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berg and John Glenn, individualists who Will 
function as oogs in a vast human machine. 

Lindberg, Glell}l, now in all probability 
Armstrong, these 'three will stand as the su­
preme American heroes of the age. All three 
happen to have been boys in small, mid­
western towns. Perhaps there is something 
in the mystique, the folk image, of the small 
American town and its formative influences. 
They have security, they have leisure to 
prowl and to dream. Innocence existed; 
sophisticated tensions did not press upon 
them. Intellectuals of literary bent seem dis­
appointed that their speech does not match 
the eloquence of their feat. But it is the 
silent artists, like Armstrong, Aldrin and 
Collins, the men who see beauty in the 
machinery and its functions, who do the 
thing. 

Artists they are, because they are perfec­
tionists seeking the outer limits of their 
strength and their talents. Were they men 
of words, were their minds occupied with 
poetic imagery or philosophical abstractions 
as they fly, they would surely fail. 

They are the men of Apollo 11 by the luck 
of the draw, but Armstrong will put the 
first foot down upon the moon by some­
body's deliberate decision. And it is a logi­
cal suspicion that he is the chosen one 
not only by reason of his undoubted com­
petence and civilian status, but also by 
reason of his personality and appearance. 

If the mission succeeds, this man will be­
come the symbolic American to the world. 
He fl.ts the stereotype, the folk image of the 
all-American boy, the kid next door. He has 
all his hair, he has frank blue eyes, his 
smile is a slightly shy half-grin. And he has 
the inner strength to bear his country's 
pride to the rest of the world, strength he 
Will need, not only for his country but for 
himself and for his family. His life and 
theirs will never be the same again. 

NARCOTICS AND DANGEROUS 
DRUGS 

HON. JOHN V. TUNNEY 
OF CALIFORNIA 

IN THE HOUSE OF REPRESENTATIVES 

Thursday, July 31, 1969 

Mr. TUNNEY. Mr. Speaker, for the 
last several months I have viewed with 
growing alarm the lack of effective ac­
tion being taken to stem the flow of nar­
cotics and dangerous drugs being smug­
gled into the United States from Mexico. 

By June, when no signs of improve­
ment were visible on the horizon, I un­
dertook my own factfinding tour of the 
border at San Ysidro, Calif. What I saw 
there in a few short hours convinced me 
of the need for a congressional hearing 
to obtain additional evidence upon which 
to base effective legislation. 

At my initiation, four California col­
leagues joined me in conducting such a 
hearing in San Diego just 3 weeks ago. 
Not altogether surprisingly, the testi­
mony we obtained confirmed our worst 
fears. 

Drug smuggling is rapidly becoming 
a major scandal of national proportions. 
Despite the best efforts of a sadly under­
manned Customs staff, narcotics, and 
dangerous drugs are flowing across the 
border in increasing quantity like sand 
through a sieve. 

Arrests at the border for attempted 
smuggling-which border officials read­
ily admit only skims the surface-have 
increased 14 times since 1960. More than 
35 tons of marihuana were seized last 
year-an increase of over 20 percent just 
in the past 6 years. Some five million 
five-grain units of amphetmaines and 
barbiturates were seized in 1968 alone. 

Inspectors are forced to cope with a 
crushing volume of people crossing the 
border daily. Yet, the number of inspec­
tors and border station operations have 
remained basically unchanged for the 
last 5 years. As a result, only 1 percent 
of the vehicles entering the United States 
are ever searched, and the decision to 
conduct a search often must be made on 
little more than an inspector's intuition. 

In the past few weeks, Mr. Speaker, I 
have introduced two specific bills to strike 
directly at the core of this illegal drug 
traffic. One bill would increase by 50 
percent the number of border inspectors 
in California, where most of the smug­
gling is concentrated. The other bill 
directs the responsible Federal agencies 
to investigaite the means by which to cut 
off the flow of dangerous drugs manu­
factured in this country and smuggled 
back and forth into Mexico and the 
United States. 

Today, I am introducing a third bill 
to ultimately arm the border inspector 

with more than his intuition as a weapon 
against the smugglers. This new bill 
directs · the Secretary of the Treasury to 
embark on the research and development 
of modern devices and techniques to 
detect concealed narcotics and dangerous 
drugs. 

I was astounded to learn at our San 
Diego hearing, Mr. Speaker, that the 
Bureau of Customs presently conducts 
not one bit of research and development 
to improve its surveillance techniques 
and equipment. The sum total of its ef­
forts revolves around checking a few de­
vices of amateur inventors-reviewing 
military research to find new gadgets 
that could be converted-or waiting to 
see what is produced on the commercial 
market that might be adaptable. 

In view of the smuggling problem, this 
paucity of ongoing research and develop­
ment is downright ludicrous. The execu­
tive branch spends billions on military 
research and development projects. Yet, 
the Customs agency-whose surveillance 
of goods crossing our borders was among 
the first authorizations of Congress clear 
back to 1789--conducts no research and 
development toward winning its war on 
drug smuggling. 

Our Federal agents are being over­
whelmed at the border by the increasing 
volume of vehicular and pedestrian traf­
fic. Though more manpower is urgently 
needed now to catch up with the present 
crisis, the time will come in the not too 
distant future when increased workloads 
cannot be met simply by adding more 
and more people in the absence of con­
certed efforts to use personnel more 
wisely. 

The agents, themselves, literally plead 
for new techniques and new devices to 
perform their jobs more effectively and 
efficiently. It is high time we gave them 
something more than horse-and-buggy 
tactics. Reliance upon intuition provides 
a thin line of defense. We have got to 
bring our modern technology into the 
battle. 

I urge all my colleagues to join me 
in supporting this legislation. The time 
for action is now; prolonging the pro­
crastination will perpetuate the smug­
gling. 

HOUSE OF REPRESENTATIVES-Friday, August 1, 1969 
The House met at 12 o'clock noon. 
The Chaplain, Rev. Edward G. Latch, 

D.D., offered the following prayer: 
Where two or three are gathered to­

gether in My name, there am I in the 
midst of them.-Matthew 18: 20. 

o God and Father of us all, at this 
noontide hour we pray that Thou wilt 
touch our spirits and transform our souls 
by Thy grace that we may have strength 
for the day, courage with each hour, and 
peace in every moment. 

Kindle within us the fire of Thy spirit 
and warm our hearts with the power of 
Thy presence that in the time of trouble 
we may be equal to every experience, 
ready for every responsibility, and ade­
quate for every task. 

Grant that we may see Thy way more 
clearly and be given wisdom to work with 
Thee in making the world a better place 
in which Thy children can live together 
in abundant happiness, in abounding 
harmony, and in abiding hope. 

In the Master's name, we pray. Amen. 

THE JOURNAL 
The Journal of the proceedings of yes­

terday was read and approved. 

MESSAGE FROM THE SENATE 
A message from the Senate by Mr. 

Arrington, one of its clerks, announced 
that the Senate agrees to the amendment 

of the House to a joint resolution of the 
Senate of the following title: 

S.J. Res. 85. Joint resolution to provide for 
the designa,tion of the period from August 
26, 1969, through September 1, 1969, as "Na­
tional Archery Week." 

PROVIDING FOR AGREEING TO THE 
SENATE AMENDMENTS TO H.R. 
9951 

Mr. COLMER, from the Committee on 
Rules, reported the following privileged 
resolution (H. Res. 509) (Rept. No. 91-
412), which was referred to the House 
Calendar and ordered to be printed: 

H. RES. 509. 
Resolved, That immedia-tely upon the 

adoption of this resolution the b111 (H.R. 
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9951) to provide for the collection of the 
Federal unemployment tax in quarterly in­
stallments during each taxable year; to make 
status of employer depend on employment 
during preceding as well as current taxable 
year; to exclude from the computation of the 
excess the balance in the employment secu­
rity administration account as of the close 
of fiscal years 1970 through 1972; to raise the 
limitation on the amount authorized to be 
m ade available for expenditure out of the 
employment security administration account 
by the amounts so excluded; and for other 
purposes, with the Senate amendment there­
to, be, and the same hereby is, taken from 
the Speaker's table, to the end that the Sen­
ate amendment be, and the same is hereby 
agreed to. 

THE TAX REFORM ACT OF 1969 
Mr. MILLS. Mr. Speaker, I ask unani­

mous consent that the text of R.R. 13270, 
the Tax Reform Act of 1969, be printed 
in the body of the RECORD. 

The SPEAKER. Is there objection to 
the request of the gentleman from 
Arkansas? 

Mr. GROSS. Mr. Speaker, reserving 
the right to object, I wish the gentleman 
would state for my benefit, as well as 
the benefit of other Members of the 
House, the procedure that is to be fol­
lowed in the consideration of the tax 
matter; whether continuance of the 
surtax is to be treated as a separate 
matter, with a separate vote on the tax 
reform bill. I am at some loss to under­
stand clearly the procedure. 

Mr. MILLS. If the majority leader will 
bear with me, it is my understanding 
that this resolution from the Rules Com­
mittee just filed by the chairman will be 
considered by the House on Monday 
next--August 4. 

That is, the Senate amendment in­
volving the 10-percent surcharge which 
will be considered on Monday, August 4. 

Then I have asked permission of the 
chairman of the Rules Committee to 
appear before the Rules Committee 
along with the gentleman from Wiscon­
sin (Mr. BYRNES) in behalf of the rule on 
the tax reform bill on Tuesday of next 
week-August 5. And if that is done, and 
if our request for a rule is granted, it is 
my understanding also from the majority 
leader that the bill will be scheduled for 
consideration on Wednesday and Thurs­
day-August 6 and 7. It will take 2 days, 
I am sure, of debate, but it will be my 
expectation and intention that we would 
vote on the bill before adjournment on 
Thursday, August 7. 

Mr. ALBERT. Mr. Speaker, will the 
gentleman yield? 

Mr. GROSS. I am glad to yield to the 
majority leader. 

Mr. ALBERT. Mr. Speaker, I know the 
gentleman will agree with me that the 
distinguished chairman of the Ways and 
Means Committee is performing a serv­
ice for the House in getting this matter 
ready for Members at an early stage, 
and I am sure the gentleman deserves 
commendation. 

Mr. GROSS. Although I do not sup­
port the surtax, it is also a service to the 
Nation as well as Members of the House, 
I am sure the gentleman would agree, to 
reach a decision in this matter. 

That does mean that we will have a 
separate vote on continuation of the 
surtax? 

Mr. MILLS. Mr. Speaker, if the gentle­
man will yield further, I want to make 
it eminently clear to my friend, the gen­
tleman from Iowa, that the 10-percent 
surtax that the Senate voted for 6 months 
is to be considered on Monday. That is 
for 6 months. 

There is contained in the reform bill 
everything else that was in the bill that 
passed the House on June 30-the 5-per­
cent surtax for the last 6 months, the 
repeal of the 7-percent investment tax 
credit, the extension of the excise tax~s, 
and all the other matters that were m 
that bill. We want them in this bill in 
order that the Senate cannot prevent us 
from having a conference on those mat­
ters by not taking action on the remain­
der of the bill that we passed on June 30. 

Mr. GROSS. Mr. Speaker, I thank the 
gentleman for his explanation. 

Mr. Speaker, I withdraw my reserva­
tion of objection. 

The SPEAKER. Is there objection to 
the request of the gentleman from 
Arkansas? 

Mr. COLMER. Mr. Speaker, further 
reserving the right to object, if I may, 
I would like to commend the able and 
distinguished gentleman from Arkansas, 
the chairman of the Ways and Means 
Committee, for the objective sought here, 
and the parliamentary situation which 
he proposes to follow, so that we do not 
permit the other body to further erode 
the powers of this body by writing legis­
lation on revenue matters, which is 
specifically reserved to this, the populous 
representative body of the Congress, as 
elected by the people. 

At the same time, Mr. Speaker, I am 
going to want to talk with my friend, the 
gentleman from Arkansas, a little later 
on, privately about the procedure on this 
rule that involves so many things under 
this so-called reform bill. It is a very 
far-reaching matter, and it is something 
that the Members should have knowl­
edge of before they are called upon to 
vote. I want to follow that up with my 
friend later. 

Mr. Speaker, I withdraw my reserva­
tion of objection. 

The SPEAKER. Is there objection to 
the request of the gentleman from Ar­
kansas? 

There was no objection. 
H.R. 13270 

A bill to reform the income tax laws 
Be it enacted by the Senate and House of 

Representatives of the United States of Amer­
ica in Congress assembled, 
SECTION 1. SHORT TITLE, ETC. 

(a) SHORT TITLE.-This Act may be cited 
as the "Tax Reform Act of 1969". 

(b) TABLE OF CONTENTS.-

TITLE I-TAX EXEMPT ORGANIZATIONS 
SUBTITLE A-PRIVATE FOUNDATIONS 

Sec. 101. Private foundations. 

SUBTITLE B-0THER TAX EXEMPT ORGANIZA­
TIONS 

Sec. 121. Tax on unrelated business income. 

TITLE II-INDIVIDUAL DEDUCTIONS 
SUBTITLE A-CHARITABLE CONTRIBUTIONS 

Sec. 201. Charitable contributions. 

SUBTITLE B-FARM LOSSES, ETC. 
Sec. 211. Gain from disposition of property 

used in farming where farm 
losses offset nonfarm income. 

Sec.212.Livestock. 
Sec. 213. Hobby losses. 

SUBTITLE 0-INTEREST 
Sec. 221. Interest. 

SUBTITLE D-MOVING EXPENSES 
Sec. 231. Moving expenses. 
TITLE III-OTHER ADJUSTMENTS PRI­

MARILY AFFECTING INDIVIDUALS 
SUBTITLE A-LIMIT ON TAX PREFERENCES AND 

ALLOCATION OF DEDUCTIONS 
Sec. 301. Limit on tax preferences for in­

dividuals, estates, and trusts. 
Sec. 302. Allocation of deductions. 

SUBTITLE B-INCOME AVERAGING 
Sec. 311. Income averaging. 

SUBTITLE 0-RESTRICTED PROPERTY 
Sec. 321. Restrict ed property. 
SUBTITLE D-0THER DEFERRED COMPENSATION 
Sec. 331. Deferred compensation. 
SUBTITLE E-ACCUMULATION TRUSTS, MULTI• 

PLE TRUSTS, ETC. 
Sec. 341. Treatment of excess distributions by 

trusts. 
sec. 342. Trust income for benefit of a spouse. 

TITLE IV-ADJUSTMENTS PRIMARILY 
AFFECTING CORPORATIONS 

SUBTITLE A-MULTIPLE CORPORATIONS 
Sec. 401. Multiple corporations. 
SUBTITLE B-DEBT-FINANCED CORPORATE AC­

QUISITIONS AND RELATED PROBLEMS 
Sec. 411. Interest on indebtedness incurred 

by corporations to acquire stock 
or assets of another corporation. 

Sec. 412. Installment method. 
Sec. 413. Bonds and other evidences of in-

. debtedness. 
Sec. 414. Limitation on deduction of bond 

premium upon repurchase. 

SUBTITLE 0-STOCK DIVIDENDS 
Sec. 421. Stock dividends. 

SUBTITLE D-FOREIGN TAX CREDIT 
Sec. 431. Foreign tax credit reduction in 

case of foreign losses. 
Sec. 432. Separate limitation on foreign tax 

credit with respect to foreign 
mineral income. 

SUBTITLE E-FINANCIAL INSTITUTIONS 
Sec. 441. Reserve for losses on loans; net 

operating loss carrybacks. 
Sec. 442. Mutual savings banks, etc. 
Sec. 443. Treatment of bonds, etc., held by 

financial institutions. 
Sec. 444. Foreign deposits in United States 

bankt. 
SUBTITLE F-DEPRECIATION ALLOWED REGU­

LATED INDUSTRIES; EARNINGS AND PROFITS 
ADJUSTMENT FOR DEPRECIATION 

Sec. 451. Public utility property. 
Sec. 452. Effect on earnings and profits. 
SUBTITLE G-ALTERNATIVE CAPITAL GAIN RATE 

FOR CORPORATIONS 
Sec. 461. Increase in rate. 
TITLE V-ADJUSTMENTS AFFECTING IN­

DIVIDUALS AND CORPORATIONS 
SUBTITLE A-NATURAL RESOURCES 

Sec. 501. Natural resources. 
SUBTITLE B-CAPITAL GAINS AND LOSSES 

Sec. 511. Repeal of alternative capital gains 
tax for individuals. 

Sec. 512 . Capital losses of individuals. 
Sec. 513. Letters, memorandums, etc. 
Sec. 514. Holding period of capital assets. 
Sec. 515. Total distributions from qualified 

pension, etc., plans. 
Sec. 516. Other changet:1 in capital gains 

treatment. 
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SUBTITLE C-REAL ESTATE DEPRECIATION 
Sec. 521. Depreciation of real estate. 

SUBTITLE D-COOPERATIVES 
Sec. 531. Cooperatives. 

SUBTITLE E---SUBCHAPTER S CORPORATIONS 
Sec. 541. Qualified pension, etc., plans of 

small business corpora.tions. 
TITLE VI-STATE AND LOCAL OBLIGA­

TIONS 
Sec. 601. Interest on certain governmental 

obligations. 
Sec. 602. United States to pay fixed percent­

age of interest yield on taxable 
issues. 

TITLE VII-EXTENSION OF TAX SUR­
CHARGE AND EXCISE TAXES; TER­
MINATION OF INVESTMENT CREDIT 

Sec. 701. Extension of tax surcharge at 5 per­
cent rate for first half of 1970. 

Sec. 702. Continuation of excise taxes on 
communications services and on 
automobiles. 

Sec. 703. Termination of investment credit. 
Sec. 704. Amortization of pollution control 

facilities. 
Sec. 705. Depreciation of certain railroad 

rolling stock. 
TITLE VIII-ADJUSTMENT OF TAX BUR­

DEN FOR INDIVIDUALS 
Sec. 801. Low income allowance; increase in 

standard deduction. 
Sec. 802. Fifty-percent maximum rate on 

earned income. 
Sec. 803. Intermediate tax rates; and sur­

viving spouse treatment. 
Sec. 804. Tax rates. 
Sec. 805. Collection of income tax at source 

on wages. 
(c) AMENDMENT OF 1954 CODE.-Except as 

otherwise expressly provided, whenever in 
this Act an amendment or repeal is expressed 
in terms of au amendment to, or repeal of, 
a section or other provision, the reference 
shall be considered to be made to a section or 
other provision of the Internal Revenue Code 
of 1954. 
TITLE I-TAX EXEMPT ORGANIZATIONS 

SUBTITLE A-PRIVATE FOUNDATIONS 
SEC, 101. PRIVATE FOUNDATIONS 

(a) IN GENERAL.-Subchapter F of chapter 
1 (relwting to exempt organizations) is 
a.mended by redesignating parts II, III, and 
IV as parts II, IV, and V, respectively, and by 
inserting after part I the following new 
part: 

"PART IT-PRIVATE FOUNDATIONS 
"Sec. 506. Tax on private foundation invest­

ment income. 
"Sec. 507. Tax on termination of private 

foundation status. 
"Sec. 508. Special rules with respect to secJ 

tion501(c) (3) organizations. 
"Sec. 509. Private foundation defined. 
"SEC. 506. TAX ON PRIVATE FOUNDATION IN­

VESTMENT INCOME. 
"(a) IMPOSITION OF TAX.-There is hereby 

imposed for each taxable year on the net 
investment income of every private founda­
tion (as defined in section 509) a tax equal 
to 7Yz percent of such income. 

"(b) NET INVESTMENT INCOME DEFINED.­
"(!) IN GENERAL.-For purposes of sub­

section (a), the net investment income is 
the amount by which (A} the gross invest­
ment income and the net capital gain, ex­
ceed (B) the deductions allowed by para­
graph (3) and the net capital loss. 

"(2) GROSS INVESTMENT INCOME.-For pur­
poses of paragraph ( 1), the term 'gross in­
vestment income' means the gross amount of 
income from interest, dividends, rents, and 
royalties, but not including any such income 
to the extent included in computing the tax 
imposed by section 511. 

"(3) DEDUCTIONS.-For purposes of para­
graph ( 1) , there shall be allowed as a de-

duction all the ordinary and necessary ex­
penses paid or incurred for the production 
or collection of gross investment income or 
for the management, conservation, or main­
tenance of property held for the production 
of such income. 

"(4) CAPITAL GAINS AND LOSSES.-For pur­
poses of paragraph ( 1) , in determining net 
capital gain or loss-

" (A) The basis of property held by the 
private foundation on December 31, 1969, 
and continuously thereafter to the date of 
its disposition shall be deemed to be not less 
than the fair market value of such property 
on December 31, 1969. 

"(B) There shall be taken into account 
only the sale or other disposition of property 
used for the production of interest, divi­
dends, rents, and royalties, and property used 
for the production of income included in 
computing the tax imposed by section 511 
( except to the extent gain or loss from the 
sale or other disposition of such property is 
taken into account for purposes of such tax). 
"SEC. 507. TAX ON TERMINATION OF PRIVATE 

FOUNDATION STATUS. 
"(a) GENERAL RULE.-There is hereby im­

posed on each organization which is referred 
to in subsection (d} or (e) of section 508 a 
tax equal to the lower of--

" ( 1) the amount which the private foun­
dation substantiates by adequate records or 
other corroborating evidence as the aggregate 
tax benefit resulting from the section 501(c) 
(3) status of such foundation, or 

"(2) the value of the net assets of such 
foundation. 

"(b) AGGREGATE TAX BENEFIT.-
"(1) IN GENERAL.-For purposes of subsec­

tion (a), the aggregate tax benefit resulting 
from the section 501(c) (3) status of any 
private foundation is the sum of-

" (A) the aggregate increases in tax under 
chapters 1, 11, and 12 (or the corresponding 
provisions of prior law) which would have 
been imposed with respect to all substantial 
contributors to the foundation if deductions 
for all contributions made by such contribu­
tors to the foundation after February 28, 
1913, had been disallowed, and 

"(B) the aggregate increases in tax un­
der chapter 1 ( or the corresponding provi­
sions of prior law) which would have been 
imposed with respect to the income of the 
private foundation for taxable years begin­
ning after December 31, 1912, if (i) it had 
not been exempt from tax under section 501 
(a) ( or the corresponding provisions of prior 
law), and (ii) in the case of a trust, deduc­
tions under section 642 ( c) ( or the corre­
sponding provisions of prior law) had been 
limited to 20 percent of the taxable income 
of the trust ( computed without the benefit 
of section 642 ( c) but with the benefit of 
section 170(b) (1) (B) ), and 

" ( C) interest on the increases in tax de­
termined under subparagraphs (A) and (B) 
from the first date on which each such in­
crease would have been due and payable to 
the date on which the private foundation 
ceases to be a section 501(c) (3) organization. 

"(2) SUBSTANTIAL CONTRIBUTOR.-For pur­
poses of paragraph (1), the term 'substantial 
contributor' means-

" ( A) any person who (by himself or with 
his spouse) contributed more than $5,000 
to the private foundation in any one calen­
dar year (or bequeathed more than $5,000 
to the private foundation), and 

"(B) any person who (by himself or with 
his spouse) contributed or bequeathed the 
greatest amount to the foundation in any 
one calendar year. 
In the case of a trust, such term also in-
cludes the creator of such trust. . 

" ( 3) REGULATIONS.-For purposes of this 
section, the determination as to whether 
and to what extent there would have been 
any increase in tax shall be made in accord­
ance with regulations prescribed by the Sec­
retary or his delegate. 

"(c) VALUE OF ASSETS.-For purposes of 
subsection (a), the value of the net assets 
shall be determined at whichever time such 
value is higher: (1) the first day on which 
action is taken by the private foundation 
which culminates in its ceasing to be a sec­
tion 501(c) (3) organization, or (2) the day 
on which it ceases to be a section 501 (c) (3) 
organization. 

" ( d) LIABILITY IN CASE OF TRANSFERS OF 
ASSETS FROM PRIVATE FOUNDATION.-For pur­
poses of determining liability for the tax 
imposed by subsection (a) in ·the case of 
assets transferred by the private founda­
tion such tax shall be deemed to have been 
imposed on the first day on which action 
is taken by the private foundation which 
culminates in its ceasing to be a section 
501(c) (3) organization. 

"(e) ABATEMENT OF TAXES.-The Secretary 
or his delegate may abate the unpaid por­
tion of the assessment of any tax imposed 
by subsection (a), or any liability in respect 
thereof, if the private foundation-

" ( 1) has operated as a section 501(c) (3) 
organization which meets the requirements 
of paragraph (1), (2), or (3) of section 509 
(a) for a continuous period of at least 60 
calendar months beginning after December 
31, 1969, or 

"(2) distributes all of its net assets to one 
or more organizations specified in section 
170(b) (1) (B) each of which has been in 
existence and met the requirements of sec­
tion 170(b) (1) (B) for a continuous period 
of at least 60 calendar months. 

"(f) DISALLOWANCE OF CERTAIN CHARITA­
BLE, ETC., DEDUCTIONS.-

" ( 1) GIFT OR BEQUEST TO PRIVATE FOUNDA­
TION OR SECTION 4947 TRUST.-No gift or be­
quest made to an organization described in 
section 509 (a) or a trust described in sec­
tion 4947(a), which is liable for the tax 
imposed by subsection (a) or section 4947(b) 
(1), shall be allowed as a deduction under 
section 170, 545(b) (2). 642(c), 2055, 2106(a) 
(2), or 2522, if such gift or bequest is made-

" (A) by any person after notification ls 
made under subsection (d) or (e) of section 
508 or under section 4947(b) (1), or 

"(B) by a substantial contributor (as de­
fined in subsection (b) (2)) in his taxable 
year which includes the first day on which 
action is taken by such organization or 
trust which culminates in the imposition of 
tax under subsection (a) or section 4047(b) 
(1) and any subsequent taxable year. 

"(2) ExcEPTION.-Paragraph (1) shall not 
apply if the tax imposed by subsection (a) or 
section 4947(b) (1) is abated by the Secretary 
or his delegate under subsection ( e) or sec­
tion 4947(b) (5). 
"SEC. 508. SPECIAL RULES WITH RESPECT TO 

SECTION 501(C) (3) ORGANIZA­
TIONS. 

"(a) NEW ORGANIZATIONS MUST NOTIFY 
SECRETARY THAT THEY ARE APPLYING FOR 
RECOGNITION OF SECTION 501(C) (3) STATUS.­
An organization organized after May 26, 
1969, shall not be treated as an organiza­
tion described in i:ection 501(c) (3) which is 
exempt from taxation under section 501 (a) 
unless it has notified the Secretary or his 
delegate, at such time and in such manner 
as the Secretary or his delegate may by regu­
lations prescribe, that it is applying for rec­
ognition of such status. 

"(b) PRESUMPTION THAT ORGANIZATIONS 
ARE PRIVATE FOUNDATIONS.-Any organization 
(including an organization in existence on 
May 26, 1969) which is described in section 
501(c) (3) and which does not notify the Sec­
retary or his delegate, at such time and in 
such manner as the Secretary or his delegate 
may by regulations prescribe, that it is not a 
private foundation shall be presumed to be 
a private foundation. · 

" ( c) ExcEPTIONS.-The Secretary or his 
delegate may by regulations exempt (to the 
extent and subject to such conditions as may 
be prescribed in such regulations) from the 
provisions of subsection (a) or (b) or both-
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"(1) churches (or conventions or associa­

tions of churches) ; 
"(2) educational organizations which nor­

mally maintain a regular faculty and cur­
riculum and normally have a regularly en­
rolled body of pupils or students in attend­
ance at the place where their educational 
act ivities are regularly carried on; and 

"(3) any other class of organizations where 
the Secretary or· his delegate determines that 
full compliance with the provisions of sub­
sections (a) and (b) is not necessary to the 
efficient administration of the provisions of 
this title relating to private foundations. 

"(d) VOLUNTARY TERMINATION OF STATUS 
AS PRIVATE FOUNDATION.-Any private founda­
tion may terminate its status as such by 
notifying the Secretary or his delegate (at 
such time and in such manner as the Secre­
tary or his delegate may by regulations 
prescribe) of its plan to accomplish such 
termination and by complying with sub­
section (a) or (e) of section 507 (relating to 
tax on termina.tion of private foundation 
status). 

"(e) REQUIREMENT OF TERMINATION.-If­
" ( 1) the Secretary or his delegate notifies 

any organization that he is invoking this 
subsection with respect to such organization, 
and 

"(2) with respect to such organization, 
there have been either willful repeated acts 
(or failures to act), or a willful and flagrant 
act (or failure to act), giving rise to liability 
for tax under chapter 42, 
then such organization shall be liable for 
the tax imposed by section 507. In the case 
of any organization which has complied with 
subsection (a) or (e) of section 507, the 
status of such organization as a private 
foundation shall be terminated. 

"(f) FUTURE STATUS OF 0RGANIZATION.-In 
the case of any organization which has com­
plied with subsection (a) or (e) of section 
507 by reason of subsection ( d) or ( e) of 
this section, for purposes of the provisions 
of this title relating to private foundations 
for all periods beginning after it has com­
pleted compliance with section 507 such 
organization shall be treated as a newly 
created organization. 

"(g) GoVERNING INSTRUMENTS.-
" ( 1) GENERAL RULE.-A private foundation 

shall not be treated as an organization de­
scribed in section 501(c) (3) which is exempt 
from taxation under section 501 (a) unless 
its governing instrument includes provisions 
the effects of which are-

"(A) to require its income for each taxable 
year to be distributed at such time and in 
such manner as not to subject the founda­
tion to tax under section 4942, and 

"(B) to prohibit the foundation from en­
gaging in any act of self-dealing (as defined 
in section 4941(d)), from retaining any ex­
cess business holdings ( as defined in section 
-4943(c)), from making any speculative in­
vestments in such manner as to subject the 
foundation to tax under section 4944, and 
from making any taxable expenditures ( as 
defined in section 4945 (b) ) . 

"(2) SPECIAL RULES FOR EXISTING FOUNDA• 
TIONS.-In the case of any organization or­
ganized before January 1, 1970-

" (A) lt shall not cease to be treated as an 
organization described in section 501(c) (3) 
because of a failure to comply with para­
graph (1), and 

"(B) paragraph (1) shall apply only to 
·taxable years beginning after December 31, 
1971; except that if it is impossible to re­
form the governing instrument (by amend­
ment, judicial proceeding, or otherwise) by 
December 31, 1971, to meet the requirements 
of paragraph (1), paragraph (1) shall not 
apply until it is possible to meet such 
requirements. 
"SEC. 509. PRIVATE FOUNDATION DEFINED, 

"(a) GENERAL RULE,-For ,purposes of this 
title, the term 'private foundation• means an 

organization described in section 501 (c) (3) 
other than-

"(1) an organization described in section 
1 70 ( b) ( 1) ( B) ; 

" ( 2) an organization which-
" (A) normally receives more than one­

third of its support in each taxable year from 
any combination of-

" (i) gifts, grants, contributions, or mem­
bership fees, or 

"(ii) gross receipts from admissions, sales 
of merchandise, performance of services, or 
furnishing of facilities, in an activity which 
is not an unrelated trade or business (within 
the meaning of section 513), not including 
such receipts from any person in any taxable 
year which are in excess of 1 percent of the 
organization's support in such taxable year, 
from any person other than a disqualift.ed 
person (as defined in section 4946) with re­
spect to the organization, or from any orga­
nization described in section 170 (b) ( 1) (B), 
and 

" (B) normally receives not more than one­
third of its support in each taxable year from 
gross investment income (as defined in sec­
tion 506(b) (2)); 

"(3) an organization which-
" (A) is organized, and at all times there­

after is operated, exclusively for the benefit 
of, to perform the functions of, or to carry 
out the purposes of one or more organizations 
described in paragraph (1) or (2), 

"(B) is operated, supervised, or controlled 
by one or more organizations, or in connec­
tion with one organization, described in 
paragraph (1) or (2), and 

"(C) is not controlled directly or indirectly 
by one or more disqualified persons ( as de­
fined in section 4946) other than foundation 
managers and other than one or more organi­
zations described in paragraph (1) or (2); 
and 

"(4) an organization which is organized 
and operated exclusively for testing for pub­
lic safety. 

"(b) CONTINUATION OF PRIVATE FOUNDATION 
STATUs.-If an organization is a private 
foundation (within the meaning of subsec­
tion (a).) for its last taxable year ending 
before May 27, 1969, such organization shall, 
for purposes of this title, be treated as a 
private foundation for each succeeding tax­
able year unless its status as such is termi­
nated under section 508." 

(b) AMENDMENT OF SUBTITLE D.-Subtitle 
D (relating to miscellaneous excise taxes) is 
amended by adding at the end thereof the 
following new chapter: 

"CHAPTER 42.-PRIVATE FOUNDATION 
"Sec. 4941. Taxes on self-dealing. 
"Sec. 4942. Taxes on failure to distribute 

income. 
"Sec. 4943. Taxes on excess business holdings. 
"Sec. 4944. Investments which jeopardize 

charitable purpose. 
"Sec. 4945. Taxes on taxable expenditures. 
"Sec. 4946. Definitions and special rules. 
"Sec. 4947. Application of taxes to certain 

nonexempt trusts. 
"SEC. 4941. TAXES ON SELF-DEALING. 

"(a) INITIAL TAXES.-
" ( 1) ON SELF-DEALER.-There is hereby im­

posed a tax on each act of self-dealing be­
tween a disqualified person and a private 
foundation. The rate of tax shall be equal to 
5 percent of the amount involved with re­
spect to the act of self-dealing for each year 
( or part thereof) in the taxable period. The 
tax imposed by this paragraph shall be paid 
by any disqualified person who participates 
in the act of self-dealing. In the case of a 
government official ( as defined in section 
4946(c)), a tax shall be imposed by this para­
graph only if such disqualified person par­
ticipates in the a,ct of self-dealing knowing 
that it is such an act. 

"(2) ON FOUNDATION MANAGER.-In any case 
in which a tax is imposed by paragraph (1), 
there is hereby imposed on the participation 

of any foundation manager in an act of self­
dealing between a disqualified person ·and a 
private foundation, knowing that it is such 
an act, a tax equal to 2Y:z percent of the 
amount involved with respect to the act of 
self-dealing for each year (or part thereof) 
in the taxable period. The tax imposed by this 
.paragraph shall be paid by any founda~ion 
manager who participated in the act of self­
dealing. 

"(b) ADDITIONAL TAXES.-
" ( 1) ON SELF-DEALER.-In any case in 

which an initial tax is imposed by subsection 
(a) (1) on an act of self-dealing by a dis­
qualified person with a private foundation 
and the act is not corrected within the cor­
rection period, there is hereby imposed a tax 
equal to 200 percent of the amount involved. 
The tax imposed by this paragraph ~hall be 
paid by any disqualified person who par­
ticipated in the act of self-dealing. 

"(2) ON FOUNDATION MANAGER.-ln any case 
in which an additional tax is imposed by 
paragraph (1), if a foundation manager re­
fused to agree to any part of the correction, 
there is hereby imposed a tax equal to 50 
percent of the a.mount involved. The tax 
imposed by this paragraph shall be paid by 
any foundation manager who refused to 
agree to part or all of the correction. 

.. ( c) SPECIAL RULES.-For purposes of sub­
sections (a) and (b)-

"(1) JOINT AND SEVERAL LIABILITY.-If more 
than one person is liable under any para­
graph of subsection (a) or (b) with respect 
to one act of self-dealing, all such persons 
shall be jointly and severally liable under 
such paragraph with respect to such act. 

"(2) $10,000 LIMIT FOR MANAGEMENT.-With 
respect to any one act of self-dealing, the 
maximum amount of the tax imposed by 
subsection (a) (2) shall not exceed $10,000, 
and the maximum amount of the tax im­
posed by subsection (b) (2) shall not exceed 
$10,000. 

" ( d) SELF-DEALING.-
" ( 1) IN GENERAL.-For purposes of this 

section, the term. 'self-dealing' means any 
direct or indireot-

" (A) sale or exchange, or leasing, of prop­
erty between a private foundaition and a 
disqualified person; 

"(B) lending of money or other extension 
of credit between a private foundation and 
a disqualified person; 

" ( C) furnishing of goods, services, or fa­
cilities between a private foundation and a 

. disqualified person; 
"(D) payment of compensation (or pay­

ment or reimbursement of expenses) by the 
private foundation to a disqualified person; 

"(E) transfer to, or use by, a disqualified 
person of the income or assets of the private 
foundation; and 

"(F) agreement by the private founda­
tion to make any payment of money or other 
property to a government official ( as defined 
in section 4946 ( c) ) , other than an agreement 
to employ such individual for any period 
after the termination of his government serv­
ice if such individual is terminating his gov­
ernment service within a 90-day period. 

"(2) SPECIAL RULES.-For purposes of par­
agraph (1)-

" (A) the transfer of real or personal prop­
erty by a disqualified person to the private 
foundation shall be treated as a sale or ex­
change if the property is subject to a mort­
gage or similar lien which the foundation 
assumes or if it is subject to a mortgage or 
similar lien which a disqualified person placed 
on the property within the 10-year period 
ending on the date of the transfer; 

"(B) the lending of money by a disqual­
ified person to a private foundation shall 
not be an act of self-dealing if the loan is 
without interest or other charge and if the 
proceeds of the loan are used exclusively for 
purposes specified in section 60l(c) (S); 

"(C) the furnishing of goods, services, or 
facilities by a disqualified person to a pri-
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vate foundation shall not be an act of self­
dealing if the furnishing is without charge 
and if the goods, services, or facilities so fur­
nished are used exclusively for purposes 
specified in section 501 ( c) ( 3); 

" ( D) the furnishing of goods, services, or 
facilities by a private foundation to. a dis­
qualified person shall not be an act of self­
dealing if such furnishing ls made on a 
basis no more preferential than that on 
which such goods, services, or facilities are 
made available to the general public; 

"(E) except in the case of a government 
official ( as defined in section 4946 ( c) ) , the 
payment of compensation (and the payment 
or reimbursement of expenses) by a private 
foundation to a disqualified person for per­
sonal services which are reasonable and nec­
essary to carrying out the exempt purpose of 
the private foundation shall not be an act of 
self-dealing if the compensation ( or pay­
ment or reimbursement) ls not excessive; 

"(F) any transaction between a private 
foundation and a corporation which is a dis­
qualified person ( as defined in section 4946), 
pursuant to any liquidation, merger, re­
demption, recapitalization, or other corpo­
rate adjustment or reorganization, shall not 
be an act of self-dealing if all of the securi­
ties of the same class as that held by the 
foundation are subject to the same terms 
and such terms provide for receipt by the 
foundation of no less than fair market value; 
and 

"(G) only in the case of a government of­
ficial ( as defined in section 4946 ( c) ) , para­
graph (1) shall not apply to-

"(i) prizes and awards which are subject 
to the provisions of section 74(b), if the re­
cipients of such prizes and awards are se­
lected from the general public, 

"(ii) scholarships and fellowship grants 
which are subject to the provisions of sec­
tion 117(a) and are to be used for study at 
an educational institution described in sec­
tion 170(b) (1) (B) (ii), 

"(iii) any annuity or other payment 
(forming part of a stock-bonus pension, or 
profit-sharing plan) by a trust which is a 
qualified trust under section 401, 

"(v) any annuity or other payment under 
a plan which meets the requirements of sec­
tion 404(a) (2), 

"(v) any contribution or gift (other than 
a contribution or gift of money) to, or serv­
ices or facilities made available to, any such 
individual, if the aggregate value of such 
contributions, gifts, services, and facilities to, 
or made available to, such individual during 
any calendar year does not exceed $25. 

