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Introduction

This document contains the day-by-day press announcements of
the committee decisions with respect to the ’I‘nx Reform Act of 1969.
Generally, the announcements contained herein indicate those areas
of the House bill which were amended by the Committee on Finance.
In the event any feature of the House bill is not mentioned in these
announcements, it is likely that the provision involved was not
amended by the committee, but was agreed to without change, or
with only necessary technical changes. This list of announcements is
not intended to indicate the substance of all the provisions of the
House bill.
(1X)



TS5 FULEASE

FOR IMMEDIATE RTLEASE COMMITTEE ON FINANCE
October §, 1969 UNITED STATES SENATE
2227 New Senate Office Building

STATE AND LOCAL BCND INTEREST AND TAX REIFCRM

Senator Russell B, Long (D,, La,}), Chairman of the Comimittee
on Finance, anaounced today that the Committee had agreed that it
would not subject State and Jocal bond interest to Federal inzome tax.
This was the {irst decision reached by the Committee in their delibera-
tion on the tax reform bill of 1969, The Commiltee also agreed to
delete that provision in the House bill which would provide a sulsidy for
States and locs] governments which choose to issuc their bends on 3 taxe
able basis and piy competitive market rates of interest on them.

The Committee decided to retain the provision in the House tax
reform bill which subjects Interest earned on so-called 2rbitrage bonds
to Federal income tax, Arbitrage bonds are those whicharc sold by the
State and local government, the proceeds of which are reinv.sted in
higher yleld Federal or corporate securities, The Comynittce feif that
these bonds served nc useful governmental purpose but werc ant.c-
healtlyconsequencn of the record-high intercst rates exizting in the
Country today.

Finally, the Committee added to the dill 4 pruvision which will
require in the future that State and local bond intercat be reporteé on
the tax return for statistical purposcs oply.

The Chatrman indicated 1t a: because of the gap in krowiedge
as to who the reciplents of this interest are theze had been consideratle
speculation that these bonds are purchased primarily for their tax
avoidance potential, He stated that this attitude overlooked the more
obvious point that the purchaser of State and local governmertal bonds
had already borne a tax in the form of a return for his investment,

The full text of Senator Long's statement is attached,

a)
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TEXT OF STATEMENT MADE BY HONORABLE RUSSELI. B. LONG, CHAIRMAN,

COMMITTEE ON FINANCE, ANNOUNCING THE COMMITTEE DECI5IONS WITH

RESPECT TO THE TAX TREATMENT OF INTEREST PAID ON STATE AND
LOCAL GOVERNMEDPT BONDS

The Finance Committee acted this morning to delcte those provisions
of the House tax reform bdill which would indirectly tax the intercat earred on
Statc and local government bonds, Under this action the limit on tax preferences
and the allocation of deduction provisions of the House-pasaed tax reform bill
will not apply to this bond nterest, The provicion extending a Federal subsidy
to State and local governments which choose to issue their donds on a taxable
basis ia3 aleo deleted,

The Committee feit that if there was ever a time for erding the tax
exemption on this intereat income, 1969 1o not the year to do it. Interest rates
are at the highest level in over 100 years.

Because of this, taxable investment opportunities have attractcd money
away from the State and local goveroment bond market. This in turnb:3 caused
interest rates on some State and local bonde in recent months to rise three times
as ewiftly than interest rates gencrally, On the other hand, provisions in many
State Conutitutions severely limit the interest that State or local governments may
pay on their obligations. Theae factors have made it very difficult for States and
municipalities to raiee the funda they need to finance the improvemerts they
deaire for their citizens,

The tax bill bas added to this difficulty by further reducing the net
tncome a purchaser of these bonds might earn. This causcs a widening cf the
gap between the net yield on taxable corporate and Federal securities on the one
hand and tax-exempt State and local governmertal securities on the other,

Good tax policy considerations and public poliey considerations alike
demand that the total tax structure -« Federal, State and local, combined «- be
explored ia determining the advisability of tax reform aimed at a Federal tax
on State and local bond intereat.

The Committee on Finance did explore these aspects,

During the hearing before the Finance Committee, a distinguished parel
of Governors representing the National Governore' Conference was followed to the
witness table by a distingulshed panel of Mayors which, latcrn, were followed by
a distinguished panel of County officers, These dedicated officials presented frre-
futable evidence of the fmpact the House tax reform bill has aiready had or their
functions,

Thelr capital improvement programs canaot be initiated, Their bond
fspues have been authorized but the bonds cannot be sold, Bonds they have already
fssued are rapidly depreciating in value, causing considerable losses to their
holders.

These witnesses reminded the Committee that the House tax reform bill
would raise only $30 mill.on annually in revenues for the Federal Treasury through
the tax on thelr bon! interest. Then they carefully demoniatrated that State and
local taxes would have to gi- up by $200 million a year to pay for it.

State and local tay s.ructures gencrally are regresaive - they fall more
heavily on the poor than on the rich. Sales taxcs, property taxes, gasoline taxes -»
these are the levies that would need to be hiked at State and local Jevels to pay the
higher yields demanded by purchasers in anticipation of s Federsl tax on their
bond fnterest, These are the taxes that hit hardest at the poor,

Based on the testimony we received, the Committee on Finance cons
cluded this morning that the provielons of the Houvo bil) taxing State and locsl bond
interest constituted a very inefficlent tax reform sad should not be enacted. The
Committee 18 hopeful that the action it has taken on this subject will zestore cone
fidence to the taxscxempt bond market acd esabte State and local governrments to
get on with the important work of improviag services and facilities for their cwn
citlzens, .

2



ARBITRAGE BONDS

The Committee agreed to ratair that provision in the House
Tax Reiorm blli which would tax the interest earned on sc-called
"arbitrage.toads, " However, the provisior was modified to make it
somewhat move objective,

Arbitrage bonds are bonds issued by a State or local governs
ment, the proceeds of which are reinvested in higher yield Federal or
corporate securities,

The Commiltee {e1t that State and local governmerte should
not use thelr tax exempt privilege for the purpose of gaining a higher
return on other investments in this day of record-breaking interest
tates,

The Committee acticn conslets primarily of the adation
to the bill of a definition of the type of bond to which the House bill
referred but did not identif;. It s made clear in this definition that
bonds fssued by a State and local government to provide funds for the
financing of residential tousing, sports facilities, airporis, docks,
warfs, mass coramuting facilities and park facilities, alr end water
pollution control facilities, sewage or soli1d waste divposal facijities,
or for facilities of the local furnishing oi clectric energy, gas or
water would not be treated as arbitrage bonds, and the interess on
bonds i6sucd for these purposes would remain tax-exempt. Ttese
are the purposes for which an exception was provided when Congress
scted last year to tax the interest earned on induytrial develepinent
bonds,

REPORTING OF TAX-EXEMPT INTEREST

The Committea alao agreed to & provision vhict ir the
futare would require tnat individuals and corporations receiving tax-
exempt State and locul hond intereat must report their bond interest

on their tax returns for statistical purposes only

This will provide information as to where, in the income
classes, interert on these bonds is received. This will iudicate
whether there are individuals with large amouats of this ircome
whs are avoiding the paymeni of ary Federal taxes.

Today thie interest is not reported on tax returnd ‘or any
purpose, No one knows who receives this ir*ercst at the present
time and this gap in our knowledge aas led to considerable specula-
tion that these borde are purchared primarily for their tax exemp-
tion,

The statistical rnowledge geined by requiring that tax-exempt
intersat be identified on the tax return will permit a2 mere rational
discuseion of the quastion of whether theae bonds are used primarily
as a tax-avoldance device,’

It i» certainly true -- although tax-purisis are unwilling to
concede it -~ that the purchaser of State and local bonds have siready
borne a tax, a tax in the form of a Jower return on their money.

P.R, #25
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- ESS RELEASE:

SaRRe fes

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 10, 1969 UNITED STATES SENATE
. 2227 New Senate Office Bldg.

COMMITTEE DECISIONS
TAX REFORM ACT OF 1969

Senator Russell B, Long {D., La.), Chairman of the Committee on
Finance, announced today that the Committec had taken the following action in
executive session on H, R, 13270, the Tax Reform Act of 1969,

50 Percent Maximum Tax on Farned Income » == The Committee
agreed to delete Section 802 of the lHouse-passed tax reform bill, This pro-
vision would have reduccd the maximum tax on earned income frora 70 percent

{17 percent with the surtax) to 50 percent.

This action removes the distinction created by the House bill, based
on the source of income, and increascs the revenue to be gained by the bill by
$200 million in 1970,

Deduction _for Gasoline Tax . -~ The Committee decided not to
approve an administration suggestion that the Federal income tex deduction
be disallowed in the case of State and local gasoline taxes, Before the Com-
mittee acted, the Treasury Department modificd its original suggestion so that
those who commute not more than 10 mites per day could continue to deduct
the State and local tax paid on the gasoline they purchase to travel to and from
work, As already rcported, the Committee rejected this suggestion,

Capital Gains Holding Period . == The Committec agreed that it
would retain the provision in present law which requircs taxpayers to hold a
capltal assct for 6 months if the gain from the sale of the assct is to qualify
for favorable capital galns tax treatn.ent, In taking this action, which was
recommended by the Treasury Departracnt, the Committee rejected the feature
which would have extended the holding period to one year, The Cornmittee did
not act on the provision to repeal the maximum capital gains rate of 25 percent,

Ths Treasurg Deparutnent indicated that there war somie question as
to whether the cxtension of the holding period would increase revenucs by the
$150 million they had previously cstiinated, They indicatcd that on reconside
eration they felt the revenue increase estimated under the House bill might
‘not be nearly so targe.

Deferred Compensation . -- The Committee agreed to delete the
provision of the Housc bill {Scc. 331) which would have imposed a tax on
amounts received as deferred compensation based on the rates which would
have been applied if the dcferred arount had been received in the year in which
earncd. This action carricd out a recommendation made by the Treasury
Department,

Investment Tax Credit . = The Committce agreed that the rules in
the House blll for repealing the 7 percent investment tax credit would be
modified to conform to the Committee’s previously announced decisions (of
September 19, 1969)%with respect to the repeal of the credit, In addition, the
Committee made one change in its September 19 decisions,

This single change related to the special transitional exception for
railroad rolling stock, Under the prior announcement this exception was to
apply to all "rolling stock,” Under the Committee's decision of today, this
exception i3 not to apply to locomotives({other than passcnger train locomotives),
flat cars, or railroad cars for the hauling of automobiles,
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PRESS RELEASE -

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
September 19, 1969 UNITED STATES SENATE
2227 New Senate Office Bldg,

REPEAL GF INVESTMENT TAX CREDIT

Senator Russell B, Long (D,, La.), Chairman of the Gommittee on
Finance, announced today that the Committee on Finance had taken the foliow-
ing action In executive session,

Investment Tax Credit Repeal, <= It ordered that H, R. 7311, a bill
to reduce the import duties on stethoscope parts, Le reposted with a Com-
mittee amendment to repesl the ? percent Investment Tax Credit,

Explanation of Amendment. -~ The Committee amendment generally
adds to the hill the language previously approved by the House of Representa~
tives {and reported to the Senate by the Cormmittee on Finance} as part of
Hy R, 12290, {Among other features that bill would have extended the Income
tax surcharge through June 30, 1970).

Under the Committee amendment, the 7 percent investment tax
credit generally would be ropealed as of April 18, 1969, The Committee,
however, did revise sevaral features of the repeal provision, These revistons
are as follows:

Rallroad Rolling Stock, --The Canmittee provided that railroad
rolling stock ordered under binding contracts prior to Jasuary 1, 1971, and
placed in service prior to January ), 1975, {s to qualify for a progresslvely
smaller tax credit compuled as of the tine the rolling stock actually Is placed
In service, This declining credit would be calculated under a achedule
{dentical to the "'phase-out"” rules contatned in H. R, 12290,

Fhase Out - Unused Tax Credits, --The Committee provided that
for property eligible for the credit after April 18, 1959, the '"phasc-out" rules
in H, R, 12290 would rot apply and this property would qualify for the {ull

7 percent credit {f it is placad in service uot later than Decembar 31, 1978,
{Under H, R, 12290 the credit would be reduced by one-tenth of one percentage
polnt per month beginning tn 1971 and (t would be finally repealed as of
January b, 1975,)

The Committee also provided an additional 3-year carryover for
unused tax credite which cannot bo utilized because  of the special 20 percent
limitation on tax credits (ncluded in prior versions of H, R, 12290,

New Deslgn Products, -- The Committee agreed to extend the o~
called Lockheed amendment to McDonnell-Douglas, enabling both of these
aircraft manufacturers to qualify for the credit with respect to property they
must acquire to produce the air buses which they have committed themselves
to bulld, Specifically, it would reduce from 40 percent to 50 percent the tes:
on the aumber of aircraft which it has contracted (as of April 1€, 1969) to
deliver by 1973, and would permit price changes where materials costs
fluctuate as well as where wage rates fluctuate,

Sale and Leaseback, -~ The Committee agreed to add to the bill a
proviston Included in the 1966 Suspension Act to insure that the investment
tax credit will not be recaptured if the property subject to the leaee should be
returned to the lessor, (The very narrow leaseback exception which the House
included in Ho R, 1229Q as a substitute for the 1966 rule would be retained
with respect to the situation for which it was designed by the House,)
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Purchase of Corporate Asgets. -« The Committes agreed to continue
the tax credit where all the assets of a buslness {including binding contracts
to lease property eligible for the credit) are acquired by anothar corporation,
(This makes tha treatment under the bill consistent with the treatment which
would occur if the acquiring corporation purchased the stock of the other
corporation and then liguidaied {t, thus ecding up with ite assets.)

Performance Contracts, -- The Committee agreed to sllow the tax
credit to be taken by a taxpayer who was requived by a bloding contract in
effect on April 18, to acquire property cpecified {n the contract to be used to
produce products substantially all of which are to be sold to the other party
tothe contract, Speclal restrictions ln the case of extractive property would
require the property involved to be placed in service by Janvary 1, 1973, and
that the contract of sale must not have included escalation clauses to protect
against loss of the tax credit, Where the extractive property which must be
acquired Is not specified inthe contract, it must be readily ascerlainable
from the location and characterlstics of the material involved in the sales
contract, Except for these features applicable only to extractive property,
this provision s similar to one contained in the 1966 Act suspending the
Investment tax credit,

Certaln Leageback Arrangementy, -~ Under H. R, 12290 a taxpayer
may transfer hia rights in property to a leasing company in a leaseback ar-
rangement qualifying the lessor for the credit only if the transaction in-
volves the transfer of a binding contract in effect on April 18, 1969, The
Committee agreed to extend this favorable feature to property eligible for
the tax credit under other provisions as well, such as, for example, the
machinery and equipment rule,

Non-subsidized Shipping Lines, -- The Committee would treat non-
subsidized shipping lines in the same manner as subsidized shipping lines with

respoct 4o but, s neeessary to the planned use of ocean-going vessels
designed to carry barges and contracted for on April 18, 1969, The amend-
ment would allow non~subsidized lines the benefit of the investment tax credit
i more than 50 percent of the barges necessary to the planned use of the
veseel are acquired on or before April 18, 1969, or are subject to binding
contracts in effact on that date,

Eglmated Tax, -~ The Committee would provide rules to protect
taxpayers who {iled declarations of estimated tax claiming the benefit of the
tax credit with respect to property contracted for after April 18, 1969,
Under such rules, taxpayers would be protected fraun the assortion of penal-
tles until they have had an opportunity to revise their estimates to reflect
the repeal of the credit,

Recapture Rules, -- The Committee adopted rules preventing the
recapture of the investment tax credit where property for which the credit
was allowed is held for only a short time and then Is dlsposed of and L
shortly replaced with other property of a ke kind.

.

EXTENSION OF INTEREST EQUALIZATICN TAX

Extension, == The Committee agreed to report i1, R, 12829, which
would extend the Interest equalization tax through March 31, 1971, with
technical amendments, and with a elnglc amendment relatlng to another
matter, This other amendment, described below, would repeal the ammunl-
tlon registration requirements of the Gun Co: 1 Act of 1968,

Technical Amendment, ~= An amendment was adopted which pro-
vides that leases are to be treated as giviug rise to dedt obligations for
Interest equalization tax purposes in cases where the lease is principally a
financing transaction, The financing company provision was broadened to
allow the flpancing of export leases and an exemption was provided for export
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leazes which is similar to the exlsting expo.t sales exemption,

Two modllications of the financlng company provision of the bill
also were adopted, A financing company is to be permitted to loan out amounts
represented by accrued foreign taxes which are payable within three years,
rather than one year as under the House bill, Also, a finaacing company ls
to be allowed to own debt obligations acquired in the cource of carrying on
{its financing business (such as loans to employees) in additlon to the other
types of debt obligations the company Is allowed to own under the House bill,

Ammunition Reglsiration, -» The Committee approved as an arend=
ment to H, R, 12829 the text of S, 2718, introduced by Senator Dzanett of
Utah and co-sponsorced by 46 Senators, This amend t would modify the
Gun Control Act of 1968, to repeal the registration requirements concerning
pereons purchasing , 22 caliber rimflre ammunition or ammun:tlon for
shotguns or rifles, The amendment would also repeal the registration re-
quirements for component parts of the same types of ammuuition, At present
the reglotration provislon :equires the purchaser of ammunition to give his
name, address, and date of bitth; the date of purchase; the manufacturer,
caliber, gauge or type of component, and the quantity of tho ammunition
purchased; and the purchaser's driver's license number or other type of
personal ldentification.
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 13, 1969 UNITED STATES SENATE
2227 New Senate Office Bldg,

Tax Reform Act of 1969
Charitable Contributions
Actions in Executive Sessions

Honorable Albert Gore (D., Tenn,), who presided during tha afterncon
sesslon of the Committee on Finance announced today that in considering the Tax
Reform Act of 1969 the tax treatment of charitable contributions was taken up by
the Committee, In deliberation on this portion of the bill, he reported that the
Committee had taken action with reapect to the different categories of transactions
that are set forth below:

50 Percent Limitation . =~ The Committee agreed to the provision in
the House bill which would increase tho overall limitation on the deduction of
charitable contributions from 30 to 50 percent for glfts to “public" charitics.

In accepting the House provisfon the Committee also approved a Treasury Departe
ment suggestion that a taxpayer's basie for property contributed to public charities
be cligible for the 50 percent timitation, and that only the appreciation element in
the donated property be limited to 30 percent, (Under the House bill the entire
value of the gift of appreciated property would have been limited to 30 percent,)

The Committee also agreed to modify the House provision (and the
existing 1aw) to allow contributions to private operating foundations, and private
non<operating foundations which distribute the contributions they receive to pudlic
charities within one year, to qualify for tho 30 percent and 50 percent limitations,
This action Involved approval of a suggestion made by the Treasury Department, -

Unlimited Charitable Contribution Deduction . == The Committee
agreed to repecal the unlimited charitable contribution over a 5-year period. This
ls the aame period provided for by the House bill,

The Committee did modify the S<year phase~out rule, however, so that
the following features of the House bill would not apply in the case of the un- ¢
limited charitable contribution deduction:

{a) The inclusion of appreciated charitable gifts as tax preferences
within the limit on tax preferencee and allocation of deduction rule,

(b) the allocation of the charitable deduction,
{c) the 30 percent limit on gifts of appreciated property,

{d) the appreciated property rule in the case of property which would
give riec to a long-term capital gain if sold,
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The Committee was advised that these rules (if applied) would often render the
opecial phase-out for the unlimited charitable deduction meaningleas, in effect
causing the immediate repeal of this deduction rather than a phase-out,

Gifts of Appreciated Property . «~ The Committee generally agreed to
the provisions of the House bill which require that the amount of appreciation in
value of property donated for charitable objectives be taken into account for Fede
eral income tax purposes, However, the Committoe modified tha House rules in
a number of reapects, as follows!

