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Introduction

This document contains the day-by-day press announcements of
the committee decisions with respect, to the Tax 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.
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FOR IMMEDIATE PLEASE COMMITTEE ON FINANCE

October 9, 1969 UNITED STATES SENATE
2227 New Se.ate Office liuilding

STATE AND LOCAL BCND INTEREST AND TAX REFORM

Senator Russell F,. Long (D., La.), Chairman of the Conmittee

on Finance, announced today that the Committee had agreed that it

wouldd not subject State and local bond interest to Federal income tax.

This was the first decision reached by the Committee in their deliLera-

tion on the tax reform bill of 1969. The Committee also agreed to

delete tsat provision in the House bill which woul, provide a suLsidy for

States and local governments w),ch choose to isaisc their bcnds on a tax-

able basis and pay competitive market rates of interest on them.

The Committee decided to retain the provision in the [louse tax

reform bilt which subjects interest earned on so-called arbitrage bonds

to Federal income tax. Arbitrage bonds are those which arc sold by the

State and local government, the proceeds of which are reinv.sted in

higher y~eld Federal or corporate secur;tles. The Conittee felt that

these bonds served nc. useful governmental purpose but were an t.%-

healt'consequencp of the record-high interest rates exlstir.g in the
Country today.

Finally, the Committee added to the bill a pr.v1i3on which will

require in the future that State and local bond interest be reported on

the tax return (or ttistil p oses.or.t.

The Chairman indicated ti a. because of the ; ap in knowledge

as to who the recipler ts of this interest are these had been considerable

speculation that these bonds are purchased primarily for their tax

avoidance potential. He stated t.at thls attitude overlooked the more

obvious point that the purchaser of State and local governmental 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.

(1)
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TEXT OF STATEMENT MDE BY HONORABLE RUSSELL B. LONG, CHAIRMAN,
COMMITTEE 014 FINANCE, ANNOUNCING I HE COMMITTEE DEC15IONS WITH
RESPECT TO THE TAX TREATMENT OF INTEREST PAID ON STATE AND

LOCAL GOVFRNML 'I BONDS

The Finance Committee acted this morning to delete those provisions
of the House tax reform bill which would indirectly tax the interest earned on
State and local government bonds. Under this action the limit or, tax preferences
and the allocation of deduction provisions of the House-passed tax reform bill
will not apply to this bond interest, The provision extending a Federal subsidy
to State and local governments which choose to issue their bonds on a taxable
basis s&-, also deleted,

The Committee felt that if there was ever a time for ending the tax
exemption on this interest income, 1969 is not the year to do it. Interest rates
are at the highest level in over 100 years.

Because of this, taxable investment opportunities have attracted money
sway from the State and local government bond market, This in turn b a caused
interest rates on some State and local bonds In recent months to rise three times
as swiftly than interest rates generally. On the other hand, provisions In many
State Con.titutions severely limit the interest that State or local governments may
pay on their obligations. These factors have made it very difficult icr States and
municipal'tLes to raise the funds they need to finance the improvemers they
desire for their citienr.

The tax bill has added to this difficulty by further reducing the net
income a purchaser of these bonds might earn. This causes 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 governmental securities on t-e other.

Good tax policy considerations and public policy considerations Alike
demand that the total tax structure -. Federal, State and local, combined -. be
explored in determining the advisability of tax reform aimed at a Federal tax
on State and local bond interest.

The Committee on riance did explore these aspects.

During the hearing before the Finance Committee, a distinguished panel
of Governors representing the National Governors' Conrere.ce was followed to the
witness table by a distingulshed panel of Mayors which, In turn, were followed by
a distinguished panel of County officers. These dedicated officials presented irre-
futable evidence of the impact the House tax reform bil has already had or their
functions.

Their capital Improvement programs cannot be initiated. Their bond
issues have been authored but the bonds cannot be sold. Bonds they have already
Issued 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 $) .- illon annually in revenues for the federal Treasury through
the tax on their bonr! interest. Then they carefully demonstrated that State and
local taxes wovld have to g upby $200 million a year to pay for it,

State and local tar s.ructures generally are regressive -- they fall more
heavily on the poor than on the rich. Sales taxes, property taxes, gasoline taxes --
these are the levies that would need to be hiked at State and local levels to pay the
higher yields demanded by purchasers in anticipation of a Federal tax on their
bond interest, These are the taxes that hit hardest at the poor.

Based on the testimony we received, the Committee or, Finance con.
eluded this morning that the provisions of the House bill taxing State and local bond
interest constituted a very inefficient tax reform and should not be enacted, The
Committee is hopeful that the action it has takn on this subject will restore con-
fidence to the tax-exempt bond market and enable State and local governments to
get on with the Important work of improving services and facilities for their own
citizens,

2
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ARBITRAGE BONDS

The Conmittee agreed to ret,-r that provision in the House

Tax R eiorrn bit, which would t.c the irtereat earned on so-called

"arbltrage.toada, . However, the provision was modified to make it

somewhat move objective.

Arbitrage bonds are bonds issued by a State or local govern-

ment, the proceeds of which are reinvested in higher yield Federal or

corporate securities,

The Committee fsit that State and local governmete should

not use their tax exempt privilege for the purpose of gainlrg a higher

return on other investments in this day of record-breaking interest
rates,

The Committee action, contlets primarily o! tee i.dx.tion

to the bill of a definition of the type of bond to w-ich tte House bill

referred but did not Identif/. It is made clear in this definition that

bonds issued by a State and local government to provide fands for the

financing of residential ho,)slng, sports facilities, airporta, docks.

varfs, mass corrrnuting facilities and park facilities, air end water

pollution control facilities, sewage or soliJ waste disposal facilities,

or for facilities of the local furnishing oi electric er.ergy, gas or

water would not be treated as arbit-age bonds, and the irtereet on

bonds issued for these purposes would remain tax-exermpt. Ttese

are the purposes for which an exception was provided when Congress

acted last year to tax the interest earned on industrial dev-elopmont
bonds.

REPORTING OF TAX-EXEMPT INTEREST

The Committee also agreed to a provision v'hic. tr the

future would require that individuals and corporations receiving tax-

ekempt State and local bond interest must report their bond interest

on their sax returns for statlstial purpose ontl

This silt provide information as to where, in the income

classes, Interett on these honds is received. T.is wiil .udscae
whether there are individuals with large amounts of this ircome
whj are avoiding the payment of ar.y e eral taxes.

Today this interest ts not reported on tax returns "or any

purpose. Ne' one knows who receives this ir.ercst at th, present

time and this gap in our knowledge ia red to considerable specula-

tion that these bonds are purchased primarily for their tax exemp-
tion.

The statistical knowledge gained by eee..iring that tax-erempt

interest be identified on the tax return will permit a more rational

discussion of the question of whtther these bonds are used primarily
as a tax-avoidance device. '

It is certainly true -- although tsx-purists sre urilling to

concede it -- that the purchaser of State ard local bonds have already

borne a tax, a tax in the form of a lower return on their money.

P.R. *ZS
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PRESS RELEASE-

FOR IMMEDIATE RELFASL COMMITTEE ON FINANCE
October 10, 1969 UNITED S rA'ES 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 Committee had taken the following action in

executive session on II. R. 13270, the Tax Reform Act of 1969.

50 Percent Maximum Tax on Earned Income . .. The Committee

agreed to delete Section 802 of the House.passed tax reform bill, This pro-

vision would have reduced the maximum tax on earned Income from 70 percent
(77 percent with the surtax) to 50 percent.

This action removes the distinction created by the House bill, based

on the source of income, and increases the revenue to be gained by the bill by
$Z00 million in 1970.

Deduction for Gasoline Tax . -- The Committee decided not to

approve an administration sitggestion 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 modified its original suggestion so that

those who commute not nore than 10 miles 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 reported, the Cotr.nittee rejected this suggestion.

Capital Gains fiolding Period . -- The Committee agreed that it

would retain the provision in present law which requires taxpayers to held a

capital asset for 6 months if the gain from the sale of the asset is to qualify
for favorable capital gains tax treatn~ent, In ta'eing this action, which was

recommended by the Treasury Department, 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.

Th, Teca turf Depnrttrment indicated that there wap sonie question as

to whether the extension of the holding period would increase revenues by the

$150 million t.'y "hAd previously estimated. They indicated that on reconsid.

eration they felt the revenue increase estimated under the iouse bill might
not be nearly so large.

Deferred Copnsto -- The Committee agreed to delete the

provision of the House bill (Sec. 331) which would have imposed a tax on

amounts received as deferred compensation based on the rates which would

have been applied if tho deferred amount had been received in the year in which

earned. This action carried out a recommendation made by the Treasury
Department.

Investment Tax Credit . -- The Committee agreed that the rules in

the House bill for repealing the 7 percent investment tax credit would be

modified to conform to the Committee's previously announced decisions (of

September 19, 1969)%'ith 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 is not to apply to locomotives(other than passenger train locomotives),

flat cars, or railroad cars for the hauling of automobiles.

PR #26

c-e Tl i-n.ss release is renrodtceI onpqge 7.
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PRESS RELEASE-

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
September 19, 1969 UNITED STATES SENATE

2227 New Senate Office Bldg.

REPEAL OF INVESTMENT TAX CREDIT

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

Investment Tax Credit kReeal. -- It ordered that H, R. 7311, a bill
to reduce the import duties on stethoscope parts, be reported with a Com-
mittee amendment to repeal the 7 percent Investment Tax Credit.

Explanation of Amendment. -- The Committee amendment generally
adds to the bill the language previously approved by the House of Representa-
tives (and reported to the Senate by the Committee on Finance) as part of
H. R. IZZ90. (Among other features that bitl would have exteiLded the income
tax surcharge through June 30, 1970).

Under the Committee amendment, the 7 percent Investment tax
credit generally would be repealed as of April 18, 1969. The Committee,
however, did revise several features of the repeal provision. These revisions
are as follows:

Railroad Rolling Stock. -- The Committee provided that railroad
rolling stock ordered under binding contracts prior to January 1, 1971, and
placed In service prior to January J, 1975, Is to qualify for a progressively
smaller tax credit computed as of the time the rolling stock actually is placed
in service. This declining credit would be calculated under a schedule
identical to the "phase-out" rules contained In H. R, 12290.

Phase Out - Unused Tax Credits. -- The Committee provided that
for property eligible for the credit after April 18, 1959. the "phase-out" rules
In H. R. 12290 would not apply and this property would qualify for the full
7 percent credit if it is placed in service tot later th3n December 31, 1978.
(Under H. R. IZZ90 the credit ,vould be reduced by one-tenth of one percentage
point per month beginning in 1971 and It would be finally repealed as of
January 1, 1975.)

The Committee also provided an additional 3-year carryover for
unused tax credits which cannot be utilized because of the special 20 percent
limitation on tax credits included in prior versions of H. P. 12290.

New Design Products.-- The Committee agreed to extend the so-
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 build. Specifically, it would reduce from 60 percent to 50 percent the test
on the number of aircraft which It has contracted (as of April IE, 1969) to
deliver by 1973, and would permit price changes where materials costs
fluctuate as well as where wage rates fluctuate.

Sale atid Leaseback. -- The Comm ttee agreed to add to the bill a
provision included in the 1966 Suspension Act to insure that the investment
tax credit will not be recaptured if the property subject to the leace Phould be
returned to the lessor. 'The very narrow leaseback exception which the Htouse
Included in H. R. IZ290 as a substitute for the 1966 rule would be retained
with respect to the situation for which it was de signed by the House.)

7
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Purchase of Corporate Asset. -- The Committee agreed to continue
the tax credit where all the a'set business (including binding contracts
to lease property eligible for the credit) are acquired by another corporation.
(This makes the treatment under the bill consistent with the treatment which
would occur if the acquiring corporation purchased the stock of the other
corporation and then liquidaled it, thus ending up with its assets.)