"(vi) any payment made under chapter 32 
of title 5, United States Code, or 

" (vii} traveling expenses ( including 
amounts expended for meals and lodging} 
for travel from any point in the United 
States to another point in the United States, 
not to exceed 125 percent of the maximum 
amounts authorized to be paid by the 
United States for like travel. 

.. ( e) OTHER DEFINITIONS.-For purposes of 
this section-

" (I) TAXABLE PERIOD.-The term 'taxable 
period' means, with respect to any act of 
self-dealing, the period beginning with the 
date on which the act of self-dealing occurs 
and ending on whichever of the following is 
the earlier: (A) the date of mailing of a 
notice of deficiency with respect to the tax 
imposed by subsection (a) (1) under section 
6212, or (B) the date on which correction of 
the act of self-dealing is completed. 

"(2) AMOUNT INVOLVED.-The term 'amount 
involved' means, with respect to any act of 
self-dealing, the greater of the amount of 
money and the fair market value of the other 
property given or the amount of money and 
the fair market value of the other property 
received; except that, in the case of services 
described in subsection (d) (2) (E), the 
·amount involved shall be only the excess 

compensation. For purposes of the preced­
ing sentence, the fair market value--

" ( A} in the case of the taxes imposed by 
subsection (a), shall be determined as of 
the date on which the act of self-dealing oc­
curs; and 

"(B) in the case of the taxes imposed by 
subsection (b) , shall be the highest fair 
market value during the correction period. 

"(3) CORRECTION.-The terms 'correction' 
and 'correct' mean, with respect to any act 
of self-dealing, undoing the transaction to 
the extent possible, but in any case placing 
the private foundation in a financial position 
not worse than that in which it would be 
if the disqualified person were dealing under 
the highest fiduciary standards. 

" ( 4) CORRECTION PERIOD.-The term 'cor­
rection period' means, with respect to any 
act of self-dealing, the period beginning 
with the date on which the act of self-dealing 
occurs and ending 90 days after the date 
of mailing of a notice of deficiency with 
respect to the tax imposed by subsection 
(b) (1) under section 6212, extended by-

"(A) any period in which a deficiency can­
not be assessed under section 6213(a), and 

" ( B) any other period which the Secretary 
or his delegate determines will be conducive 
to bringing about correction of the act of 
self-dealing. 
"SEC. 4942. TAXES ON FAILURE To DISTRmUTE 

INCOME. 
"(a.) INITIAL TAx.-There ls hereby im­

posed on the undistributed income of a pri­
vate foundation for any taxable year, which 
has not been distributed before the first day 
of the second (or any succeeding) taxable 
year following such taxable year (if such first 
da.y falls within the taxable period), a tax 
equal to 15 percent of the amount of such 
income remaining undistributed at the be­
ginning of such second (or succeeding) tax­
able ye,ar. This section shall not apply to 
·a private foundation which is an operating 
foundation (as defined in subsection (j) (3)) 
for the taxable year. 

.. (b) ADDITIONAL TAX.-In any case in 
which an initial tax is imposed under sub­
section (a) on the undistributed income of 
a private foundation for any taxable year, if 
a.ny portion of such income remains undis­
tributed at the close of the correction period, 
there is hereby imposed a. ta.x equal to 100 
percent of the amount remaining undistrib­
uted at such time. 

"(c) UNDISTRmUTED INCOME.-For purpose 
of this section, the term 'undistributed in­
come' means, with respect to any private 
foundation for any taxable year as of any 
time, the amount by which-

" ( 1) the distributable a.mount for such 
taxable year, exceeds 

"(2) the qualifying distributions made be­
fore such time out of such distributable 
amount. 

"(d) DISTRIBUTABLE AMOUNT.-For purpose 
of this section, the term 'distributable 
amount' means, with respect to any founda­
tion for any taxable year, whichever of the 
following amounts is the higher: (1) the 
minimum investment return, or (2) the ad­
justed net income. 

"(e) MINIMUM INVESTMENT RETURN.-
" ( 1) IN liENERAL.-For purposes of subsec­

tion (d), the minimum investment return 
for any private foundation for any taxable 
year is the amount determined by multiply­
ing-

" (A) the aggregate fair market value of all 
assets of the foundation other than those 
being used ( or held for use) directly in 
carrying out the foundation's exempt pur­
pose reduced by acquisition indebtedness (as 
defined in section 514(c) (1)) with respect to 
such property, by 

"(B) the applicable percentage for such 
year, as determined under paragraph (3). 

"(2) VALUATION.-For purposes of para­
graph (1) (A), the fair market value of secu­
rities for which market quotations are readily 

available shall be determined on a monthly 
basis. For all other assets, the fair market 
value shall be determined at such times and 
in such manner as the Secretary or his dele­
gate shall by regulations prescribe. 

"(3) APPLICABLE PERCENTAGE.-For purposes 
of paragraph (1) (B), the applicable per­
centage for taxable years beginning in 1970 
is 5 percent. The applicable percentage for 
any taxable year beginning· after 1970 shall 
be determined and proclaimed by the Secre­
tary or his delegate and shall bear a relation­
ship to 5 percent which the S~retary or his 
delegate determines to be comparable to the 
relationship which the money rates and in­
vestment yields for the C'alendar year immedi­
ately preceding the beginning of the taxable 
year bear to the money rates and investment 
yields for the calendar year 1969. 

"(f) An.JUSTED NET INCOME.-
" ( 1) DEFINED.-For purposes of subsection 

(d), the term 'adjusted net income' means 
the excess (if any) of-

"(A) the gross income for the taxable year 
( determined with the modifications pro­
vided by paragraph (2)), over 

"(B) the sum of- . 
" ( i) the deductions ( determined with the 

modifications provided by paragraph ( 3) ) 
which would be allowed to a corporation sub­
ject to the tax imposed by section 11 for the 
taxable year, plus 

"(ii) the amount of the tax imposed by 
section 511 for such year, plus 

"(iii) the amount of the tax imposed by 
section 506 for such year. 

"(2) INCOME MODIFICATIONS.-The modifi­
cations referred to in paragraph (1) (A) are 
as follows: 

"(A) section 103 (relating to interest on 
certain governmental obligations) shall not 
apply, and 

"(B) capital gains and losses from the sale 
or other disposition - of property shall be 
taken into account only in an amount equal 
to any net short-term capital gain for the 
taxable year. 

"(3) DEDUCTION MODIFICATIONS.-The mod­
ifications referred to in paragraph (1) (B) 
(i) are as follows: 

"(A) no deduction shall be allowed other 
than all the ordinary and necessary expenses 
paid or incurred for the production or collec­
tion of gross income or for the management, 
conservation, or maintenance of property 
held for the production of such income, and 

"(B) section 265 (relating to expenses and 
interest relating to tax-exempt interest) 
shall not apply. 

" ( 4) TRANSITIONAL RULE.-For purposes of 
paragraph (2) (B), the basis of property held 
by the private foundation on December 31, 
1969, and continuously thereafter to the date 
of its disposition shall be deemed to be not 
less than the fair market value of such prop­
erty on December 31, 1969. 

"(g) QVALIFYING DISTRIBUTIONS DEFINED.­
" ( 1) IN GENERAL.-For purposes of this sec­

tion, the term 'qualifying distribution' 
means-

"(A) any amount paid out to accomplish 
one or more purposes described in section 
170(c) (2) (B), other than any contribution 
to (i) an organization controlled (directly 
or indirectly) by one or more disqualified 
persons (as defined in section 4946) with re­
spect to the foundation, (ii) a private foun­
dation which ls not an operating foundation 
(as defined in subsection (j) (3)), or (iii) an 
organization which would be a private foun­
dation if it were a domestic organization, or 

"(B) any amount paid out to acquire an 
asset used ( or held for use) directly in carry­
ing out one or more purposes described in 
section 170(c) (2) (B). 

"(2) CERTAIN SET-ASIDES.-Subject to such 
terms and conditions as may be prescribed by 
the Secretary or his delegate, an amount set 
aside for a specific project which comes with­
in one or more purposes described in sec­
tion 170(c) (2) (B} may be treated as a quail-
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fying distribution, but only if, at the time . 
of the set-aside, the private foundation es­
tablishes to the satisfaction of the Secre­
tary or his delegate that-

" (A) the amount will be paid out for the 
specific project within 5 years, and 

"(B) the project is one which can be better 
accomplished by such set-aside than by · im­
mediate paying out of funds. 
For good cause shown, the period for pay­
ing out the amount set aside may be ex­
tended by the Secretary or his delegate. 

"(h) TREATMENT OF QUALIFYING DISTRIBU­
TIONS.-

" ( 1) IN GENERAL.-Except as provided in 
paragraph (2), any qualifying distribution 
made during a taxable year shall be treated 
as made-

"(A) first out of the undistributed income 
of the immediately preceding taxable year 
(if the private foundation wa.s subject to the 
tax imposed by this section for such preced­
ing taxable year) to the extent thereof. 

"(B) second out of the undistributed in­
come for the taxable year to the extent there­
of, and 

"(C) then out of corpus. 
For purposes of this paragraph, distribu­
tions shall be taken into account in the order 
of time in which made. 

"(2) CORRECTION OF DEFICIENT DISTRIBU­
TIONS FOR PRIOR TAXABLE YEARS, ETC.-In the 
case of any qualifying distribution which 
(under paragraph (1)) is not treated as made 
out of the undistributed income of the im­
mediately preceding taxable year, the taxpay­
er may elect to treat any portion of such dis­
tribution -as made out of the undistributed 
income of a designated prior taxable year or 
out of corpus. The election shall be made 
by the taxpayer at such time and in such 
manner as the Secretary or his delegate shall 
by regulations prescribe. 

"(i) ADJUSTMENT OF DISTRIBUTABLE AMOUNT 
WHERE DISTRIBUTIONS DURING PRECEDING 
5-YEAR PERIOD HAVE EXCEEDED INCOME.-If, 
for the 5 taxable years immediately preced­
ing the taxable year-

" ( 1) the aggregate qualifying distributions 
treated (under subsection (h)) as made out 
of the undistributed income for such pre­
ceding taxable years or as made out of corpus 
(except to the extent section 170(e) (3) (B) 
applies) during suoh preceding taxable years, 
exceed 

"(2) the distributable amounts for such 
preceding taxable years. 
then, for purposes of this section ( other 
than subsection (h)) the distributable 
amount for the taxable year shall be reduced 
by an amount equal to such excess. 

"(j) OTHER DEFINITIONS.-For purposes of 
this section-

" ( ! ) TAXABLE PERIOD.-The term 'taxable 
period' means, with respect to the undis­
tributed income for any taxable year, the 
period beginning with the taxable year and 
ending on the date of mailing of a notice of 
deficiency with respect to the tax imposed by 
subsection (a) under section 6212. 

"(2) CORRECTION PERIOD.-The term 'cor­
rection period' means, with respect to any 
foundation for any taxable year, the period 
beginning with the taxable year and ending 
90 days after the date of mailing of a notice 
of deficiency (with respect to the tax imposed 
by . subsection (b)) under section 6212, 
extended by-

" (A) any period in which a deficiency can­
not be assessed under section 6213(a), and 

"(B) any other period which the Secre­
tary or his delegate determines is reasonable 
and necessary to permit a distribution of 
undistributed income under this section. 

"(3) OPERATING FOUNDATION.-For purposes 
of .this section, the term 'operating foµnda­
tion' means any organization-

" (A) substantially all of the income of 
which is expended directly for the acti:ve 
conduct of the activities constituting the 

purpose or function for which it is or'ganize'd 
and operated, and 

"(BHi) su.bstantiaily more than half of 
the assets of which are devoted directly to 
such activities or devoted to functionally 
related activities described in section 4943 ( d) 
(4) or both, or 

"(ii) substantially all of the support (other 
than gross investment income as defined in 
section 506 ( b) ( 2) ) of which is normally re­
ceived from 5 or more exempt organizations 
which are not described in section 4946(a) 
(1) (H) with respect to each other or the 
recipient foundation, or from the general 
public, and not more than 25 percent of the 
support of which is normally received from 
any one such exempt organization. 
"SEC. 4943. TAXES ON EXCESS BUSINESS HOLD­

INGS 
"(a) INITIAL TAX.-
" ( 1) IMPOSITION .-There is hereby imposed 

on the excess business holdings of any pri­
vate foundation in a business enterprise dur­
ing any calendar year which ends during the 
taxable period a tax equal to 5 percent of .the 
value of such excess holdings. 

"(2) SPECIAL RULES.-The tax imposed by 
paragraph ( 1 )-

" ( A) shall be imposed on the last day of 
the calendar year, but 

"(B) with respect to the private founda­
tion's holdings in any business enterprise, 
shall be determined as of that day during 
the year when the foundation's excess hold­
ings in such enterprise were the greatest. 

"(b) ADDITIONAL TAX.-In any case in which 
an initial tax is imposed under &ubsection (a) 
with respect to the holdings of a private 
foundation in any business enterprise, if, 
at the close of the correction period with 
respect to such holdings the foundation still 
has excess business holdings in such enter­
prise, there is hereby imposed a tax equal to 
200 percent of such excess business holdings. 

" ( c) EXCESS BUSINESS HOLDINGS.-For pur­
poses of this section-

" ( 1) IN GENERAL.-The term 'excess busi­
ness holdings' means, with respect to the 
holdings of any private foundation in any 
business enterprise, the amount of stock or 
other interest in the enterprise which the 
foundation would have to dispose of to a 
person other than a disqualified person in 
order for the remaining holdings of the 
foundation in such enterprise to be permitted 
holdings. 

"(2) PERMITTED HOLDINGS IN A CORPORA• 
TION.-

"(A) IN GENERAL. The permitted holdings 
of any private foundation in an incorporated 
business enterprise are-

"(i) 20 percent of the voting stock, re­
duced by 

"(ii) the percentage of the voting stock 
owned by all disqualified persons. 
In any case in which aH. disqualified per­
sons together do not own more than 20 per­
cent of the voting stock of an incorporated 
business enterprise, nonvoting stock held by 
the private foundation shall also be treated 
as permitted holdings. 

" ( B) 35 PERCENT RULE WHERE THIRD PERSON 
HAS EFFECTIVE CONTROL OF ENTERPRISE.-If-

"(i) the private foundation and all dis­
qualified persons together do not own more 
than 35 percent of the voting stock of an 
incorporated business enterpris•e, and 

"(ii) it is established to the satisfaction 
of the Secretary or liis delegate th.at effec­
tive control of the corporation is in one or 
more persons who are not disqualified per­
sons _with respect to the foundation. 
then subparagraph (A) shaH be applied by 
substituting 35 percent for 20 percent. 

"(C) 2 PERCENT DE MINIMIS RULE.-A pri• 
vate foundation shall not be treated as hav­
ing excess business holdings in any corpora­
tion in which it (together with all other pri­
vate foundations which are described in sec­
tion 4946(a) (1) (H)) owns not more than 2 

percent of the voting stock and not more·. 
than 2 percent in value of ·.an outstanding · 
shares of all classes of stock. 

" ( 3) PERMITTED HOLDINGS IN. PARTNERSHIPS, 
ETC.-The permitted holdings of a private 
found,ati-on in any business enterprise which 
is not incorporated shall be determined un­
der regulations prescribed by the Secretary or 
his delegate. Such regulations shall be con­
sistent in principle with paragraph (2), ex­
cept that--

" (A) in the case of a partnership or joint 
venture, 'profits interest' shall be substituted 
for 'voting stock', and 'capital interest' 
shall be substituted for 'nonvoting stock', 

"(B) in the case of a proprietorship, there 
shall be no permitted holdings, and 

"(C) in any other case, 'beneficial interest' 
shall be substituted for 'voting stock' . 

"(4) 10-YEAR PERIOD TO DISPOSE OF PRESENT 
HOLDINGS.-

" (A) In applying this section, any interest 
in a business enterprise which a private 
foundation holds on May 26, 1969, if the pri­
vate foundation on such date has excess busi­
ness holdings, shall (while held by the foun­
dation) be treated as held by a disqualified 
person (rather than by the private founda­
tion) during the 10-year period beginning on 
such date. 

"(B) Subparagraph (A) shall cease to ap-. 
ply with respect to such business holdings 
unless, at the close of the 2-year period be­
ginning on May 26, 1969, the private founda­
tion has disposed of at least one-tenth of 
such excess business holdings in such enter­
prise to a person other than a disqualified 
person. The preceding sentence shall not 
apply if-

"(i) such disposition would create severe 
hardship for the foundation or such business 
enterprise (including a severe depressive ef­
fect on the value of any interest in such 
enterprise) , and 

"(ii) it is established to the satisfaction of 
the Secretary or his delegate that, during the 
retention of such one-tenth interest, control 
of such interest will be exercised by persons 
other than the foundation, or disqualified 
persons (as defined in section 4946) with re­
spect thereto, or a plan has been adpoted to 
assure that the value of any interest in such. 
enterprise will not be jeopardized. !. 

"(C) Subparagraph (A) shall cease to ap­
ply with respect to such business holdings 
unless, at the close of the 5-year period be­
ginning on May 26, 1969-

"(i) the private foundation has disposed of 
at least one-third of such excess business 
holdings in such enterprise to a person other 
than a disqualified person, and 

"(ii) the private foundation and all dis­
qualified persons have less than a 50 percent 
voting stock interest ( or less than a 50 per­
cent profit interest in the case of any unin· 
corporated enterprise) in such business en­
terprise. 

"(D) Any period prescribed in subpara­
graph (A), (B), or (C) for the disposition of 
excess business holdings shall be suspended 
during the pendency of any judicial proceed­
ing by the private foundation which is nec­
essary to reform its governing instrument 
to allow disposition of such holdings. 

"(5) 10-YEAR PERIOD TO DISPOSE OF HOLD­
INGS ACQUIRED BY WILL.-Paragraph ( 4) shall 
apply to any interest in a business enter­
prise which a private foundation acquires 
under the terms of a will executed on or 
before July 28, 1969, which are in effect on 
such date and at all times thereafter, ex­
cept _that 'the date of acquisition by will' 
shall be substituted for 'May 26, 1969' wher­
ever it appears in paragraph ( 4). 

"(6) 5-YEAR PERIOD TO DISPOSE OF GIFTS, BE­
QESTS, ETC.-Except as provided in paragraph 
( 5) , if, after May 26, 1969, there is a change 
in the holdings in a business enterprise 
( other than by purchase by the private foun­
dation or by a disqualified person) which 
causes the private foundation to have-
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"(A) excess business holdings in such 

enterprise, the interest of the foundation 
in such enterprise (immediately after such 
change) shall (while held by the foundation 
be treated as held by a disqualified person 
(rather than by the foundation) during the 
5-year period beginning on the date of such 
change in holdings; or 

"(B) an increase in excess business hold­
ings in such enterprise ( determined without 
regard to subparagraph (A)) , subparagraph 
(A) shall apply, except that the excess hold­
ings immediately preceding the increase 
therein shall not be treated, solely because 
of such increase, as held by a disqualified 
person (rather than by the foundation). 

" ( d) DEFINITIONS; SPECIAL RULES.-For 
purposes of this section-

" { l) BUSINESS HOLDINGS.-In computing 
the holdings of a private foundation, or a 
disqualified person (as defined in section 
4946) With respect thereto, in any business 
enterprise, any stock or other interest owned, 
directly or indirectly, by or for a corporation, 
partnership, estate, or trust shall be con­
sidered as being owned proportionately by 
or for its shareholders, partners, or bene­
ficiaries. 

"(2) TAXABLE PERIOD.-The term 'taxable 
period' means, with respect to any excess 
business holdings of a private foundation 
in a business enterprise, the period begin­
ning on the first day on which there are 
such excess holdings and ending on the date 
of mailing of a notice of deficiency with re­
spect to the tax imposed by subsection (a) 
under section 6212 in respect of such hold­
ings. 

"(3) CORRECTION PERIOD.-The term 'cor­
rection period' means, with respect to excess 
business holdings of a private foundation in 
a business enterprise, the period ending 90 
days after the date of mailing of a notice 
of deficiency (with respec~ to the t3.x impoGed 
by subsection (b)) under section 6212, ex­
tended by-

" (A) any period in which a deficiency 
cannot be assessed under section 6213 {a), 
and 

"(B) any other period which the Secretary 
or his delegate determines is reasonable and 
necessary to permit orderly disposition of 
such excess business holdings. 

"{4) FUNCTIONALLY RELATED BUSINESS.­
The term 'business enterprise' does not in­
clude a trade or business-

" {A) which is not an unrelated trade or 
business as defined in section 513, or 

"(B) which is carried on within a larger 
aggregate of similar activities or within a 
larger complex of other endeavors which is 
related ( aside from the need of such organi­
zation for income or funds or the use it makes 
of the profits derived) to the exempt pur­
poses of the organization. 
"SEC. 4944. INVESTMENTS WHICH JEOPARDIZE 

CHARITABLE PURPOSE. 
"(a) TAX ON THE PRIVATE FOUNDATION.­

If a. private foundation invests any amount 
in such a manner as to jeopardize the carry­
ing out of any of its exempt purposes, there 
is hereby imposed on the making of such 
investment a tax equal to 100 percent of 
the amount so invested. The tax imposed 
by this subsection shall be paid by the 
private foundation. 

"(b) TAX ON THE MANAGEMENT.-In any 
case in which a tax is imposed under sub­
section (a), there is hereby imposed on 
any foundation manager who participates in 
the making of such investment knowing that 
it is jeopardizing the carrying out of any 
of the foundation 's exempt purposes, a tax 
equal to 50 percent of the amount so invested. 
Where, under the preceding sentence, more 
than one foundation manager is liable for a 
tax with respect to the same investment, the 
liability of such managers for tax under 
this subsection shall be joint and several. 

"SEC. 4945. TAXES ON TAXABLE EXPENDITURES. 
"(a) GENERAL RULE.-
"(1) TAX ON THE PRIVATE FOUNDATION.­

There is hereby imposed on each taxable 
expenditure a tax equal to 100 percent of 
the amount thereof. The tax imposed by this 
paragraph sLall be paid by the private foun­
dation. 

"(2) TAX ON FOUNDATION MANAGER.-There 
is hereby imposed on any foundation man­
ager who agrees to the making of an expend­
iture, knowing that it is a taxable expendi­
ture, a tax equal to 50 percent of the amount 
thereof. Where, under the preceding sen­
tence, more than one foundation manager is 
liable for a tax with respect to the same ex­
penditure, the liability of such managers for 
tax under this paragraph shall be joint and 
several. 

"(b) TAXABLE EXPENDITURE.-For purposes 
of this section, the term 'taxable expendi­
ture' means any amount paid or incurred by 
a private foundation-

" ( 1) to carry out propaganda, or other­
wise attempt to influence legislation, 

"(2) to influence the outcome of any 
public election (including voter registration 
drives carried on by or for such foundation), 

"(3) 8JS a grant 1iO an individual for travel, 
study, or other similar purposes by such in­
dividual, unless such grant satisfies the re­
quirements of subsection (e), 

" ( 4) as a grant to another organization 
(other than an organization described in 
paragraph (1), (2), or (3) of section 509(a)), 
unless the private found,ation exercises ex­
penditure responsibility with respect to such 
grants in accordance with subsection (f), 
or 

" ( 5) for any purpose other than for a pur­
pose specified in section 501(c) (3). 

" ( C) CERTAIN ACTIVITIES EXPRESSLY IN­
CLUDED WITHIN SUBSECTION (b) (1) .-For pur­
poses of subsection (b) (1), the term 'taxable 
expenditures' includes (but is not limited 
to)-

" ( 1) any attempt to influence legislation 
through an attempt to affeot the opinion of 
the general public or any segment thereof, 
and 

"(2) any attempt to influence legislation 
through private communication with any 
member or employee of a legislative body, 
or with any other person who may partici­
pate in the formulation of the legislation, 
other than through making available the 
results of nonpartisan analysis or research. 
Paragraph (2) of this subsection shall not 
apply to any amount paid or mcurrect in 
connection with an appearance before, or 
communication to, any legislative body with 
respect to a possible decision of such body 
which might affect the existence of the pri­
vate foundation, its powers and duties, its 
tax-exempt status, or the deduction of con­
tributions to such foundation. 

"(d) NONPARTISAN ACTIVITIES CARRIED ON BY 
CERTAIN ORGANIZATIONS.-Subsection (b) (2) 
shall not apply to any amount paid or 
incurred by an organization-

" ( 1) which is exempt from taxation un­
der section 50l(c) (3), 

"(2) the principal activity of which is 
nonpartisan political activity in 5 or more 
States, 

"(3) substantially all of the income of 
which is expended directly for the active 
conduct of the activities constituting the 
purpose or function for which it is orga-
nized and operated. · 

"(4) substantially all of the support 
(other than gross investment income as de­
fined in section 506(b) (2)) of which is nor­
mally received from 5 or more exempt or­
ganizations which are not described in sec­
tion 4946(a) (1) (H) with respect to each 
other or the recipient foundation, or from 
the general public, and not more than 25 
percent of the support of which is normally 

received from any one such exempt organi· 
zation, and 

"(5) contributions to which for voter reg­
istration drives are not subject to conditions 
that they may be used only in specified 
States, possessions of the United States, or 
political subdivisions or other areas of any of 
the foregoing, or the District of Columbia. 
Subsection (b) (4) shall not apply to any 
grant to an organization which meets the 
requirements of the preceding sentence. 

"(e) INDIVIDUAL GRANTS.-Subsection 
(b) (3) shall not apply to an individual grant 
awarded on an objective and nondiscrimina­
tory basis pursuant to a procedure approved 
in advance by the Secretary or his delegate, 
if it is . demonstrated to the satisfaction of 
the Secretary or his delegate that it consti­
tutes a scholarship or fellowship grant at an 
educational institution described in section 
170(b) (1) (B) (ii) or that the purpose of the 
grant is to achieve a specific objective, pro­
duce a report or other similar product, or 
improve or enhance a literary, artistic, musi­
cal, scientific, or other similar capacity, skill, 
or talent. 

"(f) EXPENDITURE RESPONSIBILITY.-The 
expenditure responsiblity referred to in sub­
section (b) (4) means that the private foun­
dation is fully responsible-

" ( 1) to see that the grant is spent solely 
for the purpose for which made, 

"(2) to obtain full and complete reports 
from the grantee on how the funds are 
spent, and to verify the accuracy of such 
reports, and 

"(3) to make full and detailed reports with 
respect to such expenditures to the Secre­
tary or his delegate. 
"SEC. 4946. DEFINITIONS AND SPECIAL RULES. 

"(a) DISQUALIFIED PERSONS.-
" ( 1) IN GENERAL.-For purposes of this 

chapter, the term 'disqualified person' 
means, with respect to a private foundation, 
a person who is-

" (A) a substantial contributor to the 
foundation, 

"(B) a foundation manager (within the 
meaning of subsection (b) ( 1) ) , 

"(C) an individual who-
"(i) owns more than 20 percent of the 

total combined voting power of a corporation, 
or 

"(ii) is a general partner in a partnership, 
or 

"(iii) holds more than 20 percent of the 
beneficial interest of a trust or unincorpo­
rated enterprise, 
which is a substantial contributor to the 
foundation, 

"(D) a member of the family (within the 
meaning of section 34l(d)) of any person 
described in subparagraph (A), (B), or (C), 

"(E) a corporation of which persons de­
scribed in subparagraph (A), (B), (C), or 
(D) own more than 35 percent of the total 
combined voting power, 

"(F) a partnership in which persons de­
scribed in subparagraph (A), (B), (C), or 
(D) own more than 35 percent of the profits 
interest, 

"(G) a trust or estate in which persons de­
scribed in subparagraph (A), (B), (C), or 
(D) hold more than 35 percent of the bene­
ficial interest, 

(H) only for purposes of section 4943, a 
private foundation-

"(!) which is effectively controlled {di­
rectly or indirectly) by the same person or 
persons who control the private foundation 
in question, or 

"{ii) substantially all of the contributions 
to which were made (directly or indirectly) 
by the same person or persons described in 
subparagraph (A), (B), or (C), or members 
of their families (within the meaning of sub­
paragraph (D)), who made (directly or in­
directly) substantially all of the contribu-
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tions to the private foundation in question, 
and 

"(I) only for purposes of section 4941, 
a government official (as defined in subsec­
tion (c)). 

"(2) SUBSTANTIAL CONTRIBUTORS.-For pur­
poses of paragraph ( 1) , the terms 'substantial 
contributor' means a person who is described 
in section 507(b) (2). 

"(3) STOCKHOLDERS.-For purposes of par­
agraphs (1) (C) (i) and (1) (E), there shall 
be taken into account indirect stockholdings 
which would be taken into account under 
section 267 (.c) • 

"(b) FOUNDATION MANAGER.-For purposes 
of this chapter, the term 'foundation man­
ager' means, with respect to any private 
foundation-

" ( ! ) an officer, director, or trustee of a 
foundation (or an individual having powers 
or responsibilities similar to those of officers, 
directors, or trustees of a foundation), and 

"(2) with respect to any act (or failure to 
act), the employees of the foundation having 
authority or responsibility with respect to 
such act (or failure to act). 

"(c) GOVERNMENT OFFICIAL.-For purposes 
of subsection (a) (1) (I) and section 4941, the 
term 'government official' means, with re­
spect to an act of self-dealing described in 
section 4941, an individual who, at the time 
of such act, holds any Of the following offices 
or positions ( other than as a 'special Govern­
ment employee', as defined in section 202 (a) 
of title 18, United States Code): 

" ( 1) an elective public office in the execu­
tive or legislative branch of the Government 
of the United states, 

"(2) an office in the executive or judicial 
branch of the Government of the United 
States, appointment to which was made by 
the President, 

"(3) a position in the executive, legislative, 
or judicial branch of the Government of the 
United States-

" ( A) which is listed in schedule C of rule 
VI of the Civil Service Rules, or 

"(B) the compensation for which is equal 
to or greater than the lowest rate of com­
pensation prescribed for GS-16 of the Gen­
eral Schedule under section 5332 of title 5, 
United States Code, 

"(4) a position under the House of Repre­
sentatives or the Senate of the United States 
held by an individual receiving gross com­
pensation at an annual rate of $15,000 or 
more, 

"(5) an elective or appointive public office 
in the executive, legislative, or judicial 
branch of the Government of a State, pos­
session Of the United states, or political sub­
division or other area of any of the foregoing, 
or of the District of Columbia, held by an 
individual receiving gross compensation at 
an annual rate of $15,000 or more, or 

"(6) a position as personal or executive 
assistant or secretary of any of the foregoing. 
"SEC, 4947, APPLICATION OF TAXES TO CERTAIN 

NONEXEMPT TRUSTS. 
"(a) APPLICATION OF TAX.-
"(l) IN GENERAL.-The taxes imposed by 

section 506 (relating to tax on private foun­
dation investment income) and this chapter 
shall apply to any trust which is not exempt 
from tax under section 501(a), all Of the 
unexpired interests of which are devoted to 
one or more of the purposes described in sec­
tion 170(c) (2) (B), and for which a deduc­
tion was allowable under section 170, 545 
(b)(2), 642(c}, 2055, 2106(a)(2}, or 2522. 

"(2) LIMITATION TO CHARITABLE PORTION.­
In the case of a trust which is not exempt 
from tax under section 501(a), not all of 
the unexpired interests of which are devoted 
to one or more· of the purposes described 
in section 170(c) (2) (B), and which has 
amounts in trust for which a deduction was 
allowable under section 170, 545(b) (2), 642 
(c), 2055, 2106(a) (2), or 2522, the taxes im-

posed by section 4941 (relating to taxes on 
self-dealing), section 4943 (relating to taxes 
on excess business holdings) , section 4944 
(relating to investments which jeopardize 
charitable purpose), and section 4945 (relat­
ing to taxes on taxable expenditures) shall 
apply as if such trust were a private founda­
tion. This subsection shall not apply with 
respect to-

"(A) any amounts payable under the terms 
of such trust to income beneficiaries, unless 
section 170(b) (1) (H) applies, or 

"(B) any amounts in trust for which a de­
duction was not allowable under section 170, 
545(b) (2), 642(c), 2055, 2106(a) (2), or 2522, 
if such amounts are segregated from amounts 
for which such deduction was allowable. 

"(3) For purposes of subsection (a) (2) (B), 
a trust with respect to which amounts are 
segregated shall separately account for the 
various income, deduction, and other items 
properly attributable to each of such segre­
gated amounts. 

"(b) ADDITIONAL TAX.-
"(1) AMOUNT OF TAX.-There is hereby im­

posed upon a trust described in subsection 
(a) which is notified by the Secretary or his 
delegate that he is invoking this subsection 
as to it, and with respect to which there 
have been either willful repeated acts (or 
failures to act), or a willful and flagrant act 
(or failure to act), giving rise to liability 
for tax under this chapter, a tax equal to 
the lower of-

"(A) the amount which such trust sub­
stantiates by adequate records or other cor­
roborating evidence as the aggregate tax 
benefit described in paragraph (2), or 

"(B) the value of the net assets of such 
trust (limited by the value of assets segre­
gated for charity in accordance with subsec­
tion (a)(2)(B)). 

"(2) AGGREGATE TAX BENEFIT.-For purposes 
of subsection (b) (1), the aggregate tax bene­
fit is the sum of-

" (A) the aggregate increases in tax under 
chapters 1, 11, and 12 ( or the corresponding 
provisions of prior law) which would have 
been imposed with respect to all substantial 
contributors (as defined in section 507(b) 
(2)) to the trust if deductions for all con­
tributions made by such contributors to the 
trust after February 28, 1913, had been dis­
allowed, and 

"(B) the aggregate increases in tax under 
chapter 1 ( or the corresponding provisions 
of prior law) which would have been im­
posed with respect to the income of the trust 
for taxable years beginning after Decem­
ber 31, 1912, if deductions under section 642 
( c) ( or the corresponding provisions of prior 
law) had been limited to 20 percent of the 
taxable income of the trust ( computed with­
out the benefit of section 642 ( c) but with 
the benefit of section 170(b) (1) (B)), and 

"(C) interest on the increases in tax de­
termined under subparagraphs (A) and (B} 
from the first date on which each such in­
crease would have. been due and payable to 
the date on which the trust pays the tax im­
posed by this subsection. 

" ( 3) SPECIAL RULE.-For purposes of para­
graph (2), the value Of the net assets shall 
be determined at whichever time such value 
ls higher: 

"(A) the first day on which action is taken 
by the trust which culminates in the imposi­
tion of tax under this subsection, or 

"(B) the day on which the tax prescribed 
by this subsection is imposed. 

" ( 4) LIABILITY IN CASE OF TRANSFERS OF AS­
SETS :F'ROM TRUSTS.-For purposes of deter­
mining liability for the tax imposed by this 
subsection in the case of assets transferred 
by the trust, such tax shall be deemed to 
have been imposed on the first day on which 
action is taken by the trust which culminates 
in the imposition of tax under this subsec­
tion. 

" ( 5) ABATEMENT OF TAX WHERE ASSETS ARE 
DISTRIBUTED TO PUBLIC CHARITIES.-The Secre­
tary or his delegate may abate the unpaid 
portion of the assessment of any tax imposed 
by this subsection, or any liability with re­
spect thereto, if the trust distributes all of 
its net assets (limited by the value of assets 
segregated for charity in accordance with 
subsection (a) (2) (B)) to one or more or­
ganizations specified in section 1 70 ( b) ( 1) ( B) 
each of which has been in existence and met 
the requirements of section 170(b) (1) (B) 
for a continuous period of at least 60 calen­
dar months. 

" ( c) SPECIAL RULE.-For purposes of this 
section, 'nonexempt trust' shall be substi­
tuted for 'private foundation' in sections 506, 
507(b) (2), 4941, 4942, 4943, 4944, 4945, and 
4946. 

"(d) REGULATIONS.-The Secretary or his 
delegate shall prescribe such regulations as 
may be necessary to carry out the purposes 
of this section." 

(C) ASSESSABLE PENALTIES FOR REPEATED, OR 
WILLFUL AND FLAGRANT, ACTS UNDER CHAPTER 
42.-Subchapter B of chapter 68 (relating to 
assessable penalties) is amended by adding 
at the end thereof the following new section: 
"SEC. 6684. 
REPEATED LIABILITY FOR TAX UNDER CHAPTER 

42. 
"If any person becomes liable for tax un­

der any section of chapter 42 (relating to 
private foundations) by reason of any act 
or failure to act which is not due to reason­
able cause and either-

"(!) such person has theretofore been li­
able for tax under such chapter, or 

"(2) such act or failure to act is both will­
ful and flagrant, 
then such person shall be liable for a pen­
alty equal to the amount of such tax." 

(d) INFORMATION RETURNS OF EXEMPT OR­
GANIZATIONS.-

(1) IN GENERAL.-Section 6033(a) (relating 
to information returns by exempt organiza­
tions) is amended to read as follows: 

" (a) ORGANIZATIONS REQUIRED To FILE.-
" (I) IN GENERAL.-Every organization ex­

empt from taxation under section 501(a) 
shall file an annual return, stating specifically 
the items of gross income, receipts, and dis­
bursements, and such other information for 
the purpose of carrying out the internal 
revenue laws as the Secretary or his delegate 
may by forms or regulations prescribe, and 
shall keep such records, render under oath 
such statements, make such other returm, 
and comply with such rules and regulations 
as the Secretary or his delegate may from 
time to time prescribe; except that, in the 
discretion of the Secretary or his delegate, 
any organization described in section 401 (a) 
may be relieved from stating in its return any 
information which is reported in returns 
filed by the employer which established such 
organization. 

"(2) EXCEPTIONS FROM FILING.-The Secre­
tary or his delegate may relieve any organiza­
tion required under paragraph ( 1) to file an 
information return from filing such a return 
where he determines that such filing is 
not necessary to the efficient administration 
of the internal revenue laws." 

(2) ADDITIONAL INFORMATION.-Section 
6033(b) (relating to certain organizations 
described in section 501 (c) (3)) is amended­

(A) by striking out in paragraph (3) "out 
of income", 

(B) by striking out paragraphs (4), (5), 
(6), and (8), and by redesignating paragraph 
(7) as paragraph (4), and 

(C) by adding after paragraph (4) (as re­
designated) the following new paragraphs: 

"(5) the total of the contributions and 
gifts received by it during the year, and the 
names a.nd addresses of all substantial con­
tributors, 
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"(6) the names and addresses of its 

foundation managers (within the meaning 
of section 4946 (b) ( 1) ) and highly compen­
sated employees, and 

"(7) the compensation and other payments 
made during the year to each individual 
described in paragraph (6) ." 