(1) Inthe case of gifts of capital gain property to private foundations,
the Committee adopted a simplified rule for taking the appreciation
into account, Under this rule, the donor would be allowed a charitable
deduction equal to his cost or other basis for the property,- plus one-
half of the appreciation. Thie rule s a substitute for the dual House
rule which favolved either deducting only the cost of the property or
retroactively deducting the value of the property by including the appre=
clation in income, The Comumittee's rule achieves substantially the
same net effect as if the donor had included the appreciation in income
and claimed a charitable deduction for the falr market value of the
property.

{2) The Committee removed gifts of future interest in property (which
is not tangible personal property or ordinary income property) from
the types of property to which the appreciation rules of the House bill
apply. The Committee felt the inclusion of future interest within the
appreciation rules could have a substantisl adverse effect on charitable
giving to public charities and schools, since future interest gifts are a
common form of charitable giving.

(3) The bargain sale provision of the House bill was deleted, Under
this action, sales to charity of appreciated property for less than ite
fair market value would not give rise to any allocation of basis between
the portion of the property sold and the portlon given away, Stated
differently, under this Committee decislon, no gain would be recog-
nized for tax purposes because of the making of the bargain sale. *

With these changes, the Committee approved the appreciated property rules of
the House bill, Specifically, it approved the amendments which require that
appreciation in value of gifts of tangible personal proporty (such as art works
and books) be subject to the appreciation rules,

2sYear Charitable Trusts . =~ The Committee approved the House
provision without change.
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Charltable Contributions by Estates and Trusts., -~ The Committee
adopted the House provision which would eliminate the deductlon for amounts
aet astde for charity, which ls presently allowed non-exempt trusts, subject to
certain modiflcations,

(a) Set-Aside Deduction. =~ First, the Committee restored the set~
aside deduction in the case of estates, since it may often be Impractical
or contrary to probate law for an estate to make current distributions,
The Commilttes also restored the set-aside deduction in the case of pool
arrangements under which a person transfers property to a public
charity which places it in an Investment pool and pays the donor the
income attributable to the property for life, This set-aside deduction,
however, would be limited to the amount of the poolls capital gain
Income, The Committee took this action in order to prevent a signifi-
cant adverse effect on the use of these arrangements which have been
increasingly relied on by public charities,

(b) Irrevocable Trusts; Wills, --The Committee also restored the
set-aside deduction in the case of certain types of existing arrange~
ments which were established in contemplation that the deduction
would be avallable, The set-aside deductlon wlll continue to be
avallable under the Committee action [n the case of exlsting irrevocable
truste (established before August 1, 1969)., The deductlion also would
continue to be avallable, as recommended by the Treasury, for trusts
established pursuant to a will in existence on August 1, 1969, which
cannot be changed under State law prior to the person's death because
of his Incompetency or other disability, Inthe case of trusts provided
for in wille In exlstence on August 1, 1969, the set-aside deduction
wlll continue to be avallable if the person dies within three years,

{c) Effective Date. -~The Committee also adopted the Treasury
recommendation that the elimination of the set-aside deduction apply
only with respect to taxable years baginning after 1969,

Gifts of the Use of Property, -~ The Committee adopted the provision
of the House bill which denies a deduction for glfts of the use of property
with a modification to lnsure that this provision does not have urintended
effects such ae denylng a deductlon for an outright gift of a fractional interest
in property, Generally, the Committee's actlon would restrict this provision
to gifts of terminable lnterests ln property or future interests in property.

Charitable Remainder Trusts, -- The House bill provided that the
charitable contribution deduction (for income, estate, and gift tax purposes)
would be allowed for a charitable gift of a remalnder interest in trust only
where the trust was aa annuity trust (l,e,, it specified the annual amoust to
be pald the noncharitable income beneficlary in dollar terms) or was a
unitrust (i, e., the specified amount was expressed as a fixed percentage
of the value of the trust's assets),
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The Committes, in general, accepted this provision of the House bill but adopted
a series of modifications of the provision to provide persons with greater flexi-
bility in making this type of gift and to reduce the poteatial adverse effect of the
provision on established forms of giving, while at the same time protecting
sgainst the abuses to which the provision is directed,

(a) Pooled Arrangements; Gifte of Real Property . == Firat, the
charitable deduction would continue to be allowed in the case of gifts

to pool arrangements even though the annuity trust or unitrust require-
ment was not met, Inthie case, however, the amount of the charitable
deduction would be determined with refererce to the highest rate of
roturn from the particular pool or fund during the three years prior to
the contribution, A similar situstion in which the Committee decided
to allow a charitable deduction, even though the annuity trust or uni-
trust requirements are not met, is In the case of gifts of real property
to charity where the donor and/or his spouse reserve the right to live
on, or receive the income from, the property for life, Where appro«
priate, straight-line depreciation or cost depletion would be taken into
account in valuing the charitable gift.

(b) _Unitruots and Annuity Trusts.« The Committee also adopted a
modification of the unitrust rule in order to provide greater flexidbility
with regard to this type of gift, Under thie modification, a unitrust
would be required to pay the noncharitable income beneficiary only

the amount of the trust income where this is less than the percentage
amount stated in the trust, In addition, deflclencles in income distri-
butions {i.e., where the trust income was less than the stated per=
centage amount) could be made up in later years when the trust income
exceeded the atated percentage amount, As under the House provision,
however, the percentage amount would continue to be used in deter-
mining the amount of the deduction allowed for the charitable remainder,

The Committee also modified the definitions of an annuity trust and a
unitrust to permit these trusts to have more than onc noncharitable
income beneficlary,

(¢) Effective Dates . = The Committee also adopted certain modifi-
cations of the effective date provisions of the charitable remainder trust
rules, For purposes of the income tax charitable deduction, the new
rules are to be applicable only to transfers in trust after October ¢,
1869, For estate tax purposes, the new rules are not to apply in the
case of trusts ¢reated before October 9, 1969, which provide an
irrevocable glft to charity, In addition, the new rules are not to apply
with respect to trusts created by wills in existence on October 9, 1969,
if the peraon dles within three years, Finally, the new railes are not
to apply with respect to trusts established in wills in existence on
October 9, 1969, which may not be changed under State law prior to the
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person's death because of his incompetency or other disability. The
Committee took these actions since thoy involved situations where the
new rules could not have been taken into account and, therefore, the
Committee felt it inappropriate to deny a charitable contribution de-
duction in these cases.

Charitable Income Trust with Noncharitable Remalinders , =» The
Committee adopted the House provision regarding the allowance of a charitable
deductlon for a gift of an income interest to charity in trust with minor modifia
cations, Generally, under the Houso provision a deduction would not be allowed
{n these casca except where the grantor is taxable on the trust income, The pur-
pose of this rule is to prevent the taxpayer from receiving a double benefit . e.,
a charitable deduction and also an exclusion from his tax base of the trust income).
Since the possibility of this double benefit is prcaent in the case of the income tax
charitable deduction but not the estate and gift tax charitable deductions, the Com=
mittee decided to make the new rutes {other than the requirement of an annuity
trust or unitrust format) inapplicable for estate and gift tax purposes.

"he Committee also decided to make the new rules for purposes of the
income tax :haritable deduction applicable to transfers in truat after October 9,
1969,

Repeal of 7 Percent Investment Tax Credit ., -« As previously
announced by the Committec {on October 10, 1969) the provisions of the tax
reform bill repealing the 7 percent investment tax credit were modified to
conform to the actione taken on September 19 when it considered this matter,

In its announcement of October 10, the Committce reported a single modification
of the earlier decisions ~« a modification narrowing the type of equipment
eligible for the credit under the special transitional exception for '"rolling stock'
of railroads,

Today the Committee gave final approval to one further modification
urged by Senator Goodell of New York, Under this modification a contract
between members of an affiliated group entered into before April 18, 1969
{which under the House bill would not be treated as a binding contract) will be
treated as a binding contract where the affiliation between the partics to the
contract is ended before June 30, 1969,
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 14, 1969 UNITED STATES SENATE
2227 New Senate Office Bldg,

Tax Reform Act of 1969
Actions in Executive Session

Honorable Russell B, Long (D,, La,) announced today that the
Committee on Finance was continuing to make conslderable progress in
its work on the Tax Reform Act of 1969, He reported that in executlve
seseion the Committee had made declslons with respect to several pro-
vislons of the House~passed bill as described below, He noted that these
actions preserved many of the Important tax reform features contalned in
the House bill with only minor changes,

Restricted Property, ~~ The Commlttee agreed to the provision
[n the House bill which provides that a person who receives compensation
inthe form of property, such as stock, will be subject to ordinary lncome
tax on the value of the property at the time of the receipt unless his intereast
is subject to a substantial risk of forfelturo, in which case tax would be
imposed at the time the interest b es non-forfeitable

The Commilttee, however, adopted a series of relatlvely minor
modifications, the most Imporiant of which are explained below:

(a) The House bill requires the recognition of income to
an employee upon transfer even though the property re-
malins subject to forfeiture, The Committes approved a

8 Treasury suggestion that in such a case, the employes
would not be treated as realizing income merely because
he donated his forfeitable interest to ancther peraon, if
the other person is also subject to the forfeitable conditlon,
However, the employes would be taxed at the time the
righte become non-forfeitable,

(b) The Committee also adopted a provision which pro-
vides that an interest Ln property s not to be considared
forfeltable unless the employer can compel the employee
or other holder to return the identical property upon the
happenlng of the events which caused the forfelture, How~
ever, where the property s forfeitable, the employee
would be treated as realizlng income when he sells the
property Lf this event occure befors the property becomes
non-for{eitable, This provision was also recommended
by the Treasury Department,
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{c) The Committes adopted & provision which will permit
employees the option of reporting the original recelpt of
restricted property as if the restriction did not exlst,
Stated otherwise, the employee could treat the recelpt of
_ restricted property as a recelpt of unrestricted compens=
satlon and pay tax on it at that time, However, an em=
ployee who exerclses this option, will not be entltled to

s refund If subsequently his right to the propesty proves
to have been forfeitable,

{d) The Committee aleo added provisions which provide
that restricted property rules would not apply to premiums
pald by sn employer under nonetruatee annuity plans for an
employee which meet the qualification requirements of
Internal Revenus Code Sec, 401{s}. Also, the restricted

_ property rules would not apply to any amount excluded
from gross income (under Sec, 403(b)) in the case of
annuities purchased for an employes by an educational
or charitable (Sec, 501{c){3)) organieation. Thess proe
vislons had been recommended by the Treasury Depart-
ment,

(e) The Committee also adopted ptovielons to make it
clear that in the case of non-exempt trusts and non«
qualified annuitles, the amount subject to tax when the
employee's interest becanes non-forfeitable ie the valus
at that time of hls Interest in the trust (or tho value of
“the annulty contract). The value of the amount subse~
quertly contributed by the employer to the truet {or
premlums subsequently pald) would be lncluded in the
income of the employes when contributed or pald to
the trust (or insurer), The Treasury Department had
aleo recommended the adoption of these provielons,

{fy The Committee modified the effective date provision
of the sectlon, The general effectlve date {ncluded in the
House blll provided that the section would not apply to
property transferred after June 30, 1969, if the property
was traasferred before February 1, 1970, pursuvant to

a written plan adopted and approved before July 1, 1969,
The Committes agreed to the July 1 date but at the sug-
gostion of the Treasury Departrent, the Committes de-
clded to allow more time for the actual transfor. Thus
the February 1, 1970, cutoff date was extended until
May 1, 1970, £
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The Committee also agreed that in the canse of & company
which has a bindlng contract prior to April 22, 1969, with
third parties to pay key employees a determinable amouat
of stock each year, the property could continue to be trans«~
ferred before December 31, 1972, under the rules of
existing law, :

Income Averaging, ~= The Committee generally agreed to the pro-
vision ln the Housae bill enlarging the class of taxpayers eligible for income
averaging, Undsr the blll a person whose income for the year exceeds his
average {ncome for the prior four years by more than 20 percent may
utllize the favorable averaging device, (Under existing law his current in-
come must be one~third greater). However, the Committee was not willing
to permit wagering income, capital gains, and income from gifts to be
eligible for averaglng, and so it deleted the provisions of the House bill
which would have extended averaging to these types of income, This action
reduced the revenue loss from this feature of the House blll from $300
million to $110 mlllion on an annual basts,

Moving Expenses, == The Committee agreed to the provision In the
Houge bill which would liberalize the types of items which may be deducted
by an employee who moves to accept employment at a new location, However,
the Committee decided not to approve the feature of the House bill which
would have denied the deduction unless the move covered more than 50 miles,
Thus it retained the provision {n existing law which allows the deduction for
those moving more than 20 milee,

The Committee further agreed that the llmitation of $2, 500 should
apply on a family basis, Stated otherwise, If a famlly made a move, then
the family could only deduct up to $2,500 even though both the husband and
the wife were employed,

The Committee also agreed that the deduction for moving expenses
should be avallable to self-employed individuals, However, self-employed
individuals would have to remain at the new location for a 78~-week period
Instead of the 33~week perlod presently required for employed individuala.

Collectlon of Letters, Memorandums, etc, -~ The Chairman
reported that the Committes on Finance had also approved--at its Monday
meeting==-the provisions in the House bill which treat galn on the sale of
letters, memorandums, and other papers by a person whose efforts created
the property( or for whom it was prepared produced) as ordinary Income
rather than as capital gain,

By treating them as ordinary income assets, other provisions of
the bill require that any appreciation ln value of the papers, memoranduns,
etc., should be taken lnto account by tae taxpayer in the event he chooses to
contribute these documents to a library, university, or other charitable
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{nstitution, However, the Commlttee modified the effective date so that the
provisions of the House bill would apply to sales or other diepositions of
these papers occurring on or after January 1, 1969, rather than after

July 25, 1969.

Total Distributions from Qualifled Pension and Other Plans, «=The
Committee agreed to the provision In the House blil which would limit the
extent to which capital galns treatment would bes allowed for lunp-sum dis-
tributions from qualified employees! trust made within one taxable year, Thus,
amounts attzibutable to employer contributions made during plan years be~
glnning after 1969 will be treated as ordinary income, However, the Com=
mittee slmplified the tax computation required under the House blll,
Generally one-fiith of the employer contribution would be added to the tax-
payer's other income, sxcept that wages and salary received by the taxpayer
during the year in which the lunp-sum distribution is made and the capltal
gaine portion of the lump=sum dlstributlon would be omitted from the compu-
tatlon, Tax would be ¢alculated in the usual manner for thls one=fifth and
the resulting amount would be multiplied by 5 to arrive at the tax due on the
employer portlon,

Subchapter''S" Corporationg, -= The Committes agreed to the
provision in the House blll which provides limitatlons similar to those
contained in H, R, 10 plans with respect to contributlons made by Subchapter
15" gorporations to » retirement plan for those indlviduals who are
i"ghareholder~employees,' Under this provision, & sharsholder-employee
must include in his incomo the contributions made by the corporation under
a qualified plan to the extent contributions on hls behalf exceed 10 percent
of his salary or $2,500-= whichevet Is lecs,

PR#28
20




PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 15, 1969 UNITED STATES SENATE
2227 New Senate Offics Bullding

TAX REFORM ACT OF 1969
ACTIONS IN EXECUTIVE SESSION

The Honorable Russell B, Long, (D., La,} Chairman of the
Senste Committee on Finance announced today that the Committee was
continuing to make good progress in its effort to complete action on the
Tax Reform Act of 1969 by October 31, He reported that in executive
session the Committee had zeached decielons on a number of important
tax reform provisions contained in the House blll, and had corrected
defects in several of them, The complete action of the Committee is
described in the following paragraphs:

Multiple Trusts; Accumulation Trusts, -~ The Committee
generally approved the provisions of the House bili which tax the bene«

ficiary of accumulation truate (including multiple trusts) in substantially
the same manner as if the income had been distributed to the beneficiary
when it was earned by the trust, However, it approved a series of amend-
ments to correct certain defects in the House language,

(a} The definition of "diétributable net income' was
modified to include capital gains and dividends allocated by
the trustee to the corpus of the trust, thereby preventing
the use of trusts to accumulate these items at low rates to
be distributed later to high-bracket taxpayers.

(b} The Committee agreed to apply an interest charge
to the tax payments deferred by the use of accumulation trusts.
This charge would be 6 percent of the tax {nvolved for the
period for which it is deferred, and would be assessed against
the beneficiary who receives the accumulated income of the
tiant,

{¢) The Committee decided to make the new rules for
accumulation trusts applicable with respect to income accumu-~
lated in taxable years beginning after December 31, 1968
(rather than in taxable years beginning after April 22, 1969).
Income accumulated in prior years will continue to be subject
to the law in effect at the time the income was accumulated,
except that the $2,000 deminimis exemption will not apply.
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(d) The Committee modified the so-called "short-cut'
method for computing tax upon the distribution of accumulated
income in a number of relatively minor respects, the most
important of which was a Treasvry Department recommenda~
tion to prevent the creation of multiple trusts with staggered
accumulation distributions in order to take advantage of the
short-cut rule, This is accomplished by making the "short-
cut'’ method {napplicable if during any of the preceding taxabte
years in which an lation distribution is deemed to
have been made, prior accumulation distributions were also
deemed to have been made by two or more other trusts to the
same taxpayer,

Multiple Corporations, -~ The Committes approved provisions
in the House bill tightening the rules under which large groups of commonly
controlled corporations have been able to obtain substantial benefits in-
tended primarily for small business, The principal benefits are the
$25,000 corporate surtax exemption, the $100,000 exemption from the
accumulated earnings tax and the speclal additlonal first-year deprecia-~
tion allowance, In approving the objective of the House bill, the Com-
mittee made the {ollowing modifications to the languago:

(a) Five ~year Phase-out, -- The Committee rejected
the elght-year phase-out of these special tax advantages con-
tained in the House bill and substituted a five-year transition
period instead, However, the Committeo delayed the effective
date of the phase-out 8o that it would not commence until
1970, (The House bill would have become operative in 1969,)

(b} The Committee also approved a Treasury-suggested
modification to prevent any part of a preconsolidation loss in-
curred by vne member of a controlled group from being used
to ofiset income of other members of the group until after the
Seyear transition period referred to in paragraph (a). The
House bill would have 'phased-in'' the allowance for these
losses as it ""phased-out'" the other advantages, It also deleted
references to controlled groups of mutual insurance companies
in accordance with advice received from the Treasury that no
such groups were in existence,

(¢) The Committee also modified the bill to permit
corporations which used surtax exemptions in the past to
elect to shift immediately to a consolidated returns basis
of tax reporting and to use loss carryovers within the group with-
out reduction, {f the group agreed to give up the multiple sur-
tax exemptions it had claimed for the year the loss was sustained. .
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Treble Damages; S, 2631 . ~~ On the Chairman's motion, the
Committes approved the text of S,2631 as an amendment to the tax
reform bill, This bill would disallow a tax deduction for two-thirde
of amounts paid as treble damages growing out of criminol viclations
of the antitrust laws, The disallowance would apply in the case of 8
conviction after December 31, 1969 in a criminal proceeding or in'the
case of a gullty plea or plea of nolo contendere entered after that dete,
The 8 d t aleo makes it clear that no deduction i» allowable
because of the payment to another person of bribes and othor illegal
kickbacke,

Forelgn Tax Credits, ~- The Committes deleted those provisions
of the House bill (Sections 431 and 432) which would have reduced the
foreign tax credits available to taxpayers with income from foreign sources,

However, the Committee did sgree to add an amendment to the
bill making it clear that for Federal tax purposes, the continental ehelf
of the United States is to be treated as part of the United States,

Stock Dividends, -« The Committee approved the portion of the
House bill which taxes the recipients of stock dividends in those instances
where one group of shareholders receives a distzibution in cash and there
is an increase in the proportionate interest of the group receiving the
stock dividend. Before approving it, however, the Committee adopted an
amendment to prevent avoidance of the House provision where a company
had two classes of stock outstanding before the effective date of the pro-
vision but had not used them in a way which would give rise to a tax under
the new rules, It amended the effective date provision in another reepect
aleo. Under thie latter ampndment & cu.7zcatlon which had two classes
of stock outstanding on the effective date of the provision would be per-
mitted to issue additional shares of stock of whichever class is the larger.