Performance Contracts, -- The Committee agreed to allow the tax
credit to be taken by a taxpayer who was required by a binding contract In
effect on April 18, to acquire property specified i.,% the contract to be used to
produce products substantially all of which are to be sold to the other party
to the contract, Special restrictions tn the case of extractive property would
require the property involved to be placed in service by January 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 In the contract, it must be readily ascerlainable
from the location and characteristics of the materiel involved in the sates
contract. Except for these features applicable only to extractive p-operty,
this provision is similar to one contained in the 1966 Act suspending the
investment tax credit,

Certain Leaseback Arrangements. -- Under Ii. R. 12290 a taxpayer
may transfer his rights in property to a leasing company in a leaseback ar-
rangement qualifying the lessor for the credit only if the transaction in-
%olves 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 wlitb
respect ti btt, s tai.cessary to the planner 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
if more than 50 percent of the barges necessary to the planned use of the
vessel are acquired on or before April 18, 1969, or are st,bject to binding
contracts in effect on that date.

Esllmated Tax. -- The Committee would provide rulus to protect
taxpayers who ftled 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 frmn the assertion of penal-
ties 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 Le held for only a short time and then is disposed of and Is
shortly replaced with other property of a like kind.

EXTENSION OF INTEREST EQUALIZATION TAX

Extension. -- The Committee agreed to report II I. 128Z9, which
would extend the interest equalization tax through March 31, 1971, with
technical amendments, end with a @Ingle amendment relating to another
matter. This other amendment, described below, would repeal the ammuni-
tion 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 giving rise to debt 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 financing of export leases and an exemption -Aas provided for export
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leases which is similar to the existing expot sales exemption.

Two modificatlons of the financing company provisLon 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 financing company is
to be allowed to own debt obligations acquired In the course of carrying on
its financing business (such as loans to employees) In addition to the other
types of debt obligations the company Is allowed to own under the House bill.

Ammunition Registration. -- The Committee approved as an ar...end-
ment to H. R. 12829 the text of S. 2718 Introduced by Senator M3onett of
Utah and co-sponsored by 46 Senators. This amendment would modify tIe
Gun Control Act of 1968, to repeal the registration requirements concermtng
persons purchasing . 22 caliber rimfire ammunition or a-nmunition for
shotguns or rMiles. The amendment would also repeal the registration re-
quIrements for component parts of the same types of ammuz.ilon. At present
the registration provision equires the purchaser of ammunition to give his
name, address, and date of birth; the dale 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 identification.

7. R. #Z3



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 thr afternoon
session 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 respect 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 the overall limitation on the deduction of
charitable contributions from 30 to 50 percent for gifts to "public" charities.
In accepting the House provision the Committee also approved a Treasury Depart-
ment suggestion that a taxpayer's basis for property contributed to public charities
be eligible for the 50 percent limitation, 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 law) to allow contributions to private operating foundations, and private
non.operating foundations which distribute the contributions they receive to public
charities within one year, to qualify for the 30 percerit and 50 percent limitations.
This action involved approval of a suggestion made by the Treasury Department.

Unlimited Charitable Contribution Deduction . -- The Committee
agreed to repeal the unlimited charitable contribution over a 5-year period. This
is the same period provided for by the House bill,

The Committee did modify the 5-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 preferences 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 rise to a long-term capital gain if sold.

11
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The Committee was advised that these rules (if applied) would often render the
special phase-out for the unlimited charitable deduction meaningless, in effect
causing the immediate repeal of this deduction rather than a phase-out.

Gifts of Aenreciated 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 Fed-
eral income tax purposes. However, the Committee modified the House rules in
a number of respects, as followsi

(1) In the case of gifts of capital gain property to private foundation#,
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. This rule is a substitute for the dual House
rule which involved either deducting only the cost of the property or
retroactively deducting the value of the property by including the appre.
ciation in income. The Committee'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 fair 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 substantial adverse effect on charitable
giving to public charities and schools, sinco 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 its
fair market value would not give rise to any allocation of basis between
the portion of the property sold and the portion given away. Stated
differently, under this Committee decision, 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 property (such as art works
and books) be subject to the appreciation rules,

2-Year Charitable Trusts, .- The Committee approved the House
provision without change.

12
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Charitable Contributions by Estates and Trusts. -- The Committee
adopted tMe House provision which would eliminate the deduction for amounts
set aside for charity, which is presently allowed non-exempt trusts, subject to
certain modifications,

(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 Committee 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 poolts 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 available. The set-aside deduction will continue to be
available under the Committee action in the case of existing irrevocable
trusts (established before August 1, 1969). The deduction also would
continue to be available, 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. In the case of trusts provided
for in wills in existence on August 1, 1969, the set-aside deduction
will continue to be available 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 beginning after 1969.

Gifts of the Use of Property. -- The Committee adopted the provision
of the House bill which denies a deduction for gifts of the use of property
with a modification to insure that this provision does not have unintended
effects such as denying a deduction for an outright gift of a fractional interest
in property. Generally, the Committee's action would restrict this provision
to gifts of terminable interests in 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 remainder interest in trust only
where the trust was an annuity trust (i, e., it specified the annual amount to
be paid the noncharltable income beneficiary 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).

13
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The Committee, 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 potential adverse effect of the
provision on established forms of giving, while at the same time protecting
against the abuses to which the provision is directed.

(a) Pooled Arranuements: Gift# of Real Property. -- First, 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. In this case, however, the amount of the charitable
deduction would be determined with reference to the highest rate of
return from the particular pool or fund during the three years prior to
the contribution. A similar situation 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 flexibility
with regard to this type of gift. Under this modification, a onitrust
would be required to pay the noncharitable income beneficiary only
the amount of the trust income where this is loes than the percentage
amount stated in the trust, In addition, deficiencies 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 stated 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 Corrmittee also modified the definitions of an annuity trust and a
unitrust to permit these trusts to have more than one noncharitable
income beneficiary.

(c) 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 9,
1969. For estate tax purposes, the new rules are not to apply in the
case of trusts created before October 9, 1969, which provide an
irrevocable gift 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 person dies within three years. Finally, the new r ilea 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 they 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 Remainders -- The
Committee adopted the House provision regarding the allowance of a charitable
deduction for a gift of an income interest to charity In trust with minor modifi-
cations. Generally, under the House provision a deduction would not be allowed
in these cases 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 (I. e.a
a charitable deduction and also an exclusion from his tax base of the trust Income).
Since the possibility of this double benefit is present 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 rules (other than the requirement of an annuity
trust or unitrust format) inapplicable for estate and gift tax purposes.

The Committee also decided to make the new rules for purposes of the
Income tax ;haritable deduction applicable to transfers in trust after October 9,
1969.

Repeal of 7 Percent Investment Tax Credit -- As previously
announced by the Committee (on October 10, 1969) the provisions of the tax
reform bill repealing the 7 percent Investment tax credit were modified to
conform to the actions taken on September 19 when it considered this matter.
In its announcement of October 10, the Committee 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 parties to the
contract is ended before June 30, 1969.

PR # 27
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 14, 1969 UNITED STATES SENATE

22Z7 New Senate Office Bldg.

Tax Reform Act of 1969
.Actions in Execulive Session

Honorable Russell B. Long (D., La.) announced today that the
Committee on Finance was continuing to make considerable progress in
its work on the Tax Reform Act of 1969. He reported that in executive
session the Committee had made decisions with respect to several pro-
visions of the House-passed bill as described below. He noted that these
actions preserved many of the important tax reform features contained in
the House bill with only minor changes.

Restricted Property, -- The Committee agreed to the provision
in the House bill which provides that a person who receives compensation
in the form of property, such as stock, will be subject to ordinary Income
tax on the value of the property at the time of the receipt unless his interest
is subject to a substantial risk of forfeiture, in which case tax would be
imposed at the time the interest becomes non-forfeitable.

The CommLttee, however, adopted a series of relatively minor
modUications, the most important of which are explained below:

(a) The House bUl requires the recognition of income to
an employee upon transfer even though the property re-,
mains subject to forfeiture. The Committee approved a
a Treasury suggestion that in such a came, the employee
would not be treated as realizing income merely because
he donated his forfeitable interest to another person, If
the other person is also subject to the forfeitable condition.
However, the employee would be taxed at the time the
rights become non-forfeitable.

(b) The Committee also adopted a provision which pro-
vides that an interest In property is not to be considered
forfeitable unless the employer can compel the employee
or other holder to return the identical property upon the
happening of the events which caused the forfeiture. How-
ever, where the property is forfeitable, the employee
would be treated as realizing income when he sells the
property If this event occurs before the property becomes
non-forfeitable. This provision was also recommended
by the Treasury Department.
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(c) The Committee adopted a provision which will permit

employees the option of reporting the original receipt of

restricted property as if the restriction did not exist,

Stated otherwise, the employee could treat the receipt of

restricted property as a receipt of unrestricted compen-

sation and pay tax on it at that time. However, an em-

ployee who exercises this option, will not be entitled to

a refund if subsequently his right to the property proves

to have been forfeitable.

(d) The Committee also added provisions Which provide

that restricted property rules would not apply to premiums

paid by an employer under non-trustee annuity plans for an

employee which meet the qualification requirements of

Internal Revenue Code See. 401(a). Also, the restricted

property rules would not apply to any amount excluded

from gross Incorme (under See. 403(b)) in the case of

annuities purchased for an employee by an educational
or charitable (Sec. 501(c)(3)) organization. These pro-

visions had been recommended by the Treasury Depart-
ment,

(e) The Committee also adopted provisions to make It

clear that in the case of non-exempt trusts and non-

qualified annuities, the amount subject to tax when the

employee's interest becomes non-forfeitable is the value

at that time of his interest in the trust (or the value of

' the annuity contract). The value of the amount subse-

quently contributed by the employer to the trust (or

premiusne subsequently paid) would be included in the

income of the employee when contributed or paid to

the trust (or insurer). The Treasury Department had

also recommended the adoption of these provisions.

(f) The Committee modified the effective date provision

of the section. The general effective date included in the

House bill provided that the section would not apply to

property transferred after June 30, 1969, if the property

was transferred before February 1, 1970, pursuant to

a written plan adopted and approved before July 1, 1969.

The Committee agreed to the July 1 date but at the sug-

gestion of the Treasury Department, the Committee de-

cided to allow more time for the actual transfer. Thus

the February 1, 1970, cutoff date was extended until
May 1, 1970.
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The Committee also agreed that in the case of a company
which has a binding contract prior to April 22, 1969, with
third parties to pay key employees a determinable amount
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 In the House bill enlarging the class of taxpayers eligible for income
averaging. Under the bill a person whose income for the year exceeds his
average income for the prior four years by more than 20 percent may
utilize 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 averaging, 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 bill from $300
million to $110 million on an annual basis

Moving Expenses. -- The Committee agreed to the provision in the
House 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 in existing law which allows the deduction for
those moving more than 20 miles.

The Committee further agreed that the limitation of $2, 500 should
apply on a family basis, Stated otherwise, If a family 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 available to self-employed Individuals. However, self-employed
individuals would have to remain at the new location for a 78-week period
instead of the 39-week period presently required for employed individuals.

Collection of Letters, Memorandums, etc. -- The Chairman
reported that the Committee on Finance had also approved--at its Monday
meeting--the provisions in the House bill which treat gain 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 in value of the papers, memorandums,
etc., should be taken into account by tne taxpayer in the event he chooses to
contribute these documents to a library, university, or other charitable
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Institution. However, the Committee modified the effective date so that the

provisions of the House bill would apply to alee or other dispositions of

these papers occurring on or after January 1, 1969, rather than after
July 25, 1969.

Total Distributions from Qualified Pension and Mther Plans. -- The

Committee agreed to the provision In the House bill which would limit the

extent to which capital gains treatment would be allowed for lump-sumn dis-

tributtons from qualified employees' trust made within one taxable year. Thus,

amounts attributable to employer contributions made during plan year$ be-

ginning after 1969 wiU be treated as ordinary Income. However, the Com-

mittee simplified the tax computation required under the House bill.

Generally one-fith of the employer contribution would be added to the tax-

payer'. other Income, except that wages and salary received by the taxpayer

during the year in which the lump-sun distribution is made and the capital

gains portion of the lump-stur distribution would be omitted from the compu-

tation. Tax would be calculated in the usual manner for this one-fifth and

the resulting amount would be multiplied by S to arrive at the tax due on the

employer portion.