(3) PENALTY FOR LATE FILING OF CERTAIN 
INFORMATION RETURNS.-Section 6652 (relat­
ing to failure to file certain information re­
turns) is amended by reletterlng subsection 
(d) as subsection (e) and inserting imme­
diately after subsection (c) the following 
new subsection: 

"(d) RETURNS BY EXEMPT ORGANIZATIONS 
AND BY CERTAIN TRUSTS.-

" ( 1) PENALTY ON ORGANIZATION OR TRUST.­
In the case of a failure to file a return re­
quired under sectio.n 6033 (relating to returns 
by exempt organizations) and section 6034 
(relating to returns by certain trusts) on the 
date and in the manner prescribed therefor 
(determined with regard to any extension of 
time for filing), unless it is shown that such 
failure is due to reasonable cause, there shall 
be paid ( on notice and demand by the Secre­
tary or his delegate and in the same man­
ner as tax) by the exempt organization or 
trust failing so to file, $10 for each day dur­
ing which such failure continues, but the 
total amount imposed hereunder on any 
organization for failure to file any return 
shall not exceed $5,000. 

"(2) PENALTY ON MANAGERS.-The Secre­
tary or his delegate may make written de­
mand upon an organization failing to file 
under paragraph ( 1) specifying therein a 
reasonable future date by which such filing 
shall be made, and if such filing is not made 
on or before such date, and unless it is shown 
that failure so to file is due to reasonable 
cause, there shall be paid ( on notice and de­
mand by the Secretary or his delegate and in 
the same manner as tax) by the person fail­
ing so to file, in addition to the penalty pre­
scribed in paragraph (1), a penalty of $10 
for each day after the expiration of the time 
specified in the written demand during 
which such failure continues, but the total 
amount imposed hereunder on all persons 
for such failure to file shall not exceed $5,000. 
If more than one person is liable under this 
paragraph for a failure to file, all such per­
sons shall be jointly and severally liable with 
respect to such failure. The term 'person' as 
used herein means any officer, director, trust­
ee, employee, member, or other individual 
who is under a duty to perform the act in 
respect of which the violation occurs." 

( e) PuBLICITY OF INFORMATION REQUmED 
BY CERTAIN EXEMPT 0RGANIZATIONS.-Section 
6104 (relating to publicity of information re­
quired from certain exempt organizations 
and certain trusts) ls amended by inserting 
immediately after subsection (b) , the fol­
lowing new subsection: 

" ( C) PUBLICATION TO STATE 0FFCIALS.-
" ( 1) GENERAL RULE.-In the case of any 

orangization which is exempt from taxation 
under section 501a), or has applied for rec­
ognition of exemption under such section on 
or after May 26, 1969, the Secretary or his 
delegate at such times and in such manner 
as he may by regulations prescribe shall-

"(A) notify the appropriate State officer of 
a refusal to recognize exemption or the op­
eration of such organization in a manner 
which does not meet, or no longer meets, 
the requirements of its exemption. 

"(B) notify the appropriate State offl::er. 
of the mailing of a notice of deficiency of tax 
under section 507 or chapter 42, and 

"(C) at the request of such appropriate 
State officer, make available for inspection 
an-i copying such returns, filed statements, 
records, reports, and other information, re­
lating to a determination under subpara­
graph (A) or (B) as are relevant to any de­
termination under State law. 

H(2) APPROPRIATE STATE OFFICER.-For pur­
poses of this section, the term 'appropriate 
State officer' means the StaJte attorney gen­
eral, Sate tax officer, or any other State of­
ficial charged with overseeing charitable 
organizations." 

(f) PETITION TO TAX COURT; DEFICIENCY 
PROCEDURES MADE APPLICABLE.-

( 1) Section 6211 (a) (definition of a de­
ficiency) 1s amended-

(A) by striking out "and gift taxes" and 
inserting in lieu thereof "gift, and excise 
taxes,", 

(B) by striking out "subtitles A and B," 
and inserting in lieu thereof "subtitles A and 
B, and chapter 42,", and 

(C) by striking out "subtitles A or B" 
and inserting in lieu thereof "subtitle A or 
B or chapter 42". 

(2) Section 6212(c) (1) (relating to fur­
ther deficiency letters restricted) is amended 
by striking out "or" before "of estate tax" 
and by inserting after "the same decedent," 
the following: "or of chapter 42 tax with re­
speot to any act (or failure to act) to which 
such petition relates,". 

(3) Section 6213 (relating to restrictions 
applicable to deficiencies; petition to Tax 
Court) is amended by relettering subsection 
(e) as subsection (f) and inserting immedi­
ately after subsection (d) the following new 
subsection: 

" ( e) SUSPENSION OF FILING PERIOD FOR CER­
TAIN CHAPTER 42 TAXES.-The running of the 
time prescribed by subsection (a), for filing 
a petition in the Tax Court with respect to 
the taxes imposed by section 4941 (relating 
to taxes on self-dealing), 4942 trelating to 
taxes on failure to distribute income), or 4943 
(relating to taxes on excess business hold­
ings) shall be suspended for any period dur­
ing which the Secretary or his delegate has 
extended the time allowed for making cor­
rection under section 4941 ( e) ( 4) , 4942 ( j) 
( 2) , or 4943 ( d) ( 3 ) . " 

(g) LIMITATIONS ON AsSESSMENT AND COL­
LECTION.-

( 1) Section 6501 is amended by adding at 
the end thereof the following new subsection: 

"(n) SPECIAL RULE FOR CHAPTER 42 TAXES.­
For purposes of any tax imposed by chapter 
42 ( other than section 4942) , the return re­
f erred to in this section shall be the return 
filed by the private foundation for the year 
in which the act (or failure to act) giving 
rise to liability for such tax occurred. For 
purposes of section 4942 (relating to taxes 
on failure to distribute income), such return 
is the return filed by the private foundation 
for the taxable year in which a distribution 
of undistributed income under section 4942 is 
required to be made." 

( 2) Section 6501 ( c) is amended by adding 
the following new paragraph at the end 
thereof: 

"(7) TERMINATION OF PRIVATE FOUNDATION 
STATus.-In the case of a tax on termination 
of private foundation status under section 
507, such tax may be assessed, or a proceed­
ing in court for the collection of such tax 
may be begun without assessment, at any 
time." 

(3) Section 6503 (relating to suspension of 
running of period of limitation) is amended 
by relettering subsection (h) as subsection 
(1) and inserting immediately after subsec­
ton (g) the following new subsection: 

" ( h) SUSPENSION PENDING CORRECTION.­
The running of the period of limitations pro­
vided in sections 6501 and 6502 on the mak­
ing of assessments or the collection by levy or 
a proceeding in court in respect of any tax 
imposed by chapter 42 or section 507 shall be 
suspended for any period during which the 
Secretary or his delegate has extended the 
time for making correction under section 
4941(e) (4), 4942(j) (2), or 4943(d) (3)." 

(h) LIMITATIONS ON CREDITS OR REFUNDS.­
Section 6511 (relating to limitations on 

credits or refunds) is amended by re1'etterlng 
subsection (f) as subsection (g) and insert­
ing immediately after subsection (e) the fol­
lowing new subsection: 

"(f) SPECIAL RULE FOR CHAPTER 42 TAXES.­
For purposes of any tax imposed by chapter 
42, the return referred to in subsection (a) 
shall be the return specified in section 
6501(n) ." 

(i) CIVIL ACTION FOR REFUND.-Section 
7422 (relating to civil actions for refund) is 
amended by reletterlng subsection (g) as 
subsection (h) and by inserting immediately 
after subsection (f) the following new sub­
section: 

"(g) SPECIAL RULES FOR CERTAIN EXCISE 
TAXES IMPOSED BY CHAPTER 42.-

"(1) RIGHT TO BRING ACTIONS.-Wlth re­
spect to any act (or failure to act) giving rise 
to liability under section 4941, 4942, or 4943, 
payment of the full amount of tax imposed 
under section 4941 (a) (relating to initial 
taxes on self-dealing), section 4942(a) (re­
lating to initial tax on failure to distribute 
income), section 4943(a) (relating to initial 
tax on excess business holdings) , section 
4941 (b) (relating to additional taxes on self­
dealing), section 4942 (b) (relating to addi­
tional tax on failure to distribute income), 
or section 4943(b) (relating to additional tax 
on excess business holdings) shall constitute 
sufficient payment in order to maintain an 
action under this section with respect to such 
act. 

"(2) LIMITATION ON SUIT FOR REFUND.-NO 
suit may be maintained under this section 
for the credit or refund of any tax imposed 
under section 4941, 4942, or 4943 with re­
spect to any act (or failure to act) giving 
rise to liability for tax under such sections, 
unless no other suit has been maintained 
for credit or refund, and no petition has 
been filed in the Tax Court with respect to 
a deficiency of tax, for any other tax imposed 
under such sections with respect to such 
act (or failure to act). 

"(3) FINAL DETERMINATION OF ISSUES.-For 
purposes of this section, any suit for the 
credit or refund of any tax imposed under 
section 4941, 4942, or 4943 with respect to 
any act (or failure to act) giving rise to lia­
bility for tax under such sections, shall con­
stitute a suit to determine all questions with 
respect to any other tax imposed with re­
spect to such act (or failure to act) under 
such sections, and failure by the parties to 
such suit to bring any such question before 
the Court shall constitute a bar to such 
question." 

(j) TECHNICAL, CONFORMING, AND CLER­
ICAL AMENDMENTS.-

(!) Section 101 (b) (2) (B) (iii) (relating to 
nonforfeitable rights) is amended by strik­
ing out "section 503(b) (1), (2), or (3)" 
and inserting in lieu thereof "section 170 
(b) (1) (B) (ii) or (iii) or which ls a religious 
organization (other than a trust)". 

(2) Section 170 (c) (2) (B) (relating to the 
definition of charitable contributions) is 
amended by inserting after "animals" the 
phrase ", or for the providing of hospital 
care". 

(3) Section 170(c) (4) (relating to contri­
butions to fraternal societies) is amended by 
inserting after "animals" the phrase ", or 
for the providing of hospital care". 

(4) Section 170(1) (1) (relating to disal­
lowance of deductions in certain cases) (as 
redesignated) is amended by striking out 
"section 503 ( e) " and inserting in lieu there­
of "section 507 (f) ". 

(5) Section 501(a) (relating to exemption 
from taxation) is amended by striking out 
"502, 503, or 504" and inserting in lieu there­
of "502 or 503". 

(6) Section 501 (b) (relating to tax on un­
related business income) is amended to 
read as follows: 

"(b) TAX ON UNRELATED BUSINESS INCOME 
AND CERTAIN OTHER ACTIVITIES.-An organi-
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zation exempt from taxation under sub­
section (a) shall be subject to tax to the 
extent provided in parts II and III of this 
subchapter, but (notwithstanding parts II 
and III of this subchapter) shall be consid­
ered an organization exempt from income 
t axes for the purpose of any law which refers 
to organizations exempt from income taxes." 

(7) Section 501(c) (3) (relating to the 
definition of exempt organizations) is 
amended by inserting after "animals" the 
phrase ", or for the providing of hospital 
care,". 

(8) Section 501(c) (16) (relating to list of 
exempt organizations) is amended by strik­
ing out "part III" and inserting in lieu 
thereof "part IV". 

(9) Section 501(e) (relating to cooperative 
hospital service organizations) is amended 
by striking out in the last sentence thereof 
"section 503(b) (5) ." and inserting in lieu 
thereof "section 170(b) (1) (B) (iii).". 

(10) Section 503(a) (1) (relating to gen­
eral rule) is amended to read as follows: 

" ( 1) GENERAL RULE.-
" (A) An organization described in section 

501(c) (17) shall not be exempt from taxa­
. tion under section 501 (a) if it has engaged 
in a prohibited transaction after December 
31, 1959. 

"(B) An organization described in section 
401 (a) shall not be exempt from taxation 
under section 501(a) if it has engaged in a 
prohibited transaction after March 1, 1954." 

(11) Section 503(a) (2) (relating to tax­
able years affected by denial of exemption) 
is amended by striking out "section 501(c) 
( 3) or ( 17) " and inserting in lieu thereof 
"section 501 (c) (17) ". 

(12) Section 503(d) (relating to future 
status of organizations denied exemption) 
is amended by striking out "section 501 ( c) 
( 3) or ( 17) " and inserting in lieu thereof 
"section 501(c) (17)". 

(13) Section 503 (g) (relating to spedal 
rule for loans) is amended by striking out 
"subsection (c) (1) ," and inserting in lieu 
thereof "subsection (b) (1) ,". 

(14) Section 503(h) (relating to special 
rules relating to lending by secUon 401(a) 
and section 501(c) (17) trusts to certain per­
sons) is amended-

( A) by striking out in the title thereof 
"SPECIAL RULES RELATING TO LENDING BY SEC­
TION 401 (a) AND SECTION 501 (C) (17) TRUSTS 
TO CERTAIN PERSONS.-", and inserting in lieu 
thereof "SPECIAL RULES.-"' 

(B) by striking out "subsection ( c) ( 1) ," 
and inserting in lieu thereof "subsection 
(b) (l),", 

(C) by striking out "acquired by a trust 
descrtbed in section 401 (a) or section 501 
(c) (17) ", and 

(D) by striking out in paragraph (3) 
"subsection ( c) " and inserting in lieu there­
of "subsection (b) "'. 

( 15) Section 603 ( 1) (relating to loans 
with respect to which employers are pro­
hibited from pledging certain assets) ls 
amended-

(A) by striking out "Subsection (c) (1)" 
and inserting in lieu thereof "Subsection 
(b) (1) ", and 

(B) by striking out "subsection (h)" and 
inserting in lieu thereof "subsection ( e) ". 

(16) Section 503(j) (1) (relating to pro­
hibited transactions) is amended by striking 
out "subsection (c)" and inserting in lieu 
thereof "subsection (b) ". 

(17) Section 503 (relating to requirements 
of exemption) is ·amended by striking out 
subsections (b), (e), and (f) and by redesig­
nating subsections (c), (d), (g), (h), (1), 
and (j) (as amended) as subsections (b), 
(c), (d), (e), (f), and (g), respectively. 

(18) Section 504 (relating to denial of 
exemption) is repealed. 

(19) Section 542(a) (2) (relating to stock 
ownership requirement) 1s amended-
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(A) by striking out in the second sentence 
"503(b)" and inserting in lieu thereof "sec­
tion 40l(a), 50l(c) (17), or 509(a)", and 

(B) by amending the third sentence to 
read as follows: "The preceding sentence 
shall not apply in the case of an organiza­
tion or trust organized or created before 
July 1, 1950, if at all times on or after July 1, 
1950, and before the close of the taxable year 
such organization or trust has owned all of 
the common stock and at least 80 percent 
of the total number of shares of all other 
classes of stock of the corporation." 

(20) Section 663(a) (2) (relating to chari­
table, etc., distributions) is amended by 
striking out "section 681" and inserting in 
lieu thereof "sections 681 and 507 (f) ". 

(21) Section 681 (b) and (c) (relating to 
operations of trusts and accumulated in­
come) is repealed. 

(22) Section 68l(d) (relating to cross 
reference) is redesignated as subsection (b), 
and as so redesignated is amended by striking 
out "section 503 ( e) " and inserting in lieu 
thereof "section 507(f) ". 

(23) Section 2039(c) (3) (relating to ex­
emption of annuities under certain trusts 
and plans) is amended by striking out "sec­
tion 503(b) (1), (2), or (3) ," and inserting 
in lieu thereof "section 170(b) (1) (B) (ii) or 
(vi), or which is a religious organization 
( other than a trust),". 

( 24) Section 2055 (a) (relating to general 
rule for transfers for public, charitable, and 
religious uses) is amended by-

( A) inserting in paragraph (2) after "ani­
mals" the phrase ", or for the providing of 
hospital care", and 

(B) inserting in paragraph (3) after "ani­
mals" the phrase ", or for the providing of 
hospital care". 

(25) Section 2106(a) (2) (A) (relating to 
general rule for transfer for public chari­
table, and religious uses) is a.mended by­

(A) inserting in clause (ii) after "ani­
mals" the phrase ", or for the providing of 
hospital care", and 

(B) inserting in clause (ili.) after "ani­
mals" the phrase ", or for the providing of 
hospital care". 

(26) Section 2517(a) (3) (relating to gen­
eral rule for certa.l.n annuities under quali­
fied plans) is amended by strik1ng out "sec­
tion 503(b) (1), (2), or (3)," and inserting 
in lieu thereof "section 170(b) (1) (B) (11) or 
(vi) , or which is a religious organization 
(other than a trust),". 

(27) Section 2522 (relating to charitable 
and similar gifts) is a.mended by: 

(A) inserting in subsectil.on (a) (2) after 
"animals" the phrase ", or for the providing 
of hosp! tal care", 

(B) inserting in subsection (a) (3) after 
"animals" the phrase ", or for the providing 
of hospital care", 

(C) inserting in subsection (b) (2) after 
"animals" the phrase ", or for the providing 
of hospital care", 

(D) inserting in subsection (b) (3) after 
"animals" the phrase", or for the providing 
of hospital care", and 

(E) inserting in subsection (b) (4) after 
"an:1Inals" the phrase ", or for the providing 
of hospital care". 

(28) Section 4057(b) (relating to the 
definition of nonprofit educational organiza­
tion) is amended by strtking out "section 
503(b) (2)" and inserting in lieu thereof 
"section 170(b) (1) (B) (ii)". 

(29) Section 4221(d) (5) (relating to the 
definition of nonprofit educational organiza­
tion) is amended by striking out "section 
503(b) (2)" and inserting in lieu thereof 
"section 170(b) (1) (B) (ii)". 

(30) Section 4253 (h) (relating to non­
profit hospitals) is amended by striking out 
"section 503 (b) ( 5)" and inserting in lieu 
thereof "section 170(b) (1) (B) (iii)". 

(31) Section 4294(b} (relating to the 
definition of nonprofit educational organiza-

tion) is amended by striking out "section 
503(b) (2)" and inserting in lieu thereof 
"section 170(b) (1) (B) (ii)". 

(32) Section 5214(a) (3) (A) (relating to 
purposes for withdrawal of distilled spirits 
from bonded premises free of tax or with­
out payment of tax) is amended by striking 
out "section 503(b) (2)" and inserting in 
lieu thereof "section 170(b) (1) (B) (ii)". 

(33) Section 6033(b) (7) (relating to cer­
tain balance sheet items on returns by ex­
empt organizations) is amended by striking 
out "and". 

(34) Section 6034 (relating to returns by 
certain trusts) is amended by striking out 
all of such section before paragraph ( 1) of 
subsection (a) and inserting in lieu thereof 
the following: 
"SEC. 6034. RETURNS BY TRUSTS DESCRIBED IN 

SECTION 4947 (a) OR CLAIMING 
CHARITABLE DEDUCTIONS UNDER 
SECTION 642 ( C) . 

"(a) GENERAL RULE.-Every trust described 
in section 4947(a) or claiming a charitable, 
etc., deduction under section 642(c) for the 
taxable year shall furnish such information 
with respect to such taxable year as the Sec­
retary or his delegate may by forms or regu­
lations prescribe as necessary to carry out the 
provisions of the internal revenue laws, in­
cluding-". 

(35) Section 6034(a) (1) (rel,ating to re­
turns by certain trusts) is amended by 
striking out "(showing seperately the amount 
of such deduction which was paid out and 
the amount which was permanently set aside 
for charitable, etc., purposes during such 
year)". 

(36) Section 6104(b) (relating to inspec­
tion of annual information returns) is 
amended by striking out "sections 6033 (b) 
and 6034,'' and inserting in lieu thereof "sec­
tions 6033 and 6034,". 

(37) Section 6161 (b) (relating to the 
amount determined as a deficiency when 
granting an extension of time) is amended­

( A) by striking out in paragraph (1) "chap­
ter 1 or 12," and insertinc in lieu thereof 
"chapter l, 12, or 42,", and 

(B) by striking out "chapter 1,'' the last 
:time it appears and insertin~ in lieu there­
of "chapter 1 or 42,". 

(38) Section 6201 (d) (relating to defi­
ciency proceedings) is amended by striking 
out "and gift taxes", and inserting in lieu 
thereof "gift, and chapter 42 taxes". 

(39) Section 621l(b) (2) (relating to the 
term "rebate") is amended by striking out 
"subtitles A or B" and inserting in lieu 
thereof "subtitle A or B or chapter 42". 

(40) Section 6212(a) (relating to notice of 
deficiency) is amended by striking out "sub­
titles A or B" and inserting in lieu thereof 
"subtitle A or B or chapter 42". 

(41) Section 6212(b) (1) (relating to ad­
dress for notice of deficiency) is amended-

(A) by striking out in the title thereof 
"AND GIFT TAXES" and inserting in lieu there­
of "AND GIFT TAXES AND TAXES IMPOSED BY 
CHAPTER 42", 

(B) by striking out "subtitle A or chapter 
12," and inserting in lieu thereof "subtitle 
A, chapter 12, or chapter 42,'', and 

(C) by inserting "chapter 42," after 
"chapter 12,'' the last place it appears. 

(42) Section 6213(a) (relating to restric­
tions applicable to deficiencies; petition to 
Tax Court) is amended by inserting "or 
chapter 42" after "subtitle A or B". 

(43) Section 6214 (relating to determina­
tions by the Tax Court) is amended by re­
lettering subsection ( c) as subsection ( d) 
and by inserting after subsection (b) the fol­
lowing new subsection: 

"(c) TAXES IMPOSED BY SECTION 507 OR 
CHAPTER 42.-The Tax Court, in redetermin­
ing a deficiency of any tax imposed by sec­
tion 507 or chapter 42 for any period, a.ct, 
or failure to act, shall consider such facts 
with relation to the taxes under chapt.er 42 

' 
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for other periods, acts, or failures to act as 
may be necessary correctly to redetermine 
the amount of such deficiency, but in so 
doing shall have no jurisdiction to determine 
whether or not any other tax has been over­
paid or underpaid." 

(44) Section 6214(d) (as relettered) is 
amended by inserting ", chapter 42," after 
"chapter". 

(45) Section 6344(a) (1) (relating to cer­
tain cross references) is amended by insert­
ing "and taxes imposed by chapter 42," after 
"gift taxes". 

( 46) Section 6503 (a) ( 1) (relating to is­
suance of statutory notice of deficiency) is 
amended by striking out "and gift taxes" 
and inserting in lieu thereof ''gift, and chap­
ter 42 taxes". 

(47) Section 6512(a) (relating to effect of 
petition of Tax Court) is amended-

(A) by striking out "and gift taxes" and 
inserting in lieu thereof "gift, and chapter 
42 taxes", and 

(B) by striking out "or of estate tax in 
respect of the taxable estate of the same 
decedent," and inserting in lieu thereof "of 
estate tax in respect of the taxable estate of 
the same decedent, or of tax imposed by 
chapter 42 with respect to any act ( or fail­
ure to act) to which such petition relates,". 

(48) Section 6512(b) (1) (relating to juris­
diction to determine overpayment de­
termined by Tax Court) is amended by 
striking out "or of estate tax in respect of 
the taxable estate of the s·ame decedent," and 
inserting in lieu thereof "of estate tax in 
respect of the taxable estate of the same 
decedent, or of tax imposed by chapter 42 
with respect to any ad (or failure to act) to 
which such petition relates,". 

(49) Section 6601 (d) (relating to sus­
pension of interest in certain cases) is 
amended-

(A) by striking out in the title thereof 
''AND GIFT TAX CASES." and inserting in lieu 
thereof "GIFT, AND CHAPTER 42 TAX CASES.", 
and 

(B) by striking out "and gift taxes" and 
inserting in lieu thereof "gift, and chapter 
42 taxes". 

(50) Section 6653 (c) (1) (relating to defi­
nition of overpayment) is amended-

(A) by striking out in the title thereof 
"AND GIFT TAXES." and inserting in lieu there­
of "GIFT, AND CHAPTER 42 TAXES.", and 

(B) by striking out "and gift taxes" the 
last time it appears and inserting in lieu 
thereof "gift, and chapter 42 taxes". 

(51) Section 6659(b) (relating to pro­
cedure for assessing certain additions to tax) 
is a.mended by striking out "and gift taxes" 
and inserting in lieu thereof " gift, and 
chapter 42 taxes". 

(52) Section 6676(b) (relating to defi­
ciency procedures not to apply) is amended 
by striking out "and gift taxes" and inserting 
in lieu thereof "gift, and chapter 42 taxes". 

(53) Section 6677(b) (relating to deficiency 
procedures not to apply) is amended by 
striking out "and gift taxes" and inserting 
in lieu thereof "gift, and chapter 42 taxes". 

( 54) Section 6679 ( b) ( relating to deficiency 
procedures not to apply) is amended by 
striking out "and gift taxes" and inserting 
in lieu thereof "gift, and chapter 42 taxes". 

(55) Section 6682(b) (relating to deficiency 
procedures not to apply) is amended by 
striking out "and gift taxes" and inserting in 
lieu thereof "gift, and chapter 42 taxes". 

(56) Section 7422(e) (relating to stay of 
proceeding in civil actions for refund) is 
amended by striking out "or gift tax" the 
first time it appears and inserting in lieu 
thereof "gift tax, or tax imposed by chapter 
42". 

(57) The table of parts for subchapter F of 
chapter 1 is amended to read as follows: 

"SUBCHAPTER F-EXEMPT ORGANIZATIONS 
"Part I. General rule. 
"Part II. Private foundations. 

"Part III. Taxation of business income of 
certain exempt organizations. 

"Part IV. Farmers' cooperatives. 
· "Part V. Shipowners' protection and in­

demnity associations." 
(58) The table of chapters for subtitle D 

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

"Chapter 42. Private foundations." 
(59) The table of sections for subchapter 

B of chapter 68 is amended by adding at the 
end thereof the following new item: 

"Sec. 6684. Repeated liability for tax under 
chapter 42." 

(k) EFFECTIVE DATES.-:-
( 1) IN GENERAL.-Except as otherwise pro­

vided in this subsection, the amendments 
made by this section shall apply for taxable 
years beginning after December 31, 1969. 

(2) SECTION 4941.-Section 1941 shall not 
apply to-

(A) any transaction between a private 
foundation and a corporation which is a 
disqualified person ( as defined in section 
4946), pursuant to the terms of securities of 
such corporation in existence at the time 
acquired by the foundation, if such securities 
were acquired by the foundation before May 
27, 1969; 

( B) the sale of property which ls owned 
by a private foundation on May 26, 1969, to 
a disqualified person, if such foundation is 
required to dispose of such property in order 
not to be liable for tax under section 4943 
(relating to taxes on excess business hold­
ings), and it receives in return an amount 
which equals or exceeds the fair market value 
of such property; and 

(C) the use of property in which a private 
foundation and a disqualified person have a 
joint or common interest, if the interests of 
both in such property were acquired before 
May 27, 1969. 

(3) SECTION 4942.-In the case of orga­
nizations organized before May 27, 1969, sec­
tion 4942 shall-

( A) for taxable years beginning before 
January 1, 1972, apply without regard to the 
minimum investment return provision ( as 
defined in section 4942 ( e) as added by this 
Act); and 

(B) not apply to an organization to the 
extent its income is required to be accumu­
lated pursuant to the mandatory terms (as 
in effect on May 27, 1969, and at all times 
thereafter) of an instrument executed before 
May 27, 1969, with respect to the transfer 
of income producing property to such orga­
nization, except that section 4942 shall apply 
to such organization if the organiziation 
would have been denied exemption if section 
504 (a) had not been repealed by this Act, 
or would have had its deductions under sec­
tion 642(c) limited if section 681(c) had 
not been repealed by this Act. In applying 
the preceding sentence, in addition to the 
limitations contained in section 504(a) or 
681 (c) before its repeal, section 504(a) (1) 
or 68l(c) (1) shall be treated as not applying 
to income attributable to property trans­
ferred to an organization before January 
1, 1951, if the transfer was irrevocable on 
such date and if such income is required to 
be accumulated pursuant to the mandatory 
terms (as in effect on such date and at all 
times thereafter) of an instrument relating 
to such transfer executed before such date. 
With respect to taxable years beginning after 
December 31, 1971, subparagraph (B) shall 
apply only with respect to taxable years for 
which it is impossible for such organization 
to reform its governing instrument (by 
amendment, judicial proceeding, or other­
wise) to meet the requirements of section· 
508 (g) (1) (A). 

(4) SECTION 4943.-Subject to the provi­
sion of paragraph ( 5) , section 4943 shall not 
apply- with respect to-

(A) an organization created by an inter­
vivos trust which was irrevocable on Decem­
ber 31, 1939, and which, together with all 

disqualified persons ( as defined in section 
4946) with respect thereto, owned on July 
28, 1969, not more than 55 percent of the 
stock of a corporation, the common stock 
of which was traded on a public stock ex­
change at all times after 1960, or 

(B) an organization incorporated before 
December 31, 1944, which owns stock in a 
business enterprise 95 percent of the gross 
income of which (for the 10-year period 
ending on December 31, 1969) was derived 
from dividends, interest, royalties, income 
in the nature of royalties, and capital gains, 
and which, for each taxable year beginning 
after December 31, 1969, makes qualifying 
distributions (within the meaning of section 
4942(g) (1) and (2)) of substantially more 
than half of its income for educa.tional pur­
poses described in section 1 70 ( c) ( 2) ( B) . 
For purposes of subparagraph (B), income in 
the nature of royalties means income of a 
corporation derived from the sale of any 
product under a contract between such cor­
poration and a buyer of such product desig­
nating such buyer as the corporation's ex­
clusive customer of such product within a 
specified geographical area, or from charges 
or costs passed on to such customer at cost, 
if such corporation does not manufacture, 
produce, physically receive, or deliver or 
maintain inventories in such product, and in­
come of a corporation received in settlement 
of a dispute concerning, or in lieu of the ex­
ercise of, its right to sell a product within a 
specified geographical area. 

(5) SPECIAL RULE.-An organization is with­
in the meaning of paragraph (4) only if-

(A) at least 80 percent of its net income in 
each of the last 4 taxable years ending on or 
before December 31, 1969, is derived from the 
stock in a business enterprise described in 
subparagraph (A) or (B) of paragraph (4), · 

(B) no donor to such organization of the 
stock in a business enterprise described in 
subparagraph (B) or (B) of paragraph (4), 
or a member of his family (as defined in sec­
tion 341(d) ), is a foundation manager (as 
defined in section 4946(b)) with respect 
thereto or a member of the board of directors 
or other managing body of such business 
enterprise on July 28, 1969, and 

(C) it does not purchase any stock or other 
interest in such business enterprise after 
July 28, 1969, and it does not acquire any 
stock or other interest in any other business 
enterprise which would constitute excess 
business holdings if the organization were 
subject to the provisions of section 4943. 

(6) SECTION 4947.-Section 4947(a) (2) 
shall not apply with respect to amounts 
transferred in trust before May 27, 1969. 

SUBTITLE B-0THER TAX EXEMPT 
ORGANIZATIONS 

SEC. 121. TAX ON UNRELATED BUSINESS IN­
COME. 

(a) ORGANIZATIONS SUBJECT TO TAX.-
(1) CORPORATE RATES.-Section 5ll(a) (2) 

(A) (relating to certain organizations subject 
to tax on unrelated business income at corpo­
rate rates) is amended to read as follows: 

"(A) ORGANIZATIONS DESCRIBED IN SEC­
TIONS 401 (a) AND so1 (c) .-The taxes imposed 
by paragraph ( 1) shall apply in the case of 
any organization ( other than a trust de­
scribed in subsection (b) OT an organiza­
tion described in section 501 ( c) ( 1) ) which 
is exempt, except as provided in this part or 
part II (relating to private foundations), 
from taxation under this subtitle by reason 
of section 501 (a)." 

(2) INDIVIDUAL RATES.-Section 51l(b) (2) 
(relating to charitable, etc., trusts subject 
to tax on unrelated business income) is 
amended to read as follows: 

"(2) CHARITABLE, ETC., TRUSTS SUBJECT TO 
TAX.-The tax imposed by paragraph (1) 
shall apply in the oase of any trust which is 
exempt, except as provided in this part or 
part II (relating to private foundations), 
from taxation under this subtitle by reason 



August 1, 1969 CONGRESSIONAL RECORD- HOUSE 21791' 
of section 601(a) and which, if it were not 
for such exemption, would be subject to sub­
chapter J (sec. 641 and following, relating to 
estates, trusts, beneficiaries, a.nd decedents)." 

(b) DEFINITION OF UNRELATED BUSINESS 
TAXABLE INCOME.-

(!) IN GENERAL.-Seotion 612(a) (relating 
to definition of unrelated business taxable 
income) is amended to read as follows: 

" (a) DEFINITION .-For purposes of this 
title-

( 1) GENERAL RULE.-Except as otherwise 
provided in this subsection, the term 'unre­
lated business taxable income' means the 
gross income derived by any organization 
from any unrelated trade or business ( as de­
fined in section 613) regularly carried on by 
it, less the deductions allowed by this chap­
ter which are directly connected with the 
carrying on of such trade or business, both 
computed with the modifications provided in 
subsection (b). 

"(2) SPECIAL RULE FOR FOREIGN ORGANIZA• 
TIONS.-In the case of an organization de­
soribed in section 511 which is a foreign 
organization, the unrelated business taxable 
inoome shall be-

"(A) its unrelated business taxable in­
come Which is derived from sources within 
the United States and which is not effeotively 
connected with the conduct of a trade or 
business wLthin the United States, plus 

"(B) its unrelated business taxable income 
which is effectively connected with the con­
duct of a trade or business within the United 
States. 

"(3) SPECIAL RULES APPLICABLE TO ORGANIZA­
TIONS DESCRIBED IN SECTION 501 (c) (7), (a), 
(9), OR (10) .-

" (A) GENERAL RULE.-In the case of an or­
ganization described in section 501(c) (7), 

· (8), (9), or (10), the term 'unrelated busi­
ness taxable income' means the gross income 
( excluding any exempt function income) , 
less the deductions allowed by this chapter 
which are directly connected with the pro­
duction of the gross income (excluding ex­
empt function income), both computed with 
the modifications provided in paragraphs 
(6), (10), (11) and (12) of subsection (b). 

.. (B) EXEMPT FUNCTION INCOME.-For pur­
poses of subparagraph (A) ,·the term 'exempt 
function income' means the gross income 
from dues, fees, charges, or similar amounts 
paid by members of the organization as con­
sideration for providing such members or 
their guests goods, facilities, or services in 
furtherance of the purposes constituting the 
basis for the exemption of the organization 
to which such income is paid. In the case of 
an organization described in section 501 (c) 
(8), (9), or (10), the term 'exempt function 
income' also includes all income ( other than 
an amount equal to the gross income derived 
from any unrelated trade or business regu­
larly carried on by such organization com­
puted as if the organizaticm were subject to 
paragraph (1)), which is permanently com­
mitted-

"(i) for a purpose specified in section 
170(c) (4), or 

"(ii) to providing for the payment of life, 
sick, accident, or other benefits under section 

· 501 (c) (8) (B), (9), or (10). 

If during the taxable year, an amount which 
is attributable to income so permanently 
committed is used for a purpose other than 
that described in clause (i) or (ii), such 
amount shall be included, under subpara­
graph (A), in unrelated business taxable in­
come for the taxable year. 

" ( C) APPLICABILITY TO CERTAIN CORPORA­
TIONS DESCRIBED IN SECTION 501 (C) (2) .-In 
the case of a corporation described in section 
501 ( c) (2), the income of which is payable 
to an organization described in section 501 
(c) (7), (8), (9), or (10), the rules of sub­
paragraphs (A) and (B) shall apply as if 
such corporation were the organization to 
which the income were payable, and in com­
puting exempt function income amounts 
paid by the organization to which such 

corporation's income is payable as well as 
by members of such organization shall be 
taken into account." 

(2) MODIFICATIONS.-
(A) DEBT-FINANCED PROPERTY.-Section 

612(b) (4) (relating to modifications with re­
spoot to business leases) is amended to read 
as follows: 

"(4) Notwithstanding paragraph (1), (2), 
(3), or (5), in the case of debt-financed 
property (as defined in section 514) there 
shall be included, as an item of gross income 
derived from an unrelated trade or business, 
the amount ascertained under section 514(a) 
( 1) , and there shall be allowed, as deduction, 
the amount ascertained under section 514 
(a) (2)." 

( B) LIMIT ON SPECIFIC DEDUCTION .-Section 
512(b) (12) (relating to allowance of specific 
deduction) is amended to read as follows: 

"(12) Except for purposes of computing 
the net opera ting loss under section 1 72 and 
paragraph (6), there shall be allowed a spe­
cific deduction of $1,000." 

(C) SPECIAL RULES FOR CERTAIN ORGANIZA• 
TIONs.-Section 512 (b) (relating to modifica­
tions in determining unrelated business tax­
able income) is further amended by adding 
at the end thereof the following: 

"(15) Notwithstanding paragraph (1), (,2), 
or (3), amounts of interests, annuities, roy­
alties, and rents derived from an organiza­
tion of which the organization deriving such 
amounts has control (as defined in section 
368(c)) shall be included as an item of 
gross income (whether or not the activity 
from which such amounts are deriv·ed rep­
resents a trade or business or is regularly 
carried on), and there shall be allowed all 
deductions directly connected with such 
amounts. 

" ( 16) Except as provided in paragraph ( 4) , 
in the case of a church, or convention or as­
sociation of churches, for taxable years be­
ginning before January 1, 1976, there shall 
be exclud·ed all gross income derived from 
a trade or business and all deductions di­
rectly connected with the carrying on of such 
trade or business if such trade or business 
was carried on by such organization or its 
predecessor before May 27, 1969." 

(D) TECHNICAL AMENDMENT.-Section 512 
(b) (relating to exceptions; additions, and 
limitations in determining unrelated busi­
ness taxable income) is amended by striking 
out so much thereof as precedes paragraph 
(1) and inserting in lieu thereof the follow­
ing: 

"(b) MODIFICATIONS.-The modifications 
referred to in subsection (a) are the follow­
ing:" 

(3) RELATED AMENDMENT.-
(A) Part IX of subchapter B of chapter 1 

(relating to items :10t deductible) is amend­
ed by adding at the end thereof the follow­
ing: 
"SEC. 278. DEDUCTIONS INCURRED BY CERTAIN 

MEMBERSHIP ORGANIZATIONS IN 
TRANSACTIONS WITH MEMBERS. 

"(a) GENERAL RULE.-In the case of a social 
club or other membership organization 
which is operated primarily to furnish serv­
ices or goods to members and which is not 
exempt from taxation, deductions for the 
taxable year in furnishing services, insur­
ance, goods, or other items of value to mem­
bers shall be allowed only to the extent of 
income derived during such year from mem­
bers or transactions with members. 

"(b) ExcEPTIONs.-Subsection (a) shall not 
apply to any organization which for the taxa­
ble year is subject to taxation under sub­
chapter H or L." 

(B) The table of sections for part IX of 
subchapter B of chapter 1 is amended by 
adding at the end thereof the following: 
"Sec. 278. Deductions incurred by certain 

membership organizations in 
transactions with members." 