P.R, #29
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 16, 1969 UNITED STATES SENATE
2227 New Senate Office Bldg.

COMMITTEE DECISIONS
TAX REFORM ACT OF 1262
Five Percent Surtax Extension =« Financial Institutions

The Honorable Russell B, Long (D,, La.), Chairman of the Senate
C {ttee on Fi , 8 d today that the Committee was nearly a full
day ahead of schedule in its effort to complete action on the Tax Reform Act
of 1969 and order the bill reported to the Senate by October 31, 1969, By com-
pleting action on the portions of the bill which revise the tax trestment of
financial Institutions and by acting to extend the income tax surcharge at s
5 percent rate through June 30, 1970, the Chairman observed that some of the
most difficult work of the Committee was now done, He expressed confidence
that the Committee would finfsh ite work in executive session and order the tax
reform legislation reported by the agreedsupon date,

The full description of the Committee's decisions follows:

5 Pargent Surtax . -~ The Committee agreed with the House of Repre~
sentatives and with the administration that the income tax surcharge should be
extended for an additional 6=-month period = through the firet half of 1970 -
ata 5 percent rate, Provisions to accomplish this reeult are already contained

.in the House bill. The extonsion of this surtax through June 30, 1970 involves
$3.1 billion in additional revenue,

Financial Institutions , == The Committee agreed with the House of
Representatives that the tax benefits presently available to banks, savings snd
loan associstions and mutual savings banks should be scaled down., However,
the Committee concluded that rather than fix permanent rules for the future,
as the House bill would do, it v.ould be preferable to scale down the tax advane
tages in such a way that the matter can be reviewed again in a few years in the
light of conditions as thoy exist at that time,

Commercia] Banke . == Under present law commercial banks are
allowed to make tax-deductible additions to bad debt reserves up to 2,4 porcent
of their outatanding loans. The House bill would have substituted for this bad
debt reserve treatment a new system under which future sdditions would have
been based on the bank's actual loss experionce calculated over a six-year
period, The Committee on Finance decided that in lieu of the approach tsken
by the House it would be preferable to reduce the 2,4 percent ceiling on bad
debt reserves to 1,8 percent, Banke with current ressrves in excess of 1.8
percent would begin paying greater taxes in 1970 just as they would have under
the House bill,
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. Savinge and Losn Assoclations; Mutual Savings Banks , == The Com-
mittee approved the provisions of the House bill repealing the so<called "three
percent’ method for computing additions to bad debt reserves of mutual thrift
institutions. . .

It also agreed to reduce the specisl deduction of 60 percent of taxable
income (for amounts added to bad debt reserves) to 50 percent over 8 foursyear
period, (The House bill would have reduced the 60 percent deduction to 30 per-
cent over a ten-year period,) Under the Committee decision, the 60 percent
iimitation would be reduced to 57 percent in 1970, 54 percent in 1971, 51 percent
in 1972 and finally to 50 percent in 1973, *

The Committee also agreed that mutual savinge banks and savings and
1oan associations in the future must allocate their dividend-received deduction
between their taxable income and their additions to bad debt reserves. This
action will reduce the incentive presently available to these institutions to invest
in corporate stocks, report only 15 percent of their dividend income for tax
purposes {since they are allowed an 85 percent deduction for the dividends they
receive) and then deduct the entire amount either as interest paid to depositors
or as additions to bad debt reserves,

Bonds Held by Financial Institutiing . «= The Committee agreed to
the provisions of the House bill which subject the gain realized on the sale of

securities held by financial institutions (banks and mutual thrift instituti

alike) to ordinary {ncome tax rather thanp to the more favorable capital gains
treatment, Losses on thess bonds are presently deductible from ordinary
income., However, the Committee provided a special transitional rule under
which galn from bonds owned by the institution on Juty 11, 1969 (the same
effective date as provided by the House blll) may continue to receive capital
gaine treatment if the gain {s realized within five years, The House bill would
have applied ordinary income tsx to gainon bonde disposed of in taxable years
beginning after July 11, 1969,

Foreign Deposits in U, S, Banks , «» The Committee agreed to the
House provision extending until 1975 the period during which foreign peraons
may deposit nonebusiness funds in U. S. banks without being taxed on tLe interest
earned on these deposits, However, it also approved an amendment limitlog the
exemption where the foreign person deposits his money ina U, S, branchcefa
foreign bank to situstions where the deposits were not Veffectively connected"
with a trade or business carried on in the United States.

P. R. #30
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 17, 1969 UNITED STATES SENATE
2227 Ncw Senate Office Bldg.

TAX REFORM ACT OF 1969
Actions in Executive Session

Honorable Russell B, Long (D,, La,), Chairman of the
Senate Finance Committee, announced today that the Committee had
reached further major decisions with respect to the Tax Reform Act
of 1969, The important subjects before the Committee at today's
executive session concerned the treatment of farm cooperatives and
farm josses, :

A complete explanation of the actions taken by the Com-
mittee follows:

Farm Cooperstives , == The Committee deleted from the
House bill the provisions which would have required farm cooperatives
(1) to pay out in cash 50 percent (instead of 20 percent, as provided by
existing law) of patronage dividends if they are to qualify for deduction,
and (2) to redeem the patronage dividend within 15 years. The Coms
mittee noted that the House provisions would not have produced any
additional revenue for the Federal Treasury,

However, in a related move, the Committee directed the
staff to explore the poacibility of taxing cooperative organizations
on their income which is not related to the purpose for which the
cooperative was created, This would enable the Committee to deter-
mino whether the competitive advantage available to cooperatives
which engage in a profitemaking business enterprisc can be removed
without jeopardizing the purposes for which cooperatives were granted
a tax advantage.

A technical amendment was also approved to allow cooperatives
8+1/2 months after the close of the year to mako cash paymentc of pere
unit retain allocations and deduct them, thus conforming to the period
presently allowable in the caso of non~cash allocations,

In addition the Committee agreed to provide a 10-ycar
carryback with respect to bad debts of the banks for conperatives.
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Rural Electric Cooperatives, == The Committee also added to
the bill an amendment which would require rural electzic cooperatives
to pay tax on the interest income they receive on Federal government
abligations they own if they also have borrowed from the Federal govern-
ment loans bearing a special low rate of interest,

Federal Land Banks, -~ The Committee approved an amendment
to terminate the Federal income tax exemption (first enacted in 1916) for
Federal Land Banks over a 5-year transition period. This action should
add approximately $12 million to Federal reserves,

. == The Committeec agreed with the House that
the tax treatment of {arm losses should be brought under greater control,
However, it felt that the approach taken by the House was unnecessarily
complicated. Accordingly, the Committee agreed to a substitute for the
House provisbn, Under this substitute, an individual who has more than
$50,000 of non-farm income and who incurs a loss from his farm opera-
tion of more than $25,000 (these are the same tests provided in the House
bill) will be allowed to deduct currently only one-half of his farm losses
in excess of $25,000 against his non-farm income, The remaining por-
tion of his farm loss which would not be allowed as a deduction in the
year it is incurred could be carried over for an indefinite period but
could be used only to offeet future farm income,

Under the Committee substitute, farm losses up to $25,000
could continue to be deducted in full against non-farm income but deduc-
tions in excess of $25,000 (where the taxpayer bas non-farm income
of more than $50, 000) could be subject to an iaitial 50% disallowance.

Initially, the Committee substitute would produce more revenue
for the Federal government than the House bill, This is so because
the House bill allowed a full current deduction of farm losses but then
recaptured at ordinary income tax rates the amount previously deducted
when the farm property s sold at a capital gain,

Crop Ingurance Proceeds , «« The C ittee added an a d
ment to the bill (A d: t No, 243, Senator Miller (R., lowa)) to provide

that at his election a farmer whose crops have been destroyed and who
receives crop insurance proceeds in compensation for his loss may elect
to defer the immediate reporting of thase proceeds for Federal income tax
purposes until the year following the year of destruction, provided that is
the year In which he Would normally have reported the income from the
sale of the crop if it had not been destroyed, »
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Holding Period for Livestock, =~Under existing law livestock must
be held for one year in order for the gain on its sale to qualify for favorable
capital gains treatment, The House bill would have changed the holding period
80 that livestock must be held for at least one year after the animal would
ordinarily have been used for draft breeding and dairy purposes, Because
this test was difficult to apply in the case of many types of livestock the Com~
mittee approved an amendment under which horses and cattle must be held
for at least two years in order to qualify for capital gains treatment, Other
types of livestock would remain subject to the one~year holding perlod presently
In exleting law,

Livestock Depreciation Recapture, -~ The Committee adopted the
House bill provision which provides for the recapture of ordinary income tax

rates of galn on the sale of livestock to the extent depreciation deductions had
previously been taken with respect to purchase livestock and deduct {t againat
ordlnary income, Under present law, all the gain on the sale of livestock s
treated as a capital gain,

Hobby Losses, -~ Under the House bill, the hobby loss prdvision in
existing law would be replaced with a rule which disallows the deduction of
losses from an actlvity which is not carrled on with a “reasonable expectstion
of profit, '

The House bill presumed the activity to be carried on without an
expectation of profit where the losees from the activity were greater than
$25, 000 in three out of five years, The Committes agreed with the House as
to the desirability of tightening up on the deduction for hobby losses. However,
testimony presented at the hearings indlcated conslderable difficulty could be
expected from the subjective nature of the test applled by the House blll,
For this reason, the Committee modified the House bill In such a way as to
disallow losses with respect to an activity which the taxpayer is "‘not engaged
in for profit,"

The Committee alao provided that if the taxpayer hae profits in
two out of five years from the activity in which he is engaged, he would be
presumed to have engaged in that activity for profit and the Internal Revenue

-Service would be under a buzden to rebut this presumption,
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The Committee also approved technical amendments, the most
important of which would assure the continued deductibility for items
which would be deductible without regard to a trade or busineas, Items
refoerred to include deductions for interest, State and local taxes, and
long-term capital galns, In this same vein, the Committee agreed that
even In the case of a hobby loss the expenses involved would be deductible
to the extent of the income recelved frem the activity,

Because concern has been expressed as to whether theze would
be a reasonable administration of this provision, the Committee expressed
its Sntent that the T2ansury should establish two advisory groups drawn
from the cattle and horse industries to asslst the Commissloner of Internal
Revenue by examining the reasonableness of cases which agents would con~
template bringing under the new hobby lose provision, One advisory-agreed
group would be concerned with livestock operations and the other with horae
raising, breeding and racing operations, These advisory groups would be
compoaed of industry experts and would examine and recommend actlon to
the Service with respect to cases involving their industrles, This action
would precede the dlsallowance by the Internal Revenue Service of deduc-
tions of losses under this provision, This would assure taxpayers ofa
high level review of thelr cases by responsible representatives of thelr
industry., This Intent will be repeated in the Committee reports and the
tax reform bill,

Medical Insurance; Medicare, == The Committee approved an
amendment which will be added to the bill to require that payments made
under the Medicare and Medlcald programs and payments made by private
medical insurance carriers must be reported to the Federal tax collector
if they aggregate $600 or more during the year, This amendment would
also require that the Department of Health, Education, and Welfare record
transactions with respect to these programs on the basie of the individual's
soclial security number, The payments which must be reported Include
those made directly to the health care practitioner who accepts an assigas~
ment from his patient and those for which a patient submits bills and is
pald for services rendered by the health care practitioner, The amendment
also requires that the Secretary of Health, Education, and Welfare submit
an annual report to the Finance Committee and to the Ways ard Means Com-=
mittee, ldentifying each person paylng a total of $25, 000 or more under
Medicare and Medicaid,

F.R, 31
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PRESS RELEASE

FOR IMMEDIATE RELFASE COMMITTEE ON FINANCE
October 20, 1969 UNITED STATES SENATE
2227 New Senate Office Bldg,

TAX REFORM ACT OF 1969
Accelerated Depreciation
Committee Decisions

The Honorable Russoll B, Long, (D,, La,), Chairman of the Committee
on Finance anuounced today that the Committee had concluded ite executive con-
sideration of the portions of the House-passed tax reform bill dealing with the use
of accelerated depreciation. He reported that the Committee was generally in
agreement with the objectives of the House provisions and had approved the pro-
visions restricting the use of accelerated depreciation in the case of real property
to new residential property, However, in recognition of the goale fixed by the
Housing Act of 1968, it had amended the bill to continue the present recapture
rules for low and moderate income rental housing.

The full details of the Committee's actions are described in the follow.
ing paragraphs:

Recapture of Cxcess Depreciation . -~ The Committee adopted a sug-
gestion by the Treasury Department that in the case of new residential housing

the recapture rulee of the House bill be relaxed, Under this suggestion gain, up
to the entire amount of accelerated depreciation in excess of straight-line depre-
clation, would be recaptured at ordinary income tax rates if the property should
be sold within 10 years. Thercafter, the amount recaptured at ordinary income
tax rates would be reduced by one percentage point for each month the property is
held beyond ten years. If the property is held for 18 years and 4 months all gain
realized orn its sale would be taxed as capital gains, (Under the House bill, the
recapture rules would apply to the gain reflecting the full amount of the difference
between accelerated depreciation and straight-line depreciation.)

Recapture on Sales of Low and Medium Income Haousing + == The Come
mittee agreed to another Treasury Department suggestion under which the

recapture rules of existing law would be retained without change for certain
federally assisted projects such as the so-called FHA 221 (d)(3) and FHA 236
programs and for other publicly assisted housing programs under which the

return to the investor is tightly limited, Under present law the gain, up to the

full amo .t of the difference between accelerated depreciation and straight-line
depreciation, would be recaptured at ordinary income tax rates if the property ls
sold within 20 months; thereafter the amount subject to recapture would be reduced
by one percentage point for each additional month the property is held beyond 20
months, )

Recapture on Certain Dispositions . -« The Committee also agreed
to an amendment which would retain the application of the existing recapture rules

31
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where the sale of the property was subject to a binding contract in existence prior
to October 9, 1969, but where the transfer takes place after this date,

Foreign Real Egtate s = The Committee agreed to another amendment,
also suggested by the Treasury Department, (but modified by the Committee),
under which accelerated depreciation would be available in the case of construction
of residential housing in foreign countries only to the extent that the foreign
country allows accelerated depreciation on that housing.

Rehabilitation Expenditures . =+ The Committee agreed to the pro-
visions in the House bill which allow 5-year amortization of the coats of rehabili.
tating buildings for low-cost housing. However, it agreed to 1imit this amorti-
zation to expenditures made prior to January 1, 1975, This will provide time
for the Congress to evaluate the effectiveness, and the cost, of this new incentive,

Depreciation Allowed Regulated Industries . == The Committee adopted
the sections of the House«passed bill which would enact new provisions relating to
_ the use of accelerated depreciation by regulated industries. These provisions
generally provide that as to existing property, if straight-line depreciation is
presently being taken, then no faster depreciation may be ueed, However, if the
taxpayer is taking accelerated depreciation and s normalizing, then accelerated
depreciation can continue to be taken but only if the taxpayer continues to nor-
malize, (The utility retains the current tax reductions resulting from the use of
accelerated depreciation and uses this money in lieu of capital that would other-
wise have to be obtained from equity investments or borrowing.) No change in the
method of depreciation would be required if the taxpayer is now on flow=-through,
(Where the utility is earning the maximum allowed by law or regulations, the
utility "flows through' the tax reduction resulting {rom the use of accelerated
depreciation to the utility's current customers in the form of lower rates,} As
to new property, a taxpayer presently on straight.line or presently on accelerated
depreciation with normalization will be permitted to take accelerated depreciation
on the new property only if the tax benefits are normalized, However, the tax-
payer may continue to use flow-through on new property, if the taxpayer is now on
flow-through insofar as the aame kind of property is involved, The bill does not
change the power of a regulatory agency, In the case of normalization, to exclude
the normalized tax reduction from the base upon which the agency computes the
company's maximum permitted profits.

The Gommittee made certain changes in the House-passed bill, The
moze important of these changes follow,

The Committee adopted a provision which will permit regulated tax-
payers to elect within 180 daye after the date of enactment of the bill to shift from
a flow-through to the straight-}ine method, The regulated taxpayer could also
shift to a normalization method if he 1s so permitted by the appropriate regulatory
agency. -

BN
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The Committee also deleted oil pipelines from the category of companies
covered by the bill, Oil pipeline companies compete with non-regulated forms of
transportation and are not guaranteed any specific rate of return, However,
regglated steam producers were included within the provisions of the bill as well
as Comsat,

The Committee aleo adopted a definition of normalization which provides
that a regulated utility must not only normalize on their regulated books of account,
but that these books of account must also be used as the baslc source of informa-
tion in setting the current rates to be charged to their consumers, Further, the
Committee adopted a provision which provides that a taxpayer would not be treated
as normalizing unless the entire deferral of taxes resulting from the difference
between the depreciation expenses reflected in the regulated books of account and
the accelerated depreciation deducted on their return is normalized,

The Committee also changed the date for determining the statuo of a
company under the bill from July 22, 1969, to August 1, 1969 (the date the bill
was introduced in the House and its specific provisions were made public),
Further, the Committee adopted a provision which provides that the status of a
company will be determined in the first instance by what was done on its income
tax return for its most recent taxable year, In addition, regulated companies
which have used accelerated depreciation (with flow«through) in computing their
tax expenses on thelr regulated books of account for the latest monthly period
ending on or before August 1, 1969, would be permitted to elect accelerated
depreciation (with flow~through) for future acquisitions. Also, a utility which
had filed a request before August 1, 1969, with the Internal Revenue Service, or
with the appropriate utility commission, for permission to change from straight-
line to accelerated depreciation would be permitted to make that change for such
property and future acquisitions,

Earnings and Profits , == The Committee adopted the provision of the
House-passed tax bill which provides that for purposes of computing its earnings
and profite, a corporation muat deduct depreciation on the atraight-line method,
or on a similar method which provides for a ratable deduction of depreciation over
the useful life of an asset. The provision would not affect the amount of depre=
clation that could be deducted in determining the corporation's income tax, Howe
ever, -the Committee adopted a change which would make it clear that this new
rule would not affect foreign tax credits, The amount of the foreign tax credit
which would be allowed a company would be computed as under existing law and
would not be affected by this provision of the House<passed tax bill,

P. R, 32
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FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 21, 1969 UNITED STATES SENATE
2227 New Senate Office Bldg.