Subchapter"S" Corporations. -- The Committee agreed to the

provision in the House bill which provides limitations similar to those

contained In H, R. 10 plans with respect to contributions made by Subchapter

"S" corporations to F. retirement plan for those Individuals who are

"shareholder-employees." Under this provision, a shareholder -employee

must Include in his Incorrn the contributions made by the corporation under

a qualified plan to the extent contributions on his behalf exceed 10 percent

of his salary or $2, 500-- whichever is lees.

P R f 28

20
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FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 15, 1969 UNITED STATES SENATE

-2227 New Senate Office Building

TAX REFORM ACT OF 1969
ACTIONS IN EXECUTIVE SESSION

The Honorable Russell B. Long, (D., La.) Chairman of the
Senate 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 reached decisions on a number of important
tax reform provisions contained in the House bill, 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 bill which tax the bene-
ficiary of accumulation trusts (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 "distributable 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 involved for the
period for which it is deferred, and would be assessed against
the beneficiary who receives the accumulated income of the
to -lit.

(c) 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 Treaotry 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 inapplicable U during any of the preceding taxable
years in which an accumulation 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 Committee 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
$Z5, 000 corporate surtax exemption, the $i00, 000 exemption from the
accumulated earnings tax and the special additional first-year deprecia-
tion allowance. In approving the objective of the House bill, the Com-
mittee made the following modifications to the language:

(a) Five -year Phase-out. -- The Committee rejected
the eight-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 so 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 ne member of a controlled group from being used
to offset income of other members of the group until after the
5-year 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.

(c) 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, if 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 Damases: S. 2631 . -. On the Chairman's motion, the
Committee approved the text of S. 2631 as an amendment to the tax
reform bill. This bill would disallow a tax deduction for two-thirds
of amounts paid as treble damages growing out of criminal violations
of the antitrust laws. The disallowance would apply in the case of a
conviction after December 31, 1969 in a criminal proceeding or in'the
case of a guilty plea or piea of nolo contender entered after that date.
The amendment also makes it clear that no deduction is allowable
because of the payment to another person of bribes and other illegal
kickbacks.

Foreign Tax Credits. -- The Committee 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 agree to add an amendment to the
bill making it clear that for Federal tax purposes, the continental shelf
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 distribution 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 respect
also. Under this latter ampndment a .;;:.ition 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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FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 16, 1969 UNITED STATES SENATE

2227 New Senate Office Bldg.

COMMITTEE DECISIONS
TAX REFORM ACT OF 1969

Five Percent Surtax Extension .. Financial Institutions

The Honorable Russell B, Long (D., La.), Chairman of the Senate
Committee on Finance, announced 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 treatment of
financial institutions and by acting to extend the income tax surcharge at a
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 finish its work in executive session and order the tax
reform legislation reported by the agreed-upon date.

The full description of the Committee's decisions follows

5 Percent 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 first half of 1970 --

at a 5 percent rate. Provisions to accomplish this result are already contained
in the House bill. The extension 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 and
loan associations 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 advan-
tages in such a way that the matter can be reviewed again in a few years in the
light of conditions as they exist at that time,

Commercial Banks . -. Under present law commercial banks are
allowed to make tax-deductible additions to bad debt reserves up to 2.4 percent
of their outstanding loans. The House bill would have substituted for this bad
debt reserve treatment a new system under which future additions would have
been based on the bank's actual loss experience calculated over a six-year
period. The Committee on Finance decided that in lieu of the approach taken
by the House It would be preferable to reduce the 2.4 percent ceiling on bad
debt reserves to 1.8 percent. Banks with current reserves 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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Savins and Loan Assoclations: Mutul $aYlngs 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 special deduction of.60 percent of taxable

income (for amounts added to bad debt reserves) to 50 percent over a four-year

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

limitation 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 savings banks and savings and

loan 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 Fianciail Instltutions . -- 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 institutions

alike) to ordinary income tax rather than to the more favorable capital gains

treatment, Losses on these bonds are presently deductible from ordinary

income. However, the Committee provided a special transitional rule under

which gain from bonds owned by the institution on July 11, 1969 (the same

effective date as provided by the House bill) may continue to receive capital

gains treatment U the gain is realized within five years. The House bill would

have applied ordinary income tax to gain on bonds 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 persons

may deposit non-business funds in U. S. banks without being taxed on tie interest

earned on these deposits. However, it also approved an amendment lirnftg the

exemption where the foreign person deposits his money in a U. S. branch cf a

foreign bank to situations where the deposits were not "effectively connected"

with a trade or business carried on in the United States.

P. R. f30
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FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October 17, 1969 UNITED STATES SENATE

2227 New 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 iossee.

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

Farm Cooptortves, . -- The Committee deleted from the
House bill the provisions which would have required farm cooperatives
(I) 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 Com-
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 possibility 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-
mine whether the competitive advantage available to cooperatives
which engage in a profit-making business enterprise can be removed
without jeopardizing the purposes for which cooperative 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 make cash payrnente of per-
unit retain allocation and deduct them, thus conforming to the period
presently allowable in the case of nor.-cash allocations.

In addition the Committee agreed to provide a 10-year
carryback with respect to bad debts of the banks for cooperatives.
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Rural Electric Cooperatives. -- The Committee also added to
the bill &; amendment hch would require rural electric coopqratives
to pay tax on the interest income they receive on Federal government
obligations they own if they also have borrowed from the Federal govern-
ment loans bearing a special low rate of iterest.

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.

Farnm lgoss-. - The Committee agreed with the House that
the tax treatment of farm 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 provision. 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 $Z5,000 (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 offset 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 has non-farm income
of more than $50, 000) could be subject to an initial 50% disallowance.

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

Crop Insurance Proceeds . -- The Committee added an amend-
ment to the bill (Amendment No. 243, Senator Miller (R. , low&)) 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 these 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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Holdin[ 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
so 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 period presently
in existing law.

Livestock Depreciation Recapture. -- The Committee adopted the
House bill provision which provides for the recapture of ordinary income tax
rates of gain on the sale of livestock to the extent depreciation deductions had
previously been taken with respect to purchase livestock and dedur it against
ordinary income. Under present law, all the gain on the sale of livestock is
treated as a capital gain.

Hobby Losses. -- Under the House bill, the hobby loss jOrdvision in
existing law would be replaced'with a rule which disallows the deduction of
losses from an activity which is not carried on with a "reasonable expecttion
of profit,"4

The House bill presumed the activity to be carried on without an
expectation of profit where the losses from the activity were greater than
$25, 000 in three out of five years. The Committee agreed with the House as
to the desirability of tightening up on the deduction for hobby losses. However,
testimony presented at the hearings indicated considerable difficulty could be
expected from the subjective nature of the test applied by the House bill.
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 also provided that if the taxpayer has 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 burden 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 business. Items
referred to Include deductions for interest, State and local taxes, and
long-term capital gains. 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 received from the activity.'

Because concern has been expressed as to whether there would
be a reasonable adeinistration of this provision, the Committee expressed
its Intent that the Tze.sury should establish two advisory groups drawn
from the cattle and horse industries to assist the Commissioner of Internal
Revenue by examining the reasonableness of cases which agents would con-

template bringing under the new hobby loss provision. One advisory-agreed
group would be concerned with livestock operations and the other with horse
raising, breeding and racing operations. These advisory groups would be
composed of IndustrV experts and would examine and recommend action to
the Service with respect to cases involving their industries. This action
would precede the disallowance by the Internal Revenue Service of deduc-
tions of losses under this provision. This would assure taxpayers of a
high level review of their cases by responsible representatives of their
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 Medicaid 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 basis of the Individual's
social security number. The payments which must be reported include
those made directly to the health care practitioner who accepts an assign-
ment from his patient and those for which a patient submits bills and Is
paid 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, identifying each person paying a total of $25, 000 or more under
Medicare and Medicaid.

P.R. 131
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PRESS RELEASE

FOR IMMEDIATE RELEASE 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 Ruvssoll B. Long, (D., La.), Chairman of the Committee
on Finance announced today that the Committee had concluded its 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 goals fixed by the
Housing Act of 1968, it had amended the bill to continue thi 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 Excess Depreciation. -- The Committee adopted a sug-
gestion by the Treasury Department that in the case of new residential housing
the recapture rules of the House bill be relaxed. Under this suggestion gain, up
to the entire amount of accelerated depreciation In excess of straight-line depre-
ciation, would be recaptured at ordinary income tax rates if the property should
be sold within 10 years. Thereafter, 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 or, 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 Hou sine -- The Com-
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 2Z! (dJ(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 amot .it of the difference between accelerated depreciation and straight-line
depreciation, would be recaptured at ordinary income tax rates if the property is
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 Disposition, . -- The Committee also agreed
to an amendment which would retain the application of the existing recapture rules
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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 Estate . -. The Committee agreed to another amendments

also suggested by the Treasury Department, (but modified by the Committee),

under which accelerated depreciation would be available in the cage 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 S-year amortization of the costs of rehabili-

tating buildings for low-cost housing. However, it agreed to limit 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.

Deoreciation 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 used, However, if the

taxpayer is taking accelerated depreciation and is 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 from 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 same 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 Committee made certain changes in the House-passed bill. The
more important of these changes follow.

The Committee adopted a provision which will permit regulated tax-

payers to elect within 180 days after the date of enactment of the bill to shift from

a flow-through to the straight-line method. The regulated taxpayer could also

shift to a normalization method if he is so permitted by thp appropriate regulatory

agency.
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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,
regulated steam producers were included within the provisions of the bill as well
as Combat.

The Committee also 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 basic source of informs-
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 statue 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 their 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 commissions 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 profits, a corporation must deduct depreciation on the straight-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-
ciation that could be deducted in determining the corporation's income tax. How-
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-ipassed tax bill.

P. R. #3Z
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
October ZI, 1969 UNITED STATES SENATE

2227 New Senate Office Bldg.

TAX REFORM ACT OF 1969
.Cipital Gains

Committee Decisions

The Honorable Russell B. Long, (D., La.), announced today that the
Committee on Finance had concluded its work on that portion of the House tax
reform bill dealing with the treatment of capital gains and losses. He reported
that the Committee had substantially approved the restrictions contained in the
House bilL However, he recalled that on October 10, the Committee had
agreed to retain the 6-month holding period required before gain on the sale of
the property could qualify for favorable capital gains treatment. (The House
bill would have extended the holding period 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 investments
in low and moderate housing. The suggestion had been explored, but not
approved, at Monday's meeting of the Committee. Following the Secretary's
presentation, the Committee approved his suggestion.

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

.Low and Moderate Income Housing

Tax-Free Reinvestment. -- As noted above, the Committee approved
an amendment to the provisions of the House bill relating to the real estate
industry. This amendment, recommended by the Department of Housing and
Urban Development would permit a taxpayer who-invests in low-or medium-
income housing to sell the property and pay no current tax on the gain involved,
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
reinvested in other goverrnent-assisted housing. In such a case the
taxpayer's basis for the old property, to the extent the proceeds are re-
invested in similar property, will be carried forward and become a part of
his basis for the nw property.
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CA PITAl GAINS

25 Percent Maximum Rate. -- The Commi ttee generally agreed

with the obje,:tive of the House bill in repealing the present Z5 percent
maximum rale on capital gains, However, it felt that taxpayers with rela-

tively small amounts of capital gain should continue to be eligible for the

Z5 pArcent maximum rate. Accordingly, it provided that married couples

could continue to apply this rate in the case of gains up to $140,000 ($85,000

for single persons), 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 limit 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 phase it in over a three-year period. While the

exact amount of the increase 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 wonld be as follows:

1969 - 27.5% (including the surtax),
1970 - Z9.5%,
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 also 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 - Z910%
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 a transitional
provision which provides that capital gains arising 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 domesticiron ore which is taxed as a capital gain under section 631 of the InternalRevenue Code, Further, the Committee adopted a provision which wouldexcept 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 thestatus of installment payments received after 1969 but which relate to salesmade on or before October 9, 1969. This new provision provides that suchinstallment payments would be taxed at the maximum alternative rate of 25percent until the sale price is paid off.

Capital Losses of Individuals. .- The Committee adopted theprovisions of the Il-ouse-passed tax bill relating to capital losses of Indivi-duals. This provision provides that only 50 percent of an Individual's long-term capital losses may be offset against his ordinary income. In addition,the deduction of capital losses against ordinary income for married personsfiling separate returns would be limited to $500 for each spouse. The Com-rrdttee did, however, change the effective date of this provision. Under theSenate 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, 1969).