(4) LOCAL EMPLOYEE ASSOCIATION.-Section 
513 (a) (2) (relating to exception to definition 
of unrelated trade or business) is amended 

by striking out employees; or" and inserting 
in lieu thereof the following: "employees, or, 
in the case of a local association of employees 
described in section 501 (c) (4), organized be­
fore May 27, 1969, is the selling by the or­
ganization of items normally sold through 
vending machines, through food dispensing 
facilities, or by snack bars, for the conven­
ience of its members at their usual places of 
employment; or". 

(5) VOLUNTARY EMPLOYEES' BENEFICIARY AS• 
SOCIATIONS.-Section 501 (c) (9) (relating to 
certain voluntary employees' beneficiary as­
sociations) is amended to read as follows: 

"(9) Voluntary employees' beneficiary as­
sociation providing for the payment of life, 
sick, accident, or other benefits to the mem­
bers of such association or their dependents, 
if no part of their net earnings insures ( other 
than through such payments) to the benefit 
of any private shareholder or individual." 

(C) ACTIVITIES INCLUDED AS UNRELATED 
TRADE OR BUSINESS.-Section 613 (relating to 
unrelated trade or business) is amended by 
striking out subsection (c) and inserting in 
lieu thereof the following new subsection: 

" ( c) ADVERTISING, ETC., ACTIVITIES.-For 
purposes of this section, the term 'trade or 
business' includes any activity which is car­
ried on for the production of income from 
the sale of goods or the performance of serv­
ices. For purposes of the preceding sentence, 
an activity does not lose identity as a trade 
or business merely because it is carried on 
within a larger aggregate of siinilar activities 
or within a larger complex of other endeavors 
which may, or may not, be related to the 
exempt purposes of the organization." 

(d) UNRELATED DEBT-FINANCED INCOME.­
(1) IN GENERAL.-Section 514 (relating to 

business leases) is amended by striking out 
so much thereof as precedes subsection (b) 
and inserting in lieu thereof the following: 
"SEC. 614. UNRELATED DEBT-FINANCED INCOME. 

"(a) UNRELATED DEBT-FINANCED INCOME 
AND DEDUCTIONs.-In computing under sec­
tion 512 the unrelated business taxable in­
come for any taxable year-

" ( 1) PERCENTAGE OF INCOME TAKEN INTO 
ACCOUNT.-There shall be included with re­
spect to each debt-financed property as an 
item of gross income derived from an unre­
lated trade or business an amount which is 
the same percentage (but not in excess of 100 
percent) of the total gross income derived 
during the taxable year from or on account 
of such property as (A) the average acquisi­
tion indebtedness (as defined in subsection 
(c) (7)) for the taxable year with respect to 
the property is of (B) the average amount 
(determined under regulations prescribed by 
the Secretary or his delegate) of the adjusted 
basis of such property during the period it is 
held by the organization during such taxable 
year. 

"(2) PERCENTAGE OF DEDUCTIONS TAKEN INTO 
ACCOUNT.-There shall be allowed with re­
spect to each debt-financed property, as a 
deduction to be taken into account in com­
puting unrelated debt-financed income, an 
amount determined by applying ( except as 
provided in the last sentence of this subsec­
tion) the percentage derived under paragraph 
( 1) to the sum determined under paragraph 
(3). The percentage derived under this para­
graph shall not be applied with respect to 
the deduction of any capital loss resulting 
from the carryover under section 1212 of 
unused losses in prior taxable years. 

"(3) DEDUCTIONS ALLOWABLE.-The sum re­
ferred to in paragraph (2) is the sum of the 
deductions under this chapter which are di­
rectly connected with the debt-financed 
property or the income therefrom, except that 
if the debt-financed property is of a character 
which is subject to the allowance for de­
preciation provided in section 167, the allow­
ance shall be computed only by use of the 
straight-line method. 

"(b) DEFINITION OF DEBT-FINANCED PROP• 
ERTY.-

"(1) IN GENERAL.-The term 'debt-financed 
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property' means any property which is 
held to produce income and with respect 
to w.hich there is an acquisition indebtedness 
( as defined in subsection ( c) ) at any time 
during the taxable year (or, if the property 
was disposed of during the taxable year, with 
respect to which there was an acquisition in­
debtedness at any time during the 12-month 
period ending with the date of such dispos,i­
tion), except that such term does not 
include-

"(A) any property all the use of which is 
rela.ted ( aside from the need of the organi­
zation for income or funds) to the exercise 
of performance by such organization of its 
charitable, educational, or other purpose or 
function constituting the basis for its ex­
emption under section 501 (or, in the case of 
an organization described in section 511 (a) 
(2) (B), to the exercise or performance of any 
purpose or function designated in section 
501 (c) (3)); 

"(B) except in the case of income excluded 
under section 512(b) (5), any property all 
the income from which is taken into account 
in computing the gross income of any un­
related trade or business; 

" ( C) any property all the income from 
which is excluded by reason of the provisions 
of paragraph (7), (8), or (9) of section 
512(b) in computing the gross income of any 
unrelated trade or business; or 

"(D) any property all the use of which is 
in any trade or business described in para­
graph (1), (2), or (3) of section 513(a). 

"(2) SPECIAL RULES WHEN LAND IS ACQUIRED 
FOR EXEMPT USE WITHIN 10 YEARS.-

" (A) NEIGHBORHOOD LAND.-If an organi­
zation acquires real property for the princi­
pal purpose of using the land ( commencing 
within 10 years of the time of acquisition) in 
the manner described in paragraph ( 1) (A) 
and at the time of acquisition the property is 
in the neighborhood of other property owned 
by the organization which is used in such 
manner, the real property acquired for such 
future use shall not be treated as debt­
financed property so long as the organization 
does not abandon its intent to so use the 
land within the 10-year period. The preced­
ing sentence shall not apply for any period 
after the expiration of the 10-year period, 
and shall apply after the first 5 years of the 
10-year period only if the organization 
establishes to the satisfaction of the Secre­
tary or his delegate that it is reasonably 
certain that the land will be used in the 
described manner before the expiration of 
the 10-year period. 

"(B) OrHER CASES.-If the first sentence of 
subparagraph (A) is inapplicable only be­
cause--

"(i) the acquired land is not in the neigh­
borhood referred to in subparagraph (A), or 

"(ii) the organization (for the period after 
the first 5 years of the 10-year period) is 
unable to establish to the satisfaction of the 
Secretary or his delegate that it is reasonably 
certain tha·t the land will be used in the 
manner described in paragraph (1) (A) be­
fore the expiration of the 10-year period, 
but the land is converted to such use by the 
organization within the 10-year period, the 
real property (subject to the provisions of 
subparagraph (D)) shall not be treated as 
debt-financed property for any period before 
such conversion. For purposes of this sub­
paragraph, land shall not be treated as used 
in the manner described in paragraph (1) (A) 
by reason of the use made of any structure 
which was on the land when acquired by the 
organization. 

"(C) LIMITATIONS.-Subparagraphs (A) 
and (B)-

" (i) shall apply with respect to any struc­
ture on the land when acquired by the orga­
nization, or to the land occupied by the 
structure, only if ( and so long as) the in­
tended future use of the land in the manner 
described in paragraph (1) (A) requires 
that the structure be demolished or removed 
in order to use the land in such manner; 

"(ii) shall not apply to structures erected 
on the land after the acquisition of the· 
land; and 

"(iii) shall not apply to property subject 
to a lease which is a bµsiness lease as · ( de­
fined in subsection (f)). 

"(D) REFUND OF TAXES WHEN SUBPARA­
GRAPH CB> APPLIEs.-If an organization for 
any taxable year has not used land in the 
manner to satisfy the actual use condition of 
subparagraph (B) before the time prescribed 
by law (including extensions thereof) for 
filing the return for such taxable year, the 
tax for such year shall be computed without 
regard to the application of subpa,ragraph 
(B), but if and when such use condition is 
satisfied, the provisions of subparagraph (B) 
shall then be applied to such taxable year. 
If the actual use condition of subparagraph 
(B} is satisfied for any taxable year after 
such time for filing the return, and if credit 
or refund of any overpayment for the taxable 
year ·resulting from the satisfaction of such 
use condition is prevented at the close of the 
taxable year in which the use condition is 
satisfied, by the operation of any law or rule 
of law ( other than chapter 74, relating to 
closing agreements and compromises), credit 
or refund of such overpayment may never­
theless be allowed or made if claim therefor 
is filed before the expiration of 1 year after 
the close of the taxable year in which the 
use condition is satisfied. Interest on any 
overpayment for a taxable year resulting 
from the application of subparagraph (B) 
after the actual use condition is satisfied 
shall be allowed and paid at the rate of 4 
percent per annum in lieu of 6 percent per 
annum. 

.. (E) SPECIAL RULE FOR CHURCHES.-In ap­
plying this paragraph to a church or con­
vention or association of churches, in lieu of 
the 10-year period referred to in subpara­
graphs (A) and (B) a 15-year period shall 
be applied, and subparagraphs (A} and (B) 
(ii) shall apply whether or not the acquired 
land meets the neighborhood test. 

" ( C) ACQUISITION INDEBTEDNESS.-
" ( 1) GENERAL RULE.-The term 'acquisi­

tion indebtedness' means, with respect to 
any debt-financed property, the unpaid 
amount of-

"(A) the indebtedness incurred by the or­
ganization in acquiring or improving such 
property; 

"(B) the indebtedness incurred before the 
acquisition or improvement of such property 
if such indebtedness would not have been 
incurred but for such acquisition or im­
provement; and 

" ( C) the indebtedness incurred after the 
acquisition or improvement of such prop­
erty if such indebtedness would not have 
been incurred but for such acquisition or 
improvement and the incurrence of such 
indebtedness was reasonably foreseeable at 
the time of such acquisition or i.Inprovement, 
except that in the case Of any taxable year 
beginning before January 1, 1972, any in­
debtedness incurred before June 28, 1966, 
shall not be taken into account. In the case 
of an organization ( other than a church or 
convention or association of churches) such 
indebtedness incurred before June 28, 1966, 
shall be taken into account if such indebt­
edness constitutes business lease indebted­
ness (as defined in subsection (g)). 

"(2) PROPERTY ACQUIRED SUBJECT TO MORT• 
GAGE, ETC.-

"(A) GENERAL RULE.-Where property (no 
matter how acquired) is acquired subject 
to a mortgage or other slmilar lien, the 
amount of the indebtedness secured by such 
mortgage or lien shall be considered as an 
indebtedness of the organization incurred in 
acquiring such property even though the 
organimtion did not assume or agree to pay 
such indebtedness. 

"(B) EXCEPTIONS.-Where property subject 
to a mortgage is acquired by an organization 
by bequest or devise, the indebtedness se­
cured by the mortgage shall not be treated 
as acquisition indebtedness during a period 

of 10 years following the date of the acqui­
sition. If an organization acquires property' 
by gift subject to a mortgage which was 
placed on the property more than 5 years 
before the gift, which property was held by 
the donor more than 5 years before the gift', 
the indebtedness secured by such mortgage 
shall not be treated as acquisition indebt­
edness during a period of 10 years following 
the date of such gift. This subparagraph 
shall not apply if the organization, in order · 
to acquire the equity in the property by 
bequest, devise, or gift, assumes and agrees 
to pay the indebtedness secured by the mort­
gage, or if the organization makes any pay­
ment for the equity in the property owned 
by the decedent or the donor. 

" ( 3) EXTENSION OF OBLIGATIONS.-An ex-· 
tension, renewal, or refinancing of an obliga­
tion evidencing a preexisting indebtedness 
shall not be treated, for the purpose of this 
section, as the creation of a new indebted­
ness. 

"(4) INDEBTEDNESS INCURRED IN PERFORM· 
ING EXEMPT PURPOSE.-The term 'acquisition 
indebtedness' does not include indebtedness 
the incurrence of which is inherent in the 
performance or exercise of the purpose or 
function cons ti tu ting the basis of the orga­
nization's exemption, such as the indebted­
ness incurred by a credit union (exempt from 
tax under section 501(c) (14)) in accepting 
deposits from its members. 

"(5) ANNUITIES.-The term 'acquistion in­
debtedness' does not include an obligation to 
pay an annuity which-

"(A) is the sole consideration (other than 
a mortgage to which paragraph (2) (B) ap­
plies) issued in exchange for property if, at 
the time of the exchange, the value of the 
annuity is less than 90 percent of the value 
of the property received in the exchange, 

"(B} is payable over the life of one individ­
ual in being at the time the annuity is is­
sued, or over the lives of two individuals in 
being at such time, and 

"(C) is payable under a contract which­
"(i) does not guarantee a minimum 

amount of payments or specify a maximum 
amount of payments, and 

"(ii) does not provide for any adjustment 
of the amount of the annuity payments by' 
reference to the income received from the 
transferred property or any other property. 

"(6) CERTAIN FEDERAL FINANCING.-The 
term 'acquisition indebtedness' does not in­
clude an obligation, to the extent that it is 
insured by the Federal Housing Administra­
tion, to finance the purchase, rehabilitation, 
or construction of housing for low and mod­
erate income persons. 

"(7) AVERAGE ACQUISITION INDEBTEDNESS.­
The term 'average acquisition indebtedness' 
for any taxable year with respect to a debt­
flnanced property means the average amount 
determined under regulations prescribed by 
the Secretary or his delegate, of the acquisi­
tion indebtedness during the period the pl'op­
erty is held by the organization during the 
taxable year, except that for the purpose of 
computing the percentage of any gain or 
loss to be taken into account on a sale or 
other disposition of debt-financed property, 
such term means the highest amount of the 
acquisition indebtedness with respect to such 
property during the 12-month period ending 
with the date of the sale or other disposition. 

"(d) BASIS OF DEBT-FINANCED PROPERTY 
ACQUIRED IN CORPORATE LIQUIDATION.-!! the 
property was acquired· in a complete or par­
tial liquidation of a corporation in ex­
change for its stock, the basis of the prop­
erty, for the purposes of this subtitle, shall 
be the same as it would be in the hands of 
the transferor corporation, increased by the 
amount of gain recognized to the transferor 
corporation upon such distribution and by 
the amount of any gain to the organization 
which was included, an account of such. dis- . 
tribution, in its unrelated debt-financed in­
come. 

.. ( e) ALLOCATION RULEs.-Where debt-fl-
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nanced property is held for purposes · de­
scribed in subsection (b) (1) (A), (B), (C), or 
(D) as well as for other purposes, proper allo­
cation shall be made with respect to basis, 
indebtedness, and income and deductions. 
The allocations and exclusions required by 
this section shall be made in accordance 
with -regulations prescribed by the Secretary 
or his delegate to the extent proper to carry 
out the purposes of this section." 

(2) RELATED AMENDMENTS.-
(A) Section 48(a) (4) (relating to defini­

tion of section 38 property)_ is amended by 
adding at the end thereof the following new 
sentence: "If the property is debt-financed 
property (as defined in section 514(c)) the 
basis or cost of such property for purposes 
of computing qualified investment under 
section 46(c) shall include only that per­
centage of the basis or cost which is the 
same percentage as is used under section 
514(b), for the year the property is placed 
in service, in computing the amount of gross 
income to be taken into account during such 
taxable year with respect to such property." 

(B) The second sentence of section 681 (a) 
(relating to limitation on charitable deduc­
tion of taxable trusts) is amended by strik­
ing out the words "certain leases" and in­
serting in lieu thereof "certain property ac­
quired with borrowed funds". 

(C) Section 1443 (relating to withholding 
of tax on payments to foreign tax-exempt 
organizations) is amended by striking out 
"rents" and inserting in lieu thereof "in­
come". 

(3) TECHNICAL AND CONFORMING AMEND­
MENTS.-

(A) Subsections (b), (c), and (d) of sec­
tion 514 (relating to business leases) are re­
lettered as subsections (f), (g), and (h), re-
spectively. · 

{B) New subsection (f) (1) (old subsec­
tion (b) (1), relating to general rule for def­
inition of business lease) is amended by 
striking out "subsection ( c)" and inserting 
in lieu thereof "subsection (g) ". 
· (C) The table of sections for part III ot 

subchapter F of chapter 1 ( as redesignated 
by s 0 ction lOl(a) of this Act) is amended 
by striking out 
"Sec. 514. Business leases." 
and inserting in lieu thereof the following: 
"Sec. 514. Unrelated debt-financed income." 

(e) RETURNS.-
( 1) IN GENERAL.-Subpart B of part III ot 

subchapter A of chapter 61 is amended by 
adding at the end thereof the following new 
section: 
"SEC. 6050. RETURNS RELATING TO CERTAIN 

TRANSFERS TO EXEMPT ORGANI­
ZATIONS. 

"(a) GENERAL RULE.-On or before the 90th 
day after the transfer of income producing 
property, the transferor shall make a return 
in compliance with the provisions of sub­
section (b) if the transferee is known by 
the transferor to be an organization referred 
to in section 511 (a) or (b) and the property 
(without regard to any lien) has a fair mar­
ket value in excess of $50,000. 

"(b) FORM AND CONTENTS OF RETURNS.­
The return required by subsection (a) shall 
be in such form and shall set forth, in re­
spect of the transfer, such information as 
the Secretary or his delegate prescribes by 
regulations as necessary for carrying out the 
provisions of the income tax laws." 

(2) TECHNICAL AMENDMENT.-The table of 
sections for subpart B of part III of sub­
chapter A of chapter 61 is amended by add­
ing at the end thereof the following: 
"Sec. 6050. Returns relating to certain trans­

fers to exempt organizations." 
(f) RESTRICTION ON EXAMINATION OF 

CHURCHES.-Section 7605 (relating to time 
and place of examination) is amended by 

adding at the end thereof the following new 
subsection: . 

" ( C) RESTRICTION ON .EXAMINATION OF 
CHURCHES.-No examination of the books of 
account of a church or convention or as­
sociation of churches shall be made to. de­
termine whether such organization may be 
engaged in the carrying on or an unrelated 
trade or business or may . be otherwise en­
gaged in activities which may be subject to 
tax under part III of subchapter F of chap­
ter 1 of this title (sec. 511 and following, 
relating to taxation of business income of 
exempt organizations) unless the Secretary 
or his delegate (such officer .being no lower 
than a principal internal revenue officer for 
an internal revenue region) believes that 
such organization may be so engaged and so 
notifies the organization in advance of the 
examination." 

(g) EFFECTIVE DATE.-The amendments 
made by this section shall. apply to taxable 
years beginning after December 31, 1969. 

TITLE II-INDIVIDUAL DEDUCTIONS 
SUBTITLE A-CHARITABLE CONTRIBUTIONS 

SEC. 201. CHARITABLE CONTRIBUTIONS. 
(a) LIMITATIONS.-
(1) INDIVIDUALS.-Section 170(b) (1) (re­

lating to limitations on individuals) is 
amended to read as follows: 

" ( 1) INDIVIDUALS.-
" (A) GENERAL RULE.-In the case of an 

individual, the deductio'n provided in sub­
section (a) shall be limited as provided in 
the succeeding subparagraphs of this para­
graph. 

.. (B) SPECIAL RULE.-Any charitable con­
tribution to-

.. (i) a church or a convention or associa­
tion of churches. 

" (ii) an educational organization which 
normally maintains a regular faculty and 
curriculum and normally has a regularly 
enrolled body of pupils or students in at­
tendance at the place where its educational 
activities are regularly carried on. 

"(iii) an organization the principal pur­
poses or functions of which are the provid­
ing of medical or hospital care or medical 
eduoation or medical research, if the organi­
zation is a hospital, or if the organization is 
a medical research organization directly en­
gaged in the continuous active conduct of 
medical research in conjunction with a hos­
pital, and during the calendar year in which 
the contribution is made such organization 
is committed to spend such contributions for 
such research before January 1 of the fifth 
calendar year which begins after the date 
such contribution is made. 

"(iv) an organization which normally re­
ceives a substantial part of its support (ex­
clusive of income received in the exercise 
or performance by such organization of its 
charitable, educational, or other purpose or 
function constituting the basis for its ex­
emption under section 501(a)) from the 
United States or any State or political sub­
division thereof or from direct or indirect 
contributions from the general public, and 
which is organized and operated exclusively 
to receive, hold, invest, and administer prop­
erty and to make expenditures to or for the 
benefit of a college or university which is 
an organization referred to in clause (ii) 
of this subparagraph and which is an agency 
or instrumentality of a State or political sub­
division thereof, of which is owned or oper­
ated by a State or political subdivision there­
of or by an agency or instrumentality of one 
or more States or political subdivisions, 

"(v) a governmental unit referred to in 
subsection (c) (1), or 

"(vi) an organization referred to in sub­
section (c) (2) which normally receives a 
substantial part of its support ( exclusive of 
income received in the exercise or perform­
ance by such organization of its charitable, 

educational, or other purpose or function 
constituting the basis for its exemption un­
der section . 50t'(a).) from a governmental 
unit referred to in subsection (c) (1) or from 
direct or indirect contributions from the gen-

. eral public, · 
shall be allowed to the extent that the aggre­
gate of such contributions does not exceed 
30 percent of the taxpayer's contribution 
base. 

"(C) GENERAL LIMITATION.-The total de­
ductions under subsection (a) for any tax­
able year shall not exceed 20 percent of the 
t axpayer's contribution base. For purposes of 
this subparagraph, the deduction under sub­
section (a) shall be computed without regard 
to any deduction allowed under subpara­
graph (B) but shall take into account any 
charitable contributions described in sub­
paragraph ( B) which are in excess of the 
amount allowable as a deduction under sub­
paragraph (B). 

"(D) UNLIMITED DEDUCTION FOR CERTAIN IN­
DIVIDUALS.-The limitation in subparagraph 
(C) shall not apply in the case of an in­
dividual for a taxable year beginning before 
January 1, 1975, if in such taxable year and 
in 8 of the 10 preceding taxable years, the 
amount of the charitable contributions, plus 
the amount of income tax (determined with­
out regard to chapter 2, relating to tax on 
self-employment income) paid during such 
year in respect of such year or preceding tax­
able years, exceeds the transitional deduction 
percentage ( determined under subparagraph 
(F) ) of the taxpayer's taxable income for 
such year, computed without regard to-

" ( i) this section . 
"(ii) section 151 (allowance of deductions 

for personal exemption), and .. 
"(iii) any net· operating loss carryback to 

the taxable year under section 172. 
In lieu of the amount of income tax paid 
during any such year, there may be sub­
stituted for that year the amount of income 
tax paid in respect of such year, provided 
that any amount so included in the year in 
respect of which payment was made shall 
not be included in any other year. 

"(E) PARTIAL REDUCTION OF UNLIMITED DE­
DUCTION.-In the case of an individual, if the 
limitations in subparagraph (C) do not apply 
because of the application of subparagraph 
(D), the amount otherwise allowable as a de­
duction under subsection (a) shall be re­
duced by the amount by which the taxpayer's 
taxable income computed without regard to 
this subparagraph is less than the transi­
tional income percentage ( determined under 
subparagraph (G)) of the taxpayer's ad­
justed gross income. However, in no case 
shall a taxpayer's deduction under this sec­
tion be reduced below the amount allowable 
as a deduction under this section without the 
applicability of subparagraph (D). 

"(F) TRANSITIONAL DEDUCTION PERCENT• 
AGE.-For purposes of applying subparagraph 
(D), the term 'transitional deduction per­
centage' means-