TAX REFORM ACT OF 1969
Cdpitsl Gaions
Committee Declsions

The Honorable Russell B, Long, (D,, La,), announced today that the
Committee on Finance had concluded lte work on that portion of the House tax
reform bill dealing with the treatment of capital galns and losses, He reported
that the Committee had substantially approved the restrictions contained In the
House blll. However, he recalled that on October 10, the Commliitee had
agreed to retain the 6~month holding period required before gain on the sale of
the property could qualify for favorable capital galns treatment, {The House
bill would have extended the holding perlod to one year.)

Senator Long also reported that Secretary George Romney of the
Department of Housing and Urban Development had prevailed upon the Com~
mittee to consider further a suggestion he had made to encourage iavestments
in low and moderate houslng. The suggestion had been explored, but not
approved, at Monday's meeting of the Committee, Following the Socretary's
presentation, the Committee approved his suggestion,

A complete description of the actlons taken at today's meeting
follows:

.Low and Moderate Income Housing

Tax-Free Relnvestment, - As noted above, the Committee approved
an amendment to the provisions of the House bill relating to the real estate
{ndustry, This amendment, recommended by the Department of Houslng and
Urban Development would fermit a taxpayer who invests in low-or medium-
{ncome housing to sell the property and pay no current tax on the gain {nvolved,
provided (1) he sells the property to the occupants or to a tax~exempt organiza=
tion which manages the property, and (2) the full proceeds from the sale are
reluvested in other government~assisted houslng. In such a case the
taxpayer's basls for the old property, to the extent the proceeds are re-
invested in similar property, will becarried forward and become a part of
his basie for the new property,
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CAPITAL GAINS

25 Percent Maximum Rate, -~ The Gommittee generally agreed
with the obje.tive of the House bill in repealing the present 25 percent
maximum rate on capital gains, However, it felt that taxpayers with rela=
tively small amounts of capital gain ehould continue to be eligible for the
25 parcent maximum rate, Accordingly, it provided that married couples
could continue to apply this rate in the case of gaine up to $140,000 ($85,000
for single peraone), provided they did not have "preference'' income of more
than $10,000, {The Committee has not yet taken up that part of the House
bill concerned with the 1imit on tax preference, and for this reason, no
announcement as to the items constituting "preference’ income is being made
at this time).

The Committee further agreed to move the effective date for the
higher capital gains rate to December 31, 1969 (it was July 25, 1969 under
the House bill), and to phaee it in over a three-year period.  While the
exact amount of the {ncrease will not be finally determined until the Committee
has reviewed the rate reduction provisions, based upon the rate structure
contained in the House bill the phase-in would be as follows:

1969 - 27.5% (including the surtax),
1970 - 29.5%,

1971 - 31%,

1972 - 32.5%

Alternative Tax for Corporations, ~- The Committee agreed to
adopt the provision of the House-passed tax bill which would increase the
alternative tax rate for a corporation's net long~term capital gains from
25 percent to 30 percent, The effective date of this change will slso be
December 31, 1969 and, as in the case of the alternative 25 percent tax
rate for individuals, this higher tax will also be phased-in, However, the
phase-in in the case of corporations will involve only 2 years. The rates
applicable during this period are:

1969 - 27,5%
1970 - 29,0%
1971 - 30%

Transitional Rules. ~- In addition to the date change and the phase-
in, described above, the Committee agreed to adopt several transitional
rules which will apply both to the alternative tax for individuals and the al-
ternative tax for corporations, The Committee agreed to s transitional
provision which provides that capital gains arieing from sales or other dis~
"positions under binding contracts that were in effect on or before October 9,
1969, would be taxed under present law., This binding contract rule would
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not apply, however, in certain cases of gain from timber, coal, or domestic
lron ore which is taxed as a capital gain under section 631 of the Internal
Revenue Code, Further, the Committee adopted a provision which would
oxcept a capital, or liquidating, distribution from a corporation which was
made under a plan adopted prior to October 9, 1969.

The Committee further adopted a provision which clarifies the
status of installment payments received after 1969 but which relate to sales
made on or before October 9, 1969, This new provision provides that such
inetallment payments would be taxed at the maxinum alternative rate of 25
percent until the sale price is pald off,

Capital Losscs of Individuals. -~ The Committee adopted the

provisions of the House-passed tax bill relating to capital losses of {ndivi-
duals, This provision provides that only 50 percent of an individual's long-
term capital losses may be offset agalnst his ordinary income, In addition,
the deduction of capital losses against ordinary income for married persons
filing separate returns would be limited to $500 for each spouse, The Com~
mittee did, however, change the effective date of this provision, Under the
Senate version, this provision would be effective for taxable years begin-
ning after December 31, 1969 (the House bill would have applied to taxable
years beginning after July 25, 1949),

Sales of Life Estates, - The Committee also adopted the provision
of the House-passed tax bill which relates to the sales of life estates, In
general, this provision provides that the entire amount recelved on the sale
or other disposition of a life (or term of years) interest in property, or in-
come interest in trust (whether acquizred by gift, bequest, Inheritancs, or
by a transfer in trust), is to be taxable without any reduction for the tax-
payer's basls. Presently, only the excess of the amount received over the
seller's basis s taxed, The Committee, however, did change the effective
date for the provision, Under the Senate version, this provision would
become effective as to sales or other dispositions after October 9, 1969
{the House bill would have applied with respect to sales or other distributions
after July 25, 1969),

© Casualty Losses Under Section 1231, ~- The Committee further

adopted the provisioas of the House-passed tax bill which change the tax
treatment of certain casualty losses, The Committee did provide that the
provision would include casualty gains and losses on personal capital assets,
Personal capital gains and losses were not included within the House bill,
Further, the Committee changed the effective date of this provision to years
beginning after December 31, 1969 (the House bill would have applied with
respect to taxable years beginning after July 25, 1969).
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Transfer of Franchises, -- The Committee adopted the provisions
of the Houte-passed tax bill relating to transfers of franchises, However,
the Committee added additional rules to the provisions to help distinguish
between those cases when the tranafer of the franchise i¢ to be treated as 8
sale as contrasted with when the transfer is to be treated ds a license. In
addition, the Committee adopted rules for the tax treatment of the franchisee
which would be coneistent with that treatment given to the franchisor. Further,
the Committee provided that the section would apply to trademarks and trade-
names as well as franchises, Under the Committee version this section would
apply to transfers made after December 31, 1969, However, present fran-
chisees who are otherwise eligible for the more liberal rules included in this
provision could elect to come under this new provision, rather than con=-
tinuing to be taxed in accordance with present law, Finally, the Committee
agreed to exclude professional sports from the application of inese new rules,

Coilec\loni of Lettetn, Memozrandums, ete, . == This matter
was dealt with by the Committee on October 13, 1969, See press announce-
ment of October 14, 1969,

Holding Period of Capital Asgets, -» This mattez was dealt
with by the Committee on October 10, 1969. See press announcement of
that date, i

- Total Distributions from Qualified Pension and other Plans, --
This matter was dealt with by the Committeé on Octobez 14, 1969, See
press announcement of that date,

PR #33 ) *
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 23, 1969 UNITED STATES SENATE
2227 New Senate Office Bldg.

TAX REFORM ACT OF 1969
Natural Resources
Committee Declsions
The Honorable Russell B. Long (D., La.), Chairman of the Com-
mittee on Finance, announced today that the Committee on Finance had con-
cluded its work oa that portion of the House tax reform bill dealing with the
treatment of natural resources. The important question in this area con-
cerned the 27-1/2 percent allowance for depletion of oil and gas wells. The
Chairman reported that the Committee had resclved this matter by reducing
the allowance to 23 percent,

A complete description of the actions taken at today's meeting
follows:

Oil and Gas. -~ The Committee agreed to reduce the percentage
depletion rate for oit and gas from the present rate of 27-1/2 percent to
23 percent, with respect to both domestically and foreign produced minerals.
The House-~passed bill would have reduced the percentage depletion rate
for oil and gas produced in the United States to 20 percent, and would have
repealed it entirely for oil and gas produced in foreign countries,

The Committee also agreed that in the case of oil and gas pro-
ducers with less than $3 million of gross income from oil and gas production
the present limitation on the allowance for depletion -~ 50 percent of the
net income from the property -- will be increased to 65 percent. The House
bi1l did not deal with this matter.

Other Minerals, -- The Committee agreed that in the case of all
other minerals, the provisiona of the House bill, which would have reduced
the applicabie depletion allowances by approximately one-fourth, should
be deleted, This action had the eifect of retaining the depletion allowances
provided by present law. These allowances range from 5 percent for sand
and gravel to 23 percent for uranium and sulphur and for certain strategic
minerals,

Special Limitation on Depletion for_Gold, Silver and Coppes. -~
Under present law the allowance for percentage depletion is based upon a
epecified percent of gross income from the mineral property, except that
the deduction could not exceed 50 percent of the net income f.om that

mineral property, In addition to the change described above in the case of
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emall oil and gas producers, the Committee agreed that with respect to
gold, silver and copner, the 50 percent limitation should be {ncreased to
70 percent,

Great Salt Lake, -~ The Committee further agreed to an.amend-
ment clarifying the treatment, for percentage depletion purposes, of
minerals extracted from saline lakes within the United'States. Under
present law, percentage depletion is not allowed with respect to minerals
extracted from sea water or from “similar inexhaustible sources.' This
latter phrase has been interpreted to prevent a depletion allowance for
minerals extracted from the Great Salt Lake, The Committee amendment
provides that except for salt and water the regular allowances will be pro-
vided for minerals extracted from the Great Sait Lake and other saline
lakes in the United States.

Mineral Production Payments, -- The Committee approved the
provisions of the House bill which restrict the tax benefits of carved-out
production payments and so-called ABC transactions, However, it moved
the effective date from April 22, 1969 to October 9, 1969 and provided two
transitional rules, The first of these would permit a taxpayer who had
sold a production payment in 1968 to elect to treat that transaction as a
loan In the same manner 28 a production payment sold after the effective
date, Under the second transitional rule the Committee provided that
except for percentage depletion and foreign tax credit purposes, the new
provision would not apply to carved-out production payments sold during
that part of the taxpayer's taxable year which occurs after October 9, 1969,
to the extent that the production payments offset a net operating loss which
would otherwise occur in the taxable yvear in the absence of the carve-out,
In this latter case, however, the amount of the carved-out paymeuts
qualifylng for this treatment would not be allowed to exceed the amount of
carved-out payments sold by the taxpayer during his preceding taxable year,

Mining Exploration Expenditures. == The Committee agreed to
adopt the provisions of the House-passed tax bill relating to mining ex-
ploration expenditures. This provision amends present law to provide
that insofar as future mining exploration expenditures are concerned, the
general recapture rules will apply in all casea, However, the Committee
provided that this provision vould be applicable only te mining exploration
expenditures made after December 31, 1969, The House bill would have
applied to mining exploration expenditures made after July 22, 1969,

Further, the Committee provided that taxpayers who have elected
to deduct mining exploration expenditures under the limited provision of
present law will be deemed to have made an election, with respect to ex-
penditures made after December 31, 1969, to deduct the expenditures under
the unlimited provision, unless the taxpayer notifies the Preasury that he
does not desire to be so treated. The Comunittee also agreed that it would
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clarify the treatment of expenditures which are incurred during the i
development or producing stege of a mine, The intention of the Committee
was that a taxpayer should deduct all expenditures incurred in bringing s
mine into production, either as exploration expenditures during the ex-
ploration stage, or as development expenditures or operating expenses
during the development and production stage, The Internal Revenué Service
has at times taken the view that these expenditures are not to be trested ss
development or operating expenses, but rather, they are to be treated as
exploration expenditures which must be capitalized, since they are in-
curred after the development stage of the mine has been reached, The
Committee will make it clear that this {s not the position it intended in
enacting the taw,

Oil Shale, -~ The Committee also agreed to adopt the provisions
of the House-passed tax bill relating to treatment processes in the case of
ol shale, The effect of the House bill generally is to extend the point at
which percentage depletion is computed in the case of this mineral to the
point at which the oil {s extracted from the rock, (Under present law
percentage depletion is computed generally on the basis of the value of the
shale as it comnes from the mine.)

P.R. #3¢
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 24, 1969 UNITED STATES SENATE
2227 New Senste Office Bldg,

TAX REFORM ACT OF 1969
Mialmum Tax
Committee Declsions

The Honorable Russell B, Long (D., La.}, Chalrman of the Com=
mittee on Finance, announced today that the Committee had adopted a new
comprehensive minimum tax to apply to both individuals and coxporations
with tax preference income which now escspes Federal tax, He reported
that the new provislon replaces the llmit on tax preferences and the
allocation of deductions features of the House-passed Tax Reformn Act,
The Chairman noted that these House provisions were unusually complex
inthelr operation and had been sharply criticirzed during the month-long
hearings on the tax ref bill, He stated that the Fi Committee
substitute not only was far simpler than the House provisions but also
produced more revenue, Inlarge part because of {ts extension to corpon-
tione,

Senator Long also reported that the Committes had approved the
House language extending the 7 percent exclse tax on passenger auto-
moblles, and the 10 percent exclse tax on telephone services for another
year. He noted that the Committee had previcusly taken identical action
when It reported Hy R. 12290 to the Senate In July, The full description
of the Committee's action follows:

S Percent Minimum Tax, ~= The Committee approved a substitute
for the Allocation of Deduction Rule and the Limlit on Tax Preferences
provision of the House bill, The substitute luvolves the imposition of &
5 percent tax on preference income In excess of $30, 000,

Under the Finance Committee provision, lndividuals and corpora-
tlons would total thelir tax preference Income, subtract an exemption of
$30, 000 and apply & 5 parcent rate to find the minimum tax, (For marrled
couples filing separate returns the exemption would be $15,000,) Thie
minimum tax would be in additlon to the regular individual income tax, and
the regular corporation income tax,

43

o i



-2 -

Tax Preference Income, = The minimum tax under the Finance
Committee provision spplies to a total of twelve tax preference iteme, The
covered tax preference items are as follows: . .

(1) Capital Galn, == One-half of long-term‘caplnl galos

@)

(3)

(4)

(5

-—

of individuale, [nthe case of corporations, the tax
preference is threa-eighths of long-term capital galus
(based on the difference between the 30 percent rate
that would apply to long-termn capital galns and the 48
percent corporate tax rate, )

Accelerated Depreciation , == The excess of accelerated
depreclation (or amortization) over straightsliine
depreclation on;

8) Real property}

b) Section 1245 property (equipment and machinery)
where the property le leased ona net lease basls;

¢) Property receiving 5-year amortlzation for re-
habilitation expenses;

d) Anti~pollution facilitles which would qualify for Y

5eyear amortization under section 704 of the blll; ~

Rallroad rolling stock which would qualify f(ii rapld

amortization under section 705 of the bills ~

~

Intangible Drilling and Development Expense8, =~ The excess
of intangible drilling expenses over the amount that would

be recovered through straight line depreciation and cost
depletion,

Percentage Depletion, == The excess of percentage depletion
over cost depletion.

Western-Hemisphere Trade Corporations, -~ The tax saviogs
Tecelved by Weastern Hemlsphere corporations because thelr

income (s taxed at 34 percent instead of the 48 percent
regular corporate income tax rate,

1/ The Committes has not yet taken up that part of the Tax Reform Act
which provides for this amortization, The final decision on the {nclusion
of thess items in the minimum tax will depend on the Cominittee's
decision with respect to the sections providing the amortization,
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{6} Financial Institutions; Bad Debt Resezves, -~ Bad debt
deductions of financial Institutions in axcess of actual
loss experience,

(1) Investment Interest, -~ Interes'. on indebtedness incurred to
purchase, or carry lnvestment property to the extent that
such Interest exceeds the net investment income recelved
and reported as ordlnary income during the year,

(8) Stock Optlons, =~ The difference between the optlon price
and the falr market value of qualified stock options at the
time the option is exerclsed,

Exceptions From Tax Preference Income, -~ The 5 percent minimum
tax does not apply to tax exempt interest on State and local bonds, un-
realized appreciation in the value of property deducted as a charltable con-
tribution, and farm losses.

Treatment of Losses, =~ If a taxnayer sustalns a lyss or has loss
carryovers or carrybacks to the taxable year, then he may elect to offset
the loss against the preference income used in the minimum Income tax
computation, However, to the extent he us)s the loss to offget preference
income then the loss may not later be used in the regular tax computation,

Revenue Effect, -~ This new minimum tax would increase revenues
by an estimated $700 milllon a year with about half the additional revenue
coming from individuals and half from corporations,

Exclse Tax on Autos and Communications, -~ The Committee also
approved a provision to continue the 7 percent manufacturers automobile
exclee tax until January 1, 1971, In addition, the reductions in the auto~
moblle excise tax scheduled under present law for future years are
postponed for one additional year in each case, Similarly, the Finance
Committee's action provided for the continuation of the communication
services tax on local and toll telephone, and teletype writer exchange
services, The present 10 perceat tax on these ltems will be continued
until January 1, 1971, and futuro scheduled reductions will occur one
year later than provided under present law,
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 27, 1969 UNITED STATES SENATE .
2227 New Senate Office Bldg,
TAX REFORM ACT OF 1969
Private Foundatlons
Committes Declalons

The Honorable Russell B, Long (D., La,), Chalrman of the
Committes on Finance, snnounced today that the Committee had reached further
major declslons with respect to the Tax Reform Act of 1969, The subject
before the Committes at today's executive session concerned the treatment of
private foundati The Chal stated that the principal decislon reached
by the Committee would p'sce a time limitation on the llde of private founda-
tlons, which are not operating foundstions, Under this actlon private founda«
tlons would have to disposs of their assets for charitable purposes, ortoa
public charity, and terminate exletence within forty years, For foundations
currently (n existence, thls new rule would require that they terminate not
later than the year 2009,

A complete explanation of the actions taken by the Committes
follows:

Limitation on Life of Foundations, «~ The Commiitee adopted
an amendment to limit the life of a private non-operating foundation
to forty years. (Existing foundations could continue in existence forty years
from the dste of enactment of the bill,) By the end of the forty-year porlod,
the foundation must efther become a public charity or an operating foundation
or [t must distribute all {ts assete to a public charity or an operating
foundatlon,

Tax on Iovestment lacome, «~ The C ittee agreed to delete
the portlon of the House blll which provides for 8 7-1/2 % tax on private founds-
tlons! net lavestment fncome, and to assert (n ite stead a tax of 1/5 of 1%
based on the falr market valus of the assets held by the foundation, or $100,
whichever ls greater, [n doing so, the Committes Indicated that the tax
geaerally was intended as & suparvisory fee to provide funds for proper
adminlstration of the Internal Revenus Code provisions relating to exempt
foundations,

Prohibition on Self-dealing, -~ The Committes generally adopted
the provisions of the House bill relating to self{~dealing between a private
foundatlon and ''disqualified peraons,

Substantial Contributor, -4However, It amended the
House blll by changing the definition of a "substantlal contributor”
to a person who contributes $5, 000 or moze than 2% of the total
contributions previousily made to the foundation, whichever s higher.
1n the caze of a hueband and wife their contzibutions would be
treated as ons unlt,

Transitional Rules; Leases and Lodny; Shared

Facllitles, =~ The Committee 81350 adopted & transition rule ia the
case of leases and loans outetanding on Octoder 9, 1969, Where
the terms of the lease or loan s at least as favoradle to the private
foundation 8s {t would be in an arms-length transaction, then the
self-dealing rules would not de applicadble for ten years from the
date of the enactmaent of the dill, The Committes further agreed
that where goods, sarvices; or facllities are shared by disqualified
perscos 20d & privats foundation under an srrangemaent [n existence
oo October 9, 1969, which is benellcial to the private foundation,
such aaarrangement will not be sudject to the self-dealing rules
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for & period of ten years from the effective date of the bill,
This period will allow time for foundations to revise existing
arrangements.