Sales of Life Estates. -- The Committee also adopted the provisionof the House-passed tax bill which relates to the sales of life estates. Ingeneral, this provision provides that the entire amount received on the saleor other disposition of a life (or term of years) interest in property, or in-come interest in trust (whether acquired by gift, bequest, inheritance, orby a transfer in trust), is to be taxable without any reduction for the tax-payer's basis. Presently, only the excess of the amount received over theseller's basis is taxed. The Committee, however, did change the effectivedate for the provision. Under the Senate version, this provision wouldbecome 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 furtheradopted the provisions of the House-passed tax bill which change the taxtreatment of certain casualty losses. The Committee did provide that theprovision 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 yearsbeginning after December 31, 1969 (the Hompe hill would have applied withrespect to taxable years beginning after July 25, 1969).
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Transfer of Franchises. --- The Committee adopted the provisions

of the House-passed tax bill relating to transfers of franchises. However,

their Committee added additional rules to the provisions to help distinguish

between those cases when the transfer of the franchise is to be treated as a

sale as contrasted with when the transfer Is to be treated is a license. In

addition, the Committee adopted rules for the tax treatment of the franchisee

which would be consistent 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 31S, 1969. However, present fran-

chisees who are otherwise eligible for the more liberal rules included in this

provision could elect to come unier this new provisions rather than con-

tinuing to be taxed in accordance with present law, Finally, the Committee

agreed to exclude professional sports from the application of these new rules-

Collections of Letters, Memorandums, et., -- This matter

was dealt with by the Committee on October 13, 1969. See press announce-

ment of October 14, 1969.

Holding Period of Capital Assets. -- This matter was dealt

with by the Committee on October I0, 1969. See press announcement of

that date.

Total Distributions frm QualLid Pension and other Plans, --

This matter was dealt with by the Committee on October 69. See

press announcement of that date.

PR f33
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FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
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TAX REFORM ACT OF 1969
Natural Resources

Committee Decisions

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 on t at portion of the House tax reform bill dealing with the

treatment of natural resources. The important question in this area con-

cerned the 27-i/2 percent allowance for depletion of oil and gas wells. The

Chairman reported that the Committee had resolved this matter by reducing
the allowance to 73 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 oil 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
bill did not deal with this matter,

Other Minerals. -- The Committee agreed that in the case of all

other minerals, the provisions of the House bill, which would have reduced

the applicable depletion allowances by approximately one-fourth, should
be deleted, This action had the effect 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 o d, Silverand Cz .., - -

Under present law the allowance for percentage depletion is based upon a

specified percent of gross income from the mineral property, except that

the deduction could not exceed 50 percent of the net income Lonm that

mineral property. In addition to the change described above in the case of
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small oil and gas producers, the Committee agreed that with respect to
gold, silver and cnj er, the 50 percent limitation should be increased 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 tibe Unrted'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 Salt 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 as 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 year in the absence of the carve-out.
In this latter case, however, the amount of the carved-out payments
qualifying 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 cases. However, the Committee
provided that this provision vould be applicable only to 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 Treasury that he
does not desire to be so treated. The Committee also agreed that it would
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clarify the treatment of expenditures which are incurred during the
development or producing stage of a mine. The intention of the Committee
was that a taxpayer should deduct all expenditures incurred in bringing a
mrdne 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 Revenue Service
has at times taken the view that these expenditures are not to be treated as
development or operating expenses, but rather , they are to be treated as
exploration expenditures which must be capitaltxed, since they are in-
curred after the development stage of the mine has been reached. The
Committee will make it clear that this is not the position it intended in
enacting the law.

Oil Shale. -- The Committee also agreed to adopt the provisions
of the House-passed tax bill relating to treatment processes in the case of
oil 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 Is extracted from the rock. (Under present law
percentage depletion is computed generally on the basis of the value of the
shale as it comes from the mine.)

P.R. #34
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FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
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2117 New Sena OffLce Bldg.

TAX REFORM ACT OF 1969
Minmum Tax

Committee Decisions

The Honorable Russell B. Long (D., La.), Chairman of the Com-
mittee on Finance, announced today that the Committee had adopted a new
comprehensive minimum tax to apply to both Individuals and corporations
with tax preference income which now ecapes Federal tax. He reported
that the new provision replaces the limit on tax preferences and the
allocation of deductions features of the House-passed Tax Reform Act,
The Chairman noted that these House provisions were unusually complex
In their operation and had been sharply criticized during the month-long
hearings on the tax reform bill. He stated that the Finace Committee
substitute not only was far simpler than the House provisions but also
produced more revenue, In large part because of Its extension to corpora-
tions.

Senator Long also reported that the Committee had approved the
House language extending the ? percent excise tax on passenger auto-
mobiles, and the 10 percent excise tax on telephone services for another
year. He noted that the Committee had previously taken Identical action
when It reported Hi R. 12290 to the Senate In July. The full description
of the Committee's action follow..

5 Percent Minimum Ta -- The Committee approved a substitute
for the Allocation of Deduction Rule and the Limit on Tax Preferences
provision of the House bill. The substitute involves the imposition of a
5 percent tax on preference income in excess of $30, 000.

Under the Finance Committee provision, Individuals and corpora-
tions would total their tax preference income, subtract an exemption of
$30, 000"ind apply a 5 percent rate to find the minimum tax. (For married
couples filing separate returns the exemption would be $15, 000.) This
minmun tax would be in addition to the regular Individual income tax, and
the regular corporation income tax.
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Tax Preference Income. -- The minimum tax under the Finance

Committee provision applies to a total of twelve tax preference items. The

covered tax preference items are as follows:

(1) Capital Gain. -- One-half of long-term'capital gains

of Individuals. In the case of corporations, the tax

preference i three-eighths of long-term capital gains

(based on the dUference between the 30 percent rate

that would apply to long-terni capital gains and the 48

percent corporate tax rate. )

(Z) Accelerated Depreciation . -- The excess of accelerated

depreciation (or amorttiFtion) over straight-line
depreciation on:

a) Real property;
b) Section 1245 property equipmentt and machinery)

where the property is leased on a net lease basis;

C) Property receiving 5-year amortization for re-

habilitation expenses;
d) Anti-pollutton facilities which would qualify for

S-year amortization under section 704 of the bill:

e) Railroad rolling stock which would qualify f5 rapid

amortization under section 705 of the bill -

(3) Intangible Driling and Develoi Cent Expenses. -_ 1 82 excess

of intangible driling expenses over the amount that would

be recovered through straight line depreciation and cost
depletion.

(4) Percentage Depletion. - -The excess of percentage depletion
over cost depletion.

(5) Wetern-Hemisthere Trade Corporations. -- The tax savings

received by Western Hemisphere corporations because their

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

1/ The Committee has not yet taken up that part of the Tax Reform Act

w'hlch provides for this amortization. The final decision on the inclusion

of these items in the minimum tax will depend on the Committee's

decision with respect to the sections providing the amortization.
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(6) Financial Institutions; Bad Debt Reserves. -- Bad debt
deductions of financial institutions in excess of actual
loss experience.

(7) Investment Interest. -- Interest. rn indebtedness incurred to
purchase, or carry investment property to the extent that
such Interest exceeds the net investment income received
and reported as ordinary income during the year.

(8) Stock Options -- The difference between the option price
and the fair market value of qualified stock options at the
time the option is exercised.

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 charitable con-
tribution, and farm losses.

Treatment of Losses, -- If a taxpayer sustains a l'3so or has loss
carryovers or carrybacks to the taxable years then he may elect to offset
the lose against the preference income usei in the minimum income tax
computation. However, to the extent he us 3s the loss to offset 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 million a year with about half the additional revenue
coming from individuals and halt from cori-orations.

Excise Tax on Autos and Communications. -- The Committee also
approved a provision to continue the 7 percent manufacturers automobile
excise tax until January 1, 1971. In addition, the reductions in the auto-
mobile 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 te continuation of the communication
services tax on local and toll telephone, and teletype writer exchange
services. The present 10 percent tax on these items will be continued
until January 1, 1971, and future scheduled reductions will occur one
year later than provided under pi-esent 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 Foundations
Committee Decisions

The Honorable Russell B. Long (D.. La, ). Chairman of the
Committee on Finance, announced today that the Committee had reached further
major decision# with respect to the Tax Reform Act of 1969. The subject
before the Committee at today's executive session concerned the treatment of
private foundations. The Chairman stated that the principal decision reached
by the Committee would plice a time limitation on the life of private founda-
tions, which are not operating foundations. Under this action private founda-
tions would have to dispose of their assets for charitable purposes, or to a
public charity, and terminate existence within forty years. For foundations
currently in existence, this new rule would require that they terminate not
later than the year 2009.

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

Limitation on Life of Foundations. -- The Committee 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 date of enactment of the biU.) By the end of the forty-year period,
the foundation must either become a public charity or an operating foundation
or it must distribute all its assets to a public charity or an operating
foundation.

Tax on Investment lacoes, -- The Committee agreed to delete
the portion of the House bill which provides for a 7-I/Z %. tax on private founda-
tiones net investment income, and to assert in its stead a tax of I/S of i.
based on the fair market value of the assets held by the foundation, or $100,
whichever is greater. In doing so, the Committee indicated that the tax
generally was intended as a supervisory fee to provide funds for proper
administration of the Internal Revenue Code provisions relating to exempt
foundations.

Prohibition on Self-dealins. -- The Committee generally adopted
the provisions of the House biU relating to self-dealing between a private
foundation and "disquallied persona."

Substantial Contributor. -44owever, it amended the
House bill by changing the definition of a "substantial contributor"
to a person who contributes $5, 000 or more than ZYl of the total
conributions previously made to the foundation, whichever is higher.
In the case of a husband and wife their contributions would be
treated as one unit.

Transitional Rules; Lease, and Loansi Shared
Facilities. -- The Committee also adopted a transition rule in the
case of leases and loan outstanding on October 9. 1969. Where
the terms of the lease or loan is at least as favorable to the private
foundation as It would be in an arms-length transaction, then the
self-dealing rules would not be applicable for ten years from the
date of the enactment of the bIll. The Committee further agreed
that where goods, services; or facilities are shared by disqualified
persons and a private foundation under an arrangement in existence
on October 9, t969, which is beneficial to the private foundations,
such an arrangement wiU not be subject to the eeU-dealing rules
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for a period of ten years from the effective date of the bill.
This period will allow time for foundations to revise existing
arrangements.

Sales Commissions. -- In cases where a private
foundation is permitted to aell stock to a disqualified person In
order to comply with the divestiture rules the Committee indicated
that this would not be celf-dealInS even if the sale price Is reduced
by the amount of the sales commissions which would have to be paid
if the stock were sold In the open market.

SAttribution Rules: Brothers. Sisters. Partners.
The Committee decided to remove brothers and sisterm of substantial
contributors and their decendents from the category of disqualified
persons. It also agreed to remove partners of substantial contri-
butors from the disqualified persons category unless their profits
interest was 20% or more.

Penalties. -- The Committee agreed to change the
treatment of foundation manage rs who knowinglyy" violate the s elf-
dealing requirements of the House bill so that (1) the Internal
Revenue Service would be permitted to waive the penalty where
it finds 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 came of civil fraud under present law.

State Litlation. Abatement of Federal Tax. -- The
Internal Revenue Service would be authorized to abate Federal taxes
Imposed on private foundation (except the 15 of one percent super-
visory tax), where it finds that the action by a State Attorney General
to correct the violations satisfies the requirements of the bill.

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

Distribution of ncoMe. -- The Committee generally approved
the rules in the House bill relating to the distribution of income. However,
it agreed to the modifications listed below:

Phase-in of Five Percent Payout. -- The Committee
accepted the 5% payout requirement contained In the House bill,
but allowed & transition period by providing that only 3-1/2% need be
paid for 1972, 4% for 1973, 4-1/2% for 1974 and 5 for 1975 and
following years. In taking this action the Committee noted further
that the payout requirement could be satisfied by distributions of
cash or other assets.
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Distributions of Income . - (Continued)

Deficiency Distributions . .. 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 assets that is not willful and is due to reasonable causes. This would
avoid the payment of penalties in situations where the action was in-
advertent.