" (i) in the case of a taxable year begin­
ning before 1970, 90 percent, and 

"(ii) in the case of a taxable year begin­
ning in-

1970--------------------------- 80 percent 1971 ___________________________ 74 percent 
1972 ___________________________ 68 percent 

~~~!=========================== ~~ ~:;~:~:. 
"(G) TRANSITIONAL INCOME PERCENTAGE.­

For purposes of applying subparagraph (E), 
the term 'transitional income percentage' 
means, in the case of a taxable year begin­
ning in-

1970--------------------------- 20 percent 
1971--------------------------- 26 percent 
1972--------------------------- 32 percent 
1973--------------------------- 38 percent 
1974--------------------------- 44 percent. 
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· ·" (H) DENIAL OF DEDUCTION IN CASE OF CER­

TAIN TRANSFERS IN TRUST.-No deduction shall 
be allowed under this section for the value 
of any interest in income from property 
transferred after April 22, 1969, to a trust 
unless-

"(i) the interest is in the form of a guar­
anteed annuity or the trust instrument spec­
ifies that the interest shall receive a fixed 
percentage yearly of the fair market value of 
the trust property (determined yearly) and 
the grantor is treated as the owner of such 
interest for purposes of applying section 671, 
or 

"(ii) a deduction would be allowed under 
this section for the donor's entire interest in 
such property. 
If the donor ceases to be treated as the owner 
of such an interest for purposes of applying 
section 671, at the time the donor ceases to 
be so treated, the donor shall for purposes 
of this chapter be considered as having re­
ceived an amount of income equal to the 
amount of any deduction he received under 
this section for the contribution reduced by 
the discounted value of all amounts of in­
come ea.med by the trust and taxable to him 
before the time at which he ceases to be 
trewted as the owner of the interest. Such 
amounts of income shall be discounted to 
the date of the contribution. The Secretary 
or his delegate shall prescribe such regula­
tions as may be necessary to carry out the 
purposes of this subparagraph. 

"(I) DENIAL OF DEDUCTION IN CASE OF PAY­
MENTS BY CERTAIN TRUSTS.-In any case where 
a deduction is allowed under this section for 
the value of an interest in income from 
property transferred after April 22, 1969, to 
a. trust, no deduction shall be allowed under 
this section to the grantor or any other per­
son for the amount of any contribution made 
by the trust with respect to such income 
interest. 

"(J) SPECIAL LIMITATIONS ON CONTRmu­
TIONS OF APPRECIATED PROPERTY.-

"(!) In the case of appreciated property 
to which subsection (e) does not apply, the 
total deduction for contributions of such 
property under subsection (a) for any tax­
able year shall not exceed 30 percent of the 
taxpayer's contribution base. For purposes 
of the percentage limitations in subpara­
graphs (B) and (C), such contributions shall 
be allowable as a deduotion only to the ex­
tent that the amount of such contributions 
plus any other contributions under such sub­
paragraphs does not exceed such limitations. 

"(11) For purposes of paragraph (5), if the 
amount of charitable contributions described 
1n subparagraph ( B) which consists o! ap­
preciated property (to which clause (1) ap­
plies) exceeds 30 percent of the taxpayer's 
contribution base for a contribution year, the 
excess shall be carried over the same as any 
other amount carried over under paragraph 
(6) whether or not the taxpayer's charitable 
contributions described in subparagraph (B) 
e:x!ceed 60 percent of his contribution base. 
The amount of any carryover under para­
graph (6) of property to which clause (1) ap­
plies shall be added to contributions of ap­
preciated property in future contribution 
years for purposes o! determining the 30-per­
cent limitation in clause (1) for a future 
year and computing any further carryover 
under paragraph ( 6) . 

"(iii) For purposes of this subparagraph, 
the term 'appreciated property' means prop­
erty which has a fair market value (at the 
time of the contribution) which exceeds the 
taxpayer's adjusted basis in such property. 

"(iv) The Secretary or his delegate shall 
prescribe such· regulations as may be neces­
sary to carry out the purposes of this sub­
paragraph." 

(2) CARRYOVERS.-Section 170(b) (6) (re­
lating to carryover of certain excess con• 
tributions by individuals) is amended by 
striking out that portion of subparagraph 

(A) which precedes clause (ii) and insert­
ing in lieu thereof the following: 

"(A) In the case of an individual, if the 
amount of charitable contributions described 
in paragraph (1) (B) payment of which is 
made within a taxable year (hereinafter in 
this paragraph referred to as the 'contribu­
tion year') beginning before January 1, 1970, 
exceeds 30 percent of the taxpayer's adjusted 
gross income for such year ( computed with­
out regard to any net operating loss carry­
back to such year under section 172) , or 
within a contribution year beginning after 
December 31, 1969, exceeds 50 percent of the 
taxpayer's contribution base for such year, 
such excess shall be treated as a charitable 
contribution described in paragraph (1) (B) 
paid 1n each of the 5 succeeding taxable years 
in order of time, but, with respect to any 
such succeeding taxable year, only to the 
extent of the lesser of the two following 
amounts: 

"(i) for taxable years beginning before 
January 1, 1970, the amount by which 30 
percent of the taxpayer's adjusted gross in­
come for such succeeding taxable year ( com­
puted without regard to any net operating 
loss carryback to such succeeding taxable 
year under section 172) , or for taxable years 
beginning after December 31, 1969, the 
amount by which 60 percent of the tax­
payer's contribution base for such succeed­
ing taxable year, exceeds the sum of the 
charitable contributions described in para­
graph (1) (B) payment of which is made by 
the taxpayer within such succeeding tax­
able year (determined without rega.rd to 
this subparagraph) and the charitable con­
tributions described in paragraph (1) (B) 
payment of which was made in taxable 
years (beginning after December 31, 1963) 
before the contribution year which are 
treated under this subparagraph as having 
been paid in such succeeding taxable year; 
or" 

(3) FuRTHER LIMITATIONS.-Section 170(b) 
(relating to limitation on amount of deduc­
tion for charitable contributions) is 
amended by adding at the end thereof the 
following new paragraphs: 

"(6) CONTRmUTION BASE DEFINED.-For pur­
poses of this section, the term 'contribution 
base' . means adjusted gross income ( com­
puted without regard to any net operating 
loss carryback to the taxable year under 
section 172) increased . by the allowable tax 
preferences as determined under section 277 
(c) (2). 

"(7) DISALLOWANCE OF DEDUCTION IN CER­
TAIN CASEs.-No deduction shall be allowed 
under this section-

" (A) for a contribution to or for the use 
of an organization described in section 601 
(c) (3) (relating to exempt organizations) 
unless the organization-

" ( ! ) is exempted from the requirements of 
section 608 (a) and (b) (relating to special 
rules with respect to section 601(c) (3) orga­
nizations) pursuant to subsection (c) there­
of, or 

"(ii) complies with section 508 (a), (b), 
and (g), or 

"(B) for a traDBfer in trust (other than 
one to which the provisions of subparagraph 
(A) of this paragraph apply) unless the gov­
erning instrument of the trust includes pro­
visions, the effects of which are to prohibit 
the trust from-

" (i) engaging in any act of self-dealing 
(as defined in section 4941(d) ), 

"(ii) retaining any excess business hold· 
ings ( as defined in section 4943 ( c) ) , 

"(iii) making any speculative investments 
in such manner as to subject the trU&t to tax 
under section 4944, and 

" (iv) making any tax.able expenditures ( as 
defined in section 4945(b)). 

"(8) DENIAL OF DEDUCTION IN CASE OF CON­
TRmUTION OF PARTIAL INTEREST IN PROPERTY.­
In a case where a taxpayer makes a charitable 

contribution of less than his entire interest 
in property to, and not in trust for, ari or­
ganization described in subsection ( c), a de­
duction shall be allowed under this section 
only to the extent that the value of the 
interest contributed would be allowed as ' a 
deduction under this section if such inter­
est had been tranS!ferred in trust. For pur­
poses of this paragraph, the charitable con­
tribution by a taxpayer of the right to use 
property shall be treated as a charitable con­
tribution of less than the taxpayer's entire 
interest in such property." 

(4) CONFORMING AMENDMENTS.-
(A) Subsections (b) (5) (A) (ii) and (g) of 

section 170 .are each amended by stl'liking out 
"170(b) (1) (A)" ea;ch place it appears and 
inserting in lieu thereof "170(b) (1) (B) ". 

(B) Section 170(g) (1) is amended by 
striking out "subsection (b) (1) (C)" each 
place it appears and inserting in lieu thereof 
"subsection (b) (1) (D) ": 

(C) Sections 512(b) (11), 645(b) (2), and 
566(b) (2) are each amended by striking out 
"170(b) (1) (A) and (B)" each place it ap­
pears and inserting in lieu thereof "1 70 ( b) 
(1) (B) and (C) ". 

(b) POLITICAL ACTIVITmS.-Section 170(c) 
(2) (D) (relaJting to definition of charitable 
contributions) is amended to read as fol­
lows: 

"(D) no substantial part of the a.ctivities 
of which is carrying on propaganda, or oth­
erwise attempting, to influence legislation, 
and which does not participate in, or lnter­
v-ene in (including the publiSlhlng or dis­
tributing of statements), any political cam­
paign on behalf of any candidate for public 
office." 

( C) CHARITABLE CONTRIBUTIONS OF APPRE• 
CIATED PROPERTY.-

( l) IN GENERAL.-Section 170(e) (relating 
to special rule for charitlllble contributions 
of certain property) is amended to read as 
follows: 

" ( e) CONTRIBUTIONS OF .APP:itECIATED PROP• 
ERTY.-

"(1) GENERAL RULE.-In the case of ·a 
charitable contribution of property to which 
paragraph (2) applies or a charitable con­
tribution of any property directly or indi­
rectly to or for the use of an organization 
to Which paragraph (3) applies, if (at the 
time of the contribution) the fair market 
value of the property exceeds the taxpayer's 
adjusted basis (for purposes of determining 
gain) in the property, the taxpayer shall 
elect ( at such time and in such manner as 
the Secretary or his delegate by regulations 
prescribes) to treat either: 

"(A) the fair market value of the property, 
or 

"(B) such adjusted basis of the property, 
as the amount of the charitable contribution 
to be taken into account under subsection 
(a). 

"(2) CERTAIN APPRECIATED PROPERTY.-Para­
graph (1) shall apply to charitable contribu­
tions of-

"(A) property any portion of the gain on 
which, if the property were sold for its fair 
market value at the time of the contribution, 
would have constituted or been treated as a. 
gain other than a gain from the sale o;r ex­
change of a capital asset held for more than 
12 months, 

" ( B) tangible personal property, and 
"(C) a future interest in property. 

For purposes of the preceding sentence, a 
fixture which is intended to be severed from 
real property shall be treated as tangible per-
sonal property. , 

"(3) CERTAIN OROANIZATIONS.-Paragraph 
(1) shall apply to charitable contributions 
to a. private foundation (as defined in sec­
tion 509 (a) ) unless-

" (A) it is an operating foundation (as 
defined in section 4942 (J) ( 3) ) , or 

"(B) not later than the close of the or­
ganization's first year after its taxable year 
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in which such contributions are received, 
such organization makes a qualifying dis­
tribution (as defined in section 4942(g)) 
which is treated (in accordance with section 
4942(h)) as a distribution out of corpus in 
an amount equal to 100 percent of all such 
contributions. 
Subparagraph (B) shall not apply to a con­
tribution to an organization described in sub­
paragraph (B) unless the taxpayer obtains 
adequate records or sufficient evidence from 
the organization showing that the organiza­
tion made the distributions as required 
therein. 

"(4) ALLOCATION OF BASIS.-In the case of 
a charitable contribution of less than the 
taxpayer's entire interest in the property 
contributed, the taxpayer's adjusted basis in 
such property shall be allocated between the 
interest contributed and any interest not 
contributed in accordance with regulations 
prescribed by the Secretary or his delegate. 

" ( 5) CROSS REFERENCE.-
"For treatment of gain in a case where 

the taxpayer elects to treat the fair market 
value of property as the amount to be taken 
into account, see section 83." 

(2) GIFTS TREATED AS SALE.-Part II of sub­
chapter B of chapter 1 of such Code (re­
lating to items specifically included in gross 
income) is amended by adding at the end 
thereof the following new section: 
"SEC. 83. CERTAIN GIFTS TO CHARITY TREATED 

AS SALES OF PROPERTY, 
"(a) COMPUTATION AND RECOGNITION OF 

GAIN .-If a taxpayer-
" (I) has made a charitable contribution 

of property, and 
"(2) has elected to treat the fair market 

value of the property as the amount of the 
charitable contribution pursuant to section 
170(e), 
the contribution shall be treated for pur­
poses of this subtitle as a sale (at the time 
of the contribution) of the property to the 
donee for an amount equal to the fair mar­
ket value of such property, and the gain on 
such sale shall be recognized. 

"(b) LIMITATION.-In the case of a char­
itable contribution to an organization to 
which section 170 ( e) ( 1) does not apply of 
property-

" ( 1) which is described in section 1 70 ( e) 
(2) (A), and 

"(2) to which subparagraphs (B) and (C) 
of section 170(e) (2) do not apply, 
only that portion of the gain which would 
not be treated as gain from the sale of a 
capital asset held for more than 12 months 
shall be recognized. 

"(c) ADJUSTMENTS TO BASIS.-The basis of 
the property acquired by gift to which this 
section applies shall be the donor's adjusted 
basis (for purposes of determining gain) in­
creased by the amount of any gain recog­
nized by the donor on the contribution under 
this section." 

(3) CLERICAL AMENDMENT.-The table of 
sections for part II of subchapter B of chap­
ter 1 is amended by adding at the end there­
of the following item: 
"Sec. 83. Certain gifts to charity treated as 

sales of property." 
(d) BARGAIN SALES TO CHARITABLE 0RGA­

NIZATIONS.-Section 1011 (relating to ad­
justed basis for determining gain or loss) is 
amended-

(1) by striking out "The" at the beginning 
and inserting in lieu thereof: 

"(a) GENERAL RULE.-The", and 
(2) by adding at the end thereof the fol­

lowing new subsection: 
"(b) BARGAIN SALE TO A CHARITABLE ORGA­

NIZATION .-If a deduction is allowable under 
section 170 (relating to charitable contribu­
tions) by reason of a sale, then the adjusted 
basis for determining the gain from such 
sale shall be that portion of the adjusted 
basis which bears the same ratio to the ad-

justed basis as the amount realized bears 
to the fair market value of the property." 

(e) SPLIT-INTEREST TRUSTS.-Section 170 
is amended by redesignatinb subsections (h) 
an l (i) as subsections (1) and (j), respec­
tively, and by inserting after subsection (g) 
the following new subsection: 

"(h) LIMITATION ON CONTRIBUTIONS OF 
REMAINDER INTEREST IN PROPERTY PLACED IN 
TRUST.-

" ( 1) GENERAL RULE.-In the case of prop­
erty transferred in trust, no deduction shall 
be allowed under this section for the value 
of a contribution of a remainder interest 
unless the trust is a charitable remainder 
annuity trust or charitable remainder uni­
trust described in section 664(d). 

"(2) ExcEPTION.-This subsection shall not 
apply in a case where the value of all inter­
ests in property transferred in trust are de­
ductible under subsection (a)." 

(f) CHARITABLE CONTRIBUTIONS BY ESTATES 
AND TRUSTS.-

(!) IN GENERAL.-Subsection (c) of section 
642 (relating to deduction for amounts paid 
or permanently set aside for a charitable 
purpose) is amended to read as follows: 

"(c) DEDUCTION FOR AMOUNTS PAID FOR A 
CHARITABLE PURPOSE.-In the case of an estate 
or trust ( other than a trust meeting the spe­
cifications of subpart B) there shall be al­
lowed as a deduction in computing its taxable 
income (in lieu of the deductions allowed 
by section 170(a), relating to deduction for 
charitable, etc., contributions and gifts) any 
amount of the gross income, without limita­
tion, which pursuant to the terms of the 
governing instrument is, during the taxable 
year, paid for a purpose specified in section 
170(c). If a charitable contribution is paid 
after the close of such taxable year and on or 
before the last day of the year following the 
close of such taxable year. then the trustee 
or administrator may elect to treat such 
contribution as paid during such taxable 
year. The election shall be made at such 
time and in such manner as the Secretary 
or his delegate by regulations prescribe. To 
the extent that the amount otherwise allow­
able as a deduction under this paragraph 
consists of gain from the sale or exchange of 
capital assets held for more than 12 months, 
proper adjustment shall be made for any 
deduction allowable to the estate or trust 
under section 1202 (relating to deduction 
for excess of capital gains over capital losses). 
In the case of a trust, the deduction allowed 
by this subsection shall be subject to section 
681 (relating to unrelated business income) 
and section 507 (f) (relating to prohibited 
transactions) . " 

(2) CONFORMING AMENDMENTS.-
(A) Section 643(a) (relating to definition 

of distributable net income) is amended: 
(i) by striking out", permanently set aside, 

or to be used" in the first sentence of para­
graph (3); and 

(ii) by striking out ", permanently set 
aside, or to be used" in that portion which 
follows paragraph (7) thereof. 

(B) Section 651 (a) (2) (relating to deduc­
tion for trusts distributing current income 
only) is amended by striking out ", per­
manently set aside, or used". 

(C) Section 663(a) (2) (relating to special 
rules applicable to sections 661 and 662) is 
amended by striking out "or permanently set 
aside or otherwise qualifying for the deduc­
tion" and inserting "as" in leu thereof. 

(g) Two-YEAR CHARITABLE TRUSTS.-Sec­
tion 673 (b) (relating to trusts where the 
income is payable to a charitable beneficiary 
for at least a two-year period) is repealed. 

(h) DISALLOWANCE OF ESTATE AND GIFT TAX 
DEDUCTIONS IN CERTAIN CASES.-

( 1) ESTATES OF CITIZENS OR RESIDENTS.­
Subsection (e) of section 2055 (relating to 
disallowance of charitable deductions in cer­
tain cases) is amended to read as follows: 

"(e) DISALLOWANCE OF DEDUCTIONS IN CER­
TAIN CASES.-

" ( 1) No deduction shall be allowed under 
this section-

" (A) for a transfer to or for the use of an 
organization described in section 501 (c) (3) 
(relating to exempt organizations) unless the 
organization-

" (i) is exempted from the requirements of 
section 508(a) and (b) pursuant to subsec­
tion (c) thereof, or 

"(ii) complies with section 508 (a). (b). 
and (g); or 

"(B) for a transfer in trust (other than 
one to which the provisions of subparagraph 
(A) of this paragraph apply) unless the gov­
erning instrument of the trust includes pro­
visions, the effects of which are to prohibit 
the trust from-

" ( i) engaging in any act of self-dealing 
(as defined in section 4941 ( d)), 

"(ii) retaining any excess business hold­
ings ( as defined in section 4943 ( c) ) , 

"(~ii) making any speculative investments 
in such manner as to subject the trust to tax 
under section 4944, and 

"(iv) making any taxable expenditures (as 
defined in .!;ection 4945(b)). 

"(2) Where an interest in property passes 
or has passed from the decedent to a person, 
or for a use, described in subsection (a). and 
an interest in the same property passes or 
has passed (for less than an adequate and full 
consideration in money or money's worth) 
from the decedent to a person, or for a use, 
not described in subsection (a), no deduction 
shall be allowed under this section for the 
interest which passes or has passed to the 
person, or for the use, described in subsec­
tion (a) unless the interest is in the form of 
a remainder interest in a trust which ls a 
charitable remainder annuity trust or a 
charitable remainder unitrust described in 
section 664 ( d) . " 

(2) ESTATES OF NONRESIDENTS NOT CITI­
ZENS.-Subparagraph (E) of section 2106(a) 
(2) (relating to disallowance of deductions 
in certain cases) is amended to read as 
follows: 

"(E) DISALLOWANCE OF DEDUCTIONS IN CER­
TAIN cAsEs.-The provisions of sectioµ 2055 
( e) also shall be applied in the determination 
of the amount allowable as a deduction 
under this paragraph." 

(3) GIFT TAX.-Subsection (c) of section 
2522 (relating to disallowance of charitable 
deductions in certain cases) is amended to 
read as follows: 

"(c) DISALLOWANCE OF DEDUCTIONS IN CER­
TAIN CASES.-

" ( 1) No deduction shall be allowed under 
this section-

" (A) for a transfer to or for the use of an 
organization described in section 501(c) (3) 
(relating to exempt organizations) unless the 
organization-

" (1) is exempted from the requirements of 
section 508 (a) and (b) pursuant to subsec­
tion ( c) thereof, or 

"(ii) complies with section 508 (a), (b), 
and (g); or 

"(B) for a transfer in trust (other than 
one to which the provisions of subparagraph 
(A) of this paragraph apply), unless the 
governing instrument of the trust includes 
provisions the effects of which are to pro­
hibit the trust from-

"(i) engaging in any act of self-dealing 
( as defined in section 4941 ( d) ) , 

"(11) retaining any excess business hold­
ings ( as defined in section 4943 ( c) ) , 

"(iii) making any speculative investments 
in such manner as to subject the trust to 
tax under section 4944, and 

"(iv) making any taxable expenditures (as 
defined in section 4945 (b) ) . 

"(2) (A) Where a donor transfers an inter­
est in property to a person, or for a use, 
described in subsection (a) or (b) and an 
interest in the same property is transferred 
or has been transferred (for less than an 
adequate and full consideration in money or 
money's worth) from the donor to a pernon, 



21796 CONGRESSIONAL RECORD- HOUSE August 1, 1969 

or for a. use, not described in subsection (a) 
or (b). the deduction allowed under this 
section for the interest which is, or has been 
transferred to the person, or for the use, 
described in subsection (a) or (b) shall not 
be greater than the amount allowed to the 
donor as a deduction under section 170 in 
respect of such interest, determined without 
regard to the percentage limitation in sub­
section (b) thereof. For purposes of this sub­
paragraph, where the donor has elected the 
alternative set forth in subparagraph (B) of 
section 170(e) (1) (relating to electing valu­
ation of gifts of appreciated property), the 
deduction allowed under section 170 shall be 
deemed to be the deduction that would have 
been allowed had the alternative set forth in 
subparagraph (A) been elected. 

"(B) Where any readjustment under sec­
tion 170(b) (1) (H) is made in the donor's 
income, at the time the readjustment is 
made the donor shall , for purposes of this 
chapter, be considered as making a gift 
(which is not a gift of a present interest 
in property and for which no deduction shall 
be allowed under this section) of property 
in an amount equal to the amount required 
to be included in income as a result of the 
readjustment, except that if the alternative 
set forth in subparagraph (B) of section 
170(e) (1) had been elected, the amount of 
such gift shall be considered to be in an 
amount equal to the amount which would 
have been required to be included in income 
as a result of the readjustment if the alter­
native set forth in subparagraph (A) of such 
section had been elected. 

(i) CHARITABLE REMAINDER TRUSTS.-
( 1) Subpart C of pa.rt I of subchapter J 

of chapter 1 (relating to estates and trusts 
which ma.y accumulate income or which dis­
tribute corpus) is amended by adding at the 
end thereof the following new section: 
"SEC. 664. CHARITABLE REMAINDER TRUSTS. 

"(a) GENERAL RULE.-Notwithstanding any 
other provision o! this subchiapter, the pro­
visions of this section shall, in accordance 
with regulations prescribed by the Secretary 
or his delegate, apply in the case o! a chro'i­
table remainder annuity trust and a chari­
table remainder unitrust. 

"(b) CHARACTER OF DISTRIBUTIONS.-
Amounts distributed by a charitable remain­
der annuity trust or by a charitable remain­
der unitrust shall be considered as having the 
following characteristics in the hands of the 
benefl.cla.ry to whom is paid the annuity 
described in subsection (d) (1) (A) or the 
payment described in subsection (d) (2) (A): 

"(1) First, as amounts of income includ­
ible in gross income to the extent of such 
income o! the trust for the year and such 
undistributed income o! the trust for prior 
yea.rs; 

"(2) Second, as a capital gain to the ex­
tent o! the oapita.J. gain o! the trust for the 
yeair and the undistributed capital gain o! 
the trusrt for prior yea.rs; 

" ( 3) Third, as other income to the ex­
tent of such income of the trust fox the year 
a.nd such undistributed income of the trust 
for prior years; and 

"(4) Fourth, as a distribution of trust 
corpus. For purposes of this section the trust 
sha.11 determine the amount of its undistri­
buted ca.plta.J. gain on a cumulative net basis. 

"(c) EXEMPTION OF TRUST FROM TAX­
ATION.-A charitable remainder annuity trll6t 
a.nd a oh.a;ritable remainder unitrust shall 
not be subject t.o any tax imposed by this 
subtitle. 

"(d) DEFINITIONS.-
" ( 1) CHARITABLE REMAINDER ANNUITY 

TRUST.-A oha.ritable remainder a.nnuity 
trust is a trust-

" (A) From which a sum certain is to be 
paid, not less often than annually, to a per­
son who 1s not a person or organization de­
scribed in secrtion 170 (c), for a term of years 
or for the life of the person, a.nd 

"(B) Following the termination of the an­
nuity described in subparagraph (A) the 
remainder interest in the trust is to be trans­
ferred to, or for the use of, an organization 
described in section 170(c) or is to be re­
tained by the trust for such a use. 

"(2) CHARITABLE REMAINDER UNITRUST.-A 
charitable remainder unltrust is a trust-

"(A) From which a fixed percentage of the 
net fair market value of its assets, va~ued 
annually, is to be paid, not less often than 
annually, to a person who is not a person or 
organization described in section 170 ( c) , for 
a term of years or for the life of the person, 
and 

"(B) Following the termination of the in­
terest described in subparagraph (A) the re­
mainder interest in the trust is to be 
transferred to, or for the use of, an organiza­
tion described in section 170 ( c) or is to be 
retained by the trust for such a use." 

(2) The table of sections for subpart C 
of part I of subchapter J of chapter 1 (relat­
ing to estates and trusts which may ac­
cumulate income or which distribute corpus) 
is amended by adding at the end thereof 
"Sec. 664.Charitable remainder trusts." 

(j) EFFECTIVE DATES.-
( l) The amendments made by subsection 

(a) shall apply to contributions paid in 
taxable years beginning after December 31, 
1969, with the following exceptions: 

(A) the amendments made in sections 170 
(b) (1) (H) and (I) shall ·apply with respect 
to transfers in trust and contributions made 
after April 22, 1969, and 

(B) the amendment made in section 
170(b) (8) shall apply to contributions made 
after April 22, 1969. 

(2) The amendment made by subsection 
(b) shall apply to contributions which are 
paid ( or treated as paid under section 170 
(a) (2)) after December 31, 1969. 

(3) The amendments made by subsection 
(c) shall apply with respect to contributions 
which are paid ( or treated as paid under 
section 170(a) (2)) after December 31, 1969. 

(4) The amendments made by subsection 
(d) shall apply to sales made after May 26, 
1969. 

( 5) The amendments made by subsec­
tions (e) and (g) shall apply to transfers in 
trust made after April 22, 1969. 

(6) The amendment made by subsection 
(f) shall apply to amounts paid, permanently 
set aside, or to be used for a charitable pur­
pose after the date of enactmenrt of this Act. 

(7) (A) The amendments made by para­
graphs (1) and (2) of subsection (h) shall 
apply in the case of decedents dying after 
the date of enactment of this Act. 

(B) The amendment made by paragraph 
(3) of subsection (h) shall apply to gifts 
made after April 22, 1969. 

(8) The amendment made by subsection 
(i) shall apply to transfers in trust made 
after the date of enactment of this Act. 

SUBTITLE B-FARM LoSSES, ETC. 
SEC. 211. GAIN FROM DISPOSITIONS OF PROP­

ERTY USED IN FARMING WHERE 
FARM LoSSES OFFSET NONFARM 
INCOME. 

(a) IN GENERAL.-Part IV of subchapter P 
of chapter 1 (relating to special rules for de­
termining capital gains and losses) is 
amended by adding at the end thereof the 
following new section: 
"SEC. 1251. GAIN FROM DISPOSITION OF PROP­

ERTY USED IN FARMING WHERE 
FARM LOSSES OFFSET NONFARM 
INCOME. 

" (a) CIRCUMSTANCES UNDER WHICH SEC­
TION APPLIEs.-This section shall apply with 
respect to any tax.able year only if-

"(1) there is a farm net loss for the taxable 
year, or 

"(2) there is a balance in the excess deduc­
tions account as of the close of the taxable 
year after applying subsection (b) (3) (A). 

"(b) EXCESS DEDUCTIONS ACCOUNT.-
"(l) REQUIREMENT.-Each taxpayer subject 

to this section shall, for purposes of this sec­
tion, establish and maintain an excess deduc­
tions account. 

"(2) ADDITIONS TO ACCOUNT.-
" (A) GENERAL RULE.-There shall be added 

to the excess deductions account for each 
taxable year an amount equal to the farm 
net loss. 

"(B) EXCEPTION FOR INDIVIDUALS.-In the 
case of an individual, subparagraph (A) shall 
not apply for a taxable year-

" ( i) unless his nonfarm adjusted gross in­
come for such year exceeds $50,000, and 

"(ii) only to the extent his farm net loss 
exceeds $25,000. 

"(C) MARRIED INDIVIDUALS.- In the case of 
a husband or wife who files a separate re­
turn, the amount specified in subparagraph 
(B) (1) shall be $25,000 in lieu of $50,000, and 
in subparagraph (B) (ii) shall be $12,500 in 
lieu of $25,000. This subparagraph shall not 
apply if the spouse of the taxpayer does not 
have any nonfarm adjusted gross income for 
the t axable year. 

"(D) NONFARM ADJUSTED GROSS INCOME.­
For purposes of this section, the term 'non­
farm adjusted gross income' means the ad­
justed gross income computed without re­
gard to income or deductions attributable 
to farming. 

"(3) SUBTRACTIONS FROM ACCOUNT.-If 
there is any amount in the excess deduc­
tions account at the close of any taxable 
year ( determined before any amount is sub­
tracted under this paragraph for such year) 
there shall be subtracted from the account-

" ( A) an amount equal to the farm net 
income for such year, plus the amount (de­
termined as provided in regulations pre­
scribed by the Secretary or his delegate) 
necessary to adjust the account for deduc­
tions which did not result in a reduction 
of the taxpayer's tax under this subtitle 
for the taxable year or any preceding tax­
able year (including such amounts which 
did not result in a reduction of tax because 
of the application of section 84 (relating to 
limit on tax preferences)), and 

"(B) after applying paragraph (2) or sub­
paragraph (A) of this paragraph (as the 
case may be), an amount equal to the sum 
of the amounts treated under subsection 
( c) as gain from the sale or exchange of 
property which is neither a capital asset nor 
property described in section 1231. 

" ( 4) EXCEPTION FOR TAXPAYERS USING CER­
TAIN ACCOUNTING METHODS.-

" (A) GENERAL RULE.-Except to the extent 
that the taxpayer has succeeded to an ex­
cess deductions account as provided in para­
graph ( 5) • additions to the excess deduc­
tions account shall not be required by a 
taxpayer who elects to compute taxable in­
oome from farming (1) by using inventories, 
and (ii) by charging to capital account all 
expenditures paid or incurred which are 
properly chargeable to capital account (in­
cluding such expenditures which the tax­
payer may, under this chapter or regulations 
prescribed thereunder, otherwise treat or 
elect to treat as expenditures which are not 
chargeable to capital account). 

"(B) TIME, MANNER, AND EFFECT OF ELEC­
TION.-An election under subparagraph (A) 
for any taxable year shall be filed within 
the time prescribed by law (including ex­
tensions thereof) for fl.ling the return for 
such taxable year, and shall be made and 
filed in such manner as the Secretary or 
his delegate shall prescribe by regulations. 
Such election shall be binding on the tax­
payer for such taxable year and for all sub­
sequent taxable years and may not be re­
voked except with the consent of the Sec­
retary or his delegate. 

"(C) CHANGE OF METHOD OF ACCOUNTING, 
ETC.-If, in order to comply With the eleCw 
tion made under subparagraph (A), a tax" 
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payer changes his method of accounting in 
computing taxable income from the busi­
ness of farming, such change shall be treated 
as having been made with the consent of 
the Secretary or his delegate and for purposes 
of section 481 (a) (2) shall be treated as a 
change not initated by the taxpayer. 

. ( 5) TRANSFER OF ACCOUNT.-
" (A) CERTAIN CORPORATE TRANSACTIONS.­

In the case of a transfer described in subsec­
tion (d) (3) to which section 371 (a), 374(a), 
or 381 applies, the acquiring corporation 
shall succeed to and take into account as of 
the close of the day of distribution or trans­
fer, the excess deductions account of the 
transferor. 

"(B) CERTAIN GIFTS.-If-
" (i) farm recapture property is disposed of 

by gift, and 
"(ii) the potential gain (as defined in sub­

section ( e) ( 5) ) on farm recapture property 
disposed of by gift during any one-year pe­
riod in which any such gift occurs is more 
than 80 percent of the potential gain on 
farm recapture property held by the donor 
immediately prior to the first of such gifts, 
the donees of the property shall succeed ( as 
of the close of the donor's taxable year in 
which the first of such gifts is made) to the 
donor's excess deductions account ( or in the 
case of more than one donee, to his ratable 
share of such account) determined, after the 
application of paragraphs (2) and (3) with 
respect to the donor, as of the close of such 
taxable year. 

"(6) JOINT RETURN.-ln the case of an 
addition to an excess deductions account for 
a taxable year for which a joint return was 
filed under section 6013, for any subsequent 
taxable year for which a separate return 
was filed the Secretary or his delegate shall 
provide rules for allocating any remaining 
amount of such addition in a manner con­
sistent with the purposes of this section. 

"(c) ORDINARY !NCOME.-
"(1) GENERAL RULE.-Except as otherwise 

provided in this section, if farm recapture 
property ( as defined in subsection ( e) ( 1) ) 
is disposed of during a taxable year beginning 
after December 31, 1969, the amount by 
Which-

" (A) in the case of a sale, exchange, or 
involuntary conversion, the amount realize~. 
or 

"(B) in the case of any other disposition, 
the fair market value of such property, 
exceeds the adjusted basis of such property 
shall be treated as gain from the sale or ex­
change of property which is neither a capital 
asset nor property described in section 1231. 
Such gain shall be recognized notwithstand­
ing any other provision of this subtitle. 

"(2) LIMrrATION.-
"(A) AMOUNT IN EXCESS DEDUCTIONS AC• 

OOUNT.-The aggregate of the amounts 
treated under paragraph ( 1) as gain from 
the sale or exchange of property which is 
neither a capital asset nor property described 
in section 1231 for any taxable year shall 
not exceed the amount in the excess deduc­
tions account at the close of the taxable 
year after applying subsection (b) (3) (A). 

"(B) DISPosrrIONS TAKEN INTO ACCOUNT.­
If the aggregate of the amounts to which 
paragraph (1) applies is limited by the appli­
cation of subparagraph (A), paragraph (1) 
shall apply in respect of such dispositions 
(and in such amounts) as provided under 
regulations prescribed by the Secretary or 
his delegate. 

"(C) SPECIAL RULE FOR DISPOSITION OF 
LAND.-In applying subparagraph (A), any 
gain on the sale or exchange of land shall be 
taken into account only to the extent of its 
potential gain ( as defined in subsection ( e) 
(5)). 

" ( d) EXCEPTIONS AND SPECIAL RULES.-
" ( 1) GIFTs.-Subsectlon ( c) shall not ap­

ply to a disposition by gift. 

"(2) TRANSFER AT DEATH.-Except as pro­
vided in section 691 (relating to income in 
respect of a decedent), subsection (c) shall 
not apply to a transfer at death. 

"(3) CERTAIN CORPORATE TRANSACTIONS.­
If the bas.is of proper·ty in the hands of a 
transferee is determined by reference to its 
basis in the hands of the transferor by reason 
of the application of section 332, 351, 361, 
371(a), or 374(a), then the amount of gain 
taken into account by the transferor under 
subsection (c) (1) sh,i.ll not exceed the 
amount of gain recognized to the transferor 
on the transfer of such property ( determined 
without regard to this section). This para­
graph shall not apply to a disposition to 
an organwation ( other than a cooperative 
described in section 521) which is exempt 
from the tax imposed by this chapter. 

"(4) LIKE KIND EXCHANGES; INVOLUNTARY 
CONVERSION, ETC.-If property is disposed of 
and gain (determined without regard to this 
section) is not recognized in whole or in part 
under section 1031 or 1033, then the amount 
of gain taken into account by the transferor 
under subsection ( c) ( 1) shall not exceed the 
sum of-

"(A) the amount of gain recognized on 
such disposition (determined without regard 
to this section), plus 

"(B) the fair market value of property ac­
quired with respect to which no gain is rec­
ognized under subparagraph (A), but which 
is not farm recapture property. 

"(5) PARTNERSHIPS.-
"(A) IN GENERAL.-In the case of a partner­

ship, each partner shall take into account 
separately his distributive share of the part­
nership's farm net losses, gains from dispo­
sitions of farm recapture property, and other 
items in applying this section to the partner. 

"(B) TRANSFERS TO PARTNERSHIPS.-!! farm 
recapture property is contributed to a part­
nership and gain (determined without regard 
to this section) is not recognized under sec­
tion 721, then the amount of gain taken into 
account by the transferor under subsection 
( c) ( 1) shall not exceed the excess of the 
fair market value of farm recapture property 
transferred over the fair market value of the 
partnership interest attributable to such 
property. If the partnership ·agreement pro­
vides for an allocation of gain to the con­
tributing partner with respect to farm re­
capture property contributed to the partner­
ship (as provided in section 704(c) (2)), the 
partnership interest of the oonitributing part­
ner shall be deemed to be attributable to 
such property. 

" ( 6) PROPERTY TRANSFERRED TO CONTROLLED 
coRPORATIONs.-Except for transactions de­
scribed in subsection (b) (5) (A), in the case 
of a transfer, described in paragraph (3), of 
farm recapture property to a corporation, 
stock received by a transferor in the exchange 
shall be farm recapture property to the ex­
tent attributable to the fair market value 
of farm recapture property ( or if less, the ad­
justed basis plus the potential gain (as de­
fined in subsection ( e) ( 5) ) on farm recap­
ture property) contributed to the corporation 
by such transferor. 

" ( e) DEFINrrioNs.-For purposes of this 
section-

"(!) FARM RECAPTURE PROPERTY.-The term 
'farm recapture property' means any prop­
erty (other than section 1250 property) de­
scribed in paragraph (1) (relating to busi­
ness property held for more than 12 months), 
( 3 ) (relating to 11 vestock) , or ( 4) (relating 
to an unharvested crop) of section 1231(b) 
which is or has been used in the trade or 
business of farming by the taxpayer or by a 
transferor in a transaction described in sub­
section (b) (5). 

"(2) FARM NET LOSS.-The term 'farm net 
loss' means the amount by which-

" (A) the deductions allowed or allowable 
by this chapter which are directly connected 

with the carrying on of the trade or business 
of farming, exceed 

"(B) the gross income derived from such 
trade or business. 
Gruins and losses on the disposition of farm 
recapture property referred to in section 1231 
(a) ( determined without regard to this sec­
tion or section 1245(a)) shall not be taken 
in to account. 

"(3) FARM NET INCOME.-The term 'farm 
net income' means the amount by which the 
amount referred to in paragraph (2) (B) ex­
ceeds the amount referred to in paragraph 
(2) (A). 

" ( 4) TRADE OR BUSINESS OF FARMING.-
" (A) HORSE RACING.-In the case of a tax­

payer engaged in the raising of horses, the 
term 'trade or business of farming' includes 
the racing of horses. 

"(B) SEVERAL BUSINESSES OF FARMING.-If 
a taxpayer is engaged in more than one trade 
or business of farming, all such trades and 
businesses shall be treated as one trade or 
business." 

"(5) POTENTIAL GAIN.-The term 'potential 
ga.in' means an amount equal to the excess 
of the fa.ir market value of property over its 
adjusted basis, but limited in the case of land 
to the extent of the deductions allowable in 
respect to such land under sections 175 (re­
lating to soil and water consetvation ex­
penditures) and 182 (relating to expenditures 
by farmers for clearing land) for the taxable 
year and the 4 preceding taxable years." 

(b) CONFORMING AMENDMENTS.-
(!) Section 30l(b) (1) (B) (ii) (relating to 

corporate distributions of property) is 
amended by striking out "or 1250(a)" and 
inserting in lieu thereof "1250(a), or 1251 
(c) ". 

(2) Section 301(d) (2) (B) (relating to the 
basis of property distributed by a corpora­
tion) is amended by striking out "or 1250 
(a) " and inserting in lieu theo:eof "1250 (a) , 
or 1251 (c) ". 

(3) Section 312(c) (3) (relating to ad­
jus·tment to corporate earnings and profits) 
is amended by striking out "or 1250(a)" and 
inserting in lieu thereof "1250(a). or 1251 
(c)". 

(4) Section 341(e) (12) (relating to non­
application of section 1245(a) with respect 
to collapsible corporations) is amended by 
striking out "and 1250(a)" and inserting in 
lieu thereof "1250(a), and 1251(c)". 

(5) Section 453(d) (4) (B) (relaiting to dis­
tribution of installment obligations under 
certain liquidations) is amended by striking 
out "or 1250(a)" and inserting in lieu there­
of "1250(a), or 1251(c) ". 

(6) Section 751(c) (relating to unrealized 
receivables in partnership transactions) is 
amended by striking out "section 1250 ( c) " 
and inserting in lieu thereof "section 1250 ( c) , 
and farm recapture property ( as defined in 
section 1251 (e) (1)) "; and by striking out 
"1250(a)" and inserting in lieu thereof "1250 
(a), or 1251(c) ". 

(7) The table of se<:tions for part IV of 
subchapter P of chapter 1 is amended by 
·adding at the end thereof the following: 
"Sec. 1251. Gain from disposit.ion of property 

used in farming where farm 
losses offset nonfarm income." 

(c) EFFECTIVE DATES.-The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1969. 
SEC.212.LIVESTOCK. 

(a) DEPRECIATION RECAPTURE.-
(!) GENERAL RULE.-Section 1245(a) (2) 

(relating to recomputed basis with respect 
to gain from disposition of certain depreci­
able property) is amended by striking out 
"or" at the end of subparagraph (A), by add­
ing "or" at the end of subparagraph (B), 
and by inserting immediately after subpara­
graph (B) the following: 

"(C) with respect to livestock, its ad­
justed basis recomputed by adding thereto 
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all adjustments attributable to a period 
after December 31, 1969," 

( 2) CONFORMING AMENDMENT .-Section 
1245(a) (3) (relating to section 1245 prop­
erty) is amended by striking out "{other 
than Ii vestock) ". 

(3) EFFECTIVE DATE.-The amendments 
made by paragraphs (1) and (2) shall apply 
with respect to taxable years beginning after 
December 31, 1969. 

(b) LIVESTOCK USED IN TRADE OR BUSI­
NESS.-

(1) AMENDMENT OF SECTION 1231.- Section 
1231 (b) (3) (relating to property used in 