Ssles Commissions. == In cases where a private
foundation {s permitted to sell stock to a disqualified person in
. order to comply with the divestiture rules the C Jttee indicated
that this would not be self-desling even if the sale price is reduced
by the amount of the sales commisslons which would have to be paid
if the stock were sold in the open market.

. Amtribution Rules; Brothers, Sisters, Parinere, <=
The Committee decided to remove brothers and sisters of substantial

contributors and their ¢ dents from the category of disqualified
persons, [t aleo agreed to remove partners of substantial contrl«
butore from the dlsqualified persons category unleas their profits

interest was 20% or more.

.

Penalties, «» The Committee agreed to change the
treatment of foundation mansgers who "knowlngly" violate the self-
dealing requirements of the House bill so that (1) the Internal
Revenue Service would be permitted to walve the penalty where
{t flnds that the foundation manager's violation is not wilful and is
due to reasonable cause, and (2) the burden of proving the "knowing"
violation would be upon the Internal Revenue Service to the same
extent as in the case of civil fraud under present law,

State Litigation, Abatement of Federal Tax, == The
laternal Revenus Service would be authorised to abate Federal taxes

imposed on private foundation (except the 1/5 of one percent super-
visory tax), where it finds that the action by a Stats Attorney General
to correct the violations satisfles the requirements of the bill,

Stock Transactions, «= The Committee also agreed
that it should bs made clear that self-dealing may occur without the
transfer of money or property between the private foundation and
the disquslified person, For example, it would be self-dealing where
atock {s bought and sold by the Foundation in order to manipulate the
stock's price for the benefit of the disqualified parson,

Distridution of Income, =~ The Committee uneully approved
the rules in the House bill relating to the distribution of i r,
it agreed to the modifications 1isted below:

Phase-in of Five Fercent Payout, =« The Committee
accepted the 5% payout requirement contained in the House biil,
bat allowed & transition period by providing that only 3<1/2% need be
pald for 1972, 4% for 1973, 4-1/2% for 1974 and 5% for 1975 and
following years. lataking this action the Committes noted further
that the payout requirement could be satisfied by distributions of
cash or other assets,
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Distributions of Income . -« {Continued)

Deflciency Distzibutions . -» The Committee decided to
permit foundations to make deficiency distributions where they have not
met the 5 percent pay-out requirement because of an incorrect valuation
of agsets that {5 not willful and {s due Lo reasonable causes. This would
avold the payment of penalties in situations where the action was in-
advertent,

Twelve-Month Pags-Through . == The Committee adopted
a recommendation to amend the House bill by treating as a qualifying
distribution » payment made by a private foundation to a private operating
foundation or to another private foundation {even though controlled by
the distributing foundation), if the money is upent or used for charitable
purposes within one year of its recelipt by the controlled organization.
The donee organization would not be permitted, however, to pass the
grant through to another private, non-operating foundation,

Expenses . -- The Committee adopted a preposal which
would treat as a qualifying distzibution the supervisory tax imposed on
investment income and the unrelated business income tax, This would
reduce the t that the foundation would otherwise have to distribute
curzently for charitable purposes, The Committee also provided that it
should be made clear that the administzative expenses of operatisg a
foundation should aleo be treated as a qualifying distributicn,

Controlled Organization . =« The Committee agreed to

make it clear that & reciplent organication is considered as "contrelled
when disqualified persons of the granting foundations can, by aggregating
their votes or positions of authority, require the organization to make a
distribution or prevent it from making such a diatridution. In adopting
this rule, the Commiltee pointed out that if an organization bas been
created by several private foundations, all of which are independent of
one another, none of the creating foundations would be safd to control
the other organizations, if each creating foundation has an equal vote

on the Board of Trustees of the new foundation and the Board proceeds
to operate the organization by majority vote.

Repayments of Prior Distributions . == The Committee

adopted a rule that where a private foundation receives money or assets
as a reault of previcus expenditures made by the foundation that were
treated as qualifying distributions (e. g., student 1oans), such monies
or assets will be idered § for mini distzibution purposes.

Transition Rule for Commitments . -« The Committee

agreed that where a private foundation had made a written commitment
by October 9, 1969, that is binding upon it to make a grant to a non-
controlled, non-operating private foundation, it will be allowed to treat
the grant as a qualifying distzibution if it is made to carry out the
charitable, educational, or other purpose for which the organization is
exempt. This rule would not operate to allow grants to be treated in
this maaner for a peried any longer than five years from the date of
the enactment of the bill,

Limijtation on Use of Aggets . == The Committee approved those

provisions in the House bill forbidding a private foundation from investing ite
corpus in such a manner as to jeopardize the carrying out of its exempt pur-
poses. However, it made the following modifications in these provisions of
the House bill:

Sanctions + ~= The Committee decided to adopt an initial
asnction on private foundations of five percent of the amount involved
and an foitis) tax on the foundation manager, where he knowingly
jeopardices the carrylng out of the foundation's exempt purposes, of
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Sanctions . «= (Continued)

five percent (up to a maxinium of $5,000), It also agreed to a second
Jevel sanction, where the jeopardy situation {a not corncted of 25 pere
<ent on the foundation and  five pe t on the found ger who
refuses to take action to corzect thn situation: (In tho case of the foun.
dation manager, the sanction cannot exceed moze than $10,000,) In
adopting thego rules for the tax on the foundation and the ger, the
Committes provided that, before the second-stage sanction is imposed,
the State Attorney General should be given an opportunity to intervene
in the case to exercise whatever powers he has to correct the eituation,
Where the situation is coneeted. the second-level sanctions would not
be Imposed,

Programe<Relpted Investment . <« The Committes made it
clear that a program-ralated iovestment ~= such as low-interest or
interestefree loans to needy students, higherisk investments in low.
income housing, and loans to small business where commercial sources
of funds were unavailable <= should be consldered as delng charitable

dity and not invest ts which might jeopardize the foundation's
curyin. out of {te exempl purposes, However, in order to qualify as a
programerelated investment treated in this way, the investment must be
for charitable purposes and oot for any major purpose of making profit
for the foundation,

Limitation on Foundation Activities . =« The Committee accepted
the provisiona of the House blll with certain modifications,

Yoter Registeation Drives . =+ It decided to delete that
portion of the blll which would allow private foundation funds to be used
for voter registration drives,

Lobbylng . «~ It also adopted a recommendation which, in
effect, would use the tests applied under the present law respecting the
fnfluencing of Jegislation, except that it would drop the test of "sub-
stantislity," now lo use. Hence, lobbying activities «« both grasszoots
lobbying and the butts znoling of Government officlals == would be
prohibited, However, examination of broad problems that the Govern-
roent would ultimately be expected 1o deal with would not be prohibited,
although lobbying on matters that have been proposed for legislative
action would still be fordldden. Also, the Committee's decision would
permit the offering of advice and technical assistance in reeponse to
writlen governmental requests,

Educatjonal Broadcasting . -« The Committee noted that
in establishing the rules respacting attempta to influence legislation,
where non rcial educational television and radio statlons are
involved, adherence to the FCC regulations and the “fairness doctrine'’
(which require balanced, fair, and objective presentations of issues
and which forbid editorializing by such broadcasting stations), will
constitute compliance with the provisions of the bill. Under this rule
s private foundation would be able 1o make grants to non-commercisl
cducational television and radio without any sanctions being appiled
under this provision,

Expenditure Regpongibility . =« The Commiltee accepted
a recommendation that the provision of the House bill which places

'expenditure responsibility” oa private foundations be clarified so that
it wil] oot be foterpreted sp making the granting foundation an fnsurer
of the activities of the veclpient organization, so long as the private
foundation making the grant uses reascnable efforts and establishes
adequate procedured so that the funds will be used for proper charitadle
purposes,
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Sanctions . == With respect to the sanctions imposed in the
House bill on certain prohibited activities , the Committee agreed to proe
vide an fnitial tax on the foundation of ten percent of the amount improp«
erly spent and a second tax of 100 percent if the foundation falled to
correct the eartier improper action, The Committee also decided that
the initia} tsx on a foundation manager who knowingly made the improper
expenditure should be 2-1/2 percent, up to a maximum of $5,000, and
the second tax should be 50 percent of the amount involved, if the manager
refused to correct the earlier action,

Prizes and Awards , -~ The Committee decided to allow
private foundations to make a grant to an Individual In the form of a
prize or award if the individual s selected from the general public on
the basis of merit or unusual achievement, Under the House bill, awards
could only be made to individuale in the form of scholarship or fellow.
ship grants, or where the purpose of the grant {s to achieve certain
objectives such as the production of a report or improvement of certain
skills,

Individual Grants . == The Committee decided to add to
the provisions of the House bill permitting tadividual grants for various
purposes an additional category of ““teaching skills," It did not change
the rule that the grant procedure must be approved in advance by the
Internal Revenue Service,

Influenclag the Outcome of Any Public Election . == The
Commlittee decided to amend the language of the House bill which would
prohidbit expenditures "to infl e the out of any public election,"
The Committee limited the language to any gpecific public election
because it recognized that almost any statement or study or general
educational activity might become an {asue in an election at some future
time. Under the Committee action, preparation of any materials
designed to favor or hinder sny particular candidate for pudlic office
or any particular viewpolnt in the cane of referendum would atill be
prohibited,

CHARITABLE CONTRIBUTIONS

Appreciated Gifts - Tangible Personal Property . -« The Com-
mittee reconsidercd an earlier vote with respect to charitable contridution
deductions for gifts of apprecisted tangible pereona) property (see press
snnouncement of October 13, 1969). Upon reconsideration, the Committee
removed gifts of tangidle personal property -« art objects, paintings, etc, ==
from the types of property the appreciation in value of which would have to be
taken into account by the donor in computing his charitable contribution de-
duction, {Under the House bill, the donor of such property must either (a)
reduce his charitable contribution deduction to the amount of his tax basle
for the gift property, or (b) claim a charitable contridution deduction for the
full fair market value of the property and include the amount of appreciation
in value in his gross income for tax purposes,) This Commitiee amendment
would not apply, however, unless gain from the sale of the appreciated asset
would have been taxed as & long-term capital gain, This rule would allow a
donor to continue to contribute worke of art to museums, educational insti-
tutions, etc., and compute bis deduction under the rules of present law,

P. R, 126
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PRESS RELEASE

COMMITTEE ON FINANCE
FOR IMMEDIATE RELEASE UNITED STATES SENATE
October 28, 1969 2227 New Senate Office Bldg,

TAX REFORM ACT OF 1969
Private Foundations - Part It
Committes Declelons

The Honorable Russell B, Long (D,, La,), Chalrman of the
Committee on Flnance, announced today that the Committee on Finance had
concluded (ts work on that portion of the House tax reform bill deallng with
the treatment of private foundatlons and other tax-exempt organizations, He
reported that the Committee had generally approved the provisions of the House
blll with respect to tax exempt organizations, but made some Important changes
in defining "'private foundations" and "'private operating foundations'' and also
in the Excess Business Holdings provisions,

A complete description of the actions taken at today's meeting
follows:

PRIVATE FOUNDATIONS

Disclosure and Publicity Requirements, ~-The Committee gonerzally
adopted the provislons of the House bill which recognize the need for more
current Information, from more organizations which could be made readily
available to the public, Including State officlals, It did amend the rules in
some respscts, however, as set forth below:

Filing Requirement = Churches and Smaller Organisations, -~
The Committee agreed to exempt churches from the requirement

of {illng annual information returne in view of the traditional
separation of church and state, However, where the church is
engaged in aa unrelated business, it would still be required to file
an unzelsted business income tax return, Also exempted from the
filing requirements were organizations that have gross income of
$5,000 or less, where the organization ls not required to file an
informatlon return under present law, These Include local chapters
and smaller ""public-type" organizations, such as the Boy Scoute,
garden clubs, etc, In addition to the two categories mentioned
above, the Secretary could exempt other organizations from the
filing requirements if he concluded that the information which
would be obtafined was not of sufflcient value to require filing,

Public Disclogure, ~~The C Ittee adopted a recommen=
dation that the names of substantlal contributors not be disclosed
to the public in the case of exempt organizations other than private
foundations,
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Such organlsations would still be required to disclose these names
to the Internal Revenue Service,

Change of Status . -~ The Committee adopted the provisions of
the House bill which relate to notification to the Treasury by new exempt
organizations and the treatment of existing private foundations, with the
following changes:

Exceptions . -« It agreed that churches would not be
required to apply for exempt status in order to be tax exempt, nor
would they be required to file with the Interna) Revenue Service to
avold classification as a private foundation. It also decided that
public educational or charitable organizations need not obtain
exemption certificates or file for etatus as & non-private foundation
where their gross income is $5,000 or less, Under the Houss bill,
the Treasury Department may exercise its discretion in exempting

. other classes or organisations, where this could be done without
Interfering with efficient adminietration,

Operation as a Public Charity . ~= Upnder the House bill

a private foundation may change its status after five years if it dis-
tributes sll of ite property to a public charity or iteelf acto an a
pubuc charity for at least five consecutive years, The Coramittee

ted 3 ¢ dation that would treat a private foundation as
a publle charity during the entire flve-year period involved, If it
indicated that it would operate as a public charity for all five con-
secutive yeare, It provided that if the organization failed to act as
a publie charity any time during the five-year pericd it would then
lose ite status as a public charity,

Definition of Private Foundstion . -~ In adopting the provisions
of the House bill respecting the definition of a private foundation, the Com-
mittee made several important changes:

Support « -~ Because the definition of a private

foundation contajned in the House bill depends, in whole or in

_part upon the proportion of support received from public sources,
the Committee believed that a definition of ''support' should be
added, It adopted the definition contained in the current regu.
lations modified to include amounts received from the exercise
or performance by an orgsnization of {ts exempt purpose or
functions, The present regulations indicate that support means
all forme of support, including contributions, investment income,
and net income from an unrelated trade or business.

In defining the one-third of the organization’s

support which must come from ths; public, the bill specifies
that amounts recelved from any “‘person' which are in excess
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of one percent of the organiration's support will not be considered
as coming from the public. The Committee decided to include

the greater of one percent or $5, 000 in public support, The term
""person' as defined in the Internal Revenue Code does not include
governmental units so that under the Houge bill an organization
which has only one contributor whose support comes from govern-
ment contract work might avoid clagsification as a private foune
dation, The Committee agreed that amounts received from Govern~
ment contracts be Included in the public support test, only to the
extent that they do not exceed the one-percent or $5,000 test
described above.

Foreign Foundations . == The Committee agreed that
an organization which is formed outelde the United States that
meets the definition of a private foundation will be considered a9
be..g subject to the rules applicable to private foundations and to
private operating foundations.

Foundations Related to Certain Publicly-Supported

Exempt Organizations . «« The Committee adopted
the rule that a foundation operated in conjunction with a publicly-
supported exempt organization {(such as social welfare organiza-
tiona, labor and agricultural organizations, business leagues,
real estate boards, etc,), will be treated as meeting the pudblic
support test for purposes of being a public charity and would not
be a private foundation,

Definition of Operating Foundation . -~ The Committec generally
approved the provisions of the House bill which define "operating foundation'.

(These are organizations to which qualifying distributions may be made by other
private foundations. They are not subject to the 5 pezcent minimum pay-out
requirement and are required to expend their entire income, In addition, they
qualify for the 50 percent charitable contribution deduction,} One of the tests
in the House bili (and in existing Jaw) relating to operating foundations would
require that substantially more than half o. the assets of the foundation be
devoted directly to the active conduct of the activities for which it is organized
or to "functionally related" businesses. ("Substantially more than half" was
described in the House Committee report as being 65 percent.) To provide
relief for those types of organizations which could not meet this test because
the type of activity is such as not to require large holdings of operating assets
(as in the case of a research organization), the Committee adopted a rule which
would permit an organization to qualify as an operating foundation where its
endowment, based upon a 4 percent rate of relurn, is no more than adequate

to meet its current operating expenses,

Hospitals . ~= The Committee deleted that portion of the House
bill which provides that hoapitals are to have the same atatus as churches, edu-
cational institutions, and public charitable organizations for purposes of tax

>
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exemption, charitable contributions, and other matters. The Committee
decided to r ine this ter in tion with pending leglslation on
Medicare and Medicald, -

Effective Dateg , == The Committee adopted a series of changes
with reapect to effective date provisions contained in the House bill as follows:

(1) It determined that it would permit a private foundation
to become a public educational or charitable organization without
going through the procedures required by the change of status pros
vision so long as the organization took such action with respect to
its first year beginning after December 31, 1970, The date used
in the House bill is May 27, 1969,

(2) The Committee postponed for one year the require-

- ment that existing private foundations, operating foundations, and
trusts with charitable interests must conform their governing instru-
mepts to the various limitations set forth in the bill by the start of
the firat year beginning after December 31, 1971, This date was
extended to December 31, 1972, Foundations whose {nstruments
could not be changed to comply with the income distribution rules
or with the businesa ownership rules would not be affected by those
rules until the instrument could be changed, Similar provisions
already appear in the bill with regard to accumulations and with
regard to the provision requiring existing private foundations to
reform their governing inatruments in accordance with the language
of the bill,

(3) The House bill provides that self-dealing rules will
not apply to fair price sales to diaqualified peraons of property held
by the foundation on May 26, 1969, if the foundation is required to
dispose of the property in order to meet the business holdings require-
ment. The Committee agreed to cxtend this treatment to exchanges
and other dispositions where the foundation receives in return
amounts equal to or in excess of the fair value of what was exchanged.
The Committee also agreed that this rule as to sales of busincss
holdings would also apply to later-acquired property received under
wills executed before October 9, 1969, or where the property was
received under the mandatory provisions of trusts or documents
transferring property in the trusts if such provisions were irrevo-
cable on October 9, 1969, and at all times thereafter,

Divestiture of Excess Business Holdings . -~ The Committee
decided to adopt largely the rules of the House bill regarding divestiture of
business holdings acquired in the future. However, it made substantial changes
with regard to the rules dealing with current business holdings of foundations.
The following changes were adopted:
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amendment that would apply to future purchases of business N
holdings by private foundations. If a foundation buys voting ;
stock of a business, it will not be permitted to cast votes for .
more than one-half of the stock acquired in this manner., This

limitation will not apply to stock acquired by gift or bequest

and will not apply to stock at present held by the foundation,

50-Percent Limitation, =« As to existing holdings,
the Committee decided that the combined holdings of a private
foundation and all disqualified persons in any one business must
be reduced to 50 percent by 10 years from the date of the bill.
Where the combined holdings now exceed 75 percent, an addi-
tional 5 years is allowed before the 50-percent limit must be
reached, This test must be met both as to combined voting
power and as to combined value of all classes of stock taken
together, y

Bequests and Trusts . -~ Property acquired by the
foundation in the future under the terms of a will executed before
October 9, 1969, or under a trust which was irrevocable at all
times since October 9, 1969, will be treated under the same rules
as property now held by the foundation, However, in such a case,
the 10-year and 15-year periods are to run from the date the foun.
dation gets the stock from the trust or the estate.