Twelve.Month Pass-Throush . .. The Committee adopted
a recommendation to amend the House bill by treating as a qualifying
distribution a 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 spent or used for charitable
purposes within one year of its receipt by the controlled organization.
The done. organization would not be permitted, however, to peas the
grant through to another private. non-operting foundation.

Lxoenses . .. The Committee adopted a proposal which
would treat as a qualifying distribution the supervisory tax imposed on
investment income and the unrelated business income tax. This would
reduce the amount that the foundation would otherwise have to distribute
currently for charitable purposes. The Committee also provided that it
should be made clear that the administrative expenses of operating a
foundation should also be treated as a qualifying distribution.

Controlled Oreanieslon. -* The Committee agreed to
makte it clear that a recipient organization is considered as "controlled"
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 distribution. In adopting
this rule, the Committee pointed out that if at organization his been
created by several private foundations, all of which are independent of
one another, none of the creating foundations would be soid 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 result of previous expenditures made by the foundation that were
treated as qualifying distributions (e. g., student loans), such monies
or assets will be considered income for minimum distribution 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 distribution 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 manner for a period any longer than five years from the date of
the enactment of the bill,

Limitation on Use of Assets . - The Committee approved those
provisions in the House bill forbidding a private foundation from investing its
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 Hotie bill:

Sanctions, .. The Committee decided to adopt an initial
sanction on private foundations of five percent of the amount involved
and an initial tax on the foundation manager, where he knowingly
Jeopardiaes the carrying out of the foundation's exempt purposes, of
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Sanctions - (Continued)

five percent (up to a maxinmur of $5,000). It also agreed to a second
level sanction, where the jeopardy situation is not corrected, of 25 per.
cent on the foundation and five percent on the foundation manager who
refuses to take action to correct the situation, (In the case of the foun-
dation manager, the sanction cannot exceed more than $10, 000. ) In
adopting theme rules for the tax on the foundation and the manager, the
Committee provided that, before the second-stage section 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 situation.
Where the situation is corrected, the second-level sanctions would not
be imposed.

Program-Related investment. -T [he Committee made it
clear that a program-related investment -- such as low-interest or
interest-free loans to needy students, high-risk investments in low-
income housing, and loans to small business where commercial sources
of funds were unavailable .- should be considered s being charitable
expenditures and not investments which Might jeopardize the foundation's
carrying out of its exempt purposes. However, in order to qualify as a
program-related investment treated in this way, the investment must be
for charitable purposes and not for any major purpose of making profit
for the foundation.

LimitAation on Foundation Activities , -. The Committee accepted
the provisions of the House bill with certain modifications.

Voter -RlistrationDrives . .. It decided to delete that
portion of the bill which would allow private foundation funds to be used
for voter registration drives.

Lobbtnx . -- It also adopted a recommendation which, in
effect, would use the tests applied under the present law respecting the
Influencing of legislation, except that it would drop the test of "sub.
tentlality," now in use. Hence, lobbying activities - both grassroots

lobbying and the butte -noling of Government officials -- would be
prohibited. However, examination of broad problems that the Govern-
ment would ultimately be expected to deal with would not be prohibited,
although lobbying on matters that have been proposed for legislative
action would still be forbidden. Also, the Committee's decision would
permit the offering of advice and technical assistance In response to
written governmental requests.

Educational Broadcasting . -- The Committee noted that
in establishing the rules respecting attempts to influence legislation,
where non-commercial educational television and radio stations are
involved, adherence to the FCC regulations and the "fairness doctrine"
(which require balanced, fair, and objective presentations of issues
and which forbid editorlaliting by such broadcasting stations), wiU
constitute compliance with the provisions of the bill. Under this rule
a private foundation would be able to make grants to non-commercial
educational television and radio without any sanctions being applied
under this provision.

Expenditure Responsibllitw. -- The Committee accepted
a recommendation that the provision of the House bill which places
"expenditure responsibility" on private foundations be clarified so that
it will not be interpreted as making the granting foundation an Insurer
of the activities of the recipient organization, so long as the private
foundation making the grant uses reasonable efforts and establishes
adequate procedures so that the funds will be used for proper charitable
purposes.
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Sanctions .p With respect to the sanctions imposed in the
House bill on certain prohibited activities , the Committee agreed to pro.
vide an initial tax on the foundation of ten percent of the amount Improp.
erly spent and a second tax of 100 percent if the foundation tailed to
correct the earlier improper action. The Committee also decided that
the initial tax on a foundation manager who knowingly made the improper
expenditure should be 2. 1/Z percent, up to a maximum of $5, 000, and
the second tax should be 50 percent of the amount nvolved, it the manager
refused to correct the earlier action.

Prices 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 is selected from the general public on
the basis of merit or unusual achievement. Under the House bill, awards
could only be made to individuals in the form of scholarship or fellow.
ship grants, or where the purpose of the grant io 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 individual grants for various
purposes an additional category of 'leaching skills, , It did not change
the rule that the grant procedure must be approved in advance by the
Internal Revenue Service.

Influencinz the Outcome of Any Public Election. -. The
Committee decided to amend the language of the House bill which would
prohibit expenditures "to Influence the outcome of any public election."
The Committee limited the language to any specific public election
because it recognized that almost any statement or study or general
educational activity might become an issue in an election at some future
time. Under the Committee action, preparation of any materials
designed to favor or hinder any particular candidate for public office
or any particular viewpoint In the case of referendum would still be
prohibited.

CHARITABLE CONTRIBUTIONS

Anpreciated Gifts .. Tangible Personal Property . .. The Com-
mittee reconsidered an earlier vote with respect to charitable contribution
deductions for gifts of appreciated tangible personal property (see press
announcement of October 13, 1969). Upon reconsideration, the Committee
removed gifts of tangible 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 basis
for the gift property, or (b) claim a charitable contribution 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 Committee amendment
would not apply, however, unless gain from the sale of the appreciated asset
would have been taxed as a lon.-term capital gain. This rule would allow a
donor to continue to contribute works of art to museums, educational Insti-
tutions, etc., and compute his deduction under the rules of present law.

P. R. #26
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?RESS RELEASE

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

TAX REFORM ACT OF 1969
Private Foundations - Part II

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 bUl dealing with
the treatment of private foundations and other tax-exempt organization. He
reported that the Committee had generally approved the provisions of the House
bill 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 generally
adopted the provisions 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 officials. It did amend the rules in
some respects, however, as set forth below:

Filtng Requirement - Churches and Smaller Organiations. --
The Committee agreed to exempt churches from the requirement
of filing annual information returns In view of the traditional
separation of church and state. However, where the church is
engaged In an unrelated business, it would still be required to file
an unrelated business income tax return. Also exempted from the
filing requirements were organizations that have gross income of
$5,000 or less, where the organization is not required to file an
Information return under present law. These Include local chapters
and smaller "public-type" organizations, such as the Boy Scouts,
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 obtained was not of sufficient value to require filing.

Public Disclosure. -- The Committee adopted a recommen-
dation that the names of substantial contributors not be disclosed
to the public in the case of exempt organizations other than private
foundations.
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Such organa eions would still be required to disclose these names
to the [Gernal 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 privatefoundations, 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 Internal Revenue Service to
avoid classification as a private foundation. It also decided that
public educational or charitable organization need not obtain
exemption certificates or file for status as a non-private foundation
where their gross income is $5,000 or lees. Under the House bill,
the Treasury Department may exercise its discretion in exempting
other classes or orSantsatiena, where this could be done without
interfering with efficient administration.

Operation as a Public Charity. -- Under the House bill
a private foundation may change its status after five years if it dis-
tributes all of Its property to a public charity or itself acts as a
public charity for at least five consecutive years. The Committee
adopted a recommendation that would treat a private foundation as
a public charity during the entire five-year period involved, 11 it
indicated that it would operate as a public charity for all five con-
seocutive years. It provided that if the organisation failed to act as
a public charity any time during the five-year period it would then
lose its status as a public charity.

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

S t -- Because the definition of a private
foundation contained 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 organization of its exempt purpose or
functions. The present regulations indicate that support means
all forms of support, including contributions, investment Income,
and net income from an unrelated trade or business.

In defining the one-thir of the organization's
support which must come from thij public, the bill specifies
that amounts received from any "person" which are In excess
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of one percent of the organization'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 House bill an organization
which has only one contributor whose support comes from govern.
ment contract work might avoid classification as a private foun-
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 outside the United States that
meets the definition of a private foundation will be considered as
be. ., 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-
tions, labor and agricultural organizations, business leagues,
real estate boards, etc.), will be treated as meeting the public
support test for purposes of being a public charity and would not
be a private foundation.

Definition of Operating Foundation . -- The Committee 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 percent minimum pay-out
requirement and are required to expend their entire income. In addition, thuy
qualify for the 50 percent charitable contribution deduction. ) One of the tests
in the House bill (and in existing law) 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 return, is no more than adequate
to meet its current operating expenses.

Hospital . .- The Corrmittee deleted that portion of the House
bill which provides that hospitals are to have the same status 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 reexamine this matter in connection with pending legislation on
Medicare and Medicaid.

Effective Dates. -- The Committee adopted a series of changes
with respect 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 pro.
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-
meots to the various limitations set forth in the bill by the start of
the first year beginning after December 31, 1971. This date was
extended to December 31, 1972. Foundations whose instruments
could not be changed to comply with the income distribution rules
or with the business 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 instruments 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 disqualified persons 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 extend 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 business
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 Holdints . -- 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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Future Purchases * The Committee adopted an
amendment that would apply to future purchases of business
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 S0-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.

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 iS-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 stock already held by the foundation
or acquired by the foundation under existing wills or trusts,
as described above.

Program- Related Investments . -- The Committee
made it clear that a program- related investment is not to be
treated as a 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 making of a profit for
the foundation Is not one of the major purposes.

Holding Companies . -- The Committee decided that
if a foundation 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
holding coipany. U the total exceeds the limitation permitted
under the bill, then either the holding company would dispose
of some of its investments or the foundation would have to dis-
pose of some of Its stock in the holding company.

Passive Income . -- The Committee Setermined to
make it clear that passive Income sources need not be disposed
of. For example, the holding of a bond issue would not be an
excess business holding. Also, the holding of the stock of a
company which itself 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 Trusts . -- The Committee provided that a
non-exempt trust that Is subject, under the bill, to many of the
limitations of private foundation@ would not be required to dis-
pose of excess business holdings if the beneficial Interest of
charitlee in the trust is less than 60 percent 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 tax exemption in a transaction
where it purchases a going business using little or no cash, liquidates it,
leases it and pays the seller with the proceeds from the operation of the
business.

Property Acquired Under Life-Income Contracts . --
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 income from the isset for his life.

Holding Companies . -- The Committee agreed that
where a debt-financed building is oporatd by an exempt holding
company for the benefit of Its effiliated exempt organizations,
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 Prof? erty . - The House bill exempts from the
definition of debt-finaiced property, property l 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 purposes.

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 bill 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 personal 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
business 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 Duct!io -- The Committee agreed that
the $1, 000 specific deduction allowed in the present law in 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, province 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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Volumary Fimployeat Beneficiary Associations. -- Since the
House bill removes the 85% income test in the case of a voluntary
employees beneficiary association general (section 501 (c)(9))such
an association Is for all practical purposes Identical to voluntary
employees beneficiary associations whose members are U. S. Govern-
ment employees (section 501 (c)(10)). Under present law the 85% in-
come test is not applicable with respect td this latter category. Con-
sequently, the Committee combined both types of organizations Into
one category. In addition, the Committee also provided that those
voluntary employees beneficiary associations who have pension and
retirement plane for their members but who do not satisfy the 85%
income requirement (which is removed by the House bill) 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 unrelated business income tax to those religious organiza-
tions that have held certain properties 10 years or more if they pay
out no less than 90 percent of their earnings each year and it is
established to the satisfaction of the Secretary or his delegate that their -
rates or other charges and services are competitive with similar
businesses.

Consolidated Returns - Holding Companies. -- The Com-
mittee agreed that when an exempt holding company and a tax-exempt
organization to which It ts related file a consolidated return, the
holding company will be treated as organized and operated for the
same purposes as an 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 income and not subject to tax.