a trade or business) is amended to read as 
follows: 

"(3) LIVESTOCK.-Such term includes live­
stock regardless of age, held by a taxpayer 
for draft, breeding, sporting, or dairy pur­
poses, but only if held by him for at least 
365 days after such animal normally would 
have first been used for any of such pur­
poses. Such term does not include poultry." 

(2) EFFECTIVE DATE.-The amendments 
made by paragraph ( 1) shall apply to live­
stock acquired after December 31, 1969. 
SEC. 213. HOBBY LOSSES. 

(a) Section 270 (relating to limit ation on 
deductions allowable to individuals in cer­
tain cases) is amended to read as follows: 
"SEC. 270. LIMITATION ON DEDUCTIONS IN 

CERT.\IN CASES. 
.. (a) GENERAL RULE.-Items attributable to 

an activity shall be allowed only to the ex­
tent of the gross income from such activity 
unless such activity is carried on with area­
sonable expectation of realizing a profit. 

"(b) REBUTTABLE PRESUMPTION .-If the 
deductions attributable to an activity exceed 
the gross income from such activity by 
$25,000 or more for any 3 of 5 consecutive 
years ending with the taxable year, then 
unless the taxpayer establishes to the con­
trary, the activity shall be deemed to have 
been carried on without a reasonable ex­
pectation of realizing a profit." 

(b) (1) Section 6504 (relating to cross ref­
erences with respect to limitations on assess­
ment and collection) is amended by striking · 
out paragraph (8). 

(2) The table of sections for part IX of 
subchapter B of chapter 1 is amended by 
striking out-
"Sec. 270. Limitation on deductions allow­

able to individuals in certain 
cases." 

and inserting in lieu thereof the following: 
"Sec. 270. Limitation on deductions in cer­

tain cases." 
( c) The amendment made by this sec­

tion shall apply to taxable years beginning 
after December 31, 1969. 

SUBTITLE C-INTEREST 
SEC. 221. INTEREST. 

(a) LIMITATION ON INTEREST DEDUCTION 
ATTRIBUTABLE TO INVESTMENT INDEBTEDNESS.­
Section 163 (relating to interest) is amended 
by redesignating subsection {d) and (e), and 
by inserting after subsection (c) the fol­
lowing new subsection: 

"(d) LIMITATION ON INTEREST ON INVEST­
MENT INDEBTEDNESS.-

" ( 1) IN GENERAL.-In the case of a taxpayer 
other than a corporation ( except an electing 
small business corporation as defined in 
section 1371 (b) ) , the -amount of investment 
interest allowable as a deduction under sub­
section (a) shall not exceed the sum of-

"(A) $25,000 ($12,500, in the case of a 
separate return by a married individual), 

"(B) the amount of the net investment 
income (as defined in paragraph (3) (C)), 
and 

"(C) an amount equal to the amount by 
which the net long-term capital gain exceeds 
the net short-term capital loss for the tax­
able year. 

"(2) CARRYFORWARD OF DISALLOWED INVEST­
MENT INTEREST.-The amount of disallowed 
investment interest for any taxable year 
shall be treated ( except for purposes of para­
graph (1) (A)) ·as investment interest paid 
or accrued in the succeding taxable year. 

"(3) DEFINITIONS.~For purposes of this 
subsection-

" (A) INVESTMENT INCOME.-The term 'in­
vestment income' means the gross amount 
of income from interest, dividends, rents, 
and royalties and net short-term capital 
gains derived from the disposiition of prop­
erty held for investment, but only to the 
extent that such gross income or such gains 
are not derived from the conduct of a trade 
or business. 

"(B) INVESTMENT EXPENSES.-The term 'in­
vestment expenses' means all deductions al­
lowable under section 164(a) (1) or (2 ) , 166, 
167, 171, 212, or 611 directly connected with 
the production of investment income. 

"(C) NET INVESTMENT INCOME.-The term 
'net investment income' means the excess, if 
any, of investment income over investment 
expenses. 

.. (D) INVESTMENT INTEREST.-The term 'in­
vestment interest' means interest paid or 
accrued on indebtedness incurred or con­
tinued to purchase or carry property held for 
investment. 

"(E) DISALLOWED INVESTMENT INTEREST.­
The term 'disallowed investment interest' 
means, with respect to any taxable year, the 
amount disallowed as a deduction solely by 
reason of the limitation in paragraph (1). 

'' ( 4) SPECIAL RULES.-
" (A) PARTNERSHIPS.-In the case of a 

partnership, the provisions of this subsec­
tion shall apply with respect to the partner­
ship and with respect to each partner. 

"(B) NET OPERATING LOSSES OF ELECTING 
SMALL BUSINESS CORPORATIONS.-The net op­
erating loss deduction allowed to sharehold­
ers of an electing small business corporation 
under section 1374 shall be deemed an in­
vestment interest deduction to the extent 
such investment interest is allowed as a de­
duction to the corporation. Section 1374(d) 
shall be disregarded to the extent such net 
operating loss deduction is deemed to be an 
investment interest deduction. 

"(C) RENTS.-Gross income derived from 
rents shall not be considered as gross income 
derived from the conduct of a trade or busi­
ness unless ( i) the sum of the deductions 
with respect to the rent producing property 
which are allowable under section 162 (relat­
ing to trade or business expenses) equals or 
exceeds 15 percent of the rental income pro­
duced by such property, and (ii) the tax­
payer is neither guaranteed a specified return 
nor is guaranteed in whole or in part against 
loss of income." 

(b) CAPITAL GAINS DEDUCTION.-The first 
sentence of section 1202 (relating to deduc­
tion for capital gains) is amended by strik­
ing out "exceeds the net short-term capital 
loss" and inserting in lieu thereof "exceeds 
the sum of the net short-term capital loss 
and the amount of investment interest al­
lowable as a deduction under section 163(d) 
(1) (C)". 

(c) EFFECTIVE DATE.-The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1969. 

SUBTITLE D-MOVING EXPENSES 
SEC. 231. MOVING EXPENSES. 

(a) DEDUCTION FOR MOVING EXPENSES.­
Section 217 (relating to moving expenses) is 
amended to read as follows: 
SEC. 217. MOVING EXPENSES. 

"(a) DEDUCTION ALLOWED.-There shall be 
allowed as a deduction moving expenses paid 
or incurred during the taxable year in con­
nection with the commencement of work by 
the taxpayer as an employee at a new prin­
cipal place of work. 

" ( b) DEFINITION OF MOVING EXPENSES.-
" ( 1) IN GENERAL.-For purposes of this 

section, the term 'moving expenses' means 
only the reasonable expenses-

.. (A) of moving household goods and per­
sonal effects from the former residence to the 
new residence, 

"(B) of traveling (including meals and 
lodging) from the former residence to the 
new place of residence, 

" ( C) of traveling (including meals and 
lodging), after obtaining employment, from 
the former residence to the general location 
of the new principal place of work and re­
turn, for the principal purpose of searching 
for a new residence. 

"(D) of meals and lodging while occupying 
temporary quarters in the general location 
of the new principal place of work during 
any period of 30 consecutive days after ob­
taining employment, or 

"(E ) constituting qualified residence sale; 
purchase, or lease expenses. 

"(2 ) QUALIFIED RESIDENCE SALE, ETC., EX­
PENSES.-For purposes of paragraph (1) (E), 
the term 'qualified residence sale, purchase, 
or lease expenses' means only reasonable ex­
penses incident to-

"(A) the sale or exchange by the taxpayer 
or his spouse of the taxpayer's former resi­
dence (not including expenses for work per­
formed on such residence in order to assist in 
its sale) which (but for this subsection and 
subsection (e)) would be taken into account 
in determining the amount realized on the 
sale or exchange, 

"(B) the purchase by the taxpayer or his 
spouse of a new residence in the general lo­
cation of the new principal place of work 
which (but for this subsection and subsec­
tion (e)) would be taken into account in 
determining-

" ( i) the adjusted basis of the new resi­
dence, or 

"(ii) the cost of a loan (but not including 
any amounts which represent payments or 
prepayments of interest), 

"(C) the settlement of an unexpired lease 
on property used by the taxpayer as his 
former residence, or 

"(D) the acquisition of a lease by the tax­
payer or his spouse on property used by 
the taxpayer as his new reS<idence in the 
general location of the new principal place 
of work (not including amounts which are 
payments or prepayments ' of rent). 

"(3) LIMITATIONS.-
"(A) DOLLAR LIMITS.-The aggregate 

amount allowable as a deduction under sub­
section (a) in connection with a commence­
ment of work which is attributable to ex­
penses described in subparagraph (C) or 
(D) of paragraph (1) shall not exceed $1,000. 
The aggregate amount allowable as a deduc­
tion under subsection (a) which is attrib­
utable to qualified residence sale, purchase, 
or lease expenses shall not exceed $2,500, re­
duced by the aggregate amount so allowable 
which is attributable to expenses described 
in subparagraph (C) or (D) of paragraph 
(1). 

"(B) HUSBAND AND WIFE.-In the case of 
a husband and wife filing separate returns, 
subparagraph {A) shall be applied by substi­
tuting '$500' for '$1,000', and by substituting 
'$1,250' for '$2,500'. 

"(C) INDIVIDUALS OTHER THAN TAXPAYER.­
In the case of any individual other than the 
taxpayer, expenses referred to in subpara­
graphs (A) through (D) of paragraph (1) 
shall be taken into account only if such 
individual has both the former residence 
and the new residence as his principal place 
of abode and is a member of the taxpayer's 
household. 

"(c) CONDITIONS FOR ALLOWANCE.-No de­
duction shall be allowed under this section 
unless-

" ( 1) the taxpayer's new principal place of 
work-
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"(A) is a.t least 50 miles farther from his 
former residence than was his former 
principal place of work, or 

"(B) if he had no former principal place 
of work, is at least 50 miles from his former 
residence, and 

"(2) during the 12-month periOd immedi­
ately following his arrival in the general 
location of his new principal place of work, 
the taxpayer is a full-time employee, in such 
general location, during at least 39 weeks. 

"(d) RULES FOR APPLICATION OF SUBSEC­
TION ( C) (2) .-

" ( 1) The condition of subsection (c) (2) 
shall not apply if the taxpayer is unable to 
satisfy such condition by reason of-

"(A) death or disability, or 
"(B) involuntary separation (other than 

for willful misconduct) from the service of, 
or transfer for the benefit of, an employer 
after obtaining full-time employment in 
which the taxpayer could reasonably have 
been expected to satisfy such condition. 

"(2) If a taxpayer has not satisfied the 
condition of subsection (c) (2) before the 
time prescribed by law (including extensions 
thereof) for filing the return for the taxable 
year during which he paid or incurred mov­
ing expenses which would otherwise be de­
ductible under this section, but may still 
satisfy such condition, then such expenses 
may (at the election of the taxpayer) be de­
ducted for such taxable year notwithstanding 
subsection (c) (2) . 

"(3) If-
" (A) for any taxable year moving expenses 

have been deducted in accordance with the 
rule provided in paragraph ( 2) , and 

"(B) the condition of subsection (c) (2) 
(as modified by paragraph (1) of this sub­
section) cannot be satisfied at the close of 
a subsequent taxable year, 
then an amount equal to the expenses which 
were so deducted shall be included in gross 
income for the first such subsequent taxable 
year. 

"(e) DENIAL OF DOUBLE BENEFIT.-The 
amount realized on the sale of the residence 
described in subparagraph (A) of subsection 
(b) (2) shall not be decreased by the amount 
of any expenses described in such subpara­
graph which are allowed as a deduction 
under subsection (a), and the basis of a 
residence described in subparagraph (B) of 
subsection (b) (2) shall not be increased by 
the amount of any expenses described in 
such subparagraph which are allowed as a 
deduction under subsection (a). This sub­
section shall not apply to any expenses with 
respect to which an amount is included in 
gross income under subsection (d) (3). 

"(f) REGULATIONS.-The Secretary or his 
delegate shall prescribe such regulations as 
may be necessary to carry out the purposes 
of this section." 

(b) INCLUSION IN GROSS INCOME OF MOVING 
EXPENSE REIMBURSEMENTS.-Part II of sub­
chapter B of chapter 1 (relating to items 
specifically included in gross income) is 
amended by adding after section 81 the fol­
lowing new section: 
"SEC. 82. REIMBURSEMENT FOR EXPENSES OF 

MOVING. 
"There shall be included in gross income 

(as compensation for services) any amount 
received or accrued, directly or indirectly, 
by an individual from his employer as a pay­
ment for or reimbursement of expenses of 
moving from one residence to another resi­
dence." 

( c) CLERICAL AMENDMENTS.-The table of 
sections for part II of subchapter B of chap­
ter 1 is amended by adding at the end there­
of the following: 

"Sec. 82. Reimbursement for expenses of 
moving." 

( d) EFFECTIVE DATES.-The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1969, ex-

cept that section 217 of the Internal Reve­
nue Code of 1954 (as amended by subsec­
tion (a)) shall not apply to any item to the 
extent that the taxpayer received reimburse­
ment or other expense allowance for such 
item on or before December 31, 1969, which 
was not included in his gross income. 
TITLE III-OTHER ADJUSTMENTS PRI-

MARY AFFECTING INDIVIDUALS 
SUBTITLE A-LIMIT ON TAX PREFERENCES AND 

ALLOCATION OF DEDUCTIONS 
SEC. 301. LIMIT ON TAX PREFERENCES FOR IN­

DIVIDUALS, ESTATES, AND TRUSTS, 
(a) IN GENERAL.-
( 1) Part II of subchapter B of chapter 1 

(relating to items specifically included in 
gross income) is amended by adding at the 
end thereof the following new section: 
"SEC. 84. DISALLOWED TAX PREFERENCES. 

"(a) GENERAL RULE.-In the case of a tax­
payer (other than a corporation), there shall 
be included in gross income for the taxable 
year the amount of disallowed tax prefer­
ences. 

" ( b) DISALLOWED TAX PREFERENCES.-For 
purposes of this section, the amount of disal­
lowed tax preferences for a taxable year is 
the amount by which the sum of the items 
of tax preference exceeds the limit on tax 
preferences. 

"(c) ITEMS OF TAX PREFERENCE.-
" ( 1) GENERAL RULE.-For purposes Of this 

section, the items of tax preference are: 
"(A) CHARITABLE CONTRIBUTION OF APPRE­

CIATED PROPERTY.-The amount of the deduc­
tion ( determined without regard to section 
277) for charitable contributions under sec­
tion 170 or 642 ( c) allowable for the taxable 
year which is attributable to appreciation in 
the value of property not included in gross 
income (determined without regard to this 
section) . 

"(B) ACCELERATED DEPRECIATION.-With re­
spect to each section 1250 property (as de­
fined in section 1250(c)), the amount by 
which the deduction allowable for the tax­
able year for exhaustion, wear and tear, ob­
solescence, or amortization exceeds the de­
preciation deduction which would have been 
allowable· for the taxable year had the tax­
payer depreciated the property unde'l' the 
method described in section 167(b) (1) (re­
lating to the straight line method of depre­
ciation) for each ' taxable year of its useful 
life for which the taxpayer has held the prop­
erty. 

" ( C) INTEREST ON CERTAIN GOVERNMENTAL 
OBLIGATIONs.-The excess (if any) of interest 
on obligations which is excludable from gross 
income for the taxable year under section 
103 over the sum of-

" (i) the amount of the proper adjustment 
to basis required to be made for the taxable 
year under section 1016(a) (5) or (6), and 

"(ii) the amount of deductions allocable · 
to such interest which is disallowed by ap­
plication of section 265(a) (1) (relating to 
expenses relating to tax-exempt income), 
multiplied by the transitional percentage as 
determined under paragraph ( 5) . 

" (D) FARM LOSSES.-The amount by which 
the farm net loss ( as defined under section 
1251 ( e) ( 2) but not including any i tern of 
tax preference specified in subpar"agraph (B)) 
exceeds the amount of the farm loss (if any) 
which would have been determined under the 
accounting methods described in section 1251 
(b) (4). 

"(E) CAPITAL GAINS DEDUCTION.-The 
amount allowable as a deduction for long­
term capital gains under section 1202. 

"(2) NONRESIDENT ALIENS.-In the case 
of a nonresident alien, the items of tax 
preference shall include only those items 
of income which are effectively connected 
with the conduct of a trade or business with­
in the United States and those items of de­
ductions which are allowable as deductions 

in determining taxable income which is effec­
tively connected with the conduct of a trade 
or business within the United States. 

"(3) SPECIAL RULE FOR COMPUTING NET OPER­
ATING Loss.-For purposes of computing the 
amount of a net operating loss or the amount 
of a net operating loss carryover, the items of 
tax preference shall be determined without 
regard to paragraph (1) (E). 

"(4) SPECIAL RULE FOR SHAREHOLDERS OF AN 
ELECTING SMALL BUSINESS CORPORATION.-Un­
der regulations prescribed by the Secretary or 
his delegate, the items of tax preference of an 
electing small business corporation (as de­
fined in section 1371 (b) ) for each taxable 
year of the corporation shall be treated as 
items of tax preference of the shareholders 
of such corporation and shall be apportioned 
pro rata among such shareholders in a man­
ner consistent with section 1374(c) (1). For 
purposes of the preceding sentence, this sec­
tion shall be treated as applying to such 
corporation. 

"(5) TRANSITIONAL PERCENTAGE APPLICABLE 
TO INTEREST ON CERTAIN GOVERNMENTAL OBLIGA­
TIONS.-The transitional percentage referred 
to in paragraph (1) (C) is 10 percent multi­
plied by the number of taxable years begin­
ning on or after January 1, 1970 (but not in 
excess of 100 percent) . 

" ( d) LIMIT ON TAX PREFERENCES.-For pur­
poses of this section, the limit on tax prefer­
ences is an amount equal to the greater of-

"(1) one-half of the sum of (A) the items 
of tax preference, and (B) the adjusted gross 
income computed without regard to this 
section and section 218(a), or 

"(2) $10,000 ($5,000 in the case of a mar­
ried individual filing a separate return). 

(e) AMOUNTS INCLUDED IN lNCOME.-For 
purposes of this chapter, the amount in­
cluded in gross income under this section 
shall be considered derived proportionately 
from each item of tax preference. 

"(f) CROSS REFERENCE.-
"For rules relating to adjustments for 

amounts disallowed as tax preferences by this 
section, see section 218." 

(2) Part VII of subchapter B of chapter 1 
(relating to additional itemized deductions 
for individuals) is amended by renumbering 
section 218 as 219, and by inserting after 
section 217 the following new section: 
"SEC. 218. ADJUSTMENTS FOR DISALLOWED T t,X 

PREFERENCES. 
"(a) GENERAL RULE.-If in any taxable year 

a taxpayer has included disallowed tax pref ­
erence ( as determined under section 84 ( b) ) 
in gross income, the amount thereof shall be 
allowed, subject to subsection (b), as a 
deduction in each of the 5 succeeding taxable 
years to the extent not used as a deduction 
in earlier taxable years which are subse­
quent to the taxable year in which the dis­
allowed tax preferences arose. For purposes 
of the preceding sentence, the amount of 
disallowed t ax preferences to which t his 
section applies shall be reduced by the 
amount of any basis adjustments resulting 
from application of subsection (c) during 
the taxable year to which this section is 
being applied and any prior taxable years 
which are subsequent to the taxable year 
in which the disallowed tax preferences 
arose. 

"(b) LIMITATIONS.-The deduction under 
subsection (a) for any taxable year shall not 
exceed the amount of the limit on tax pref­
erences ( as defined in section 84 ( d) ) for 
such taxable year reduced by-

" ( 1) the items of tax preference for such 
taxable year , and 

"(2) the deduction under subsection (a) 
for such taxable year resulting from appli­
cation of this section to disallowed tax pref­
erences arising in taxable years preceding 
the taxable year in which the disallowed tax · 
preferences being applied arose. 

"(C) ADJUSTMENT TO BASIS.-
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. " ( 1) I~ GENERAL.-Except as provided in 

paragraph (2)-
"(A) disallowed tax preferences which re­

late to items of tax preference described in 
section 84(c) (1) (B) shall increase the basis 
of the asset to which they relate, and 

"(B) disallowed tax preferences which re­
late to items of tax preference described 
in section 84 ( c) ( 1) ( D) shall increase the 
basis of any farm asset other than section 
1250 property (as defined in section 1250(c)), 
to the extent not allowed as a deduction or 
as an addition to basis under this section 
for an earlier taxable year. Such increase 
shall not be taken into account for purposes 
of the deduction allowed by section 167. 

"(2) FARM ASSETS.-The increase in basis 
of farm assets provided in paragraph ( 1) 
shall apply to such assets in the order of 
disposition and shall not increase the basis of 
an asset to an amount greater than-

"(A) the amount which the basis would 
have been had the taxpayer used the account­
ing methods described in section 1251 (b) ( 4) , 
or 

"(B) if the taxpayer so chooses, an amount 
determined by use of reasonable estimates 
of the unit costs of the different classes of 
assets." 

(b) TECHNICAL AMENDMENTS.-
(1) Section 62 (relating to definitions of 

adjusted gross income) is amended by in­
serting after paragraph (9) the following 
new paragraph: 

"(10) ADJUSTMENTS FOR DISALLOWED TAX 
PREFERENCEs.-The deduction allowed by sec­
tion 218." 

(2) Section 1016 (relating to adjustments 
to basis) is amended by redesignating sub­
section (c) as subsection (d) and by insert­
ing after subsection (b) the following new 
subsection: 

"(c) LIMIT ON TAX PREFERENCES.-Adjust­
ments to basis shall be computed under this 
section without regard to section 84 and sec­
tion 218 except as otherwise provided in sec­
tion 218(c) ." 

(C) CLERICAL AMENDMENTS.-
( 1) The table of sections for part II of 

subchapter B of chapter 1 is amended by 
adding at the end thereof the following: 
"Sec. 84. Disallowed tax preferences." 

( 2) The table of sections for part VII of 
subchapter B of chapter 1 is amended by 
striking out the last item and inserting in 
lieu thereof the following: 
"Sec. 218. Adjustments for disallowed tax 

preferences. 
"Sec. 219. Cross references." 

(d) EFFECTIVE DATE.-The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1969. 
SEC. 302. ALLOCATION OF DEDUCTIONS. 

(a) IN GENERAL.-Part IX of subchapter B 
of chapter 1 (relating to items :qot de­
ductible) ls amended by adding at the end 
thereof the following new section: 
"SEC. 277. LIMITATION ON DEDUCTIONS FOR 

INDIVIDUALS. 
"(a) GENERAL RULE.-If a taxpayer (other 

than a corporation) has allocable expenses 
for a taxable year, the deduction otherwise 
allowable under this chapter for such ex­
penses shall be disallowed to the extent of an 
amount equal to the lesser of-

"(1) the aggregate of such expenses multi­
plied by the section 277 fraction, or 

"(2) the allowable tax preferences. 
"(b) SECTION 277 FRACTION.-For purposes 

of this section, the section 277 fraction is the 
fraction the numerator of which is the al­
lowable tax preferences and the denomina­
tor of which is the sum of the allowable tax 
preferences plus modified adjusted gross in­
come. 

.. ( c) DEFINITIONS.-For purposes of this 
section-

" ( 1) ALLOCABLE EXPENSES.-
" (A) IN GENERAL.-The term 'allocable ex­

penses' means the sum of the amounts allow-

able as deductions (without regard to this 
section and section 172 ( d) ) by application 
of the following provisions (to the extent not 
otherwise disallowed as a deduction under 
section 265) : 

"(i) section 163 (relating to interest), de­
termined without regard to section 163 
(d) (1), 

"(ii) section 164 (relating to taxes), 
"(iii) section 165 (relating to losses), but 

only with respect to a loss described in sec­
tion 165(c) (3) (relating to casualty losses), 

"(iv) section 170 (relating to charitable 
contributions), 

"(v) section 172 (relating to net operating 
loss deduction), but only to the extent that 
the amount allowable (without r-egard to this 
section) as a deduction is attributable to a 
loss described in section 165(c) (3), 

"(vi) section 213 (relating to medical, 
dental , etc., expenses) , and 

"(vii) section 216 (relating to deduction 
of certain amounts by cooperative housing 
corporation tenant-stockholders). 

.. (B) EXCEPTION.-Subparagraph (A) shall 
not apply to interest and taxes paid or in­
curred in the conduct of a trade or business 
(other than for investment interest, as de­
fined in section 163(d) (3) (D)). 

"(C) TAXABLE YEARS BEGINNING IN 1970.­

For taxable years beginning in 1970, the allo­
cable expenses shall be one-half of the 
amount determined under subparagraph (A). 

"(2) ALLOWABLE TAX PREFERENCES.-
" (A) GENERAL RULE.-The term 'allowable 

tax preferences' means the excess (if any) 
of the total of the items of tax preference 
determined under section 84(c) (but only 
to the extent that such items are not included 
in gross income under section 84), as modi­
fied in subparagraphs (B), (C), and (D), over 
$10,000 ($5,000 in the case of a married indi­
vidual filing a separate return). 

"(B) INTEREST ON CERTAIN GOVERNMENTAL 
OBLIGATIONS.-For purposes of subparagraph 
(A), interest excludable from gross Income 
under section 103 on obligatio11s issued be­
fore July 12, 1969, shall not be taken into 
account. 

"(C) DEPLETION AND INTANGIBLE DRILLING 
AND DEVELOPMENT COSTS.-With respect to 
each property (as defined in section 614), 
there shall be added to the items of tax 
preference ( as determined under subpara­
graph (A)) the amount by which the sum 
of the deduction for depletion allowable 
under section 611 for the taxable year, plus 
the deduction for intangible drilling and de­
velopment costs allowable by application of 
the provisions of section 263 ( c) for the tax­
able year, exceeds the sum of the amounts 
which would have been allowable for the 
taxable year for depletion and depreciation 
under section 611 if no deductions were al­
lowable in any taxable year by reason of the 
application of section 613 or 263 (c). Intan­
gible drilling and development costs incurred 
in drilling a nonproductive well shall not be 
taken into account. 

" ( D) ADJUSTMENTS FOR DISALLOWED TAX 
PREFERENCES.-There shall be added to the 
items of tax preference (as determined in 
subparagraph (A)) the amount of the de­
duction allowable for the taxable year under 
section 218 (relating to adjustments for dis­
allowed tax preferences) . 

" ( 3) MODIFIED ADJUSTED GROSS INCOME.-
" (A) GENERAL RULE.-For purposes of this 

section, the term 'modified adjusted gross 
income' means taxable income ( determined 
without regard to this section) plus alloca­
ble expenses, but in no case shall modified 
adjusted gross income be less than zero. 

"(B) NET OPERATING LOSS COMPUTATION.­
Taxable income and allocable exper.ses shall 
be modified in computing modified adjusted 
gross income, for purposes of determining 
the amount of a net operating loss or a net 
operating loss carryover by making the modi­
fications specified in subsections (b) (2) (A) 
and ( d) of section 1 72. 

"(d) AMOUNT DISALLOWED FROM EACH AL­
LOCABLE EXPENSE.-For purposes .. of this chap­
ter, the amount of deductions disallowed by 
this section shall be disallowed proportion­
ately from each allocable expense. 

"(e) LIMIT ON DISALLOWED INTEREST Ex­
PENSE.-For purposes of this section, the 
amount of investment interest (as defined 
in section 163(d) (3) (D)) disallowed by ap­
plication of subsection (a) shall be reduced, 
but not below zero, by the amount of such 
interest expense disallowed as a deduction 
during the taxable year by application of 
section 163 ( d) ( 1) ." 

(1) (b) TECHNICAL AMENDMENTS.-
Section 265 (relating to expenses and in­

terest relating to tax-exempt interest) is 
amended-

(A) by inserting "(a) GENERAL RULE.-" 
before "No deduction", 

(B) by amending paragraph (1) of sub­
section (a) of section 265, as amended by 
subparagraph (A) of this paragraph, to read 
as follows: 

"(1) ExPENSEs.-Any amount otherwise 
a]J.owable as a deduction (without regard to 
section 277) which is allocable to one or more 
classes of income other than interest 
(whether or not any amount of income of 
that class or classes is received or accrued) . 
wholly exempt from the taxes imposed by 
this subtitle, or any amount otherwise al­
lowable under section 212 (relating to ex­
penses for production of income) which is. 
allocable to interest (whether or not any 
amount of such interest is received or ac­
crued) wholly exempt from the taxes · im­
posed by this subtitle (without regard to_ 
section 84) .", 

(C) by amending paragraph (2) of sub­
section (a) of section 265, as amended by 
subparagraph (A) of this paragraph, by in­
serting "(without regard to section 84) " 
immediately after "taxes imposed by this 
subtitle" each time it appears, and 

(D) by adding at the end therepf the fol­
lowing new subsection: 

"(b) SPECIAL RULE FOR OBLIGATIONS DE­
SCRIBED IN SECTION 103.-In the case of a 
taxpayer (other than a corporation), sub­
section (a) (2) shall not apply to that por- . 
tion of any interest on indebtedness ( other 
than interest paid or incurred in the conduct 
of a trade or business) incurred or con- . 
tinued to purchase or carry an obligation, 
the interest on which is wholly exempt from 
the taxes imposed by this subtitle by appli­
cation of section 103 (without regard to sec-. 
tion 84), which bears the same ratio to the 
total amount of such interest on indebted­
ness as the excess (if any) of the amount of 
interest income determined under section 84 
(c) (1) (C) as modified by section 277(c) (2) 
(B) over $10,000 ($5,000 in the case of a mar­
ried individual filing a separate return) 
bears to the amount of interest income 
wholly exempt from the taxes imposed by 
this subtitle by application of section 103 
(without regard to section 84) ." 

(2) Section 643(a) (6) (A) (relating to the 
definition of distributable net income in the 
case of the income of a foreign trust) is 
amended by inserting "(a)" immediately af­
ter "section 265". 

(c) CLERICAL AMENDMENT.-The table of 
sections for part IX of subchapter B of chap­
ter 1 is amended by adding at the end there­
of the following new item: 

"Sec. 277. Limitation on deductions for in­
dividuals." 

(d) EFFECTIVE DATE.-The amendments 
made by this section shall apply to taxable 
years beginning after December 31 , 1961;). 

SUBTITLE B-INCOME AVERAGING 
SEC. 311. INCOME AVERAGING. 

(a) LIMITATION OF TAx:-section 1301 (re­
lating to limitation on tax) is amended by 
striking out "20 percent of such income" 
and all that follows and inserting in lieu 
thereof "20 percent of such income to 120 · 
percent of average base period income." 
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(b) AVERAGABLE INCOME.-Section 1302 (re­

lating to '\;he definition of averagable income 
and related definitions) is amended to read as 
follows: 
"SEC. 1302. DEFINITION OF AVERAGABLE IN­

COME; RELATED DEFINITIONS 
"(a) AVERAGABLE INCOME.-For purposes of 

this part, the term 'averagable income' means 
the amount (if any) by which taxable in­
come for the computation year (decreased by 
the amount (if any) to which section 72(m) 
(5) applies) exceed 120 percent of average 
base period income. 

.. (b) AVERAGE BASE PERIOD INCOME.-For 
purposes of this part--

" ( l) IN GENERAL.-The term 'average base 
period income' means one-fourth of the sum 
of the base period incomes for the base 
period. 

"(2) BASE PERIOD INCOME.-The base pe­
riod income for any taxable year is the tax­
able income for such year increased by the 
amount (if any) equal to the excess of-

"(A) the amount excluded from gross in­
come under section 911 (relating to earned 
income from sources without the United 
States) and subpart D of part III of subchap­
ter N (sec. 931 and following, relating to in­
come from sources within possessions of the 
United States), over 

"(B) the deductions which would have 
been properly allocable to or chargeable 
against such amount but for the exclusion 
of such amount from gross income. 

" ( C) OTHER RELATED DEFINITIONS.-For 
purposes of this part-

" ( 1) COMPUTATION YEAR.-The term 'com­
putation year' means the taxable year for 
which the taxpayer chooses the benefits of 
this part. . 

"(2) BASE PERIOD.-The term ''base period' 
means the 4 taxable years immediately pre­
ceding the computation year. 

"(3) BASE PERIOD YEAR.-The term 'base 
period year' means any of the 4 taxable years 
immediately preceding the computation year. 

" ( 4) JOINT RETURN.-The term 'joint re­
turn' means the return of a husband and 
wife made under section 6013." 

(c) SPECIAL RULES.-Section 1304(b) (re­
lating to special rules applicable to income 
averaging) is amended-

( 1) by striking out "$5,000" in paragraph 
(1) and inserting in lieu thereof "$6,100"; 

(2) by striking out "and" at the end of 
paragraph (3); 

(3) by striking out the period at the end 
of paragraph (4) and inserting in lieu 
thereof a comma; and 

(4) by adding at the end thereof the fol­
lowing new paragraphs: 

"(5) section 668(b) (relating to limitation 
on tax with respect to amounts deemed dis­
tributed by a trust in preceding years), and 

"(6) section 1348 (relating to SO-percent 
maximum rate on earned income)." 

( d) CONFORMING AMENDMENTS.-
(!) Section 1303(c) (2) (B) is amended by 

striking out "adjusted". 
(2) Section 1304 is amended-
(A) by striking out paragraph (3) of sub­

section (c) and by redesignating paragraphs 
(4) and (5) of such subsection as paragraphs 
(3) and (4), respectively; 

(B) by striking out "Paragraphs (2), (3), 
and (4)" in subsection (c) (1) and inserting 
in lieu thereof "Paragraphs (2) and (3) "; 

(C) by striking out "paragraph (4)" in 
subsection (c) (1) (B) and inserting in lieu 
thereof "paragraph (3) "; 

(D) by striking out "adjusted" in subpara­
graph (B) of subsection (c) (3) (as redesig­
nated); 

(E) by striking out "section 143" in sub­
section (c) (4) (as redesignated) and insert­
ing in lieu thereof "section 153"; 

(F) by striking out in subsection (d) ", 
and the $3,000 figure contained in secti_on 
1302(b) (2) (C) shall be applied to the aggre­
gate net incomes"; 

.(G) by striking out subsections (e) and 
.(f) and inserting in lieu thereof the follow­
ing: 

" ( e) TREATMENT OF CERTAIN OTHER ITEMS.­
" ( l) SECTION 72(m) (5).-'-Section 72(m) 

(5) (relating to penalties applicable to cer­
tain amounts received by owner-employees) 
shall be applied as if this part had not been 
enacted. 

"(2) OTHER ITEMS.-Except as otherwise 
provided in this part, the order and manner 
in which items of income or limitations on 
tax shall be taken into account in computing 
the tax imposed by this chapter on the in­
come of any eligible individual to whom sec­
tion 1301 applies for any computation year 
shall be detennined under regulations pre­
scribed by the Secretary or his delegate."; 
and 

(H) by redesignating subsection (g) as (f). 
(3) Section 6511(d) (2) (B) (ii) is amended­

(A) by striking out "1302(e) (1)" and in-­
serting in lieu thereof "1302(c) (1) "; and 

(B) by striking out "1302(e) (3)" and in­
serting in lieu thereof "1302 ( c) ( 3) ". 

(e) EFFECTIVE DATE.-The amendments 
made by this section shall apply with re­
spect to computation years (within the 
meaning of section 1302(c) (1) of the In­
ternal Revenue Code of 1954) beginning af­
ter December 31, 1969, and to base period 
years (within the meaning of section 1302(c) 
(3) of such Code) applicable to such com­
putation years. 

SUBTITLE C-RESTRICTED PROPERTY 
SEC. 321. RESTRICTED PROPERTY. 

(a) IN GENERAL.-Part II of subchapter B 
of chapter 1 (relating to items specifically in­
cluded in gross income) is amended by add­
ing at the end thereof the following new 
section: 
"SEC. 85. RESTRICTED PROPERTY. 

"(a) GENERAL RuLE.-If, in connection with 
the performance of services, property is trans­
ferred to any person other than the person 
for whom such services are performed, the 
excess of-

"(1) the fair market value of such prop­
erty (determined without regard to any re­
striction other than a restriction which by 
its terms will never lapse) at the first time 
the rights of the person having the beneficial 
interest in such property are transferable or 
are not not subject to a substantial risk of 
forfeiture, whichever occurs earlier, over 

"(2) the amount (if any) paid for such 
property, shall be included in gross income 
in the first taxable year in which the rights 
of the person having the beneficial interest 
in such property are transferable or are not 
subject to a substantial risk of forfeiture, 
whichever is applicable. 

"(b) SUBSTANTIAL RISK OF FORFEITURE.­
For purposes of this section, the rights of 
a person in property are subject to a sub­
stantial risk of forefeiture if the trans-

· feree's rights to full enjoyment of such 
property are conditioned upon the future 
performance of substantial services. 

"(c) CERTAIN RESTRICTIONS WHICH WILL 
NEVER LAPSE.-

" ( 1) VALUATION.-In the case of property 
subject to a restriction which by its terms 
will never lapse, and which allows the trans­
feree to sell such property only at a price 
determined under a formula, such formula 
price shall be deemed to be the fair market 
value of the property unless established to 
the contrary by the Secretary or his dele­
gate, and the burden of proof shall be on 
the Secretary or his delegate with respect 
to such value. 

"(2) CANCELLATION.-If, in the case of 
property subject to a restriction which by 
its terms will never lapse, the restriction is 
canceled, then, unless the taxpayer 
establishes-

" (A) that such cancellation was not com­
pensatory, and 

"(B) tha.t the person, if any, who would 
be allowed a deduction if the cancellation 
were treated as compensatory, will treat the 
transaotion as not compensatory, as evi­
denced in such manner as the Secretary or 
his delegate shall prescribe by regulations, 
the excess of the fair market value of the 
property (computed without regard to the 
restrictions) at the time of cancellation 
over the sum of-

" (C) the fair market value of such prop­
erty ( computed by taking the restriction 
into account) immediately before the can­
cellation, and 

"(D) the amount, if any, paid for the 
cancel.lation, 
shall be treated as compensation for the 
taxable year in which such cancellation 
occurs. 

"(d) APPLICABILITY OF SECTION.-This sec­
tion snall not apply to-

.. ( 1) a transaction to which section 421 
applies, 

"(2) a transfer to a trust described in 
section 401 (a), 

" ( 3) the transfer of an option with out a 
readily ascertainable fair market value, or 

" ( 4) the transfer of property pursuant to 
the exercise of an option with a readily as­
certainable fair market value at the date of 
grant. 

"(e) HOLDING PERIOD.-In determining the 
period for which the taxpayer has held 
property to which this section applies, there 
shall be included only the period beginning 
at the first time his rights in such property 
are transferable or are not subject to a 
substantial risk of forfeiture, whichever 
occurs earlier. 

"(f) TRANSITION RULES.-This action shall 
apply to property transferred after June 30, 
1969, except that this section shall not 
apply to property transferred-

" ( ! ) pursuant to a binding written con, 
tract entered into before April 22, 1969, 

"(2) upon the exercise of an option 
granted before April 22, 1969, or 

"(3) before February 1, 1970, pursuant to 
a written plan adopted and approved before 
July 1, 1969." 

(b) NONEXEMPT TRUSTS AND NONQUALIFIED 
ANNUITIES.-

(!) BENEFICIARY OF NON-EXEMPT TRUST.­
Section 402(b) (relating to taxability of 
beneficiary of non-exempt trust) is amended 
to read as follows: 

"(b) TAXABILITY OF BENEFICIARY OF NON­
EXEMPT TRUST.-Contributions to an em­
ployees' trust made by an employer during 
a taxable year of the employer which ends 
within or with a taxable year of the trust 
for which the trust ls not exempt from tax 
under section 501(a) shall be included in 
the gross income of the employee in accord­
ance with section 85 (relating to restricted 
property). The amount actually distributed 
or made available to any distributee by any 
such trust shall be taxable to him in the 
year in . which so distributed or made avail­
able, under section 72 (relating to annuities), 
except that distributions of income of such 
trust before the annuity starting date ( as 
defined in section 72(c) (4)) shall be included 
in the gross income of the employee without 
regard to section 72(e) (1) (relating to 
amount not received as annuities). A bene­
ficiary of any such trust shall not be con­
sidered the owner of any portion of such 
trust under subpart E of part I of subchapter 
J (relating to grantors and others treated as 
substantial owners)." 

(2) BENEFICIARY UNDER NONQUALIFIED AN­
NUITY.-Section 403 (relating to taxation of 
employee annuities) is amended by striking 
out subsections (c) and (d) and inserting 
in lieu thereof the following new subsection: 

"(c) TAXABILITY OF BENEFICIARY UNDER 
NON-QUALIFIED ANNUITIES OR UNDER AN­
NUITIES PURCHASED B:Y EXEMPT 0RGANIZA­
TIONS.-Premiums paid by an employer for 
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an annuity contract which is not subject to 
subsection (a) shall be included in the gross 
income of the employee in accordance with 
section 85 (relating to restricted property). 
If the employer is exempt from tax under 
section 501(a) or 521(a), the preceding 
sentence shall apply only to that portion of 
the premiums paid which is not excluded 
from gross income under section (b) . The 
amount actually paid or made available to 
any beneficiary under such contract shall be 
taxable to him in the year in which so paid 
or made available under section 72 (relating 
to annuities)." 

(c) CLERICAL AMENDMENT.-The table of 
sections for part II of subchapter B of chap­
ter 1 is amended by adding at the end there­
of the following new item: 
"Sec. 85. Restricted property." 

(d) EFFECTIVE DATES.-The amendmentt 
made by subsections (a) and ( c) shall take 
effect upon the date of enactment of this 
Aot. The amendments made by subsection 
(b) shall apply to transfers made and to 
premiums paid after August 4, 1969. 
SUBTITLE D--0THER DEFERRED COMPENSATION 
SEC. 331. DEFERRED COMPENSATION. 

(a) IN GENERAL.-Subchapter Q of chap­
ter 1 (relating to readjustment of tax be­
tween years and special limitations) is 
amended by adding at the end thereof the 
following new part: 

"PART vm-DEFERRED COMPENSATION 
"Sec. 1354. Deferred compensation. 
"SEC. 1354. DEFERRED COMPENSATION. 

"(a) MINIMUM TAX.-If an individual re­
ceives a deferred compentatlon payment dur­
ing the taxable year, the tax imposed by 
section 1 for the taxable year which is at­
tributable to the excess (if any) of such 
payment over $10,000 shall not be less than 
the lower of-

" ( l) the aggregate increase in tax result­
ing from adding to the employee's taxable 
income ( as modified under subsection ( c) ) 
for each taxable year in which such excess 
is deemed to have been earned the portion 
of !such excess deemed to have been earned 
in each such year, or 

"(2) the tax determined by multiplying 
by the number of taxable years in the period 
during which such excess is deemed to have 
been earned, the average of the increase in 
tax resulting from adding to the employee's 
taxable income ( as modified under subsec­
tion (c)), for the 3 taxable years during the 
last 10 years of such period for which his 
taxable inoome is highest, the portion of such 
exc~s deemed to have been earned in each 
suoh year. 

"(b) YEAR IN WHICH EARNED.-A deferred 
compensation payment shall be deemed to 
have been earned ratably over (1) the em­
ployee's entire periOd of service with the 
employer ( or any predecessor or successor of 
the employer or a parent or subsidiary cor­
poration of the employer), or (2) a portion 
of such period, if under regulations pre­
scribed by the Secretary or his delegate, such 
payment is properly attrlbutable to such 
portion. 

"(c) EFFECT OF PRIOR DEFERRED COMPENSA­
TION PAYMENTIS.-For purposes of applying 
subsection (a) with respect to a deferred 