Interim Disposition . == The Committee eliminated
the rules in the House bill requiring disposition of part of the
excess stock within two years and another part within five years,

Sales, Etc., of Excess Business Holdings . -« The
House bill permits fair-price sales of excess business holdings

to be made by the foundation to disqualified persons, The Com-
mittee agreed that this was an appropriate way to facilitate the
foundation's compliance with the excess business holdings rules.
The Committee also provided that redemptions of stock by a
closely-held corporation from a foundation to comply with these
provisions would not trigger imposition of the accumulated
earnings tax and it would not give rise to dividend treatment

to other shareholders of the corporation, These rules will
apply only in the case of etock already held by the foundation

or acquired by the foundation under existing wills or trusts,

ag deseribed above. .

Program-Related Investments . -- The Committee

made it clear that a programe--elated investment is not to be
treated as & business holding that must be disposed of, This
applies only to investments (such as small businesses in cen-
tral cities and corporations to assist in neighborhood renovation)
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made for charitable purposes where the miaking of a profit for
the foundation is not cno of the major purposes,

Holdina Companies « -~ The Committee decided that
if a (oundation owns stock in a holding company, the foundation
will be treated as owning the investments held by the holding
company, in addition to any stock it holds.separate from the
holdlng company, If the total exceeds the limitation permitted
under the bill, then either the holding company would dispose
of some of its investmeats or the foundation would have to dis-
pose of some of its stock in the holding company,

Passive Income + == The Committee Qetermined to
make {t clear that passive income sources need not be disposed
of, For example, the holding of a bond 1ssue would not be an
excess business holding. Also, the holding of the stock of a
company which itaclf derives essentially passive income in the
nature of a royalty would not be treated as a business holding
subject to the limitations of the bill,

Split Truste . -- The Committee provided that a
non-exempt trust that {s subject, under the bill, to many of the
limitations of private foundations would not be required to dis-
pose of excess business holdings if the beneficial interest of
charitiec in the trust §s less than 60 percen: of the value of the
trust,

OTHER TAX-EXEMPT ORGANIZATIONS

The "Clay ‘Brown'" Provision or Debt-Financed Property . ~- The
Committee adopted those provisions in the House bill which would prevent a tax-
exempt organization from in effect, selling its {ax exemption in a traneaction
where it purchases a going business using little or no cash, liquidates {t,
leases it and pays the seller with the proceeds from the operation of the
business.

Property Acquired Under Life-Income Contracte , =~
The Committee agreed that property acquired under life-income

contracts should not be treated as debt-financed property. This
kind of contract is used in situations where, for example, a school
will receive a charitable contribution of an asset and will agree

to give the donor the {ncome from the 18set for his life.

Holding Companies , -- The Committee agreed that
where a debt-financed bullding is operatsd by an exempt holding
compapy for the benefit of its cffiliated exempt organications,
the property of the holding company would not be considered as
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debt-financed property to the extent that it is used by the related
exempt organizations in the performance of their exempt functions,

Use of Property . == The House bill exempts from the
definition of debt-financed property, property all of which is used
for the exempt purpose, The Committee agreed instead that debt.
financed property should not include property, substantially all
of which is used for exempt purposes. In addition, if less than
substantially all of the property’s use is related, then it would
not be debt-financed property to_the extent that it was used for
exempt purposea.

Extension of Unrelated Business Income Tax to All Exempt
Organizations . -~ The Committee adopted the provisions of the

House bill which extend the unrelated business income tax to all exempt organi~
zations. Under the present law certain classes of tax-exempt organizations
are not subject to the tax, In adopting the House bjll the Committee made the
following changes:

Rents , ==~ The Committee adopted two rules to
insure that an exempt organization pays the unrelated business
income tax on income attributable to the active conduct of an
unrelated business, First, it decided that rent {from personal
property is to be excluded from unrelated business income only
when the lease of the peraonal property is incidental to the lease
of the realty; where the rent from personalty is 50 percent or
more of the total rent, all would be subject to tax, Thus, only
""passive' rental income would be excluded from unrelated
businese income, Secondly, the Committee agreed to tax real
property rentals as unrelated business income where the rentals
are measured by reference to the net income from the property.
It would exclude rentals based upon a percentage of gross receipts,
however.

Related Income =« The Committee clarified the
House bill by providing that related income includes income
received from members for providing goods, facilities, or
services not only to guests but also to the members' dependents,

Specific Deduction , == The Committee agreed that
the $1,000 specific deduction allowed in the present law {n com-
puting the unrelated business income tax will be available for
each parish, individual church, district, or other local units
in the case of a diocese, proviuce of a religious order, or
convention, or association of churches, This rule would be
applicable to the extent that the parish, district, etc., realized
the income itself,
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Volurtary Employees Beneficiary Assoclations, -~ Since the
House bill removes the 85% Income test {n the case of & voluatary
employees beneficlary assoclation generally (section 501 (c}(9))such
an assoclation is for all practical purposes tdentical to voluntary
employees beneficlary associations whose members are U, S. Govern-
ment employees (sectlon S0 (c}{10)), Under present law the 85% in-
come test s not applicable with respect to thie latter category, Con-
sequently, the Committee comblned both types of organieations into
one category, In addition, the Commlittee also provided that those
voluntary employees beneficlary assoclations who have pension and
retlrement plans for thelr members dbut who do not eatlsfy the 85%
Income requirement (which ls removed by the House blil) will be
placed back in an exempt category and would be subject to the un-
related business income tax,

Religious Organizations, -~ The Committee decided not to
extend the uarelated business {ncome tax to those religious organica- °*
tions that have held certain properties 10 years or more If they pay
out no less than 90 percent of thelr earnings each year and it is
established to the satisfaction of the Secretary or hle delegate that their -
rates or other charges and services are competitive with similar
buslnesses,

Consolidated Returns ~ Holdiag Companies, ~- The Com~
mittee agreed that when an exempt holding company and & tax-exempt
organization to which it is related file a consolidated return, the
holding company will be treated as organized and operated for the
same purposes as 3n exempt-organization, Consequently, if the
business activities of the holding company are related to the exempt
purpose of the exempt organization, the income would be related
business tncome and not subject to tax,

Taxatlon of Investment Income of Soclal, Fraternal, and
Similar Organizations, == The Committee generally agreed to the House pro-
visions related to the taxation of the lnvestment income of these membership
organizations with the following modifications:

Coast of Adminlstration, -~ The Committes agreed that in«
come will be treated as set aside for the specified benelits whare
it is used for the reagonable costs of adminlstration of the benefit
program as well as the payment of the benefits themaselves.

Galn on Sale of Assety, ~-The Committees also adopted a
recommendation which would exclude from the tax on investmant
income {to the extent the proceeds of the sale are relavested In
assets used for such purpose within a period of three years) the
gdla on a sale of assets used by the organizations is the performance
of their exempt functions,
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Magsonic and Masonic.Related Organisations , ==

Magsonic and Masonic-related organizations which today are
exempt from tax as a ''fraternal beneficiary association”
(section 501(c}{8)), in the future should be placed in a sep-
arate tax-exempt category, This category would exempt a
domestic fraternal society, order, or association operating
under the lodge system where the fraternal activities are
largely religious, charitable, scientific, literary, or edu-
cational in nature and where there are no ingurance activities,
The taox on fnvestment incorne would not apply.

Interest, Rent, and Royalties from Coptrelled Corporations . ==

The House bill provides that where an exempt organization owns more than
80 percent of a taxable aubsidiary the interest, annuities, royalties and reats
are to be treated as "'unrelated business income" and subject to tax, Where
the operation of the controlled corporation is "functionally related" to the
exempt purposes of the controlling exempt organization, these types of income
would be 'related" income and would not be subject to tax, The Committee
also adopted a recommendation which would provide a special rule where the
controlled corporation js also an exempt organization. Under the rule, the
payment received from the controlled corporation would not be subject to tax
to the extent that the facilities rented or the money borrowed is used by the
controlled corporation in the performance of its exempt function,

Limitation on Deductions of Nonexempt Membership
Organirations . «» The Committee adopted the provision in the

House bill which would deny the deduction for expenses incurred in supplying
services, facilitles or goods to members of a taxable membership organiza-
tion to the extent that such expenses were not related to income recelved from
the members. Under this provision, no membership organization is permitted
to escape the tax on business or investment income by using the income to
serve Its members at lees than cost and thea deducting the book "loss'',

In adopting the provision the Committee made the following modifications:

American Autemobile Association . -« Because

certain membership organizations (such as the American
Automobile Association) must compete with profit-making
organizations that provide the same type of services at a

lose, they must aet their dues at the same loss level, These
organizations offset the losses against income received from
non-members {(such as income from the sate of advertisements).
In order to meet this problem, the Committee agreed that it
will provide a special rule in cases of this type where the
business practice is to provide comparable services at a

lose.
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Carryovars, -~ The Commilttes agreed that in cases where
the deduction for furnlshing services, lnsurance, goods, stce,
to members exceeds the Income from members the excess
deductlons can be carrled over into succeeding years,

Effective Date, ~- The Committee adoptod a recommenda~
tion that the provisions of the House bill relatlng to non-exempt
membershlp organizations be effective as of December 31, 1970,

Income from Advestising, ~- The Committee adopted the language of
the House bI11 which would provide that the Income from advertising and slmilar
activitles would be lncluded in unrelated business income even though the
advertising {s carried on In connection with actlvitles related to the exempt
purpose, The Committee adopted the approach of the House bill and instructed
the staff to review the language to limit It to the matter specifically covered in
the Treasury regulations, . .

Soclal Clubs = Nationa) Fraternatles and Sorozities, -~ The Commlttee
agreed that the lnvestment lacome of social clubs, particularly the national
orgsnizatlons of college fraternaties and sororities (as distinguished from
thelr local chapte ra) should be exempt from the tax on lavestment facome
to the extent that such Income is set aslde for charitable, educational or
rellglous purposes,

Thelft Shops, etc. -- Under present law, an organlzation operated
primarlly to carzy on & trade or business for profit is not exempt even though
all ite profits are payable to one or more exempt organizations, The Com-
mittee declded to allow an exemption for such an organization where substan-
tially all the work in carrying on the trade or buslness is performed for
exempt charitable organizations without compensation,

PENSION PLAN CONTRIBUTIONS

Professional Service Corporations, »» The bill does not presently deal
with the 1imits of pension plans except to provide that small business corpora-
tlons {so-called Subchapter S corporations) must in the {uture follow in general
the limitations of "H, R, 10 plans," 1o general, those plans limit current dis-
tributions to penslon and profit-sharing plans to no more than 10 percent of the
self-employed person's earnings from the buslness uptoa maximum of $2,500
in any one year, The Committee declded to impose essentially the same
limitations upon penslon plans of professional service corporations (generally,
corporations undez special State laws relating to attorneys and doctors),

P, R, #37
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 29, 1969 UNITED STATES SENATE
2227 New Senate Office Bldg.

TAX REFORM ACT OF 1969

Amortization Provisions and

Taxation of Single Persons
Committee Decisions

The Honorable Russell B, Long (D,, La.), Chairman of the Committee
on Finance, announced today that the Committee on Finance had concluded its
work on that portion of the House tax reform bill dealing with the amortization
of air and water pollution control devices and railroad rolling stock, and with
the income tax treatment of single individuals,

A complete description of the actions taken at today's meeting follows:

Amortization of Pollution Control Facilities , == The Committee
agreed t- the concept of the House bill of allowing a taxpayer to amortize

over sixty months certain certified air or water pollution control facilities,
The amortization deduction would be in place of the regular depreciation
deduction (but the additional fizst-year 20 pcrcent depreciation allowance
would be available),

The Committee further adopted 8 recommendation by the Treasuty
Department that the benefita of this provision be limited to pollution control
facilities added after December 31, 1968, to plants which were in operation
on that date, The special amortization provision would not be available in
the case of facilities included in new plants built in the future. In addition,
the Committee adopted a Treasury recommendation that the five-year
amortization would be limited to the cost of property with the normal useful
life of fifteen years, or less. If the property had a normal uscful life of
more than fifteen years, the taxpayer would, in effect, treat his facility as
if it were two separate facilities. One facility would receive the five-year
amortization and the other facility would receive norinal depreciation based
on the normal useful life of the property. The taxpayer would write off the
two facilities concurrently,

The Committee further agreed to a Treasury recommendation that
the definition of an eligible pollution control facility would be limited to ex-
clude facilities which serve any function other than pollution abatement. No
amortization would be permitted on facilitics that only diffuse the pollution
and which did not serve to abate the pollution. The Committee also agreed
to adopt a Treasury recommendation to make it clear that the amortization
provision would apply only to installations which prevent or minimize the
direct release of pollutants into air or water in the course of manufacturing
operations. Facilities which remove certain elements from fuel (for
example, sulphur) that are released as pollutants when the fuel is burned
would not be eligible for the amortization,
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Further, the Committes adopted a provision which provides that the
amortization deduction could only apply to air and water pollution control
facilities completed or acquired before Jamuary 1, 1975, The Committes
also deleted the features which suthorice the Secretary of Interior and the
Secratary of Health, Education and Welfare to establish effluent standards
for water and emissions standarde for air, Under this smendment (which
conforms to the pattern set by Congress in the Alr Quality Act of 1967) the
Fedoral goverament could set general guidelines which had to be maintained,
but {n general, the specific standards which would be required would be fixed
iy the ?;‘6‘5" pursuant to the Afr Quality Act of 1967 and the Water Quatity

ct of .

Amortization of Rafiroad Rolling Stock . == In connection with the
consideration of the provisions of the House bill extending specisl 7=year
amortizsation treatment to rajlroad rolling stock, the Committee also re«
considered the action it had previcusly taken (see Committee announcements
of September 19 and October 10) to provide a speclal transitional exception
to the repeal of the 7 percent Investment tax credit for certain rallroad
rolling stock, As a result of ite study, the Committee agreed to delete all
these provisions from the bill and substitute instead a new incentive plan
suggested by the Treasury Department, The principal featurea of this
planare!

1. Seyear amortization op new rolling stock, including
locomotives, acquired after January 1, 1970 available to all
ratlroads and their lessors,

2. 4-year amortization of 1969 equipment acquisition
unrecovered costs (rolling stock including locomotives) as of
Japuary 1, 1970,

3. Pretermination property eligible for the 7 percent
inveatment credit placed in service In 1970 will be eligiole for
the amortization write-off,

4. The lovestment credit life will be determined by the
actual useful life of the property and not by the elective amore
tization period as presently required,

- 5, On January 1, 1973, the Secretary of the Treasury
after conaultation with the Secretary of Transportation will
promulgate regulations praacribing the particular class of
cars which are not in short supply, This determination will
preclude that class of car from the amortisation write-off.
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6, The cost of repairs to exlsting rolling stock will be
allowed as an expense without question where such cost does
not exceed 20 percent of the original cost of the unit,

7. Elective amortization of grading and tunnel bores
on a 50-year life,

After agreeing to this plan, the Committes further agreed to limit the
amortization privilege to property placed in service before January 1, 1975,
In addition, it agreed to permit certain railroad equipment acquired pursuant
to the Korean V' ar amortization provision (which the House bill would repeal)
to continue to qualify for the amortication authoriced by that law,

Single Person; Head of Houschold « =« The Committee aleo agreed to
adopt two proposals recommended by the Treasury Department relating to the
tax treatment provided for single persons, Firet, the Committee deleted the
House-passed provision which would have extended joint return privileges for
widows with dependent children beyond the two years now In existing law,
Thus, under the Committee's decision existing law which provides that a
widow with a dependent child may file a joint retura for two years after the
date of the spouse would be retained,

Second, the Comniittee adopted the Treasury recommendation which
would provide a new tax rate schedule for single persons. This new echedule,
which replaces the provisions of the House bill, would not distinguish between
single perosons based on whether their age is over or under 35, Instead, it
would provide a tax 1iability for single persons which would not exceed 120 pere
cent of joint return tax liabllity, Uader tha Committee's decision, a head-of~
household (this 1s generally a single person who maintains a household which
1s the principal residence for himself and a dependent) would continue to
receive the same tax treatment that he now enjoys under present law, Under
the House-passed tax bill, widows and w!dowers, regardless of age, and
unmarried individuale age 35 and over wou.d have been taxed at rates halfway
between those available to married couples and those applicable to other
aingle persons,

Fraternsl Beneficlary Socleties . ~~ At Tuesday's meeting, the
Committee established a separate category (in the provisions defining
organieations exempt from income tax) for organizations such as the Masons
which operate under the lodge system and which are primarily religious,
educational or charitable in nature, A condition to classification in this
new category is that the organization not engage in the furnishing of insur-
ance protection to its members. Organizations in this new category were
made subject to tax on their unrelated business fncome but were not brought
uhder the new tax (imposed by the House bill) on fnvestment income of cer~
tain categories of organizations,

65

-



«de

At today's meeting the Committee agreed to also exclude from the new
tax on investment income, other fraternal organizations operating under the
1odge syotern which do provide insurance protection for their members,

Manufacturers Excise Tax . o« The Committee also agreed to a
technfcal amendment (substantially incorporating th. text of S, 2510) which
relates to the calculation of the manufaclurezs excise tax in situations where
a Vconstructive sales price" must be determined,

RELATED BUSINESS INCOME OF CHURCHES

At Tuesday's meeting the Committee agreed that the operation and
maintenance of cemeteries, the conduct of charitable institutions, the sale
of religious articles, and the printing, dlstribution and sale of religious
pamphlets, tracts, calendars, books and magaeines with substantial religious
content done in connection with a church would be treated as related business
income of the church and would not be subjected to the tax on unrelated
business income even though the document might produce some advertising
income.
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PRESS RELFASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
Cctober 30, 1969 UNITED STATES SENATE
2227 New Senate Office Bidg.

TAX REFORM AC1 OF 1969
Committee Decisions

The Honorable Russell B, Long (D., La,), Chairman of the Committee
on Finance announced today that the Committee on Finance had reached agree-
ment on eeveral additional parts of the House-passed tax reform bill.

A large part of today's executive session was devoted to consideration
of amendments offered by Scnators Albert Gore (D,, Tenn.) and Vance Hartke
(D., Ind.) to increase the $600 personal exemption and an alternative approach
by Senator Jack Miller (R,, lowa) to provide tax reduction through the use of
additional tax credits. The Chairman reported that following a number of
record votes on these matters the Committee decided that it would concentrate
its attention at tomorzow's moeting on tex cuts worked out through reductions
in the tax rate schedules, This is the same approach taken by the House bill.

During the remainder of today's session, the Committee acted on a
serles of amendments, the substance of which are described in the following
paragraphs,

Income of American Employees Abroad , -« Under present law, an
American citizen who resides in a foreign country for 17 out of 18 consecutive
months may exclude frora his gross income for Federal tax purposes amounts
paid to him from foreign sources up to $20,000 a year, If he is a bona fide
resident of a foreign country he may exclude $20,000 a year for the {irst three
years, and thereafter exclude $25,000 a year, At today's meeting, the Com-
mittee decided that these $20, 000 and $25, 000 exclusions should be limited to
$6,000. Accordingly, the earned income limitation in existing law in these
cases for the future will be limited to $6, 000,

Federal Land Banke; Amendment Reconsidervd . ~- The Committee
reconsidered the amendment jt had added to the bill earlier in its scesions
which would have sudbjected Federal land banks to Federal income tax. (Sec
Cornmittee announcement of October 17, 1969.) Following this reconsideration
the Committee decided to omit the provision from its bill,

REA Cooperatives; Amendment Reconsidered , -~ The Committee also
reconsidered the action taken at an earlier session by which rural electrification
cooperatives were subjected to tax on income earned on U, 5. government bonds
parchased with the proceeds of low interest bearing loans which these organi-
zations are authorized to obtain from the Federal government, (See Committee
announcement of October 17, 1969,) Following this reconsideration, the Com-
mittee decided to omit this provision from its bill,
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Recapture of Soit and V7ater Conservation Expenses . == The Com-
mittee agreed to a provision to recapture soil and water conservation expendi-
tures and land clearing expenditures made with respect to farm land, Under
the provision, the gain on the sale of land would be treated as ordinary income,
rather than as a capital gain, to the extent of the previous specified expendi-
tures with respect to the land, However, there would be no recapture after
the land had been held for ten years from the time of the expenditures. For
land sold within 10 years there would be a sliding scale of recapture, Where
the land was 3014 prior to the end of the fifth taxable year after the year in
which the expenditure was made, there would be a 100 percent recapture; for
sales in the sixth through the tenth years the amount would be recaptured as
follows: .