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

Cost of Administration. -- The Committee agreed that in-
come will be treated as set aside for the specified benefits where
it ts used for the reasonable costs of administration of the benefit
program as well as the payment of the benefits themselves.

Gain on Sale of Assets. -- The Committee also adopted a
recommendation which would exclude from the tax on investment
income (to the extent the proceeds of the sale are reinvested In
assets used for such purpose within a period of three years) the
gain on a sale of assets used by the organizations in the performance
of their exempt functions.
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Masonic and Masonic.Related Oritanlzations . .
Masonic and Masonic-related organizations which today are
exempt from tax as a "fraternal beneficiary association"
(section S01(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 insurance activities.
The tax on investment income would not apply.

Interest, Rent, and Royalties from Coqtrelled Corporations
The House bill provides that where an exempt organization owns more than
80 percent of a taxable subsidiary the interest, annuities, royalties and rents
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 is 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
Organizations . -. The Committee adopted the provision in the

House bill which would deny the deduction for expenses incurred in supplying
servi es, facilities or goods to members of a taxable membership organiza-
tion to the extent that such expenses were not related to income received 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 less than cost and then deducting the book "loss",
In adopting the provision the Committee made the following modifications:

American Automobile Association . -- Because
certain membership organizations (such as the American
Automobile Association) must compete with profit-makin
organizations that provide the same type of services at a
loss, they must set their dues at the same lose level, These
organizations offset the losses against income received from
non-members (such as Income from the sale 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
loss.
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Carryovars. -- The Committee agreed that in cases where
the deduction for furnishing services, insurance, goods, etc.,
to members exceeds the income from members the excess
deductions can be carried over into succeeding years.

Effective Date. -- The Committee adopted a recommenda-
tion that the provisions of the House bill relating to non-exempt
membership organizations be effective as of December 31, 1970.

Income from Advertsing. -- The Committee adopted the languge of

the House bill which would provide that the income from advertising and similar

activities would be included in unrelated business income even though the
advertising is carried on In connection with activities 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.

Social Clubs - National Fraternaties and Sororities. -- The Committee
agreed that the Investment income of social clubs, particularly the national
organizations of college fraternaties and sororities (as distinguished from
their local chapte rs ) should be exempt from the tax on investment income
to the extent that such income is set aside for charitable, educational or
religious purposes.

Thrift Shops, etc. -- Under present law, an organization operated
primarily to carry on a trade or business for profit is not exempt even though
all is profits are payable to one or more exempt organizations. The Com-
mittee decided to allow an exemption for such an organization where substan-
tially all the work in carrying on the trade or business is performed for
exempt charitable organizations without compensation.

PENSION PLAN CONTRIBUTIONS

Professional Service Corporations. -- The bill does not presently deal
with the limits of pension plans except to provide that small business corpora-
tLons (so-called Subchapter S corporations) must in the future follow in general
the limitations of "H. R. 10 plans. " In general, those plans limit current dis-
tributions to pension and profit-sharing plans to no more than 10 percent of the
self-employed person's earnings from the business up to a maximum of $2, 500
in any one year. The Committee decided to impose essentially the same
limitations upon pension plans of professional service corporations (generally,
corporations under special State laws relating to attorneys and doctors).

P. R. 137
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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 first-year 20 percent depreciation allowance
would be available).

The Committee further adopted a recommendation by the Treasuty
Department that the benefits 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 useful 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 normal 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 I reasury 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 facilities 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 Committee adopted a provision which provides that the
amortization deduction could only apply to air and water pollution control
facUlties completed or acquired before January 1, 1975. The Committee
also deleted the features which authorize the Secretary of Interior and the
Secretary of Health, Education and WeUre to establish effluent standard&
for water and erolssions standards for air. Under this amendment (which
conforms to the pattern set by Congress in the Air Quality Act of 1967) the
Federal government could set general guidelines which had to be maintained,
but in general, tha specific standards which would be required would be fixed
by the States pursuant to the Air Quality Act of 1967 and the Water Quality
Act of 1965.

Amortization of RalQroad Rolins Stock. .- In connection with the
consideration of the provisions of the House bill ertending special 7-year
amortization treatment to railroad rolling stocks the Committee also re-
considered the action it had previously taken (see Committee announcements
of September 19 and October 10) to provide a special transitional exception
to the repeal of the 7 percent investment tax credit for certain railroad
rolling stock. As a result of its 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 features of this
plan arel

1. Syear amortization on new rolling stock, Including
locomotives, acquired after January 1, 1970 avaUable to all
railroads and their lessors.

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

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

4. The investment credit life will be determined by the
actual useful lUe of the property and not by the elective amor-
tization period as presently required.

S. On January 1, 1973, the Secretary of the Treasury
after consultation with the Secretary of Transportation will
promulgate regulations prescribing the particular class of
cars which are not in short supply. This determination will
preclude that class of car from the amortization write-off.
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6. The cost of repairs to existing 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 Committee 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 Var amortization provision (which the House bill would repeal)
to continue to qualify for the amortization authorized by that law.

Sile Person: Head of Household . -- The Committee also agreed to
adopt two proposals recommended by the Treasury Department relating to the
tax treatment provided for single persons. First, 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 return for two years after the
date of the spouse would be retained.

Second, the Committee adopted the Treasury recommendation which
would provide a new tax rate schedule for single persons. This new schedule,
which replaces the provisions of the House bill, would not distinguish between
single persons based on whether their age is over or under 35. Instead, it
would provide a tax liability for single persons vphlch would not exceed 120 per-
cent of joint return tax liability. Under the Committee's decision, a head-of-
household (this is generally a single person who maintains a household which
is 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!Jowers, regardless of age, and
unmarried Individuals age 35 and over wo d have been taxed at rates halfway
between those available to married couples and those applicable to other
single persons.

Fraternal Beneficiary Societies . -- At Tuesday's meeting, the
Committee established a separate category (in the provisions defining
organizations 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 income but were not brought
utbler the new tax (imposed by the House bill) on investment income of cer-
tain categories of organizations.
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At today's meeting the Committee agreed to also exclude from the new

tax on investment incorne, other fraternal organizations operating under the

lodge system which do provide insurance protection for their members.

Manufaqturers Excise Tax . .. The Committee also agreed to a

technical amendment (substantially incorporatinS tb text of S. 2510) which

relates to the calculation of the manufacturers excise tax in situations where

a "constructive 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, distribution and sale of religious

pamphlets, tracts, calendars, books and magasines 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.

P. R. *38
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMNI E 11£E ON FINANCE
October 30, 1969 UNITED STATE ES SENATE

Z22? New Senate Office Bldg.

TAX REFORM ACit OF 1969
Committee Decisions

The Honorable Russell B3. Long (D., La.), Chairman of the Committee
on Finance announced today that the Corrnittee on Finance had reached agree-
ment on several 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 Senators Albert Gore (D., Tenn. ) and Vance Hartke
(D. , Ind.) to increase the $600 personal exemption and an alternative approach
by Senator Jack Miller (R., Iowa) 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 tomorrow's meeting on tcx 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
series 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 frorn 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 first 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 Banks; Aniendment Reconsidered. -- The Committee
reconsidered the amendment it had added to the bill earlier in its sessions
which would have subjected Federal land banks to Federal income tax. (See
Committee announcement of October i, 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. S. government bonds
pu-chased 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 Soil and Water Conservation Expense -- The Com-
mittee %greed 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 sold 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

6 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 Medicaid programs and payments
made by rvte medical insurance carriers must 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 p:ovision protects the purchaser of used real estate where the
acquisition occurs after July 25, 1969 pursuant to a binding contract in effect
prior to that date. The committee added an amendment to allow a purchaser
to use 150% of straight line depreciation with respect to used real property
acquired pursuant to a binding contract in effect on July Z5, 1969. Thus, under
the Committee's action today, a taxpayer may clairr fast appreciation with
respect to a building, 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 t0 a building for which the necessary land had been acquired
and building plans had beer'. completed before July 25, 1969, but for which the
local authorities had failed to grant the necessary approval 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 Companies. -- 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
(H, R. 2767 of the 90th Congress). The substance of the four amendments
follows:

Losses. -- This amendment provides for loss carryovers
where eie type of insurance company is converted Into another
type (for example, where a stock casualty insurance company be-
comes a mutual company, or a life insurance company, or vice
versa). The amount of the loss deduction generally would be
limited to the lower of the amount for which the company would
qualify before or after the shift,

Spin-off Phase Ill Tax, -- This amendment provides that the
so-called "phase three" tax applicable to life insurance companies
is 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 sort of exchange in the future will give
rise to taxable gain.
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Interest on Tax Deficiencies and Refunds . -- The Committee agreed

to adopt a new provision (recommended by the Internal Revenue Service) which

proviles a penalty on taxpayers who fall to pay the tax required 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

it the failure is due to reasonable cause and not due to %ilful neglect. Under

the Committee provision, this penalty would be expanded to apply if the tax-

payer fails to pay the tax due at the same time he files his return. As in the

case of the failure to file the return at the time it is due, however, the addi-

tion to the tax would not apply if the failure is due to reasonable cause and not

due to wilful neglect.

Further, the Committee agreed to increase the penalty for failure to

make required deposits of withholding taxes, Under this decision the present

penalty of one percent per month (up to a maximum 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 withholding 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 due to wilful neglect.

Mutual Funds; Unit Investment 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 inseran-e company.

Subpart F Income . -- The Committee agreed to an amendment which

would make technical corrections in the computation of "subpart F" income,

which i3 taxed to the parent corporation of a foreign subsidiary. Under exist-

ing law, foreign 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 foreign 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 Income would not include any item of in-

come received by such a foreign controlled corporation if the transaction

giving rise to the iterA of income did not have as one of its significant purposes

a substantial reduction of income, or similar taxes.

Private Foundations . -- The Committee also agreed to a new pro-

vision relating to existing private foundations which would make the divestiture

requirement inapplicable if the following conditions are present:

(1) The stock in the company was acquired by the

foundation by gift, device or bequest,
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(2) The foundation owns ninety-five percent or more
of the voting stock of the corporation;

(3) 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;

(4) 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;

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

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

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

Mutual Savings Banks; Savings and Loan Associations. - • 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 these modifications the following investments
would qualify for purposes of meetig the tests (82 percent of total assets in
the case of savings and loan associations; 72 percent of total assets in the ease
of mutual savings banks) necessary to qualify for the special deduction for
additions to bad debt reserves.

(I) Loans secured by redeemable ground rents;

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

(3) Loans made to finance the acquisition or develop-
ment of land which will become residential property
if there is assurance that building will actually occur
thereon within a period of three years (with retro-
active disqualification of the loan if this does not occur).

The Committee also adopted a 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 residential 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 institution are in qualifying assets. Thereafter,

60 percent of investments must be in qualifying assets just as the House bill

would have required. Finally, a one percentage point reduction would be

made in the So percent deduction for additions to bad debt reserves for each

percentage point that qualifying assets fall below the 8Z percent test in the

case of savings and loan associations. In the case of mutual savings banks,

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 71

percent test.

Su ervisory Mergers of Savings and Loan Associations. -- The

Committee agreed to an amendment, susgested by the Federal Home Loan

Bank Board, clarifying the treatment of bad debt reserves of institutions

pattcipating in a tax-free merger under the supervision of the Federal Home

Loan Bank Board. 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 advised that its amendment refloct.'d 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 remainder annuitytrust or unitrust to distribute at least its current
income (other than capital gains) to the income beneficiary, and to provide that
in determining the amount of the charitable contribution deduction allowed in
the case of a gift of remainder interest in trust, a 5 percent payout to the in-
come beneficiary is to be assiwned 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 possibility of circumventing the restrictions contained in the private founda-
tion provisions of the bill by providing for a very low Income payout. The
Committee action was made effective with respect to trusts created after
October 9, 1969.