compensation payment, the employee's tax­
able inoome for any taxable year refetted to 
in subsection (a) shall be first increased by 
any amount added to the taxable income 
for such taxable year with respect to any 
deferred compensation payment previously 
received. 

" ( d) EMPLOYEE.-For purposes of this sec­
tion, the term 'employee' includes any indi­
vidual who performs services for any per­
son, notwithstanding the fact that such in­
dividuaJ. is not regarded as the employee of 
such person for any other purpose of this 
title. 

"(e) INFORMATION REQUIREMENT.-Subsec­
tion (a) (1) shall not apply unless the tax­
payer supplies such informa,tion as the Sec­
retary or his delegate may by regulations 
prescribe with respect to his income for each 
taxable year in which the deferred compen­
sation payment is deemed to have been 
earned. 

"(f) APPLICABILITY OF SECTION.-This sec­
tion shall not apply to any deferred com­
pensation payment made under a written 
plan-

" ( 1) which meets the requirements of sec­
tion 401(a) (3), (4), (5), (6), (7), and (8), 

"(2) which would meet such requirements 
but for the fact that such plan is unfuuded, 
or 

" ( 3) in the case of a plan in existence on 
August 4, 1969, which is amended before 
January l, 1972, so as to meet the require­
ments of paragraph (1) or (2). 

"(g) TRANSITION RULES.-The minimum 
tax imposed by subsection (a) shall not ap­
ply to the ratable portion of any deferred 
compensation payment attributable to a tax­
able year-

"(l) beginning before January 1, 1970, 
or 

"(2) beginning before January 1, 1974, if 
paid or made available pursuant to an ob­
ligation which was, on July 11, 1969, and at 
all times thereafter, binding (without re­
gard to the effect of any possibility of for­
feiture of the employee)." 

(b) CLERICAL AMENDMENT.-The table 
of parts for subchapter Q of chapter 1 is 
aimended by adding at the end thereof the 
following new item: 
"Part VIII. Deferred compensation." 

( c) EFFECTIVE DATE.-The amendmellits 
made by subsections (a) and (b) shall apply 
with respect to taxable years ending after 
June 30, 1969. 

SUBTITLE E-ACCUMULATION TRUSTS, 
MULTIPLE TRUSTS, ETC. 

SEC. 341. TREATMENT OF EXCESS DISTRIBUTIONS 
BY TRUSTS. 

(a) DEFINITIONS-
( l) Subsections (b) and (c) of section 

665 (relating to definitions applicable to sub­
part D) are amended to read as follows: 

.. (b) ACCUMULATION DISTRmUTIONS.-For 
purposes of this subpart, the term 'accumu­
lation distribution' means, for any taxable 
year of the trust, the amount by which-

"(1) the amounts specified in paragraph 
(2) of section 661 (a) for such taxable yea.r, 
exceed 

"(2) distributable net income reduced 
(but not below zero) by the amounts speci­
fied in paragraph (1) of section 661(a). 

"(c) SPECIAL RULE APPLICABLE TO DISTRI­
BUTIONS BY CERTAIN FOREIGN TRUSTS.-Any 
amount paid to a United States person which 
is from a payor who is not a United States 
person and which is derived directly or in­
directly from a foreign trust created by a 
United States person shall be deemed in the 
year of payment to have been directly paid 
by the foreign trust." 

(2) Subsection (d) of such section is 
amended by striking out "sections 667 and" 
and inserting in lieu thereof "section". 

(3) Subsection (e) of such section is 
amended to read as follows: 

"(e) PRECEDING TAXABL~ YEAR.-In the case 
of a trust ( other than a foreign trust created 
by a United States person), the term 'pre­
ceding taxable year' does not include any 
taxable year of the trust ending before April 
23, 1964. In the case of a foreign trust created 
by a United States person, the term does not 
include any taxable year of the trust to 
which this part does not apply. In the case 
of a preceding taxable year with respect to 
which a trust qualifies (without regard to 
this subpart) under the provisions of sub­
part B, for purposes of the application of 
this subpart to such trust for such taxable 

year, such trust shall, in accordanc~ with 
regulations prescribed by the Secretary or 
his delegate, be treated as a trust to which 
subpart C applies." 

(b) ACCUMULATION DISTRIBUTION ALLO­
CATED TO PRECEDING YEARS.-

( 1) So much of section 666 as precedes 
subsection (b) is amended to read as _follows: 
"SEC. 666. ACCUMULATION DISTRIBUTION ALLO­

CATED TO PRECEDING YEARS. 
"(a) AMOUNT ALLOCATED.-In the case of a 

trust which is subject to subpart C, the 
amount of the accumulation distribution of 
such trust for such taxable year shall be 
deemed to be an amount within the meaning 
of paragraph (2) of section 661(a) distrib­
uted on the last day of each of the preceding . 
taxable years to the extent that such amount 
exceeds the total of any undistributed net 
incomes for any taxable years intervening 
between the taxable year with respect to 
which the accumulation distribution is de­
termined and such preceding taxable year. 
The amount deemed to be distributed in any 
such preceding taxable year under the pre­
ceding sentenoe shall not exceed the undis­
tributed net income of such preceding tax­
able year. For purposes of this subsection, 
undistributed net income for each of such 
preceding taxable years shall be computed 
without regard to such accumulation distri­
bution and without regard to any accumula­
tion distribution determined for any succeed­
ing taxable year." 

-(2) Section 666 is amended by adding at 
the end thereof the following new subsec­
tion: 

"(d) SPECIAL RULE FOR DISTRIBUTIONS COV­
ERED BY SECTION 665(b) BEFORE APRIL 23, 
1969.-For the purpose of determining the 
undistributed net income for any preceding 
taxable year of a trust, amounts distributed 
before April 23, 1969, which were excluded 
from the definition of an accumulation dis­
tribution under section 665(b) as in effect 
before such date shall reduce the undis­
tributed net income of the preceding taxable 
year or years of the trust on the last day of 
which they are deemed to have been dis­
tributed under this subpart." 

(c) DENIAL OF REFUND TO TRUSTS.-Section 
667 is amended to.read as follows: . 
"SEC. 667. DENIAL OF REFUND TO TRUSTS. 

"No refund or credit shall be allowed to a 
trust for any preceding taxable year by rea­
son of a distribution deemed to have been 
made by such trust in such year under sec­
tion 666." 

(d) AMOUNTS TREATED AS DISTRIBUTED IN 
PRIOR YEARs.--Section 668 is amended to read 
as follows: 

"SEC. 668. TREATMENT OF AMOUNTS DEEMEJ> 
DISTRIBUTED IN PRECEDING YEARS. 

"(a) GENERAL RULE.-The total of the 
amounts which are treated under section 666 
as having been distrlbuted by the trust in a 
preceding taxable year shall be included in 
the income of a beneficiary or beneficiaries of 
the trust when paid, credited, or required. to 
be distributed to the extent that such total 
would have been included in the income of 
such beneficiary or beneficiaries under sec­
tion 662 (a) (2) and (b) if such total had 
been paid to such beneficiary or beneficiaries 
on the last day of such preceding taxable 
year. 

"(b) LIMITATION ON TAX.-
''(l) A'LTERNATIVE METHODS.-The tax at­

tributable to the amounts treated under 
subsection (a) as having been received by 
the beneficiary from a trust on the last day 
of a preceding taxable year of the trust shall 
not be greater than-

" (A) the aggregate of the taxes attribut­
able to those amounts had they been in­
cluded in the gross income of the be:QiJ!flciary 
on such day In accordance with section 
662(a) (2) and (b), or 
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"(B) the tax determined by multiplying 
by the number of preceding taxable years of 
the trust, on the last day of each of which 
an amount ls deemed under section 666 (a) 
to have been distributed, the average of the 
increase in tax attributable to recomputing 
the beneficiary's gross income for the taxable 
year and each of his 2 taxable years imme­
diately preceding the year of the accumu­
lation distribution by adding to the income 
of each of such years an amount deter­
mined by dividing the amount required to 
be included in income under subsection (a) 
by such number of preceding taxable years 
of the trust. The recomputation for the tax­
able year shall be made without regard to 
the inclusion in income required by subsec­
tion (a) of the accumulation distribution to 
which the limitation is being applied. 

"(2) EXCEPTIONS.-
" (A) When an accumulation distribution 

is deemed under section 666(a) to have been 
distributed on the last day of less than 3 
taxable years of the trust, the taxable years 
of the beneficiary for which a recomputation 
is made under paragraph (1) (B) shall equal 
the number of years to which section 666(a) 
applies, commencing with the most recent 
taxable year .of the beneficiary. 

"(B) If a beneficiary was not alive on the 
last day of each preceding taxable year of 
the trust with respect to which a distribu­
tion is deemed made under section 666 (a) , 
paragraph (1) (A) shall not apply. In apply­
ing paragraph (1) (B), no recomputation 
shall be made for a beneficiary for a taxable 
year for which he was not alive. 

"(3)EFFECT OF PRIOR ACCUMULATION DISTRI­
BUTIONS.-In computing the limitations on 
tax under paragraph ( 1) for any beneficiary 
to whom a prior accumulation distribution 
or distributions have been paid, credited, or 
required to be distributed (whether from 
the same trust or another trust), the income 
of the beneficiary for each of his preceding 
taxable years shall include amounts pre­
viously deemed distributed to such bene­
ficiary for such year under section 666 as a 
result of prior accumulation distributions. 

" ( 4) MULTIPLE DISTRIBUTIONS IN THE SAME 
TAXABLE YEAR.-In the case of accumulation 
distributions made from more than one trust 
which are ineluctable in the income of a bene­
ficiary in the same taxable year, the distribu­
tions shall be deemed to have been made con­
secutively in whichever order the beneficiary 
shall determine. 

"(5) INFORMATION REQUIREMENT.-
"(A) The limitation on tax provided in 

paragraph (1) (A) shall not be effective un­
less the beneficiary supplies such information 
with respect to his income, for each taxable 
year on the last day of which an amount is 
deemed distributed under section 666(a), as 
the Secretary or his delegate may by regula­
tions prescribe. 

"(B) In addition, in the case of a foreign 
trust created by a United States person, the 
limitation on tax provided in paragraph (1) 
shall not be effective unless the beneficiary 
supplies such information with respect to the 
operation and accounts of the trust, for each 
taxable year on the las,t day of which an 
amount is deemed distributed under section 
666 (a) , as the Secretary or his delegate may 
by regulations prescribe. 

"(c) CREDIT FOR TAXES PAID BY TRUST.-The 
tax imposed on a beneficiary under this chap­
ter shall be credited with the a.mount of taxes 
deemed distributed to him under section 
666 (b) and (c) ." 

( e) DELETION OF SPECIAL RULES APPLICABLE 
TO CERTAIN FOREIGN TRUSTS.-Section 669 (re­
lating to special treatment of beneficiaries 
of certain foreign trusts) is repealed. 

(f) TECHNICAL AMENDMENTS.-The table of 
sections for subpart D of part I of subchapter 
J of chapter 1 (relating to treatment of ex­
cess distributions by trusts) is amended-

( 1) by striking out 

"Sec. 666. Accumulation distribution allo­
cated to 5 preceding years." 

and inserting in lieu thereof 
"Sec. 666. Accumulation distribution allo­

cated to preceding years." 
(2) by striking out 

"Sec. 669. Special rules applicable to cer­
tain foreign trusts." 

(g) EFFECTIVE DATE AND TRANSITIONAL 
RULES.-

(1) Except for amounts credited or re­
quired to be distributed before April 23, 1969, 
and except as provided in paragraph (2), 
the amendments made by this section shall 
apply with respect to all distributions by 
trusts paid, credited, or required to be dis­
tributed after April 22, 1969. 

(2) For the taxable year of the trust in 
which April 23, 1969, occurs-

(A) DISTRIBUTIONS NOT EXCEEDING $2,000.­
If the total of the '3.mounts specified in para­
graph (2) of section 661(a) of the Internal 
Revenue Code of 1954 do not exceed distrib­
utable net inc,ome of the trust reduced by 
the amounts specified in paragraph (1) of 
section 661 (a) of such Code by more than 
$2,000, there shall be deemed to be no ac­
cumulation distribution for such taxable 
year. 

(B) If amounts were paid, credited, or 
were required to be distributed by a trust 
during the portion of the year occurring be­
fore April 23, 1969, the accumulation dis­
tribution for the year shall be the total of-

( i) The accumulation distribution for tl'.:e 
portion of the year before April 23, 1969, de­
termined in accordance with the law in ef­
fect before the enactment of this Act, and 

(ii) The accumulation distribution for the 
portion of the year after April 22, 1969, de­
termined in accordance with the law as 
amended by this Act. 
In making these determinations, there shall 
be allocated to the portion of the year after 
April 22, 1969, the distributable net income 
of the trust except to the extent it exceeds 
the amounts specified in section 661(a) of 
such Code for such portion of the year. The 
remainder, if any, of the distributable net 
income shall be allocated to the portion of 
the year before April 23, 1969. 
SEC. 342. TRUST INCOME FOR BENEFIT OF A 

SPOUSE. 
(a) INCOME FOR BENEFIT OF GRANTOR'S 

SPOUSE.-
(!) Paragraphs (1), (2), and (3) of sec­

tion 677(a) (relating to income for benefit 
of grantor) a,re amended by striking out "the 
grantor" each place it appears and inserting 
in lieu thereof "the grantor or the grant­
or's spouse". 

(2) Section 677(b) is amended by strik­
ing out "beneficiary" and inserting in lieu 
thereof "beneficiary ( other than the grant­
or's spouse) ". 

(b) EFFECTIVE DATE.-The amendments 
made by subsection (a) shall apply in re­
spect of property transferred in trust after 
April 22, 1969. 

TITLE IV-ADJUSTMENTS PRIMARILY 
AFFECTING CORPORATIONS 

SUBTITLE A-MULTIPLE CORPORATIONS 
SEC. 401. MULTIPLE CORPORATIONS. 

(a) IN GENERAL.-
( 1) Section 1561 (relating to surtax ex­

emptions in case of certain controlled corpo­
rations) is amended to read as follows: 
"SEC. 1561. LIMITATIONS ON CERTAIN MULTI· 

PLE TAX BENEFITS IN THE CASE 
OF CERTAIN CONTROLLED CORPO­
RATIONS. 

"(a) GENERAL RULE.- The component 
members of :.-.. controlled group of corpora­
tions on fl. December 31 shall, for their tax­
able years which include such December 31, 
be limited for purposes of this subtitle to-

" ( 1) one $25 ,000 surtax exemption under 
section 11 (d). 

"(2) one $100,000 amount for purposes of 
computing the accumulated earnings credit 
under section 535(c) (2) and (3), and 

"(3) one $25,000 amount for purposes of 
computing the limitation on the small busi­
ness deduction of the insurance companies 
under sections 804(a) (4) and 809(d) (10). 
The amount specified in paragraph(!) shall 
be divided equally among the component 
members of such group on such December 
31 unless all of such component members 
consent (at such time and in such manner 
as the Secretary or his delegate shall by 
regulations prescribe) to an apportionment 
plan providing for an unequal allocation of 
such amount. The amounts specified in para­
graphs (2) and (3) shall be divided equally 
among the component members of such group 
on such December 31 unless the Secretary 
or his delegate prescribes regulations permit­
ting an unequal allocation of such amounts. 

"(b) CERTAIN SHORT TAXABLE YEARS.-If a 
corporation has a short taxable year which 
does not include a December 31 and is a 
component member of a controlled group of 
corporations with respect to such taxable 
year, then for purposes of this subtitle-. 

" ( 1) the surtax exemption under section 
ll(d)' 

"(2) the amount to be used in computing 
the accumulated earnings credit under sec­
tions 535(c) (2) and (3); and 

"(3) the amount to be used in computing 
the limitation on the small business deduc­
tion of life insurance companies under sec­
tions 804(a) (4) and 809 (d) (10). 
of such corporation for such taxable year 
shall be the amount specified in subsection 
(a) (1), (2), or (3), as the case may be, 
divided by the number of corporations which 
are component members of such group on 
the last day of such taxable year. For pur­
poses of the preceding sentence, section 
1563 ( b) shall be applied as if such last day 
were substituted for December 31." 

(2) Section 1562 (relating to privilege of 
groups to elect multiple surtax exemptions) 
is repealed. 

(b) TRANSITIONAL RULES FOR CONTROLLED 
GROUPS OF CORPORATIONS.-

( 1) Part II of subchapter B of chapter 6 
(relating to certain controlled corporations) 
is amended by adding at the end thereof the 
following new section: 
"SEC. 1564. TRANSITIONAL RULES IN THE CASE 

OF CERTAIN CONTROLLEr CORPO­
RATIONS. 

"(a) LIMITATION ON ADDITIONAL BENEFITS.­
"(!) IN GENERAL.-With respect t o any De­

cember 31 after 1968 and before 1976, the 
an1ount of-

" (A) each additional $25 ,000 surtax exemp­
tion under section 1562 in excess of the first 
such exemption, 

"(B) each additional $100,000 amount un­
der section 535(c) (2) and (3) in excess of 
the first such amount, and 

"(C) each additional $25,000 limitation on 
the small business deduction of life insur­
ance companies under sections 804 (a) ( 4) 
and 809(d) (10) in excess of the first such 
limitation, 
otherwise allowed to the component mem­
bers of a controlled group of corporations for 
their taxable years which include such De­
cember 31 shall be reduced to the amount 
set forth in the following schedule: 

Amount Small 
under sec. business 

"Taxable years Surtax 535(c) (2) deduction 
including- exemption and (3) limitation 

Dec. 31, 1969 _________ $21, 875 $87, 500 $21, 875 
Dec. 31, 1970 ______ ___ 18, 750 75, 000 18, 750 
Dec. 31, 197L _______ 15, 625 62, 500 15, 625 
Dec. 31, 1972 _______ __ 12, 500 50, 000 12, 500 
Dec. 31, 1973 ________ _ 9,375 37, 500 9, 375 
Dec. 31, 1974 _________ 6,250 25, 000 6, 250 
Dec. 31, 1975 _____ ___ _ 3, 125 12, 500 3, 125 
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"(2) ELECTioN.-With respect to any De­

cember 31 after 1968 and before 1976, the 
component members of a controlled group of 
corporations sh-all elect (at such time and in 
such manner e.s the Secretary or his delegate 
shall by regulations prescribe} which compo­
nent member of such group shall be allowed 
for its taxable year which includes such De­
cember 31 the surtax exemption, the amount 
under section 535 ( c} ( 2} and ( 3} , or the 
small business deduction limitation which ls 
not reduced under paragraph ( 1} . 
"(b) DIVIDENDS RECEIVED BY CORPORATIONS.­

" ( 1) GENERAL RULE.-If-
" ( A) a,n election of a controlled group of 

corporations (as defined in section 1563(a) 
(1) or (4)) under section 1562(a) (relating 
to privilege of a controlled group of corpora­
tions to elect to have ea,ch of its component 
members make its returns without regard to 
section 1561) was made on or before April 22, 
1969, and 

"(B) such election is effective With respect 
to the taxa,ble year of ea,ch component mem­
ber of such group which includes December 
81, 1969, 
then, with respect to a dividend distributed 
on or before December 31, 1978, out of earn­
ings and profits of a taxable year including 
a December 31 after 1968 and before 1976, 
subsections (a) (3) and (b) of section 243 
(relating to dividends received by corpora­
tions) shall be applied to the members that 
comprise an affiliated group (as defined in 
section 243 ( b) ( 5) ) in the manneT set forth 
in paragraph (2). 

"(2) SPECIAL RULES.-
"(A) An election under section 243(b) (2} 

may be made for a taxable year including a 
December 31 after 1968 and before 1976, not­
withstanding that an election under section 
1562(a) is in effect for the taxable year. 

"(B) Section 243(b) (1) (B) (ii) shall not 
apply with respect to a dividend distributed 
on or before December 31, 1978, out of earn­
ings and profits of a taxable year including 
a December 31 after 1968 and befor·e 1976 
for which an election under section 1562(a) 
ls in effect, and in lieu of the percentage 
specified in section 243(a) (3) with respect 
to such dividend, the percentage shall be the 
percentag,e set forth in the following sched­
ule: 

"If the dividend is distrib­
uted out of earnings 
and profits of the dis­
tributing corporation's 
taxable year which in- The percentage 
eludes- shall be-

December 31, 1969-------- 87 percent 
December 31, 1970 ________ 89 percent 
December 31, 1971_ _______ 91 percent 
December 31, 1972 ________ 93 percent 
December 31, 1973 ________ 95 percent 
December 31, 1974 ________ 97 percent 
December 31, 1975 ________ 99 percent. 

"(C) For taxable years which include a 
December 31 after 1968 for which an elec­
tion under section 15,62(a) is in effect, sec­
tion 243(b) (3) (C) (v) shall not be applied 
to limit the number of surtax exemptions. 

"(C) CERTAIN SHORT TAXABLE YEARS.-If­
" ( 1) a corporation has a short taxable 

years beginning after December 31, 1968 and 
ending before December 31, 1975, which does 
not include a December 31, and 

"(2) such corporation is a component 
member of a controlled group of corporations 
with respect to such taxable (determined by 
applying section 1563 (b) as if the last day 
of such taxable year were substituted for 
December 31), 
then subsections (a) and (b} shall be ap­
plied as if the last day of such taxable year 
were the nearest December 31 to such day." 

(2) If-
( A) an election of a con trolled group of 

corporations (as defined in section 1563(a) 
(1) of the Internal Revenue Code of 1954) 
under section 1562(a) of such Cod·e {relating 

to privilege of a controlled group of corpora­
tions to elect to have each of its oomponen,t 
members make its returns without regard 
to section 1561) was made on or before April 
22, 1969, 

(B) such election is effective with respec.t 
to the taxable year of each component mem­
ber of such group which includes December 
31, 1969, 

(C) one or more component members of 
such group sustains a net operating loss 
(within the meaning of section 172 of such 
Code) in a taxable year ending on or after 
December 31, 1969, for which the election 
under section 1562(a) ls in effect, and 

(D} such net operating loss is a carryover 
to a subsequent taxable year for which the 
members of such group join in the filing of 
a consolidated return, 
then under regulations prescribed by the 
Secretary or his delegate, such net opera.ting 
loss shall be allowed (if it would have been 
allowable had the election under section 
1562(a) not been in effect) as a deduction 
against the income of other members of 
such group in the same proportion as the 
additional surtax exemptions of such group 
were reduced under section 1564(a} of such 
Code for the taxable year in which such net 
operating loss was sustained. 

(3) (A) The first of sentence of section 
1562 (b) ( 1) is amended by striking out 
"$25,000" and inserting in lieu thereof "the 
amount of such corporation's surtax exemp­
tion for such taxable year". 

(B) Section ll(d) is amended by striking 
out "section 1561" and inserting in lieu 
thereof "section 1561 or 1564". 

(C) Section 535(c) (5) is amended by strik­
ing out "section 1551" and inserting in lieu 
thereof "section 1551, and for limitation on 
such credit in the case of certain controlled 
corporations, see section 1564". 

(D) Section 804 is amended by adding 
after subsection (c) the following new sub­
section: 

"(d) CROSS REFERENCE.-
"For reduction of the $25,000 amount pro­

vided in subsection (a) (4) in the case of cer­
tain controlled corporations, see section 
1564." 

(E) The table of sections for part II of 
subchapter B of chapter 6 is amended by ad­
ding at the end thereof the followlng: 
"Sec. 1564. Transitional rules in the case of 

certain controlled corporations." 
( C) BROTHER-SISTER CONTROLLED GROUPS.­

Section 1563(a) (2) is amended to read as 
follows: 

"(2) BROTHER-SISTER CONTROLLED GROUP.­
Two or more corporations if 5 or fewer per­
sons who are individuals, estates, or trusts 
own (Within the meaning of subsection (d) 
(2)) stock possessing-

"(A) at least 80 percent of the total com­
bined voting power of all classes of stock 
entitled to vote or at least 80 percent of the 
total value of shares of all classes of the 
stock of each corporation, and 

"(B) more than 50 percent of the total 
combined voting power of all classes of stock 
entitled to vote or more than 50 percent of 
the total value of shares of all classes of 
stock of each corporation, taking into ac­
count the stock ownership of each such per­
son only to the extent such stock ownership 
is identical with respect to each such cor­
poration." 

(d) EXCLUDED STOCK RULES.-
(!) Section 1563(c) (2) (A) is amended by 

striking out "or" at the end of clause (ii); 
striking out "stock," at the end of clause 
(iii) and inserting in lieu thereof "stock, or"; 
and adding after clause (iii) the following 
new clause: 

"(iv) stock in the subsidiary corporation 
owned (within the meaning of subsection 
(d) (2)) by an organization (other than the 
parent corporation) to which section 501 
(relating to certain educational and 
charitable organizations which are exempt 
from tax) applies and which is controlled 

directly or indirectly by the parent corpora­
tion or subsidiary corporation, by an indi­
vidual, estate, or trust that is a principal 
stockholder (within the meaning of clause 
(ii)) of the parent corporation, by an officer 
of the parent corporation, or by any com­
bination thereof." 

(2) Section 1563(c) (2) (B) is amended­
(A) by striking out "a person who is an 

individual, estate, or trust (referred to in 
this paragraph as 'common owner') owns" 
and inserting in lieu thereof "5 or fewer 
persons who are individuals, estates, or trusts 
(referred to in this paragraph as 'common 
owners') own"; 

(B) by striking out "or" at the end of 
clause (i); 

(C) by striking out in clause (ii) "such 
common owner", "the common owner", and 
"stock." and inserting in lieu thereof "any 
of such common owners", "any of the com­
mon owners", and "stock, or", respectively; 
and 

(D) by adding after clause (ii) the follow­
ing new clause: 

" (iii) stock in such corporation owned 
(within the meaning of subsection (d) (2)) 
by an organization to which section 501 
(relating to certain educational and 
charitable organizations which are exempt 
from tax) applies and Which is controlled 
directly or indirectly by such corporation, 
by an individual, estate, or trust that is a 
principal stockholder (within the meaning 
of subparagraph (A) (ii)) of such corpora­
tion, by an officer of such corporation, or 
by any combination thereof." 

(e) INVESTMENT CREDIT.-
( 1) Section 46 (a) ( 5) is amended to read 

as follows: 
" ( 5) CONTROLLED GROUPS.-In the case of 

a controlled group, the $25,000 amount speci­
fied under paragraph (2) shall be reduced for 
each component member of such group by 
apportioning $25,000 among the component 
members of such group in such manner as 
the Secretary or his delegate shall by regu­
lations prescribe. For purposes of the pre­
ceding sentence, the term 'controlled group' 
has the meaning assigned to such term by 
section 1563 (a)." 

(2) Section 48(c) (2) (C) is amended to 
read as follows: 

.. ( C) CONTROLLED GROUPS.-In the case of 
a controlled group, the $50,000 amount speci­
fied under subparagraph (A) shall be re­
duced for each component member of the 
group by apportioning $50,000 among the 
component members of such group in ac­
cordance with their respective amounts of 
used section 38 property which may be taken 
into account." 

(3) Section 48(c) (3) (C) is amended to 
read as follows: 

"(C) CONTROLLED GROUP.-The term 'con­
trolled group' has the meaning assigned to 
such term by section 1563 (a) , except that 
the phrase 'more than 50 percent' shall be 
substituted for the phrase 'at least 80 per­
cent' each place it appears in section 1563 (a) 
(1) ." 

(4) Section 48(d) (2) is amended by strik­
ing out "member" and "affiliated group" 
wherever they appear and inserting in lieu 
thereof "component member" and "con­
trolled group", respectively. 

(f) ADDITIONAL FIRST-YEAR DEPRECIATION.­
Section 1 79 ( d) is amended-

(!) by striking out in paragraph (2) (B) 
"member" and "affiliated group" wherever 
they appear and inserting in lieu thereof 
"component member" and "controlled 
group", respectively, and 

(2) by amending paragraphs (6) and (7) 
to read as follows: 

"(6) DOLLAR LIMITATION OF CONTROLLED 
GROUP.-For purposes of subsection (b) of 
this section-

" (A) all component members of a con­
trolled group shall be treated as one tax­
payer, and 
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"(B) the Secretary or his delegate shall 
apportion the dollar limitation contained in 
such subsection (b) among the component 
members of such controlled group in such 
manner as he shall by regulations prescribe. 

(7) CONTROLLED GROUP DEFINED.-For pur­
poses of paragraphs (2) and (6), the term 
'controlled group' has the meaning assigned 
to it by section 1563 (a), except that, for such 
p:1rposes, the phrase 'more than 50 percent' 
shall be substituted for the phrase 'at least 
80 percent' each place it appears in section 
1563(a) (1)." 

(g) MUTUAL INSURANCE COMPANIES.-
(!) Section 821 (relating to tax on mutual 

insurance companies to which part II ap­
plies) is amended by redesignating subsec­
tion (f) as subsection (g) and by inserting 
after subsection (e) the following new sub­
section: 

"(f) CERTAIN CONTROLLED CORPORATIONS.­
In the case of a controlled group of corpora­
tions (as defined in section 1563 (a)), each of 
the stated dollar amounts in subsections (a) 
( 1) and ( c) shall be apportioned, under 
regulations prescribed by the Secretary or his 
delegate, among the corporations subject to 
taxation under this section which are compo­
nent members (determined without the ap­
plication of section 1563{b) (2) (D)) of such 
group." 

(2) Section 823 (c) (relating to special de­
duction for small company having gross 
amount of less than $1,100,000) is amended 
by adding at the end thereof the following 
new paragraph: 

"(3) CERTAIN CONTROLLED CORPORATIONS.­
In the case of a controlled group of corpora­
tions (as defined in seotion 1563(a)), each of 
the steted dollar amounts in paragraph (1) 
shall be apportioned, under regulations pre­
scribed by the Secretary or his delegate, 
among the corporations subject to taxation 
under section 821 which are component mem­
bers (determined without the application of 
section 1563(b) (2) (D)) of such group." 

(3) Section 501(c) (15) (relating to exemp­
tion from tax of certain mutual insurance 
companies) is amended by striking out 
"$150,000" and inserting in lieu thereof "the 
smaller of (A) $150,000, or (B) if any amount 
is apportioned to such corporation in accord­
ance with section 821 (f), such amount". 

(h) EFFECTIVE DATES.-
(1) The amendments made by subsection 

(a) shall apply with respect to taxable years 
beginning after December 31, 1975. 

(2) The amendments made by paragraphs 
(1) and (3) of subsection (b) shall apply 
with respect to taxable years beginning after 
December 31, 1968. 

(3) Paragraph (2) of subsection (b) shall 
apply with respect to net operating losses 
sustained in taxable years ending on or after 
December 31, 1969. 

(4) The amendments made by subsections 
(c) through (f) shall apply with respect to 
taxable years ending on or after December 31, 
1969. 

(5) The amendments made by subsection 
(g) shall apply with respect to taxable years 
beginning after December 31, 1971. 
SUBTITLE B-DEBT·FINANCED CORPORATE AC· 

QUISITIONS AND RELATED PROBLEMS 
SEC. 411. INTEREST ON lNDEBTNESS INCURRED 

BY CORPORATIONS To ACQUmE 
STOCK OR ASSETS OF ANOTHER 
CORPORATION, 

(a) DISALLOWANCE OF INTEREST DEDUC• 
TION .-Part IX of subchapter B of chapter 1 
(relating to items not deductible) is amend­
ed by adding at the end thereof the following 
new section: 
"SEC. 279. INTEREST OF INDEBTEDNESS IN­

CURRED BY CORPORATIONS To Ac­
QumE STOCK OR ASSETS OF AN• 
OTHER CORPORATION. 

"(a) GENERAL RULl!:.-:-NO deduction shall 
be allowed for any mterest paid or incurred 
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by a corporation during the taxable year with 
respect to its corporate acquisition indebted­
ness to the extent that such interest ex­
ceeds-

"(1) $5,000,000, reduced by 
"(2) the amount of interest paid or in­

curred by such corporation during such year 
on obligations which are described in sub­
section {b) (1) but which are not corporate 
acquisition indebtedness. 

"(b) CORPORATION ACQUISITION INDEBTED• 
NESS.-For purposes of this section, the term 
'corporate acquisition indebtedness' means 
any obligation evidenced by a bond, deben­
ture, note, or certificate or other evidence of 
indebtedness issued by a corporation (herein­
after in this section referred to as the 'issuing 
corporation') if-

.. ( 1) such obligation is issued to provide 
consideration for the acquisition of the stock 
in, or assets, of, another corporation (herein­
after referred to in this section as the 'ac­
quired corporation'), except that, where the 
obligation is issued to provide consideration 
for the acquisition of assets, at least two­
thirds of the total value of all the assets of 
the acquired corporation are acquired pur­
suant to a plan of acquisition. 

"'(2) such obligation is subordinated to the 
claims of trade creditors of the issuing cor• 
poration generally, 

"(3) the bond or other evidence of in­
debtedness is either-

"(A) convertible directly or indirectly into 
stock of the issuing corporation, or 

"(B) part of an investment unit or other 
arrangement which includes, in addition to 
such bond or other evidence of indebtedness, 
an option to acquire, directly or indirectly, 
stock in the issuing corporation, and 

"(4) as of a day determined under subsec­
tion (c) (1), either-

"(A) the ratio of debt to equity (as de­
fined in subsection (c) (2)), of the issuing 
corporation exceeds 2 to 1, or 

"(B) the projected earnings (as defined in 
subsection (c) (3)), do not exceed 3 times 
the annual interest to be paid or incurred 
(determined under subsection (c) (4) ). 

" { C) RULES FOR APPLICATION OF SUBSECTION 
(b) (4) .-For purposes of subsection (b) (4)-

"(1) TIME OF DETERMINATION.-Determina­
tions are to be made as of the last day of 
any taxable year of the issuing corporation 
in which it issues any obligation to provide 
consideration for an acquisition described in 
subsection {b) (1) of stock in, or assets of, 
the acquired corporation. 

"(2) RATIO OF DEBT TO EQUITY.-The term 
'ratio of debt to equity' means the ratio 
which the total indebtedness of the issuing 
corporation bears to the sum of its money 
and all its assets (in an amount equal to 
their adjusted basis for determining gain) 
less such total indebtedness. 

" ( 3) PROJECTED EARNINGS.-
" (A) The term 'projected earnings' means 

the 'average annual earnings' (as defined in 
subparagraph (B)) of-

" (ii) the issuing corporation only, if clause 
(ii) does not apply, or 

"(ii) both the issuing corporation and the 
acquired corporation, in any case where the 
issuing corporation has acquired control (as 
defined in section 368(c)), or has acquired 
substantially all of the properties, of the 
acquired corporation. 

"(B) The average annual earnings referred 
to in subparagraph {A) is, for any corpora­
tion, the amount of its earnings and profits 
for any 3-year period ending with the last 
day of a taxable year of the issuing corpora­
tion described in subsection ( c) ( 1) , com­
puted without reduction for-

"(i) interest paid or incurred, 
"(ii) liability for tax under this chapter, 

and 
"(iii) distributions to which section 301 

(c) (1) applies (other than such distribu­
tions from the acquired to the issuing cor­
poration), 

and reduced to an annual average for such 
3-year period pursuant to regulations pre­
scribed by the Secretary or his delegate. Such 
regulations shall include rules for cases where 
any corporation was not in existence for all 
of such 3-year period or such period includes 
only a portion of a taxable year of any cor­
poration. 

"(4) ANNUAL INTEREST TO BE PAID OR IN­
CURRED.-The term 'annual interest to be 
paid or incurred' shall be-

" (A) if subparagraph (B) does not apply, 
the annual interest to be paid or incurred by 
the issuing corporation only, determined by 
reference to its total indebtedness outstand­
ing, or 

"(B) if projected earnings are determined 
under clause (ii) of paragraph (3) (A) be­
cause the issuing corporation has acquired 
control of the acquired corporation, the an­
nual interest to be paid or incurred by both 
the issuing corporation and the acquired 
corporation, determined by reference w their 
combined total indebtedness outstanding. 

"(d) TAXABLE YEARS TO WHICH APPLICA· 
BLE.-In applying this section-

" ( 1) The deduction of interest on any ob­
ligation shall not be disallowed under sub­
section (a) before the first taxable year of 
the issuing corporation as of the last day 
of which the application of either subpara­
graph (A) or subparagraph (B) of subsection 
(b) (4) results in such obligation being cor­
porate acquisition indebtedness. 

"(2) Except as provided in paragraph (3), 
if an obligation is determined to be corporate 
acquisition indebtedness as of the last day 
of any taxable year of the issuing corpora­
tion, it shall be deemed to be corporate ac­
quisition indebtedness for such taxable year 
and all subsequent taxable years. 

"(3} If an obligation is determined to be 
corporate acquisition indebtedness as of the 
close of ·a taxable year of the issuing corpora­
tion in which clause (i) of subsection (c) 
( 3) (A) applied, but would not be corporate 
acquisition indebtedness if the determina­
tion were made as of the close of the first 
taxable year of such corporation thereafter 
in which clause (ii) of subsection (c) (3) 
(A) could apply, such obligation shall be 
considered not to be corporate acquisition 
indebtedness for such later taxable year and 
all taxable years thereafter. 

"(e) NONTAXABLE TRANSACTIONS.-An ac­
quisition of stock of a corporation of which 
the issuing corporation is in control (as de­
fined in section 368 ( c) ) in a transaction in 
which gain or loss is not recognized shall not 
be deemed an acquisition described in sub­
section (b) (1) unless immediately before 
such transaction ( 1) the acquired corpora­
tion was in existence, and (2) the issuing 
corporation was not in control (as defined 
in section 368(c)) of such corporation. 

"{f) EXEMPTION FOR CERTAIN ACQUISITIONS 
OF FOREIGN CORPORATIONS.-Subsection (a) 
shall not apply to interest paid or incurred 
on any indebtedness issued to any person to 
provide consideration for the acquisition of 
stock in, or assets of, any foreign corpora­
tion substan,tially all of the income of which, 
for the 3-year period ending with the date of 
such acquisition or for such part of such 
period as the foreign corporation was in 
existence, is from sources without the United 
States. 

"(g) AFFILIATED GROUPS.-In any case in 
which the issuing corporation is a member 
of an affiliated group, the application of this 
section shall be determined, pursuant to 
regulations prescribed by the Secretary or 
his delegate, by treating all of the members 
of the affiliated group in the aggregate as 
the issuing corporation, except that the ratio 
of debt to equity, projected earnings, and 
annual interest to be paid or incurred of 
any corporation ( other than the issuing cor­
poration determined without regard to this 
subseotion) shall be included in the deter­
minations required under subparagraphs 



21806 CONGRESSIONAL RECORD- HOUSE Augus·t 1, 1969 

(A) and (B) of subsection (b) (4) as of any 
day only if such corporation is a member 
of the affiliated group on such day and, in 
determining projected earnings of such cor­
poration under subsection (c) (3), there shall 
be taken into account only the earnings 
and profits of such corporation for the peri­
od during which it was a member of the 
affiliated group. For purposes of the preced­
ing sentence, the term 'affiliated group' has 
the meaning assigned to such term by sec­
tion 1504(a), except that all corporations 
other than the acquired corporation shall 
be treated as includible corporations (with­
out any exclusion under section 1504(b)) 
and the acquired corporation shall not be 
treated as an includible corporation. 

"(h) CHANGES IN OBLIGATION.-For pur­
poses of this section-

" ( 1) Any extension, renewal, or refinanc­
ing of an obligation evidencing a preexisting 
indebtedness shall not be deemed to be a 
new obligation. 

"(2) Any obligation which is corporate ac­
quisition indebtedness of the issuing cor­
poration is also corporate acquisition in­
debtedness of any corporation which be­
comes liable for such obligation as guaran­
tor, endorser. or indemnitor or which as­
sumes liability for such obligation in any 
transaction. 

"(i) EFFECT ON OTHER PROVISIONS.-No in­
ference shall be drawn from any provision in 
this seotion that any instrument designated 
as a bond, debenture, note, or certificate or 
other evidence of indebtedness by its issuer 
represents an obligation or indebtedness of 
such issuer in applying any other provision 
of this title." 

(b) CLERICAL AMENDMENT.-The table of 
sections for part IX of subchapter B of chap­
ter 1 is amended by adding at the end thereof 
the following new item: 
"Sec. 279. Interest on indebtedness incurred 

by corporations to acquire stock 
or assets of another corpora­
tion." 

(c) EFFECTIVE DATE.-The amendments 
made by this section shall apply to the de­
termination of the a.llowability of the de­
duction of interest paid or incurred with re­
spect to indebtedness incurred after May 
27, 1969. 
SEC. 412. INSTALLMENT METHOD. 

(a) INSTALLMENT METHOD.-Section 453 
(b) (1) (relating to sales of realty and casual 
sales of personalty) is amended by insert­
ing before the period at the end thereof the 
following: ", but only if such sale or other 
disposition qualifies as an installment trans­
action (as defined in paragraph (3)) ." 

(b) SPECIAL RULE.-Section 453 (b) (re­
lating to sales of realty and casual sales of 
personalty) is amended by adding at the end 
thereof the following new paragraphs: 

"(3) INSTALLMENT TRANSACTION DEFINED.­
For purposes of subsection (b). the term 'in­
stallment transaction' means a transaction 
in which the payments of principal or prin­
cipal and interest are required to be paid pe­
riodically and in such amounts over the in­
stallment period as prescribed under regu­
lations by the Secretary or his delegate. The 
requirement stated in the preceding sentence 
shall be deemed to be satisfied if-

" (A) such payments are required to be 
made at least once every 2 years in rela­
tively even or declining amounts over the in­
stallment period; or 

"(B) at least 5 percent of the principal 
is required to have been paid by the end 
of the first quarter of the installment period, 
at least 15 percent of the principal is required 
to have been paid by the end of the second 
quarter of the installment period, and at 
least 40 percent of the principal is required 
to have been paid by the end of the third 
quarter of the installment period. 

"(4) RULE FOR APPLYING PARAGRAPH (2) (A) 
(ii) .-In applying clause (ii) of paragraph 

(2) (A), a bond or other evidence of indebted­
ness issued by a corporation or a govern­
ment or political subdivision thereof with 
interest coupons attached, in registered form, 
or in any other form designed to render such 
bond or other evidence of indebtedness rood­
ily tradable on an established securities mar­
ket shall not be treated as an evidence of 

· indebtedness of a purchaser." 
(c) EFFECTIVE DATE.-The amendments 

made by this section shall apply to sales or 
other dispositions occurring after May 27, 
1969. 
SEC. 413. BONDS AND OTHER EVIDENCES OF IN­

DEBTEDNESS. 
(a) BONDS AND OTHER EVIDENCES OF IN­

DEBTEDNESS.--Section 1232(a) (relating to 
general rule) is amended to read as follows: 

"(a) GENERAL RULE.-For purposes of this 
subtitle, in the case of bonds, debentures, 
notes, or certificates or other evidences of 
indebtedness, which are capital assets in the 
hands of the taxpayer, and which are issued 
by any corporation, or by any government or 
political subdivision thereof-

" ( 1) RETIREMENT.-Amounts received by 