PERCENT
YEAR RECAPTURE

& 80
7 60
8 40
9 20
10 0

Medical Insurance; Medicare Amendment Reconsidered . -« On
October 17, 1969, the Committee approved an amendment to require that
payments made under the Medicare and Medicald programs and payinents
made by private medical insurance carriers muet be reported to the Fed-
eral tax collector if they aggregate $600 or more during the year. The pay-
ments to be reported include those made directly to the health care practitioner
who accepts an assignment from his patient and those for which a patient
submits bills and is paid for services rendered by the health care practitioner,

At today's meeting the Committee reconsidered this amendment and
agreed that the new provisions with respect to private insurance would not
be applicable until 1971. Reporting of payments under the Medicare and
Medicaid programs, however, will be required beginning in 1970,

Real Estate Depreciation; Binding Contracts. -~ Under the House bill
the use of accelerated depreciation is protected where the taxpayer acquires
new real property pursuant to a binding contract in effect on July 25, 1969,
No comparable provision protects the purchaser of used real estate where the
acquisition occurs after July 25, 1969 pursuant to a binding contract in effect
prlor to that date, The committee added an amendment to allow a purchaser
to use 150% of straight line depreciation with reapect to used real property
acquired pursuant to a binding contract in effect on July 25, 1969, Thus, under
the Committee's action today, a taxpayer may claim fast appreciation with
respect 1o a bullding, whether new or used, if he had entered into binding
contracts prior to July 25, 1969, for the purchase of the building.
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Another amendment was agreed to providing for accelerated deprecia-
tion with respect tn a bullding for which the necessary land had been acquired
and building plans had beer: cotrpleted before July 25, 1969, but for which the
local authorities had failed to grant the necessary apptoval to permit con-
struction to commence before July 25, 1969, even though application to build
had been filed before that date. Under the Committee amendment, accelerated
depreciation will be available provided construction commences within one
year from the date of filing of the application for the building permit,

Insurance Companiea, ~=- The Committee agreed to four amendments
with respect to the tax treatment of insurance companies, The first two of
these had previously been approved by the Committee and passed by the Senate
?{.R. 2767 of the 90th Congress). The substance of the four amendments

ollows ;

Losses, ~~ This amendment provides for loss carryovers
where ene type of insurance company is converted into another
type (for example, where a stock casuvalty insurance company be-
comes a mutual company, or a life {nsurance company, or vice
versa), The amount of the loss deduction generally would be
limited to the lower of the amcunt for which the company would
qualify before or after the shift,

Spin-off Phase IlI Tax, ~- This amendment provides that the
so-called ''phase three' tax applicable to life insurance companies
{s not to apply in certain cases merely because a life insurance
company distributes to its holding company parent the stock of a
subsidiary which it holds, However, in such a case the so-called
'phase three'' tax is to apply to distributions by the subsidiary,
whose stock was distributed, in the same manner as it would apply
to distributions by the life insurance company itself.

Contingency Reserves, -~ This amendment clarifies the
deductibility of interest credited to special reserves  under con-
tracts of group term life insurance or group health and accident
insurance established and maintained for insurance on the lives of
retired workers, or for premium stabilization, On approving this
legislation the Committee observed that the amendment reiterated
its intent, expressed during consideration of the Life Insurance
Company Income Tax Act of 1959, that this interest was deductible,

Tax-Free Exchanges of Securities, -~ This amendment
deals with the situation where insurance companies with large hold-
ings of appreciated securities in their investment portfolios have
been able to exchange these securities for their own stock without
payment of tax on the gain included in the securities surrendered,
Under this amendment this gort of exchange in the future will give
rige to taxable gain,
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Interest on Tax Deficiencies and Refunds . -- The Committec agreed
to adopt a new provision (recommerded by the Internal Revenue Service) which
proviles a penalty on taxpayers who fail to pay the tax rcquired to be shown on
the return at the time they file their return, In general, present law imposes a
five percent per month penalty, up to a maximum of 25 percent, in the case
of failure to file a return on the date it is due. This provision does not apply
if the failure is due to reasonable cause and not duc to wilful neglect, Undcr
the Committee provision, this penalty would be expanded to apply if the tax-
payer falls to pay the tax due at the sani¢ time he files his return, As io the
case of thé failure to file the rcturn at the time it is due, however, the addi-
tlon to the tax would not apply if the failure is due to reasonable cause and not
due to wilful neglect,

Further, the Committec agreed to increase the penalty for failure to
make required deposits of withholding taxes, Under this decision the present
penalty of onc percent per month (up to a maxinmum of six percent) would be
raised to five percent of the amount due to the Government. This penalty would
be added to any deposit of withhelding taxes which are not paid at the tire they
are due. However, it would not apply where the failure to deposit on time is
due to reasonable cause and not dun to wiliul neglect.

Mutual Funds; Unit Investrent Trusts . == The Committee approved
an amendment to prevent participants in a periodic payment plan to purchase
mutual fund shares from being treated as an association taxable as a corpora=
tion, Howtver, the Committee included a proviso that its amendment would
not apply with respect to an association of persons investing in variable annuity
contracts with a life inscrance conipany,

Subpart F Income . -~ The Committee agreed to an amendment which
would make technical corrections in the computation of subpart £" income,
which i3 taxed to the parent corporation of a foreign subsidiary. Under exist-
ing law, forcign base company income (a part of Subpart F Income) does not
include any item of income received by a controlled foreign corporation if it
is established to the satisfaction of the Secretary or his delegate, with respect
to the item, that the creation or organization of the forcign corporation does not
have the effect of substantial reduction of income, or similar taxes. The pro-
vision adopted by the Committee would clarify this section of existing law by
providing that foreign base company {ncome would not include any item of in«
come received by such a foreign controlled corporation if the transaction
giving rise to the itetn of income did not have as one of its significant purposes
a substantial reduction of income, or similar taxes.

Private Foundations , -~ The Committec also agreed to a new pro-
vision relating to cxisting private foundations which would make the divestiture
requirement inappticable if the following conditions are present:

‘

n The stock in the company was acquired by the
foundatlon by gift, device or bequest,
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)

4)

(5)

(6)

"

“a5. 4

The foundation owns ninety-five percent or more
of the voting stock of the corporation;

The majority of the governing body of the foundation
consists of persons other than the donor or members
of his immediate family, taking into account the attri-
bution rules in the bill;

The current business of the corporation is substan-
tially of the same character as the business con-
ducted at the time of the gifts of the stock by the donor;

The corporation does not purchase any stock in
another business enterprise which would represent
an excess business holding;

The corporation annually, distributes to its shareholders
40 percent of its income after taxes; and

The foundation must distribute (or use) for its tax-
exempt purpose substantially all of ite income,

Mutual Savings Banks; Savings and Loan Assoclations, -+ The Com-

mittee considered and approved several modifications of the rules relating
to investment restrictions applicable, to mutual savings banks and savings

and loan associations,

Under theae modifications the following investments

would qualify for puiposes of meeting the tests (82 percent of total assets in
the case of savings and loan associations; 72 percent of total assets in the case
of mutual savings banks) necessary to qualify for the special deduction for
additions to bad debt reserves:

()]
(2)

)

Loans secured by redeemable ground rents;

Loans secured by an interest in real property
located in an urban renewal area if the urban
renewal area is predominately residential; and

Loans made to flnance the acquisition or develop-

ment of land which will become residential property

if there is assurance that building will actualty occur
thereon within a perlod of three years (with retro-
active disqualification of the loan if this does not occun

The Committee also adopted & provision under which an apartment
house with commercial establishments on the first floor would qualify as
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residential real property" if 80 percent of the useable space in the building
was residentisl space. It also modified the rules applicable during the transi-
tion period over which the 60 percent deduction for bad debts is reduced to

50 percent. (See Committee announcement of October 16, 1969.) During this

period it would be

permissible if only 50 percent (rather than 60 percent)

of the investments of the institutlon are in qualifylog assets, Thereafter,
60 percent of investments must be in qualifying assets just as the House bill

would have requir

ed, Finally, a one percentage point reduction would be

made in the 50 percent deduction for additions to bad debt reserves for each
percentage point that qualifying assets fall below the 82 percent test in the
case of savings and loan associations, In the case of mutual savings banke,

a reduction of 1-1

]2 percentage points in the bad debt deduction would be

required for every percentage point that qualifying assets fall below the 72

percent test,

Supervisory Mergers of Savings and loan Assoclations, == The
1 Home Loan

Committee agreed to an amendment, suggested by the Feders!
Bank Board, clarifying the treatment of bad debt reservesd of institutions

panticipating ina
Loan Bank Board,

tax~free merger under the suparvision of the Federal Home
Under the amendment the amount in the bad debt reserves

would not be restored to income at the time of the merger, The Committee
was adviged that ite amendment reflcctad the law as the Internal Revenue
Service had interpreted it, and in this respect it is merely declaratory of

the law,
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Charitable Remainder Trusts, -=- The Committee decided to require a
charitable remalnder annuitytrust or unitrust to distribute at least its current
income (other than capital galas) to the income beneflclary, and to previde that
ln determinlog the amount of the charitable contribution deductlon allowed in
the case of a gift of remainder Interest in trust, a 5 percent payout to the in=
come beneficlary {s to be assumed for valuation purposes If the 5 percent is
higher than the payout otherwise determined under the annuity or unitrust
rules, This rule strikes a balance between the harshness of imposing an In~
flexible 5 percent payout requirement which might unduly restrict the trust and
the poasibllity of clrcumventing the restrictlons contained in the private founda~
tlon provisions of | the bill by providing for a very low income payout, The
Committes action was made effective with respect to trusts created after
October 9, 1969,

Limitatlon on Deductlon of Interest, == The Committee adopted the
Treasury recommendation that the limitation on the interest deduction in the
case of Individual taxpayers contalned {n the House blll be deleted pending
further study, Cenerally, this provislon of the House blll would have disallowed
the deduction of Interest on indebtedneas :acurred to purchase investment
agsets to the extent the Interest exceeded the taxpayer's net lnvestmont income
and the amount of his long-term capital galns by more than $25, 000,

Corporate Mergers--Dlsallowance of Interest Deductlon in Certain

Casges, -~ The Committee generally adopted those provisions of the
House bill dealing with the disallowance of the interest deduction on debt {ssued
in connection with corporate mergers. However, it did make several Im=-
portant modifieations in this provielon, Under the House blll, the in*erest
deduction would be denied for interest on bonds or debentures 1ssued by a
corporatlon to scquire stock In another corporation or to acquire at least two-
thirds of the assetes of another corporation, Thils rule, however, only would
apply to bonds or debentures which (1) are subordinated to the corporation's
trade creditors, (2) are convertible Into stock, and (3) are Issued by a cor-
poration with a ratlo of cebt to equity which is greater than two to ope, or with
an annual interest expense on its indebtedness which is not covered at least
three times over by its projected earnings,

‘Firet, the Committes adopted a provision authorlelng the Internal
Revenue Service to lesue regulations providing tests for distinguishing
generally whether bonds or debentures are In fact debt or equity, Since there
s a great varlety of situatlons In which this queation can arise, the Com=
mittee belleved it was appropriate to provide this authority to the Internal
Revenue Service 8o it could develop rules to take account of the varlous
characterlstics of these situations.

The Committee also agreed that it would be appropriate to broaden

the subordination test of the House bill so that It applies to obligations which
by thelr termes ars subordinated In right of payment to any substantial amount
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of the corporation's indebtedness. This actlon would provide for the case
where although the obligation ls oot subordinated to trade creditors it 1s sub-
ordinated to aubstantial amounts of pre-existing debt,

The Committee also decided that the debt equity and interest coverage
tests of the House bill should be revised so as to allow an lesulog corporation
to have a debt equity ratio of four to one, and to only require the annual inter~
est expense of the corporation to be covered at least two times over by the
corporation's projected earnings. The Committes believes these tests more
appropriately reflect a reasonable capital structure for a corporation, The
Committee further decided to clarify the application of theae tests in the case
of corporations engaged ln the loan business by providing that the amount of the
corporation's lndettedness should be reduced by amounts owed to it and the
amount of the corporatioa’s annual interest expense should be reduced by its
aonual interest income,

The Committee also agreed that where the Interest deduction was
disallowed because the debt equity test was not met or because the earnlngs
of the corporation were not at least two tlmes more than the ancual interest
expense, the disallowance of the {nterest deduction would be discontinued after
the debt equity test and the earnings test had been met for a period of at least
three years, The House bill provides for an exception from the disallowance
rule of up to flve mlllion dollars a year of interest on obligations which meet
the prescribed tests, Thia exemptlon is reduced by interest on odligations
which do not meet one of the three specific tests in the bill, The Committee
agreed that the reduction should be limited to interest on obligatlons issued
after Decemnber 31, 1967,

In the case of corporate acquisitions the provisions of the House bill
only apply where the acquiring corporation obtaing at least two-thirds of the
asstts of another corporation, The Committee agreed to a Treasury recom-
mendation that the two-thirds test should be applied to the operating assets
{excluding cash) of $he acquired company rather than to the total assets, This
would prevent the two-thirds test from being avolded where the acquired
canpany has a large amount of its assets in cash and non-operating properties.

The Committee also declded to make this provision of the House bill
{napplicable {n the case of an acquisitlon of a corporation’s stock where the
total intereat of the acquiring corporation in the other corporation does not
exceed five percent. This would eliminate de minimus stock scquisitions
from the scope of this provision,

The Committee also agreed that this provision of the House bill
should be applicable to indebtedness incurred after October 9, 1969, (The dat.
used inthe House blll {s May 27, 1969). The Committee also agreed that this
provislon would not apply to the acquisition of additional stock of a corporation
wherte the taxpayer acquired at leaet 50 percent of the stock oa or before
October 9, 1969, This would enable a corporation which had achleved practi-
¢al control of another corporation by this date to acquire the additional stock

74



.9 .

necessary to give it control for tax purposes, The Committee also agreed
to tnake this provision of the bill inapplicable to the acquisition of stock or
assets of a corporation pureuant to a binding contract entered into before
October 9, 1969,

Corporate Mergers —~Limitation on Installment Sales Provigion, ==
The Committee agreed to the provision of the House bill which provides that
bonds with interest coupons attached, In registered form, or which are
readily tradeable are, in effect, to be considered paymente in the year of sale
for purposes of the rule which denles the installment method where more than
30 percent of the sale's price is received in that year. Inthis connection,
however, the Committee agreed to exclude from this treatment bonds or
debentures in registered form which are non-transfezrable, except by operation
of law,

The Commlttee also accepted the Treasury recommendation that ine
periodic payment requirement of the House blll be deleted, but that the {n-
stallment method not be available where an obligation is payable on demand,
Under the periodic payment requirement of the House bill the use of the in-
stallment method would be denled unless the payment of the loan princlpal, or
the payment of the loan principal and interest together, were spread relatively
ovenly over the installment perlod,

The Committee aleo agreed to make these new rules regardiog the
{nstallment method effective with respect to sales made after October 9, 1969,
{the date used in the House blll ie May 27, 1969), The Committee further
agreed to make the new rules inapplicadble in the case of installment sales
which are made pursuant to a binding conlract entered into before October 9,
1969,

Corporate Mergera--Original Issue Discount, == The Committee
accepted with minor modifications the provision of the House bill which pro-
vides that In the case of bonde issued at a discount the bondholder and the
{ssuing corporation are to be treated consistently with respect to the original
issue discount, Generally, under this provislon of the bill, a bondholder is
required to Include original Issue discount in income ratably over the life of
the bond, This rule applies in the case of the original bondholder as well as
to subsequent bondholders,

The Committeo adopted a provision making the ratable inclusion of
original issue discount requirement Ilnapplicadble in the casge of life insuiance
companies which already accrue discount on a basls which produces es~
sentially the same result as a ratable accrual, This will eliminate the neces~
sity of life insurance companies shifting from one method of accruing original
Issue discount which has been regularly employed to another method (that
prescribed by the bill) where the end result is essentially eimilar,
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The Committes sgreed that this provision of the Houge bill should be
applicable to debt obllgations issued after October 9, 1969, (the date used In
the Houge bdill is May 27, 1969), The Committee also agreed that this provislon
of the bill ahould not apply to debt obligations which are issued pursuant to a
binding commitment entered into prlor to October 9, 1969,

Corporate Mergers-~Convertible Indebtedness Repurchase Premiums,
»= The Committee agreed to the provision of the House bill dealing with the .
deductability of convertible indebtedness repurchase premiuns with a minor
modiflcation, This provision of the House bill provides that a corporation
which repurchases its convertible indebtedness at 3 premium may deduct only
that part of the premium which represents a cost of borrowing, rather than
beling attributable to the converelon feature,

The Committee agreed to make this provision applicable to ree
purchases of convertible indebtedness after October 9, 1969, {the date ueed
in the House bill 1s April 22, 1969),

P, R, #39
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTLECS ON FINANCE
October 31, 1969 UNITED STATES SENATE
2227 New Senate Office Bldg.