Limitation on Deduction of Interest. -- The Committee adopted the
Treasury recommendation that the limitation on the interest deduction in the
case of individual taxpayers contained In the House blU be deleted pending
further study. Cenerally, this provision of the House bill would have disallowed
the deduction of interest on Indebtedness .curred to purchase investment
assets to the extent the interest exceeded the taxpayer's net investment income
and the amount of his long-term capital gains by more than $Z5, 000

Corporate Mergers--Disallowance of Interest Deduction in Certain
Cases. -- The Committee generally adopted those provisions of the

House bill dealing with the disallowance of the interest deduction on debt issued
in connection with corporate mergers. However, it did make several im-
portant modifications in this provision. Under the House bill, the inerest
deduction would be denied for Interest on bonds or debentures issued by a
corporation to acquire stock in another corporation or to acquire at least two-
thirds of the assets of another corporation. This rule, however, only would
apply to bonds or debentures which (I) are subordinated to the corporation's
trade creditors, (2) are convertible into stock, and (3) are Issued by a cor-
poration with a ratio of eebt to equity which is greater than two to one, or with
an annual interest expense on its indebtedness which is not covered at least
three times over by Its projected earnings.

First, the Committee adopted a provision authoring the Internal
Revenue Service to issue regulations providing tests for distinguishing
generally whether bonds or debentures are In fact debt or equity. Since there
is a great variety of situations in which this question can arise, the Com-
mittee believed tt was appropriate to provide this authority to the Internal
Revenue Service so It could develop rules to take account of the various
characteristics 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 their terms are subordinated in right of payment to any substantial amount
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of the corporation's Indebtedness. This action would provide for the case
where although the obligation is not subordinated to trade creditors it ts sub-
ordinated to substantial amounts of pro-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 issuing 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 Committee believes these tests more
appropriately reflect a reasonable capital structure for a corporation. The
Committee further decided to clarify the application of these tests in the case
of corporations engaged In the loan business by providing that the amount of the
corporation's Indebtedness should be reduced by amounts owed to it and the
amount of the corporation's annual interest expense should be reduced by its
annual interest income.

The Committee also agreed that where the interest deduction was
disallowed because the debt equity test was not met or because the earnings
of the corporation were not at least two times more than the annual interest
expense, the disallowance of the interest 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 five million dollars a year of interest on obligations which meet
the prescribed tests. This exemption is reduced by interest on obligations
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 obligations issued
aiter December 31, 1967.

In the case of corporate acquisitions the provisions of the House bill
only apply where the acquiring corporation obtains at least two-thirds of the
assets 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 The acquired company rather than to the total assets. This
would prevent the two-thirds test from being avoided where the acquired
ccenpany has a large amount of its assets in cash and non-operattig properties.

The Committee also decided to make this provision of the House bill
inapplicable in the case of an acquisition of a corporation's stock where the
total interest of the acquiring corporation In the other corporation does not
exceed five percent. This would eliminate de mintmus stock acquisitions
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 dati
used in the House bill is May Z7, 1969). The Committee also agreed that this
provision would not apply to the acquisition of additional stock of a corporation
where the taxpayer acquired at least 50 percent of the stock on or before
October 9, 196. This would enable a corporation which ha achieved practi-
cat control of another corporation by this date to acquire the additional stock
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necessary to give it control for tax purposes . The Committee also agreed
to mak, this provision of the bill inapplicable to the acquisition of stock or
assets of a corporation pursuant to a binding contract entered into before
October 9, 1969.

Corporate Mergers -- Limittion on Installment Sales Provision.--
The Committee agreed to the provision of the House bill which provides that
bonds with interest coupon* attached, in registered form, or which are
readily tradeable are, In effect, to be considered payments in the year of sale
for purposes of the rule which denies the Installment method where more than
30 percent of the sale's price is received in that year. In this connection,
however, the Committee agreed to exclude from this treatment bonds or
debentures in registered form which are non-transferable, except by operation
of law.

The Committee also accepted the Treasury recommendation that 0.e
periodic payment requirement of the House bill be deleted, but that the In-
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 denied unless the payment of the loan principal, or
the payment of the loan principal and interest together, were spread relatively
evenly over the installment period.

The Committee also agreed to make these new rules regarding the
installment method effective with respect to sales made after October 9, 1969,

(the date used In the House bill I. May 27, 1969). The Committee further
agreed to make the new rules Inapplicable in the case of installment sales
which are made pursuant to a binding contract entered into before October 9,
1969.

Corporate Mergers--Original Issue Discount. -- The Committee
accepted with minor modificatious the provision of the House bill which pro-
vides that in the case of bonds issued at a discount the bondholder and the
issuing corporation are to be treated consistently with respect to the original
issue discount. Generally, under this provision 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 subsequtent bondholders.

The Committee adopted a provision making the ratable inclusion of
original Issue discount requirement Inapplicable in the case of life insurance
companies which already accrue discount on a basis 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
Isue discount which has been regularly employed to another method (that
prescribed by the bill) where the end result is essentially similar.
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The Committee agreed that this provision of the House bill should be
applicable to debt obligations issued after October 9, 1969, (the date used in
the House biU ts May Z, 1969). The Committee also agreed that this provision
of the bill should not apply to debt obligations which are issued pursuant to a
binding commitment entered into prior to October 9, 1969.

Corporate Mergers--Convertible Indebtedne se Repurchase Premiums,
-- The Committee agreed to the provision of the House bill dealing with the.
deductibility of convertible Indebtedness repurchase premiums with a minor
modification. This provision of the House bill provides that a corporation
which repurchases its convertible indebtedness at a premium may deduct only
that part of the premium which represents a cost of borrowing, rather than
being attributable to the conversion feature.

The Committee agreed to make this provision applicable to re-
purchases of convertible Indebtedness after October 9, 1969, (the date used
In the House bill is April ZZ, 1969).

P. Ri #39
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PRESS RELEASE

FOR IMMEDIATE RELEASE C OMMT'T LZ ON FLNANCP.
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.), Chairman of the Commitee
on Finance, announced today that the Committee on Finance had finished its
work on the Tax Reform Act of 1969 and had ordered the blll reported to the
Senate. He reported that the motion to report was approved by a voice vote
with few Senators dissenting. He indicated this was the third most significant
tax bill in the nation's history ranking behind only the original Income tax act
of 1913 and the massive tax cuts in the Revenue Act of 1964. He expressed
hope that the technical work neceseary to prepare the bill fo. Senate con-
sideration could be finished within three weeks so that the bill could te acted
on promptly by the Senate.

$9 Billions Tax Cuts, -- Chairman Long reported that In largo meastre
the $9 billion of individual income tax reductions recommended by the House
of Representatives had been approved by the Committee on Fmnance. The most
significant difference involved a transfer fcom 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 trfla-
tLonary impact on the economy in 1971.

Planned Tax Reduction, -- Senator Long further indicated that the
Senate bill reflected a program of planned tax reduction. He noted that on
January 1, 1970, the 10 percent surtax would be reduced to 5 percent and that
on Juli 1, 1970, it would be eliminated entirely. He also indicated that the
standard deduction would be increased in 1970 and that the low income allow-
ance -- designed to remove 5 million tax returns from the tax rolo--would
also become effective in 1970, The combination of these features, he said
would involve tax reductions totaling $10. 8 billion

In 1971 he reported the first 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-year period, The combination of these changer
plus the final elimination of the surtax and the planned reduction in auto and
telephone excise tax rates, would result in further tax reductions for 1971 of
$8. 1 billion.

Ii 1972, the full tax rate reductions would become effective, and the
final step In the increase of the standard deduction would be reached. In addi-
tion the "phase-out" of the low income allowance would be fully eliminated in197Z, Thus, in 1972 these planned tax reductions and another excise tax re-
duction would amount to & further $4. 4 billion.
P.R. 040
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Revenue Raising Tax Reform.. --

In addition to these tax reductions, the Chairman emphasized that
tax raising reform features of the bill 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 oil and gas industry, financial institutions and private
foundatiots 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 th Tax Reform Act of 1969. lie
expressed confidence that if the full Senate would approach its work on the bill
with the same diligence and dedication that the members of the Committee on
Finance had displayed, the tax reductions 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 in 1968 too
late for the House to act before adjourrnent) to clarify the ex-
cise tax status of cement mixers. Under the Committee amend-
ment, cement mixers would not be subject to the 10 percent
excise tax generally applicable to automobile tructs, although
the tax would continue to apply to the truck in which the cement
mixer is mounted. This amendment reverses a 1967 ruling In
which the Internal Revenue Service administratively reversed
itv long-standing position and announced that cement mixers
in the future would be subject to tax.

Vacation Pay, -- The Committee also adopted an amend-
ment extending for an additional two years, for taxable years
ending before January 1, 1971, the period within which vacation
pay may be accrued by employers under rules in effect prior
to 1960. The Cxnmittee was advised that the Treasury Depart-
ment wo,%ld be prepared to recommend permanent legislation
within this two-year period to deal with the matter of vacation
pay.
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Filing of !n-.one Tax Returra and Withholding. -- Thc Committee
adopted a number of provisions (all suggested by the Treasury Dapartment;
whichh will relieve many low incomr, taxpayers from filing a t~x return, permit
-nore flexibility in the withholding system, and enable the Treasury to In-
crease it assistance to taxpayers by computing their tax for them.

1. The first of these increases the income level at which
filing a tax return ts required from the present $600 ($1, ZOO for
those age 65) to the new levels of nontaxable income provided by
the low income allowance which the Con-nittee also adopted. The
fUilng requirement would be Increased to $1, 700 for single per-
sons, $2, 300 if married or age 65 or over, $2, 900 if married and
one spouse is age 65 or over, and $3, 500 if married and both
spouses are age 65 or over. The filing level wo-ld remain at
$600 for a married couple filing separate rcturliq.

2. The Committee adopted another recommendation that the
problem of over-withholding for those with no tax liability (parti-
cularly those who work part-time such as students who work during
the surnmer) be solved by eliminating withholding for suc, persons.
This would be accomplished by an employee certifyi.-g to an em-
ployer that he estimates that he will have no Federal income tax
liability for the current year and, in fact, had no in-ome .ax
liability 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 credits claimed, or vhetht- they
itemize their deductions or take the standard deduct'or. Under
present law, only taxpayers who have income less than $5, 000,
less than $100 of nonwage Income, who use the optlor.al tax table
and do not use the retirement income credit, may ele,:t to have
their tax computed for them by the Internal Revenue 3ertce,

4. The Committee also approved an amendn . that 0l-c In-
ternal Revenue Service be permitted to provide ernployera more
flexkbil'ty in devising withholding systems which fit their per-i-
cular needs and also match withholding and tax l.io.'ity, In
addition, employers will be permitted to annuali-.e w.ge payments
for withholding purposes to reduce overwithholding where wage
palmetts are not made throughout the entire year as in thc case,
for example, of professional athletes. Under pre-ent law, with-
holding on wagez payments t compute,, as if tho ji-ns 3.scunt of
wages is to Le received each payroll period throughout the year.
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Under the Treas',ry prcp.)s9l, for example, f Ln employee t
to receive wages for only 6 rnonths of the year, his employer
could multiply the amount of wageo paid in the first month by 6,
determine the withholding due on this amount as if it were the
total wages for the year, and whuhhold one-sixth of the annual
withholding in each of the six monthly payroU periods.

5. The next recommendation was that the Internal Revenue
Service be permitted to prescribe rules for voluntary income tax
withholding on payments for services which are not "wages" as
defined In the law. Tax would be withheld on these payments on!v
when the employee requests such withholding. Thin provision
would reduce the amount of final tax payment (which may be burden-
some) for retired persons (or their survivors) receiving pensions,
farm and domestic workers, and others who receive payments not
now subject to withholding.

6. The Committee also adopted a Treasury recommendation
that supplemental unemployment benefits (SUB payments) be sub-
joct to withholding.

7. The Internal Revenue Service was authorized to permit
rounding of withholding amounts to the nearest whole dollar. Thic
will aid employers, oartic'larly those whose withholding s7sttmb
are computerired.

8. Employees who have itemized deductions In excess of the
level of deductions on which the withholding tables are based may
claim additional withholding allowances under existing le.w to prc-
vent overwithholding intheir cases. However, existing law re-
quires that estimated itemized deductions for the year be no more
than the taxpayer's itemized deductions for the preceding year.
This effectively prevents the provision from oper.t~ng :or the flrs
year in which the taxpayer has ex:cess itemized deductions even
though their existence is clear and need not be verified by similar
experience tn a prior year. The Committee adopted a recommen-
dation that the prior year requirement be eliminated where the
excess itemized deductions are substantiated by cout order (such
as alimony) or by other evidence which verifies their existence.
Also, if the excess itemized deductions would result in a fractlonal
additional withholding allowance. the Committee action woud per-
mlt a full additional withholding allowance on accvuot of su, %
fractional amount, rather than none as under existing law.

