foreign subsidiaries of U.S. corporations which is deemed
to be tax haven income nnder the cxisting so-called subpart F rules
of the Code. An exception to this provision was made for agricultural
commodities not produced in commercially marketable quantities in
the United States. Under the exception, these commodities grown (or
raised) abroad are to be exclude«! from foreign base company sales
income.

The conference agreement also repeals the exception from the sub-
part F rules which presently permits a deferral of taxation in cases
m which the tax haven income 1s reinvested in less-developed countries.

In addition, the conference agreenent repeals the rule of present law
which permits a deferral of U.S. tax for shipping income received by
a foreign subsidiary of a U.S. corporation. However, deferral of tax
is to be continued to the extent that the profits of these corporations
are reinvested in shipping operations.

Finally. the conferees agreed to modify the present rule in the sub-
part F provisions which permits corporations having less than 30
percent of their gross income in the form of tax haven income to avoid
the current taxation provisions of subpart F. The conference sub-
stitute provides that such tax haven income will be taxed currently
under the subpart F rules in any case where it equals or exceeds 10 per-
cent of gross income.

These provisions are to apply to taxable vears beginning after
December 31. 1975, '

Ermvixarion oF DoMEsTic INTERNATIONAL SALES CORPORATION TREAT-
MENT FOR CERTAIN NATURAL REsources Axp ENERcY PrODUCTS

House bill—No provision.

Senate amendment—The Senate amendment denies the benefits
provided for domestic international sales corporations (DISC's) for
the export of natural resources and energy products (i.e., products
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for which an allowance for cost depletion is provided) and for products
subject to export control under section +(b) of the Export Administra-
tion Act of 1969. The provision applies to sales made after March 18,
1975,

Conference substitute —The conference substitute follows the Senate
amendment.

InvesTMENT Tax Crepit on FForr1¢y Drinrinve Rigs

House bill—Xo provision,

Senate amendment.—The Senate amendment denies the investment
tax credit for foreign situs drilling rigs used outside of the northern
half of the Western ITemisphere. The provision applies to property
placed in service after March 18, 1975, unless such property is covered
by a binding contract which was in effect on April 1, 1974

Conference substitute—The conference substitute follows the Sen-
ate amendment.

Extexsion oF UNEMrLOoYMENT CoMprysaTioON AcT oF 1974

House bill—XNo provision.

Senate amendment.—The Senate amendment extends the benefits of
the Emergency Unemployment Compensation .\ct of 1974 for an addi-
tional 13 weeks to those who have exhausted 52 weeks of benefits. This
is available only for the period ending June 30, 1975. The provision
states that the Secretary of Labor shall, at the earliest practicable date
after the enactment, propose to each State with which he has in effect
an agreement under section 102 of the 1974 Act a modification of such
agreement designed to cause payments of emergency compensation as
provided in the Senate amendment.

Conference substitute—The conference substitute follows the Senate
amendment.

SpecraL, PavyMENTs To PeorLe Rrecrivine DBrwerrrs UNDER Socian
SecTrITY, RAILROAD RETIREMENT, OR SUPPLEMENTAL SECURITY IN-
coME ProGramMSs

House bill—No provision. o

Senate amendment—The Senate amendment added a provision fo
the bill, under which a one-time special payment of $100 is to be made
by the Secretary of the Treasury to each individual whq, for March,
1975, was entitled to monthly insurance benefits under title IT of the
Social Security Act, to monthly pension or annuity benefits under the
Railroad Retirement Acts, or to supplemental security income bene-
fits. An individual eould receive only one snch $100 special payment,
even though he was entitled, for March, 1975, to benefits under 2 or
more of the above-mentioned programs. )

The Secretary of Health, Education, and Welfare and the Railroad
Retirement Board are to provide the Treasury with such data and in-
formation as may be necessary to determine who is entitled to these
special payments. L. . .

Receipt of the special payment by an individual is not to affect his
eligibility for, or the amount of, the aid or assistance which he or his
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family would otherwise be entitled to receive under a welfare-type
program. Federal financial participation in any State (or“lo.cal) wel,;
fare-type program is to cease if that program violates the “disregard
requirement described in the preceding sentence.

Conference substitute—The conference substitute generally follows
the Senate amendment, except that the amount of the special payment
is to be $50 per qualified recipient. In addition, the conference sub-
stitute restricts it to residents of the United States who have applied
for benefits under one of the three programs prior to April 1, 1975,
and who actually receive a benefit for the month of March 1975 which
is paid by August 31, 1975. The conference agreement includes the re-
quirement that these payments be disregarded in determining eligi-
bility under other programs and clarifies their non-taxable nature for
income tax purposes. . .

The conferces emphasize that these payments are not social security
benefits in any sense but are intended to provide to the aged, blind,
and disabled a payment comparable in nature to the tax rebates which
the bill provides to those who are working. These payments, therefore,
should be clearly identifiable as Treasury Department payments and
not be included m or confused with social security benefit checks.

Dryerne oF CerraiN HeaTing O1L

House bill—No provision.

Senate amendmcnt.—The Senate amendment requires that certain
heating fuel oil be colored with an oil soluble dye, so that such non-
taxed fuel oil may be distinguishable from taxable diesel fuel oil for
highway use. The Administrator of the Federal Energy Administra-
tion is to determine the appropriatc soluble dye and the point of the
petroleum distribution system to udd the dye: and he may enter the
premises (during business hours) to inspect for violations. Violators
are to be subject to a fine of not more than $25,000, or imprisonment of
not more than 5 years, or both.

The provision is to be effective on the date of enactment.

Conference substitute.—The conference substitute does not contain
this provision. The conferees deferred consideration of this because
the subject would be reviewed during the Ways and Means Committee
consideration of the energy bill.
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