TAX REFORM ACT OF 1969
Reported to Senate

The Honorable Russell B, Long (D., La,), Chalrman of the Commltrae
on Finance, announced today that the Committee on Finance had finlshed its
work on the Tax Reform Act of 1969 and had ordered the bill reported to the
Senate, He reported that the motlon to report was approved by a volce vote
with few Senators dissenting, He Indicated this wae the third most significant
tax bill in the natlon's history ranking behind only the original facome tax act
of 1913 and the masslve tax cute in the Revenue Act of 1964, 1e expressed
hope that the technical work necescary to prepare the bill for Sencte con-
sideration could be fintshed withln three weeks so that the bill could te reled
on promptly by the Senate,

$3 Billions Tax Cuts, ~~Chalrman Long reported that {n large measurs
the $9 billion of individual income tax reductions recommendad by the House
of Representatives had been approved by the Committee on Finance, The most
significant difference involved a transfer from 1971 to 1972 of a portionof the
tax reductions the House bill would have provided in the earlier ycar, He in-
dicated that this was done In order to prevent the bill from having an izfla-
tlonary impact on the economy in 1971,

Planned Tax Reduction, ~~ Senator Long further tndlcated that the
Senate btll reflected a program of planned tax reductlon. He noted that on
January 1, 1970, the 10 percent surtax would be reduced to 5 percent and that
on July 1, 1970, It would be eliminated entirely, He also Indlcated that the
standard deduction would be Increased In 1970 and thzt the low income allow=
ance ~-designed to remove 5 million tax returne from the tax rolic--would
also become effective in 1970, The combination of these features, he said
would {nvolve tax reductlons totaling $10, 8 billion

In 1971 he reported the firet step In the Individual tax rate reductions
would take place, and the second step in the increase of the standard deduction
would occur, In addition, the so-called phase-out of the low income allowance
would itself phase-out over a 2-ycar period, The combination of these changer
plus the final elimination of the surtax and the planned raduztion in auto and
telephone exclse tax rates, would result in {urther tax reductions ior 1971 of
$8. 1 blllion,

In 1972, the full tax rate reductions would become effective, and the

final step in the Increzse of the standard deductlon would be reached, In addi-
tliorilhe ‘phage-out!’ of the low income allowance would be fully eliminated in
972, Thus, in 1972 these planned tax reduciions and another exclse tax re-

duction would amount to & further $4, 4 billlon,
P, R, 140
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Revenue Raising Tax Reform. --

In addition to these tax reductions, the Chalrman empheslized that
tax raising reform features of the blll would hike taxes by $6.5 billion from
those who in the past have enjoyed substantial tax preferences. He observed
that no Industry in America would be left untouched by the bill and that the
real estate industry, the oll and gas industry, financia} institutions and private
foundatlors had been singled out for particularly stringent treatment,

The Chairman stated his belief that at no time in his experience had
the public Interest been represented so well in a major tax bill, He praised
the members of the Committee who had worked so long and so hard to reach
agreement on a tax bill as complicated as the Tax Reform Act of 1969, He
expressed confidence that if the full Senate would approach its work on the blll
with the same dillgence and dedication that the members of the Committee on
Finance had displayed, the tax reductlons provided by the bill could become
the law of the land by Christmas,

A complete description of the day's decisions, with respect to other
matter, follows:

Cement Mixers, -~ The Committee approved an amendment
(identical to an amendment which passed the Senate {n 1968 too
late for the House to act before adjournment) to clarify the ex~
clse tax status of cement mixers, Under the Committee amend-
ment, cement mixers would not be subject to the 10 percent
exclge tax generally applicable to automoblle tructs, although
the tax would continue to apply to the truck in which the cement
mixer ls mounted, This amendment reverses a 1967 ruling in
which the Internal Revenus Service administratively reversed
itr long-standing position and announced that cement mixers
in the future would be subject to tax,

Vacation Pay, =~ The Committes also adopted an amend~
ment extending for an addltlonal two years, for taxable years
endlng before January 1, 1971, the perlod within which vacatlon
pay may be accrued by employers under rules in effect prior
to 1960, The Cunmittee wae advised that the Treasury Depart~
ment wond bo prepared to recommend permanent legislatlion
within this two-~year period to deal with the matter of vacatlon
paye
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Filing of Income Tax Returrs and Withholding, =~The Committee
adopted a nunber of provisions (all suggested by the Trezaury Dapartment;
vaich will relieve many low income taxpayers from {iling a tax return, permit
more flexibility in the withholding system, and c¢nable the Treasury to in-
trease its assistance to taxpayers by computing the!r tax for them,

1. The first of these increases the income level at »hich
fillng a tax return le required from the preseat $600 {$1, 200 for
those age 65) to the new levels of nontaxavlie income provided by
the low lncome allowance which the Commitiee also adopted, The
flling requirement would be increased to $1, 700 for singie per-
sons, $2,300 if married or age 65 or over, $2,900 if married and
one spouse s age 65 or over, and $3,500 {f married and both
spouses 2re age 65 or over, The filing level would remain at
$600 for a marrled couple filing separate rcturna,

2, The Canmittee adopted another recommendation that the
problem of over-withholding for those with no tax llability (parti-
cularly those who work part-time such as students vvho work during
the aunmer) be solved by eliminating withholding for such persons,
This would be accomplished by an employee certifyirg to an em-
ployer that he estimates that he will have no Federal income tax
liabllity for the current year and, in fact, had no ln-ome .ax
Hability for the preceding year, This could relieve as many as
10 million persons from overwithholding,

3. The next recommendation was that the Internal Revenue
Service be permitted to compute tax liability for taxpayers if they
request, regardless of the amount or source of their income, their
marital status, the type of tax cradits claimed, or whethe- they
itemize thelr deductions or take the standard deductlor, Under
present law, only taxpayers who have {ncome less than $5, 000,
less than $100 of nonwage income, who use the optloral tax table
and do not use the retirement income credit, may ele~t to have
thelr tax computed for them by the Internal Revenue Service,

4, The Committee also approved an amendrr 2n* that the In-
ternal Revenue Service be permitted to provide employers more
{lexlbil*ty {n devising withholding systems which fit their per-i=
cular needs and algo match withholding and tax licoility, In
addition, employers will be permitted to annualize wege payments
for withholding purposes to reduce overwithholding where wage
paymeints are not made throughout the entire year as In the case,
for example, of professional athletes. Under present jaw, with-
helding en wags payments 15 computeu s if the 3sme 2.acunt of
wages 1 to be recelved each payroll perlod throughout the year,
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Under the Treasury prcposal, for example, U en eployes ls
to recelve wages for only 6 rnonths of the year, his omployer
could multiply the amount of wageo paid in the first month by 6,
determine the withholdiog due on this amount as if it were the
total wages for the ysar, and withhold one-slxth of the zmnuel
withholding in each of the six monthly payroll perlods,

S« The pext recommendation was that the Internal Rovenue
Service be parmitted to prescribe rules for voluntary income tax
withholding on payments for services whick are not ""wages" as
deflned in the law, Tax would be withheld on these payments only
when the employes requests such withholding, This provision
would reduce the amount of {inal tax payment (which may be burden~
some) for retired parasons (or thelr survivors) receiving peasions,
farm and domestic workers, and othere who recelve payments not
now subject to withholding,

6 The Committes also adopted a Treasury recommendation
that supplemental unemployment benefits {SUB payments) be sudb-
Jjoct to withholding.

7« The Internal Revenus Service was authorized to permit
roundlag of withholding amounts to the nearest whole dollar, Thie
will ald employers, particularly those whose withholding systsme
are computerited,

8, Emplovees who have itemized deductions In excess of the
level of deductions on which the witaholding tables are based may
claim additional withholding allowances under exlsting lew to pre-
vent overwithholding In thelr cases, However, exicting law re~
quires that estimated {temized deductions for the year be no move
than the taxpayer's itemized deductions for the praceding year,
This effectively prevents the provision from eperating lox the firsi
year in which the taxpayer has excess {temized deductions even
though thelir exlatencs 1s clear and need not be verified by similar
experience in a prior year. The Committee adopted a recomnmen=
datlon that the prior year requirement be eliminated where the
excess itemized deductions are substantlated by cour; order (such
as allmony) or by other evidence which verifles thelr existence,
Also, If the excess itemized dedustions would reault ina fractional
additional withholding allowance; the Committee action would per~-
mit & full additional withholding allowance on accwunt of sush
fractional amount, rather than none as under existing law,

Reimburecement of Certain Casuvalty Loss Expenditurec, ~-The Com~
mittee approved an amendment (the substance of Amendmert N». 242, Senator
Jack Miller{R,, lo7a}} which provides for the exclusion fiom gross income of -
amounts received under insurance contracts for {ncreaced living expenses
necessitated by damape to or deetyuction of 2n individuzl's reeldence, However,
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under this amendmert the taxpayer may exclude only actual axira living ax-
penses resulting from the fire or other casualty which are over and above
normal living expenses incurred by the taxpayer and members of his household,

Tax Court, == On motion of the Chalrman, the Committee added an
amendment to the bill to create speclal procedures for the declslon of emall
tax cases brought by taxpayers to the Tax Court and to change the status of the
Taex Court to a legislatlve court under Article I of the Constitution, The amend-
ment provides that where the taxes at issue are less than $1, 000 for any one
taxable year the taxpayer may request the court to review hie case under 2
eimplified procedure, Under this procedure the decisions will not be treated
as precedents for deciding later cases, Thls provision, which ls similar to
proposals that had been introduced Lo both Houses of Congress In recent years,
is expected to permit more rapld handling of many small tax cases, The
amendment aleo changes the term of office of a tax court judge to fifteen years
from the day he takes office, {Under present law It is twelve years, or ths re~
mainder of the term of the vacancy,) Modlficztions are provided in Tax Couzt
retlrement provisions, bringing them more In line with provielons for dissict
court judges, Contempt and subpoena powers are made essentially the same ar
those of district court judges. The small claims provisions would take effect
a year from the date of enactment; other provisions would generally apply as
soon as the bill {a enacted,

Arbltrage Bonds, --The Committee agreed to provide that State and
local government bonds would not be treated as arbitrage bonds, which would
cause the Interest on the bonds to be taxable, where a portion of the proceeds
of the bonds were placed In 8 reserve fund or a replacement fund, These are
funds which are maintaired to provide protection for bondholders and the pro-
ceeds of the funds generally are Invested in Government or corporate securl-
tles, For thie zule to be applicable, no more than {ifteen percent of the
proceeds of a bond lasue could be placed In such 8 reserve or replacement
fund, In addition, this treatment would not be available If the purpose of
placing the proceeds In the fund was to obtain the benefits of arbitraging rather
than to protect the bondholders, The Committee had previously dealt with the
treatment of arbitrage bonds, {See Committee snnouncement of October 9, 1969),

Private Foundations., -~ The Committee modified In some respects
the provisions it had previously dealt with regarding requirements that private
foundations dispose of excess buslness holdings, (See Committee announce~
ment of October 28, 1969), In one case brought to the Committee's attention,
it was declded to permit a foundation to recelve certaln securitles which are
now subject to both a will and a trust without violating the excess buslness
hold,lngc‘ requirements,

. Inanothar case brought to the Committee's attentlon it was decided to
requive a foundation to dlspose of its excess holdings in stagee~-~10 percent of
the excess holdings within two yaars, 25 percent within five yeara, 50 percent
in 10 years, and the remainder by the 15th year~-lf those excess holdings ara ln
a corporation which owns more than 10 percent of the land area of any major poli.
tical suhdivielon in the United States, (& count s or city with a population of more
than 100, 000).
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Invesimeny Tex Credit; Trimsftion Kule:. -« 'Yae Co.amiltes agreed
to two additional trarsitional rulec under which the investment credit will
continue to be available in certain situations, The Comimiitee previsusly had
approved a transition rule which continues the avallability of the credit in the
case of property apecified {n a binding lease {n effect on Apri! 18, 1969 which
obligates the lessor or leseee to coastruct under the terms of the lease, At
today's meeting this rule was made applicable where the property is speciiied
in & document filed with a local goverament authority prior to April 18, 1959,
Thus, the lnvestment credit will continue © be available for property which is
opecified in this manner and which {s constructed pursuant to a pre-April 19,
1969, binding lease.

The Committee also agreed to continue the availability of the Invest-
ment credit for property which would otherwise qualify for this treatment under
the plant facility rule previously adopted by the Committee, except for the fact
that construction had not commenced at the site of the plant facility, Generally,
under this rule the credit will not be available unless the site for the plant
facility was acquired prior to April 19, 1969, substantial expenditures were
made prior to that date to prepare the site for its intended use (includiag he
acquisition of access and transportation facilities related to the facility), and
the taxpayer commences construction of the facility within one year {rom the
time the aite for the facility was acquired,

Capital 1.oss Carrybacks for Corporations, -- Under present law,
corporations may carry capital losses forward for five taxable years. The
Committee decided to allow corporations to carry back their capital losses
three years (in addition to the 5-year carryover}, conforming the treatment
of net operating loss carrybacks and carryovers under preseut law,

Accumulated Earnings Tax, ~- Inits decisions regarding private
foundations, the Committee had previously provided an exception from (1)
the accumulated earnings tax (Internal Revenue Code section 531), and (2)
the dividend rules (Internal Revenue Code section 303} in the casc of redemp-
tions of stock (owned by the foundation) by a closely-held corporation to comply
with the new excess business holdings rules, (See Commiltee announcement
of Cctober 28, 1969,) An exception from the dividend rules appears in present
law in the case of redemptions from an estate to pay death taxes, The Com-
mittee amended the bill to provide a similar exception from the accumuiated
sarnings tax when a closely-held corporation redeems stock from an estate
to pay death taxes,

Nonexempt Membership Organizations; Securities and Commodities
Exchanges, -« The Committee previously adopted the provision in the House
bill which would deny the deduction for expenses incurred in supplying services,
facilities or goods to members of a taxable membership organlzaticn to the
extent that such expenses were not related to income received from the member:
In addition to the declsione previously made (see Committee announcement of
October 28, 1949), the Committee adopted an amendment making this provision
inapplicable to securities and commodities exchanges,

.
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TABLE 1.—BALANCING OF TAX REFORM AND TAX RELIEF, CALENDAR YEAR LIA -HATY
[In millions}

1970 112 1872 11 1974 1979

Tax reform program
Repeal of investment ceedit. .

$1,39% 1,500  §1,805 81,970 &35 83,220
ceee 3,500 s2.9‘90 ! 3000 3
Taxeeform and repeal of invesimentcredit.... 3,835 4,580 4,795 5,010 5,405 6,450

Income tax relief:
.. —-625 -85 625  —625 ~625 —625
-1,522 -2,027 =201 =~-2,021 2,027
085 ~533 -133  -1,33
—1,68] —4498 4438 4438 4,438

Removal of phaseout on low inco
Increasa in sundard deduction...
Rate ceduction..............

humlmenl of single persons.. - 45 —45 245 ~45 —~445
Total reductions......oinmninnneeenaa, ~1,492 5365 ~8,968 -8,968 -—B,9%68 -8,98
Balance between tax n|orrr () and texrelief..... 2,403 —785 —~4,173 3,958 -~3,5%63 2,478

11970: 13 percent, $1,400 ceiling; 1971: 14 percent, §1,700 ceiling; 1372: 15 percent, $2,000 ceiting.

Note: The hl sorcha o ulmlon $3,100,000,000 liadility for 1970) and the excise tax extension ($1,170,000,000,
,000, for 1970 through 1373, respectively) are not included above decase of iheir
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TABLE 2.—REVENUE ESTIMATES, TAX REFORM, CALENDAR YEAR LIABILITY!

{1 millions of dolfars)

1920 1971 1912 1913 19 199
',ovponh upuul gains. 1o 175 175 175 175 175
Foundatio 40 45 45 45 S0 §5
lJnulOM busl 5 5 § 5 H 20
.omnl. 1tons. . 10 20 20 20 20
Farm losses. . . 10 10 5 15 0
Moving expanses. -0 110 -110 =110 -110
Raileoad depraciation. . ~9%0 135 -1 -25% 210 ~-}10
oﬂ,::lam.nlrulnnd —l‘.'u —llo ~10 -sls -ll? ~120
813, 81C.
Implu mpou‘»l tions §3 $3 133 153 2(32 ZS?
ezumum»ﬂ trusts. 10 20 30 40 ] 100
IeOme BYBEREIRG. ... e =10 10 ~it0 -0 110 -1i0
Dmmd eogdpan::kbom. . o " . \ ( o
Ot)m delerred com T ( ........ ) ...... ( ) ..... ') .........
Stock dividends 0
Subchapter S.. {:E i’i
Tax-free dividends..
Financhal institutions:
Commarclal banks:
Rmrv 25 150 128 10 10 10
f . [U) 5 5 S 10 %
Hulull lhnl
oum—-uvivuund loan associations................ 10 Fall 3% 4 49
L L P . 20 25 30 30 35 35
Munkipsls ux -examptintersst. .o Vevaentarevenireenee T, eerriaeeans
1ndividual capital qains:
Capital bssg pmmwni ................................... 5 50 55 55 60 6%
ment gl YO ROMINE. . ottt nareeia etz s eae e e e e nat s
Ptn:ion plans... 5 10 15 25 50
Casualty e ! 0 v )
.
Frnee 5 O o ;G ;
Removal of aiternat 28& 28 3&3 358 353 :(38
Nﬂunl rees:
[ oducbon yment. .

Pascants ldopluhon
oreign deplation. .

Foreign income:

L0 BT OB .o o eetnesiiaaniattaiessaataranaertoaestananasestttassensasansnnanssnreasnssossonaans

Rmmtn% on minerai cradits.

dividual interest d 4 TR P

lated utilities. B B
- M (O] [ [] (O] ®
LimiLon Ux prefb<8lnimum as...... 650 655 665 &5 60 W
Real u\m
gzr'y.. 15 40 65 110 150 250
Naw nannausing . Q) €0 170 00 435 %0
Capital gain, recapture. . li 10 20 30 40 100
Rehabilitation. .. .oee o - ~50 —-100 =150 =200 330
Praliminary total. . 1,805 1,470 2,315 320
Plus investment cradit. . 2,500 2,990 2,990 3,000 3, 3,210
Tolab. oo iiiiiin cuann [ ; 3,895 4,580 4,795 5,010 5,405 6,430
1Excopt a8 indicaled thesa estimates ara all at curcont lavels, the time differsnces being sclely to show Lhe phasein,
! Lm’lbm $2,500,000, l 80ty 4
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TABLE 3.—TAXABLE RETURNS UNDER PRESENT LAW, NUMBER MADE NONTAXABLE BY RELVEF PROVISIONS AND
NUMBER BENEFITING FROM RATE REDUCTION UNDER BILL WHEN FULLY EFFECTIVE IN 1972

{Number of returns in thousands}

Made nontaxable

by low-income .
alkwance Remaining
and 15 parcent  taxsble—benafit
Taxable under $2,000 standard  fram modified
AGH class prasent law deduction  rate reduction
10,053 5,338 4,655
9, 562 389 $.173
9,219 41 9,238
13,815 8 13,807
13,062 1 13,055
3,852 2 3,8%0
2,5 .. 2,504
30 . 340
95 95
63,152 S, 845 57,307

TABLE 4 —~TAX BURDENS UNDER PRESENT LAW,) UNDER H.R. 13270,t AND PERCENT TAX DECREASE IN 1872
(ASSUMES NONBUSINESS DEOUCTIONS OF 10 PERCENT OF INCOME)

Married couple with Maried co?lo with
2 dependents 2 dopendents
Adjusted gross HR.  Percent| Adjusted gross HR.  Parcent
incoma (wages and Present 13270 x| income(wages and Present 13270 tax
salaries) tax law tax  change | safaries) tax law tix  change
0 0 -14.0
0 -100.0 -10.5
1965 ~53.6 -9
4200 -31.0 -6.1
€576 -16.2 -5.5
958 =140
1 Does not inctude L0-percent surchargs, § |temizes deduclible nonbusiness expenses,
1 Uses provisions effective for tax yaar 1972 § Uses 15-percent standard deduction. .
3 Uses minimum standard deduction of $600. T Uses $2,000 limit on 15-percent standard deductior,

¢ Uses minimum standard deduction of $1,100.

TABLE 5.—TAX BUROEN UNDER PRESENT LAW, UNDER H.R. 13270, AND PERCENT TAX DECREASE IN 1972
(ASSUMES NONBUSINESS DEDUCTIONS OF 10 PERCENT OF INCOME)

Single pessons Single persons
Petcent. Percent-
age . age
decréase decrease
intax X

R, R, n
Adjusted gross income  Prasent 13270 under | Adjusted gross Income  Prasant 13270 under
wages and safaries)  law lax? tax? HR.13270{ {wages and salaries)  law tax? tut HR.13270

(O] @ (6] (O] @ )
0 0 1,168 1,005 —~14.0
$36 [ L7142 L8  -157
8 0 2,338 1977 -12.6
115 0 3,14 2,602 -11.5
33 $180 3,99 L3320 -~11.0
500 g 4,918 4,008 -16.7
N 524 6,982 585 ~-19.3
1 Does not include 10 parcent surcharge. S .
3 Minimum standard ion and dard 2s in H.R. 13270 used where appropriate for taxpayers

advantage.