Reimbnireement of Certain Casualty Loss Expenditurec. -- The Com-
mittee approved an amendment (the substance of Amendment Ni-. 4Z, Senator
Jack Miller(R.,Io"Ia)) which provides for the exclusion fhn gross income of
amounts received under insurance contracts for increased living expenses
necessitated by damage to or destruction of an individual's residence, however,
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under this amendmert the taxpayer may exclude only actual exra living ox-
ponses resulting from the fire or other casualty which are over -rad above
normal living expenses incurred by the taxpayer and members of his household.

Tax Court. -- On motion of the Chairman, the Committee added an
amendment to the bill to create special procedures for the decision of small
tax cases brought by taxpayers to the Tax Court and to change the status of the
Tix Court to a legislative 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 his case under &
simplified procedure. Under this procedure the decisions will not be treated
as precedents for deciding later cases. This provision, which is similar to
proposals that had been introduced in both Houses of Congress in recent years,
is expected to permit more rapid handling of many small tax cases. The
amendment also changes the term of office of a tax court judge to fifteen years
frcn the day he takes office. (Under present law it is twelve years, or the re-
mainder of the term of the vacancy. ) Modifications are provided In Tax Court
retirement provisions, bringing them more in line with provisions for disi:ic,
court judges. Contempt and subpoena powers are made essentially the same at
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 is enacted.

Arbitrage 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 a reserve fund or a replacement fund. These are
funds which are maintained to provide protection for bondholders and the pro-
ceeds of the funds generally are Invested in Government or corporate securi-
ties. For this rule to be applicable, no more than fifteen percent of the
proceeds of a bond Issue could be placed In such a reserve or replacement
fund. In addition, this treatment would not be available Uf 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 announcement of October 9, 1969).

Private Foundations. -- The Committee modified in some respects
the provisions it had previously dealt with regarding requirements that private
found ations dispose of excess business holdings. (See Committee announce-
ment of October 28, 1969). In one case brought to the Committee's attention,
it was decided to permit a foundation to receive certain securities whtch are
now subject to both a will and a trust without violating the excess bus!nes3
hol irigs requirements.

In another case brought to the Committeets attention It was decided to
require a foundation to dispose of its excess holdings In stages--10 percent of
the excess holdings within two years, Z5 percent within five year, 50 percent
in 10 years, and the remainder by the 15th year--if those excess holdings are Ii
a corporation which owns more than 10 percent of the land area of any fiajor poll-
tical subdivision in the United States, (a count I or city with a population of more
than 100, 000)
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Jnvsn. Tx C. edit; 'T:_nsItIor. Fiulei. -- Tihe 12o~nm*t.. agreed
to two additional transitional rule: under which the investme-t credit will
continue to be available in certain e,.tuations. The Committee previously had
approved a transition rule which continues the availability of the credit in the
case of property specified in a binding lease in effect on Apri! 18, 1969 which
obligates the lessor or lessee to construct under the terms of the lease, At
today's meeting this rule was made applicable where the property is specLdie1
in a document filed with a local government authority prior to April 18, i019,
Thus, the investment credit will continue t be available for property which is
opecified in this manner and which is 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 tancld!.* c'he
acquisition of access and transportation facilities related to the facility), and
the taxpayer commences construction of the facility within one year from the
time the site for the facility was acquired.

Capital Loss 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 present law.

Accumulated Earnings Tax. -- In its decisions regarding private
foundations, the Committee had previously provided an exception from (1)
the accumulated earnings tax (Internal Revenue Code section 531), and (Z)
the dividend rules (Internal Revenue Code section W1) 4n the case of redemp-
tions of stock (owned by the foundation) by a closely-held corporation to comply
with the new excess business holdings rules. (See Committee announcement
of October 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 accumulated
earnings 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 organLraticn to the
extent that such expenses were not related to income received from the members
In addition to the decisions previously made (see Committee anTouncement of
October 78, 1969), 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 4LITY

[I A millions)

1970 1971 1972 1973 1974 1979

Tax reform program ............................. $1.395 $1,590 $1,805 $1,970 $2,31$ 13,220
Repeal ot Investment redit ...................... 2,500 2,990 2,990 3,040 3,090 3,270

Tax reform and repeal of investmentcredit.... 3,895 4,580 4,795 5,010 5,405 6,490

Income tax relief:
Low income Otlowa nce ....................... -525 -625 -625 -625 -625 -625
Removal of phaseout on low income allowance .......... -1,522 -2 027 -2,027 -2,027 -2,027
Increase Instandarddeduction I............. -867 -: M -,373 -1,373 -1,373 373
Rtereduction ............................... 1,687 -4,49 - 4,498 -4,498
Tax treatment of single persons ........................ -445 -445 -445 - 445 -445

Total reductons ....... .............. -1,492 -5,365 -8,968 -8,968 -8,968 -8,968
Balance between tax reform, (+) and tax trelie ..... -2,403 -785 -4,173 -3,958 -3,563 -2,478

a 1970:13 percent, $1,400 ceiling; 1971:14 percent, 11,700 ceiling; 1972:15 percent, $2,000 ceiling.

Note: The tax surcharge extension ($.3100,000,000 liability for 1970) and the excise ax extension (11,170,.,000,
$0,000,000, $8000,000 and $400,000,000, for 1970 through 1973, resptctively) are not Included above because ot their
impermanent character.
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TABLE 2.-REVENUE ESTIMATES, TAX REFORM, CALENDAR YEAR LIABILITY '

|In millions of dollarsJ

1970 1971 1972 1973 1974 1979

Corporate capital gains ...................................... 140 175 175 175 175 175
Fojidations ................................................ 40 45 45 45 50 55
Unrelated business income ................................... 5 5 5 5 5 20
Contritins ............................................... 5 10 20 20 20 20
Farm losses ................................................ 10 10 10 15 15 20
Movngexpenses ........................................... -110 -110 -ItO -t10 -110 -110

Railroaddepreciation ........................................ -90 -135 -190 -255 -20 -170
Amortization of air and waler pollution futilities ................ -15 -40 -70 -95 -115 -120
Cofo rte merits, etc .......... ................ a
Ms tiple, corporations .................... 13 2 N7 213 215
Accumulatio trusts ....................................... 10 20 30 40 50 100
Iscomearaging ........................................... -110 -110 -110 -110 -110 -110

Delarred compensations:
Retrk*d stock ....................................... (5) (3) (,) (a) (a) (5
Other deferred compensation ................................... ........................................

Stock dividends ....................................Sulxcbptet S ........................................... () () ( () l
Ta free dividends ....................................... .................................

FInancial Institutions:
Commercial banks:

Reserve ............................................ 225 150 125 100 100 100
Capital sai ........................................ (') 5 5 5 10 50Mutual thrift:
Reserve-savings and lon associations ................ 10 20 30 40 40 40
Mutual ............................................ 20 25 30 30 35 35

Munkipan tax.sxsmpt Interst ..............................................................................

Individual capital gains:
Capital iss provislots ................................... 50 50 55 55 60 65
4 .. ,e:ts.1 year holding .................................................................................
Pension plans ........................................ (a) 5 10 is 25 .
Casually kn ................................... ( ( (Spapers......................................... :3 I : 2 2 :
Lfe estates ............................................

Ratnl of alternate rate ...............................

Niaturl re rces:
Prod action payment ..................................... 100 Ito 125 140 1$0 200
Perentae depletion ................................... 155 155 155 155 155 155
Foreign depletion ................................... ..........................

Foreign Income:
Loss crryover ..........................................................................................
Rastraction en m ineralcredits .............................................................................

Individual Interest deduction ...............................................................................
Ragulated utilities ........................................... 60 140 15 225 260 3j0
SCoerahs. ...... ..................... . .... (a) (a) () (a) () (a)
LIoto tan 0preJereoce Minimum tan.................... 650 655 665 675 690 700
Allocation

Real estate:
Used property ......................................... 15 40 65 110 150 250
Now ronnousing .............................. (.) 60 170 300 435 960
Capital gAin, recapture ..................... (a) 10 20 30 40 100
Rehabilitation ......................... . . ........ --1 -100 -150 -200 -30

Preliminary total ............................. 1,395 1,590. 1 URS 1,970 2,315 3,220
Plusinestmentcrdit .............................. 2,500 2,990 2,990 3,040 3,090 3,270

Total ........ ........................... 3,895 4,580 4,795 5,010 5,405 6,490

Except as ind'ated these estrnatos are ill at current levels, the time differencts being solely to show the phasoin.
I Lou theun $2,500,000.
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TABLE 3.-TAXABLE RETURNS UNDR PRESENT LAW, NUMBER MADE NONTAXABLE BY RELIEF PROVISIONS AND
NUMBER BENEFITING FROM RATE REDUCTION UNDER BILL WHEN FULLY EFFECTIVE IN 1972

[Number ol returns in thousandol

Made nontaxable
by Iow.[ncome

allowance Remaining
and 15 percent tauble-beneft

Taxable under 12,000 standard from modified
present law deduction rate reductionAGI class

01o$3000 ................................................. 10,053 5,398 4,655
$3,000 to $5,000 ............................................. 9,562 389 9,173
$5.000 to $7'000 ........ .............................. 9.779 41 9,138
17.00010 $10000 ..................................... 13,815 8 13.807
$1 0000to $1000 .......... 13,062 7 13'055
$15,000 to $0'00 ........................................... 3,852 2 3 850
170,000 to $0.000 ..................................... 2'594 2................ 2:594
$0,000to l00,.3....................................34..... 340 ................ 340
100,000 and over ........................................... 95 95

TotaI ........................................... 63,152 5,845 57,307

TABLE 4.-TAX BUROENS UNDER PRESENT LAWt UNDER H.R. 13270,1 AND PERCENT TAX DECREASE IN 1872
(ASSUMES NONBUSINESS DEDUCTIONS OF 10 PERCENT OF INCOME)

Married couple with
2 dependents

Adjusted gross HR. Percent
Income (waits and Present 13270 taX
salaries) bax law tax change

$3,000 ................. 0 4 0 0
$3,500 ................. 8 $70 Cra -100.0

000 ................ 3 140 ' $65 -53.6
5000................'290 C 200 -31.0
1500 .............. 687 C576 -16.2

r1,75' : .1,114 e958 -14.0

I Does not IJrlude 10-percent surcharge.
I Uses provisions effective for tax year 1972.
a Uses minImum standard deduction 018 60.
4 Uses minimum standard deduction of $1,100.

Married couple with
2 dependents

Adjusted gross H.R. Percent
Inme (wages and Present 13270 tax
salaries) Lax law tax chaige

12,500 ................ a $1,567 6$1,347 -14.0
$,,ODD ............. 2,062 1,46 -10.5
17,000 ............ 2,598 12,393 -7.9

$20,000 ............ 3160 2,968 -6.1
2 4,412 14,170 -5.5

a Itemizes deductible nonbusinass expenses.
6 Uses 15-percent standard deducton
I Uses $2,000 limit on 15-percent standard deduclior.

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

Single persons Single persons

Percent. Percent-age age
decrease decrease

14R. in tax H.R. In tax
Adjusted gross Income Present 13270 under Adjusted gross In come Present 13270 under

(wages and salaries) lawtaxI taxa H.R. 13270 (wagesandsalarles) lawtax t0 H.R. 13270
(1) (2) (3) (i) (2) (3)

0 0 0 17500 1,16 1,005 -14.0
$3160 0.-100.0.........1.0.0...1742 1.468 -15.7,51i98................. 0 o -100.0 $12, ............. 2,3 1,977 -17.6

t' 11 ................. 0 -100.0 115,000 .............. 3,154 2,602 -17.5
'OO.......... 329 $180 -45.4 $17,500............... 3,999 . 3,320 -17.0000 344.-31.2, 0....... .. ... 4,918 4,098 -16.7

.-71 524 -219 1 5 :00 ......... 6,92 5,6 -19.3

Does not Include 10 percent surcharge.
3 Minimum standard deduction and standard deduction as in H.R. 13270 used where appropriate for taxpayers

advantage.
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