the holder on retirement of such bonds or 
other evidences of indebtedness shall be con­
sidered as amounts received in exchange 
therefor (except that in the case of bonds 
or other evidences of indebtedness issued be­
fore January 1, 1955, this paragraph shall 
apply only to those issued with interest cou­
pons or in registered form, or to those in 
such form on March 1, 1954) . 

" ( 2) SALE OR EXCHANGE.-
" (A) CORPORATE BONDS ISSUED AFTER MAY 27, 

1969.-Except as provided in subparagraph 
(C). on the sale or exchange of bonds or 
other evidences of indebtedness issued by a 
corporation after May 27, 1969, held by the 
taxpayer more than 6 months, any gain shall 
( except as provided in the following sen­
tence) be considered gain from the sale or 
exchange of a capital asset held for more 
than 6 months. If at the time of original 
issue there was an intention to call the bond 
or other evidence of indebtedness before 
maturity, any gain realized on sale or ex­
change thereof which does not exceed an 
amount equal to the original issue discount 
(as defined in subsection (b)) shall be con­
sidered as gain from the sale or exchange of 
property which is not a capital asset. 

"(B) CORPORATE BONDS ISSUED ON OR BE· 
FORE MAY 27, 1969, AND GOVERNMENT BONDS.­
Except as provided in subparagraph (C), on 
sale or exchange of bonds or other evidences 
of indebtedness issued by a government or 
political subdivision thereof after Decem­
ber 31, 1954, or by a corporation after Decem­
ber 31, 1954, and on or before May 27, 1969, 
held by the taxpayer more than 6 months, 
any gain realized which does not exceed-

" (i) an amount equal to the original issue 
discount (as defined in subsection (b)), or 

" (ii) if at the time of original issue there 
was no intention to call the bond or other 
evidence of indebtedness before maturity, an 
amount whioh bears the same ratio to the 
original issue discount (as defined in sub­
section (b)) as the number of complete 
months that the bond or other evidence of 
indebtedness was held by the taxpayer bears 
to the number of complete months from the 
date of original issue to the date of ma­
turity, 
shall be considered as gain from the sale or 
exchange of property which is not a capital 
asset. Gain in excess of suc:h amount shall be 
considered gain from the sale or exchange of 
a capital asset held more than 6 months. 

.. ( c) EXCEPTIONS.-This paragraph shall 
not apply to-

"(i) obligations the interest on which is 
not includible in gross income under section 
103 (relating to certain governmental obli­
gations) , or 

"(ii) any holder who has purchased the 
bond or other evidence of indebtedness at a 
premium. 

"(D) DOUBLE INCLUSION IN INCOME NOT 
REQUIRED.-This section shall not require the 
inclusion of any amount previously includ­
ible in gross income. 

"(3) INCLUSION IN INCOME OF ORIGINAL IS· 
SUE DISCOUNT ON CORPORATE BONDS ISSUED 
AFTER MAY 27, 1969.-

" (A) GENERAL RULE.-There shall be in­
cluded in the gross income of the holder of 
any bond or other evidence of indebtedness 
issued by a corporation after May 27, 1969, 
the ratable monthly portion of original issue 
discount multiplied by the number of com­
plete months (plus any fractional part of a 
month determined in accord,ance with the 
last sentence of this subparagraph) such 
holder held such bond or other evidence of 
indebtedness during the taxable year. Except 
as provided in subparagraph (B), the ratable 
monthly portion of original issue discount 
shall equal the original issue discount (as 
defined in subsection (b) ) divided by the 
number of complete months from the date 
of original issue to the stated maturity date 
of such bond or other evidence of indebted­
ness. For purposes of this section, a complete 
month commences with the date of original 
issue and the corresponding day of each suc­
ceeding calendar month (or the last day of 
a calendar month in which there is no corre­
sponding day); and, in any case whera a bond 
or other evidence of indebtedness is acquired 
on any other day, the ratable monthly por­
tion of original issue discount for the com­
plete month in which such acquisition oc­
curs shall be allocated between the transferor 
and the transferee in accordance with the 
number of days in such complete month each 
held the bond or other evidence of indebt­
edness. 

"(B) REDUCTION IN CASE OF ANY SUBSE· 
QUENT HOLDER.-For purposes of this para­
graph, the ratable monthly portion of orig­
inal issue discount shall not include an 
amount, determined at the time of any 
purchase after the original issue of such 
bond or other evidence of indebtedness, 
equal to the excess of-

" ( i) the cost of such bonds O!r other evi­
dence of indebtedness incurred by such 
holder, over 

"(ii) the issue price of such bond or other 
evidence of indebtedness increased by the 
portion of original discount previously in­
cludible in the gross income of any holder 
( computed without regard to this subpara­
graph), 
divided by the number of complete months 
(plus any fractional part of a month com­
mencing with the date of purchase) from 
the date of such purchase to the stated ma­
turity date of such bond or other evidence 
of indebtedness. 

.. (C) PURCHASE DEFINED.-For purposes of 
subparagraph (B), the term 'purchase' 
means any acquisl tion of a bond or other 
evidence of indebtedness, but only if the 
basis of the bQJild or other evidence of in­
debtedness is not determined in whole or in 
part by reference to the adjusted basis of 
such bond or other evidence of indebtedness 
in the hands of the person from whom ac­
quired, or under section 1014(a) (relating to 
property acquired from a decedent). 

.. (D) EXCEPTION.-This paragraph shall 
not apply to any holder who has purcharnd 
the bond or other evidence of indebtedness 
at a premium. 

.. (E) BASIS ADJUSTMENTS.-The basis of 
any bond or other evidence of indebtedness 
in the hands of the holder thereof shall be 
increased by the amount included in his 
gross income pursuant to subparagraph 
(A)." 

(b) ISSUE PRICE.-Se-ction 1232(b) (2) (re­
lating to issue price) is amended by adding 
at the end thereof the following: 
"In the case of a bond or other evidence of 
indebtedness and an option or other security 
issued together as an investment unit, the 
issue price for such investment unit shall be 
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determined in accordance with the rules 
stated in this paragraph. Such issue price 
attributable to each element of the invest­
ment unit shall be that portion thereof 
which the fair market value of such element 
bears to the total fair market value of all 
the elements in the investment unit. The 
issue price of the bond or other evidence of 
indebtedness included in such investment 
unit shall be the portion so allocated to it. 
In the case of a bond or other evidence of 
indebtedness, or an investment unit as de­
scribed in this paragraph, issued for property, 
the issue price of such bond or other evi­
dence of indebtedness or investment unit, as 
the case may be, shall be the fair market 
value of such property." 

( c) REQUIREMENT OF REPORTING.-Section 
6049(a) (1) (relating to requirements of re­
porting interest) is amended to read as fol­
lows: 

" (a) REQUIREMENT OF REPORTING.­
" ( 1) IN GENERAL.-Every person-
" (A) who makes payments of interest (as 

defined in subsection (b)) aggreg,ating $10 or 
more to any other person during any cal­
endar year, 

"(B) who receives payments of interest as 
a nominee and who makes payments aggre­
gating $10 or more during any calendar year 
to any other person with respect to the in­
terest so received, or 

"(C) which is a corporation that has out­
standing any bond, debenture, note, or cer­
tificate or other evidence of indeptedness in 
registered form as to which there is during 
any calendar year an amount of original issue 
discount aggregating $10 or more includible 
in the gross income of any holder under sec­
tion 1232(a) (3) without regard to subpara­
graph (B) thereof, 
shall make a return according to the forms 
or regulations prescribed by the Secretary or 
his delegate, setting forth the aggregate 
amount of such payments and such aggre­
gate amount includible in the gross income 
of any holder and the name and address of 
the person to whom p aid or such holder.'' 

(d) STATEMENTS To BE FURNISHED TO PER­
SONS WITH RESPECT TO WHOM INFORMATION 
Is FURNISHED.-Section 6049(c) (relating to 
statements to be furnished to persons with 
respect to whom information is furnished) 
is amended to read as follows: 

"(c) STATEMENTS To BE F'tm.NISHED TO PER­
SONS WITH RESPECT TO WHOM INFORMATION 
Is FtraNISHED.-Every person making a return 
under subsection (a) (1) shall furnish to 
each person whose name is set forth in such 
return a written statement showing-

" ( 1) the name and address of the person 
making such return, and 

"(2) the aggregate amount of payments 
to, or the aggregate amount includible in the 
gross income of, the person as shown on 
such return. 

The written statement required, under the 
preceding sentence shall be furnished to the 
person on or before January 31 of the year 
following the calendar year for which the 
return under subsection (a) ( 1) was made. 
No statement shall be required to be fur­
nished to any person under this subsection 
if the aggregate amount of payments to, or 
the aggregate amount includible in the gross 
income of, such person shown on the return 
made under subsection (a) (1) is less than 
$10." 

( e) EFFECTIVE DATE.-The amendments 
made by this section shall apply with respect 
to bonds and other evidences of indiebtedness 
issued after May 27, 1969. 
SEC. 414. LIMITATION ON DEDUCTION OF BOND 

PREMIUM ON REPURCHASE. 
(a) LIMITATION ON DEDUCTION OF BOND 

PREMIUM ON REPURCHASE.-Part VIII of sub­
chapter B of chapter 1 of the Internal Rev­
enue Code (relating to special deductions 

for corporations) is amended by adding at 
the end thereof the following new section: 
"SEC. 249. LIMITATION· ON DEDUCTION OF 

BOND PREMIUM ON REPURCHASE. 
"(a) -GENERAL RULE.-No deduction shall 

be allowed to a corporation for any pre­
mium paid or incurred upon the repurchase 
of a bond, debtenture, note, or certificate or 
other evidence of indebtedness which is con­
vertible into the stock of the issuing cor­
poration, or a corporation in control of, or 
controlled by, the issuing corporation, to the 
extent the repurchase price exceeds an 
amount equal to the adjusted issue price plus 
a normal call premium on bonds or other evi­
dences of indebtedness which are not con­
vertible. The preceding sentence shall not ap­
ply to the extent that the corporation can 
demonstrate to the satisfaction of the Secre­
t ary or his delegate that such excess is at­
tributable to the cost of borrowing and is 
not attributable to the conversion feature. 

.. (b) SPECIAL RULES.-For purposes of sub­
section (a) -

" ( 1) ADJUSTED ISSUE PRICE.-The adjusted 
issue price is the issue price ( as defined in 
section 1232(b)) increased by any amount 
of discount deducted prior to repurchase, or, 
in the case of bonds or other evidences of 
indebtedness issued subsequent to Febru­
ary 28, 1913, decreased. by any amount of 
premium included in gross income prior to 
repurchase by the issuing corporation. 

"(2) CoNTROL.-The term 'control' has the 
meaning assigned to such term by section 
368(c).'' 

(b) CLERICAL AMENDMENT.-The table of 
sections for part VIII of subchapter B of 
chapter 1 is amended by adding at the end 
thereof the following new item: 
"Sec. 249. Limitation on deduction of bond 

premium on repurchase." 
(c) EFFECTIVE DATE.-The amendments 

made by this section shall apply to a con­
vertible bond or other convertible evidence 
of indebtedness repurchased after April 22, 
1969, other than such a bond or other evi­
dence of indebtedness repurchased pursuant 
to a binding obligation incurred on or before 
April 22, 1969, to repurchase such bond or 
other evidence of indebtedness at a specified 
call premium, and no inference shall be 
drawn from the fact that subsection (a) 
does not apply to the repurchase of such 
convertible bond or other convertible evi­
dence of indebtedness. 

SUBTITLE C-STOCK DIVIDENDS 
SEC. 421. STOCK DIVIDENDS. 

(a) IN GENERAL.-8ection 305 (relating to 
distributions of stock and stock rights) is 
amended to read as follows: 
"SEC. 305. DISTRIBUTIONS OF STOCK AND STOCK 

RIGHTS. 
.. (a) GENERAL RULE."'"7"""Except as otherwise 

provided in this section, gross income does 
not include the amount of any distribution 
made by a corporation to its shareholders, 
with respect to the common stock of such 
corporation, in its stock or in rights to ac­
quire its stock. 

.. ( b) EXCEPTIONS.-Subsection (a) shall 
not apply to a distribution by a corporation 
of its stock ( or rights to acquire its stock), 
and the distribution shall be treated as a 
distribution of property to which section 301 
applies-

" ( 1) DISTRIBUTIONS IN LIEU OF MONEY .-If 
the distribution is, at the election of any of 
the shareholders (whether exercised before 
or after the declaration thereof), payable 
either-

"(A) in its stock (or in rights to acquire 
its stock), or 

" ( B) in property. 
."(2) DISPROPORTIONATE DISTRIBUTIONS.-If 

the distribution ( or a series of distributions 
of which such distribution is one) has the 
result of-

"(A) the receipt of property by some 
shareholders, and . 

"(B) an increase in the proportionate in.­
terests of other shareholders in the assets e>r 
earnings and profits of the corporation. . 

"(3) CONVERTIBLE PREFERRED STOCK.-If 
the distribution is of convertible preferred 
stock, unless it ls established to the satis.­
faction of the Secretary or his delegate that 
such distribution will not have the result 
described in paragraph (2). 
For purposes of paragraphs (1) and (2) , sec­
tion 306 stock shall be treated as property 
which ls not stock. 

" ( C) CERTAIN REDEMPTIONS, ETC., TREATED 
AS DISTRIBurioNs.-For purposes of this sec­
tion and section 301, the Secretary or his 
delegate shall prescribe regulations under 
which a change in conversion ratio, a change 
in redemption price, a redemption which is 
treated as a section 301 distribution, or any 
transaction having a similar effect on the in­
terest of any shareholder ( or a holder of 
rights or convertible securities) shall be 
treated as a distribution with respect to any 
shareholder ( or a holder of rights or con­
vertible securities) whose proportionate in­
terest in the earnings and profits or assets 
of the corporation is increased by such 
change, redemption, or similar transaction. 

"(d) CROSS REFERENCES.­
"For special rules-
" ( 1) Relating to the receipt of stock and 

stock rights in corporate organizations and 
reorganizations, see part III (sec. 351 and 
following). 

"(2) In the case of a distribution which 
results in a gift, see section 2501 and 
following. 

" ( 3) In the case of a distribution which 
has the effect of the payment of compensa­
tion, see section 61(a) (1) ." 

( b) CONFORMING AMENDMENT .-;-Section 
317(a) (relwting to certain definitions) is 
amended to read as follows: 

" (a) PROPERTY .-For purposes of this part, 
the term 'property' means money, securities, 
and any other property; except that such 
term does not include stock ( or rights to ac­
quire stock) in the corporation making the 
distribution distributed with respect to the 
common stock of such corporation." 

( C) EFFECTIVE DATES.-
( 1) Except as otherwise provided in this 

subsection, the amendments made by sub­
sections (a) and (b) shall apply with respect 
to distributions made or considered as made 
after January 10, 1969, in taxable years end­
ing after such date. 

(2) The amendments - made by subsec­
tions (a) and (b) shall not apply to a distri­
bution of stock (or rights to acquire stock) 
made or considered as made before January 
1, 1991, with respect to stock outstanding 
on January 10, 1969 (or with respect to 
stock issued pursuant to a contract binding 
on January 10, 1969, on the distributing 
corporation). 

(3) In cases to which Treasury Decision 
6990 (promulgated January 10, 1969) would 
not have applied, in applying paragraphs ( 1) 
and (2) of this subsection April 22, 1969, 
sh~ll be substituted for January 10, 1969. 

SUBTITLE D-FOREIGN TAX CREDIT 
SEC. 431. FOREIGN TAX CREDIT REDUCTION IN 

CASE OF FOREIGN LOSSES. 
(a) REDUCTION IN FOREIGN TAX CREDIT 

LIMITATION.-Section 904 (a) (relating to lim­
itation on credit) is amended by adding at 
the end thereof the following new para­
graphs: 

"(3) · REDUCTION IN LIMITATION.-In the 
case of a taxpayer who in a prior taxable 
year sustains a loss in a foreign country or 
possession of the United States and chooses 
the limitation provided in paragraph (1)' 
for such prior year, · the amount of the tax­
payer's taxable income from sources within 
such country or possession for the taxable 
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year (but not the taxpayer's entire taxable 
income for the same taxable year) shall, 
solely for purposes of determining the appli­
cable limitation under paragraph (1) or (2), 
be det1rmined without regard to section 172 
(relating to net operating loss deduction) 
and be reduced by the lesser of-

" (A) (i) the amount of such loss, decreased 
by 

"(ii) the amount of any reduction pre­
viously made under this paragraph with 
respect to such loss, or 

"(B) an amount which is equal to 50 
percent of the taxpayer's taxable income for 
the taxable year ( determined without regard 
to this paragraph and section 172) from 
sources within such country or possession. 

"(4) ALLOCATION OF LOSSES.-In applying 
paragraph (3) for any taxable year to which 
subsection (f) or (g) applies, a loss sustained 
in a foreign country or possession of the 
United States shall be allocated to the sepa­
rate limitation (if any) under such subsec­
tion pursuant to regulations prescribed by 
the Secretary or his delegate. 

"(5) SPECIAL LIMITATION ON CARRYBACKS 
AND CARRYOVERS.-For purposes Of subsection 
(P.), the amount by which tax paid or ac­
crued to any foreign country or possession 
of the United States for any taxable year 
exceeds the applicable limitation under this 
subsection shall be determined without re­
gard to paragraph (3). 

"(6) CERTAIN DISPOSITIONS OF PROPERTY.­
" (A) Under regulations prescribed by the 

Secretary or his delegate, if during any tax­
able year property which is used in the trade 
or business which gives rise to the loss re­
ferred to in paragraph ( 3) is disposed of and 
such loss exceeds the amount by which the 
taxpayer's tax:able income was reduced under 
pa.mgr,aph (3) for such taxable year and pre­
ceding taxable years by reason of such loss, 
an amount equal to such excess shall .be 
included in gross income for such taxable 
year. 

"(B) No amount shall be included in gross 
income under subparagraph (A) in any case 
in which-

"(!) the property which is disposed of is 
not a material faotor in the realization of 
the income . ( or lose) from the trade or busi­
ness in which such property is used or is 
not a substallltial portion of the assets used 
in, or held for use in, the conduot of such 
trade or business, 

"(ii) the property is disposed of on ac­
count of its destruction or damage by fire, 
storm, shipwreck, or othel' casualty, or by 
reeson of its theft, 

"(iii) the pa-operty is transferred by rea­
son of death, or 

"(iv) the property is transferred in a 
transaction to which section 381 (a) applies." 

(b) EFFECTIVE DATE.-The amendments 
made by this section shall apply with re­
spe,c,t to losses susta.ined in taxa.ble years 
beglinning after December 31, 1969. 
SEC. 432. SEPARATE LIMITATION ON FOREIGN 

TAX CREDIT WITH RESPECT TO 
FOREIGN MINERAL INCOME. 

(a) LIMITATION ON AMOUNT . OF FOREIGN 
TAXES To BE TAKEN INTO ACCOUNT.-Section 
904 (relating to limitaition on oredit) is 
amended by redesignating subsection (g) as 
subsection (h), a,n,d by inserting a1ter sub­
seotion (f) the following new subsection:· 

" ( g) APPLICATION OF SECTION IN CASE OF 
FOREIGN MINERAL INCOME.-

" ( l) IN GENERAL.-!! any foreign country 
or possession of the United States, or any 
agency or instrumentality of such country or 
possession-

.. (A) requires the payment of any bonus or 
royalty with respect to property which gives 
rise to foreign mineral inoome, 

" ( B) holds sub&oo.ntial mineral rights with 
respeot to S'lreh property, or 

"(C) imposes any in.come, war profits, m 
excess profits taxes on such income at an 
effective rate higher th.an on other income. 
subsections (a), (c), (d), and (e) of this 
section shall be applied separately with re­
spect to foreign mineral income from sources 
within such' country or possession. 

"(2) FOREIGN MINERAL INCOME DEFINED.­
" (A) GENERAL RULE.-For purposes of para­

graph ( 1) , the term 'foreign m~neral income' 
means taxable income from mines, wells, and 
other natural deposits within any foreign 
country or possession of the United States, 
to the extent such taxable income constitutes 
'taxable income from the property' within 
the meaning of section 613. Such term in­
cludes, but is not limited to-

"(i) dividends received from a foreign cor­
poration in respect of which taxes are deemed 
paid under section 902, to the extent such 
dividends are attributable to foreign mineral 
income, and 

"(ii) that portion of the taxpayer's dis­
tributive share of the income of a partner­
ship attributable to foreign mineral income. 

"(B) SPECIAL RULES.-
"(i) For purposes of subparagraph (A), 

if for the taxable year a taxpayer's (or, where 
a consolidated income tax return is filed, the 
affiliated groups) foreign mineral income is 
less than $10,000, no part of the taxable in­
come for such year shall be treated as foreign 
mineral income. 

"(ii) For purposes of clause (i) of sub­
paragraph (A), if less than 30 percent and 
less than $100,000, of the accumulated profits 
of the year or years from which dividends 
are paid, as determined under section 902 ( c) , 
are attributable to foreign mineral income, 
no part of the dividends shall be treated 
as foreign mineral income. 

"(3) OVERALL LIMITATION NOT TO APPLY.­
The limitation provided by subsection (a) 
(2) shall not apply with respect to foreign 
mineral income. The Secretary or his delegate 
shall by regulations prescribe the manner of 
application of subsection (e) with respect to 
cases in which the limitation provided by 
subsection (a) (2) applies with respect to 
income other than foreign mineral income. 

"(4) TRANSITIONAL RULES FOR CARRYBACKS 
AND CARRYOVERS.-:-

" (A). CARRYBACKS TO YEARS BEFORE TAX RE­
FORM ACT OF 1969.-If, after applying sub­
section ( d) , taxes paid or accrued to any 
foreign country or possession of the United 
States in any taxable year beginning after 
the date of the enactment of the Tax Reform 
Act of 1969 are deemed paid or accrued in 
one or more taxable years beginning on or 
before such date, then the amount of such 
taxes deemed paid or accrued in such tax­
able year or years shall be determined with­
out regard to the provisions of this sub­
section. To the extent the taxes pe.id or 
accrued to a foreign country or possession 
of the United States in any taxable year 
beginning after the date of the enactment 
of such Act are not, after · applying the 
preceding sentence, deemed paid or accrued 
in any taxable year beginning on or before 
the date of the enactment of such Aot, such 
taxes shall, for purposes of applying sub­
section (d), be deemed paid or accrued in a 
taxable year beginning after the date of the 
enactment of such Act with respect to for­
eign .mineral income, and . with respect to 
income other than foreign · mineral income, 
in the same ratios as the amount of such 
taxes paid or accrued with respect to for­
eign mineral income, and the amount of 
such taxes paid or accrued with respect to 
inoome other than foreign mineral income, 
respeotively, bear to the total amount of such 
taxes paid or accrued to such foreign coun­
try or possession of the United States. 

"(B) CARRYOVERS TO YEARS AFTER TAX RE­
FORM ACT OF 1969.-Where under the pro­
visions of subsection (d) taxes paid or ac-

crued to .any foreign country or possession 
of the United States in any taxable year 
beginning on or before the date of the en­
actment of the Tax Reform Act of 1969 
are deemed paid or accrued in one or more 
taxable years beginning after such date, the 
amount of such taxes deemed paid or ac­
crued in any year beginning after such date 
shall, with respect to foreign mineral in­
come, be an amount which bears the same 
ratio to the amount of such taxes deemed 
paid or accrued as the amount of the taxes 
paid or accrued to such foreign country or 
possession for such year with respect to 
foreign mineral inc,ome bears to the total 
amount of taxes paid or accrued to such 
foreign country or possession for such year; 
and the amount of such taxes deemed paid or 
accrued in any year beginning after such 
date wi,th respect to income other than for­
eign mineral income shall be an amount 
which bears the same ratio to the amount 
of such taxes deemed paid or accrued for 
such year as the amount of taxes paid or 
accrued to such foreign country or posses­
sion for such year with respect to income 
other than foreign mineral income bears to 
the total amount of the taxes paid or ac­
crued to such foreign country or possession 
for such year." 

(b) CONFORMING AMENDMENTS.-Section 
904(b) (relating to election of overall limi­
tation) is· amended-

(1) by striking out "with the consent of 
the Secreta,ry or his delegate with respect to 
any taxable year" in paragraph ( 1) and in­
serting in lieu thereof "(A) with the con­
sent of the Secretary or his delegate with 
respect to any taxable year, or (B) for the 
taxpayer's first taxable year beginning after 
the date of the enactment of the Tax Reform 
Act of 1969", and 

(2) by striking out "If a taxpayer" in para­
graph (2) and inserting in lieu thereof "Ex­
cept in a case to which paragraph (1) (B) , 
applies, if the taxpayer". 

(c) EFFECTIVE DATE.-The amendments 
made by this section shall apply with re­
spect to taxable years beginning after the 
date of enactment of this Act. 

SUBTITLE E-FINANCIAL INSTITUTIONS 
SEC. 441. RESERVE FOR LOSSES ON LOANS; NET 

OPERATING Loss CARRYBACKS. 
(a) BAD DEBT DEDUCTIONS OF FINANCIAL 

INSTITUTIONS.-Part I of subchapter H of 
chapter 1 (relating to rules of general appli­
cation to banking institutions) is amended 
by adding at the end thereof the following 
new section: 
"SEC. 585. RESERVES FOR LOSSES ON LOANS OF 

FINANCIAL INSTITUTIONS. 
" (a) INSTITUTIONS TO WHICH SECTION AP­

PLIES.-This section shall apply to the fol­
lowing financial institutions-

"(!) to any-
"(A) bank (as defined in section 581) 

other than an organization to which section 
593 applies, or 

"(B) corporation to which subparagraph 
(A) would apply except for the fact that it is 
a foreign corporation and in the case of such 
foreign corporation this section shall apply 
only with respect to loans outstanding, the 
interest on which is effectively connected 
with .the conduct of a banking business 
within the United States. 

"(2) to a small business investment com­
pany operating under the Small Business 
Investment Act of 1958, and 

"(3) to a business development corpora­
tion, which shall mean a corporation which 
was created by or pursuant to an act of a 
State legislature for purposes of promoting, 
maintaining, and assisting the economy and 
industry within such State on a regional or 
statewide basis by making loans which would 
generally not be made by banks ( as defined 
in section 581) within such region or State 
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in the ordinary course of their business ( ex­
cept on the basis of a partial participation), 
and which is operated primarily for such 
purpose. 

" ( b) ADDITION TO RESERVES FOR BAD DEBTS.­
" ( 1) GENERAL RULE.-For purposes of sec­

tion 166 ( c) , except as provided in paragraph 
(2) the reasonable addition to the reserve 
for bad debts of any financial institution to 
which this section applies shall not exceed 
the amount necessary to increase the balance 
of the reserve for bad debts (as of the close 
of the taxable year) to the greater of-

"(A) the amount which bears the same 
ratio to loans outstanding at the close of the 
taxable year as (i) the total bad debts sus­
tained during the taxable year and the 5 
preceding taxablo years ( or, with the ap­
proval of the Secretary or his delegate, a 
shorter period), adjusted for recoveries of 
bad debts during such period, bears to (ii) 
the sum of the loans outstanding at the 
close of such 6 or fewer taxable years, or 

"(B) the lower of-
" ( i) the balance in the reserve as of the 

close of the base year, or 
"(ii) if the amount of loans outstanding 

at the close of the taxable year is less than 
the amount of loans outstanding at the close 
of the base year, the amount which b'ears the 
same ratio to loans outstanding at the close 
of the taxable yea1· as the balance of the re­
serve as of the close of the base year bears 
to the amount of loans outstanding at the 
close of the base year. 
For purposes of this subparagraph, the term 
'base year' means the last taxable year be­
ginning on or before July 11, 1969. 

"(2) NEW FINANCIAL INSTITUTIONS.-In the 
case of any taxable year beginning not more 
than 10 years after the day before the first 
day on which a financial institution ( or any 
predecessor) was authorized to do business 
as a financial institution described in sub­
section (a), the reasonable addition to the 
reserve for bad debts of such financial insti­
tution shall not exceed the larger of the 
amount determined under paragraph ( 1) or 
the amount necessary to increase the balance 
of the reserve for bad debts as of the close 
of the taxable year to the amount which 
bears the same ratio ( as determined by the 
Secretary or his delegate) to loans outstand­
ing at the close of the taxable year as (i) 
the total bad debts sustained by all institu­
tions described in the applicable paragraph 
of subsection (a) during the 6 preceding tax­
able years ( adjusted for recoveries of bad 
debts during such period) , bears to (ii) the 
sum of the loans by all such institutions out­
standing at the close of such taxable years." 

(b) 10-YEAR NET OPERATING Loss CARRY­
BACK.-Section 172(b) (1) (relating to net 
operating loss deduction) is amended by 
striking out in subparagraph (A) (i) thereof 
"and (E)" and inserting in lieu thereof ", 
(E) and (F) ", and by adding at the end 
thereof the following new subparagraph: 

"(F) In the case of a financial institution 
to which section 585 or 593 applies, a net 
operating loss for any taxable year beginning 
after July 11, 1969, shall be a net operating 
loss carryback to each of the 10 taxable 
years preceding the taxable year of such 
loss and shall be a net operating loss carry­
over to each of the 5 taxable years following 
the taxable year of such loss." 

( C) TECHNICAL AND CLERICAL AMEND­
MENTS.-

( 1) Subsection (h) of section 166 (relating 
to bad debts) is amended by adding at the 
end thereof the following new paragraph: 

" ( 4) For special rule for bad debt reserves 
of certain financial institutions other than 
certain mutual savings banks, domestic 
building and loan associations and coopera­
tive banks, see section 585." 

( 2) The table of sections for part I of sub­
chap t er H of chapter 1 is amend.ed-

(A) by striking out: 
"Sec. 582. Bad debt and loss deduction with 

. respect to securities held by 
banks." 

and inserting in lieu thereof: 
"Sec. 582. Bad debts, losses, and gains with 

respect to securities held by 
financial institutions." 

(B) by adding at the end thereof the fol­
lowing: 
"Sec. 585. Reserves for losses on loans of 

financial institutions." 
{d) EFFECTIVE DATE.-The amendments 

made by this section shall apply with respect 
to taxable years beginning after July 11, 
1969. 
SEC. 442 . MUTUAL SAVINGS BANKS, ETC. 

(a) RESERVE FOR LOSSES ON LOANS.-Section 
593(b) (relating to addition to reserves for 
bad debts) is amended-

(!) by striking out subparagraph (A) of 
paragraph (1) and inserting in lieu thereof 
the following: 

"(A) the amount determined to be a rea­
sonable addition to the reserve for losses on 
nonqualifying loans, computed in the same 
manner as provided with respect to additions 
to reserves for bad debts of financial insti­
tutions under section 685 (b) 

(1) (A) , plus" 
(2) by striking out paragraphs (2), (3), 

( 4) , and ( 5) and inserting in lieu thereof 
the following: 

"(2) PERCENTAGE OF TAXABLE INCOME 
METHOD.-The amount determined under 
this paragraph for the taxable year shall be 
the excess of-

" (A) an amount equal to the applicable 
percentage of the taxable income for such 
year (determined under the following ·table), 
over: 

The applicable per­
centage under 

"For a taxable year this paragraph 
beginning in- shall be--

1969- - - - - - - - -- - - - - - - - - - - - - - - - 60 percent. 
1970------- - ----------------- 57 percent. 1971 _________ __ _____ _________ 54 percent. 

1972----- ------------- - ------ 51 percent. 1973 __________________ _______ 48 percent. 
1974 _____________________ ____ 45 percent. 

1975- --- - - - ------------ - --- - - 32 percent. 
1976- ------- - ---------------- 39 percent. 
1977- ------------------ - ----- 36 percent. 1978 ___________________ ___ ___ 33 percent. 
1979 or thereafter ____________ 30 percent. 

"(B) that portion of the amount referred 
to in paragraph ( 1) (A) for such year ( not 
in exce.ss of 100 percent) which bears the 
same ratio to such amount as (i) 18 percent 
(28 percent in the case of mutual savings 
banks) bears to (ii) the percentage of the 
assets of the taxpayer which are not assets 
described in section 7701 (a) ( 19) ( C) , but the 
amount determined under this paragraph 
shall not exceed the amount necessary to 
increase the balance ( as of the close of the 
taxable year) of the reserve for losses on 
qualifying real property loans to 6 percent 
of such loans outstanding at such time. For 
purposes of this paragraph, taxable income 
shall be computed-

" ( i) by excluding from gross income any 
amount included therein by reason of sub­
section (f ) , 

"(ii) without regard to any deduction al­
lowable for any addition to the reserve for 
bad debts, 

"(iii) by excluding from gross income an 
amount equal to the net capital gain for the 
taxable year arising from the sale or ex­
change of stock of a corporation, or obliga­
tions described in sect ion 103 (a) ( 1) , 

"(iv) by excluding from gross income an 
amount equal to the lesser of % of the net 
or % of the net long-term capital gain !or 
the taxable year from the sale or exch ange 

of property other than property described in 
clause (iii), and 

"(v) by excluding from gross income divi-' 
dends with respect to which a deduction is 
allowed by part VIII of subchapter B. 

"(3) LIMITATIONS.-If the percentage of 
the assets of a taxpayer described in sub­
section (a) , which are assets described in 
section 7701 (a) ( 19) ( C) , is less than- · 

"(A) 82 percent of the total assets in the 
oase of a taxpayer other than a mutual sav­
ings bank, the percentage provided by para­
graph (2) (A) shall be reduced (i) for taxable 
years beginning before January 1, 1972, by 
1 percentage point for each 1 percentage 
point of such difference, (ii) for taxable 
years beginning after December 31, 1971, but 
before January 1, 1977, by 1 percentage point 
for each 1 Ya percentage points of such dif­
ference, and (iii) for taxable years beginning 
after December 31, 1976, by 1 percentage 
point for each 2 percentage points o f" such 
difference, or 

"(B) 72 percent of the total assets in t~e 
case of a mutual savings bank, the per­
centage provided by paragraph (2) (A) shall 
be reduced (i) for taxable years beginning 
before January 1, 1972, by 2 percentage 
points for each 1 percentage point of such 
difference, (ii) for taxable years beginning 
after December 31, 1971, but before- Janu­
ary 1, 1977, by llf2 percentage points for 
each 1 percentage point of such difference, 
and (iii) for taxable years beginning after 
December 31, 1976, by 1 percentage point for 
each 1 percentage point of such difference. 
If the percentage of such assets is less than 
60 percent of the total assets of such tax­
payer, no amount shall be . allowed under 
paragraph ( 2) . 

" ( 4 ). EXPERIENCE METHOD.-
" (A) Except as provided in subparagraph 

(B), the amount determined under. t.qis 
paragraph to be a reasonable addition to the 
reserve for losses on qualifying real property 
loans shall be computed in the same ma.nne1 
as is provided with respect to additions to 
reserves for bad debts of financial institu­
tions under section 585(b) (1). 

"(B) For any taxable year of an organiz_a­
tion to which this section applies, begmning 
not more than 10 years aft er the day before 
the first day on which it (or any predecessor) 
was authorized to do business as an orga­
nization described in subsection (a), the 
amount determined under this paragraph for 
such organization shall be computed in the 
same manner as is provided with respect to 
additions to reserves for bad debts of fina n­
cial institutions under section 585(b) ( 2 ) ." 

(b) INVESTMENT STANDARDS.-8ection 7701 
(a) ( 19 ) is amended to read as follows: 

" ( 19 ) DOMESTIC BUILDING AND LOAN ASSO­
CIATION .-The term 'domestic building and 
loan association' means a domestic building 
and loan association, a domestic savings and 
loan association, and a Federal savings and 
loan association- · 

"(A) whiQh either (i) is an insured in­
stitut ion within the meaning of section 401 
(a ) of the National Housing Act (12 U.S.C., 
sec. 1724 (a)) , or (ii) is subject by law to 
supervision and examinat ion by State or 
Federal authority having supervision over 
such associations; 

(B) substantially all of the business of 
wh ich consists of acquiring the savings of 
the public and investing in loans; and 

" ( c) at least 60 percent of the amount 
of the total assets of which ( as of the close 
of the taxable year) consists of - · 

"(i ) cash, 
"(ii ) obligations of the United States or 

of a S,t ate or political subdivision thereof, 
and st ock or obligations of a corporation 
which is an instrumentaiity of the United 
Sta.tes or of a St ate or political subdivision 
t h ereof, but not including obligatio:os . the 
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· interest on which is excludable from gross 
income under section 103, 

"(iii) certificates of deposit in, or obliga­
tions of, a. corporation organized under a 
State law which specifically authorizes such 
corporation to insure the deposits or share 
accounts of member associaitions, 

"(iv) loans secured by a deposit or share 
of a member, 

"(v) loans secured by an interest in real 
property which is (or, from the proceeds of 
the loan, will become) residential real 
property or real property used primarily for 
church purposes, loans made for the improve­
ment of residential real property or real prop­
erty used primarily for church purposes, pro­
vided thrut for purposes of this clause, resi­
dential real property shall include single or 
multifamily dwellings, facilities in residential 
developments dedicated to public use or 
property used on a nonprofit basis for resi­
dents, and moble homes not used on a 
transient basis, 

"(vi) loans made for the improvement of 
real property located within any urban re­
newal area (as defined in section llO(a) of 
the Housing Act of 1949, as amended) or in 
any area covered by a · program eligible for 
assistance under section 103 of the Demon­
stra,tion Oities and Metropolitan Develop­
ment Act of 1966, as amended, 

"(vii) loans secured by an intere·st in edu­
cational, health, or welfare institutions or 
facilities, inculding structures designed or 
used primarily for residential purposes for 
students, residents, and persons under care, 
employees, or members of the staff of such 
institutions or facilities, 

"(viii) property acquired through the liq­
uidation of defaulted loans described in 
clause (v), (vi), or (vii), and 

"(ix) loans made for the payment of ex­
penses of college or university education or 
vocational training, in accordance with such 
regulations as may be prescribed by the Sec­
retary or his delegate, 

"(x) property used by the association in 
the conduct of the business described in sub­
paragraph (B). 
At the election of the t axpayer, the percent­
age specified in this subparagraph shall be 
applied on the basis of the average assets out­
standing during the taxable year, in lieu of 
the close of the taxable year, computed under 
regulations prescribed by the Secretary or 
his delegate." · 

( c) CONFORMING AMENDMENTS.-Section 
7701 (a) (32) is amended-

(!} by striking out in subparagraph (B) 
", (C), (D), (E), and (F)" and inserting in 
lieu thereof "and (C) ", and 

(2) by striking out the third sentence 
thereof. 

(d) EFECTIVE DATE.-The amendments 
made by this section shall be effective for 
taxable years beginning after July 11, 1969. 
SEC. 443. TREATMENT OF BONDS, ETC., HELD 

BY FINANCIAL INSTITUTIONS. 
(a.) GAIN ON SECURITIES HELD BY FINANCIAL 

INSTITUTIONS.-Subsection ( c) · of section 582 
(relating to bad debt and loss deduction with 
respect to securities held by financial insti­
tutions) is amended by striking out such 
subsection and inserting the following in 
lieu thereof: 

" ( C) BOND, ETC., LOSSES AND GAINS OF FI­
NANCIAL !NSTITUTIONS.-For purposes of this 
subtitle, in the case of a financial institution 
to which section 585 or 593 applies, the sale 
or exchange of a bond, debenture, note, or 
certificate, or other evidence of indebtedness, 
shall not be considered a sale or exchange of 
a capital asset." 

(b) CONFORMING AMENDMENT.-Paragraph 
( 1) of section 1243 (relating to loss of a 
small business investment company) is 
amended to read as follows: 

"(l) a loss is on stock received pursuant 
to the conversion privilege of convertible 

debentures acquired pursuant to section 304 
of the Small Business Investment Act of 
1958, and". 

(c) CLERICAL AMENDMENT.-The heading 
for section 582 is amended to read as fol­
lows: 
"SEC. 582. BAD DEBTS, LOSSES, AND GAINS 

WITH RESPECT TO SECURITIES 
HELD BY FINANCIAL INSTITU-­
TIONS." 

(d) EFFECTIVE DATE.-The amendments 
made by this section shall apply with respect 
to taxable years beginning after July 11, 1969. 
SEC. 444. FOREIGN DEPOSITS IN UNITED STATES 

BANKS. 
Sections 861 and 2104 are amended by 

striking out "1972" wherever it appears in 
such sections and inserting in lieu thereof 
"1975". 
SUBTITLE F-DEPRECIATION ALLOWED REGU­

LATED INDUSTRIES; EARNINGS AND PROFITS 
ADJUSTMENT FOR DEPRECIATION 

SEC. 451. PUBLIC UTILITY PROPERTY. 
(a) IN GENERAL.-Section 167 (relating to 

depreciation) is amended by inserting after 
subsection (k) (added by section 521) the 
following new subsection: 

" ( 1) SPECIAL RULES IN CASE OF PUBLIC 
UTILITY PROPERTY.-

" ( 1) EXISTING PUBLIC UTILITY PROPERTY.­
In the case of existing public utility prop­
erty (a,s defined in paragraph (5) (A)}, the 
term 'reasonable allowance' as used in sub­
section (a) means an allowance computed 
under the straight-line method unless-

"(A) with respect to such property (or 
with respect to property of the same kind 
as such property) the taxpayer for his lates,t 
taxable year for which a return was filed on 
or before July 22, 1969, ulsed a method other 
than the straight-line method, and 

"(B) the requirement of paragraph (2) 
(if applicable) is met with respect to such 
property. 

"(2) CONTINUATION OF NORMALIZATION.­
In the case of public utility property de­
scribed in paragraph (1) with respect to 
whfoh ( or with respect to property of the 
same kind) the taxpayer as of July 22, 1969, 
used the normalization method of account­
ing, the taxpayer may use, with respect to 
such property, for purposes of computing 
taxable inoome, a method of depreciation 
other than the straight-line method only if 
he continues to use the normalization 
method of accounting with respect to such 
property. 

Corporation for purposes authorized by the 
Communications Satellite Act of 1962 (76 
Stat. 419; 47 U.S.C. 701)), or 

"(D) transportation of gas, oil (including 
shale oil), or petroleum products by pipeline, 
if the rates for such furnishing or sale, as the 
case may be, have been established or ap­
proved by a State or political subdivision 
thereof, by any agency or ins,trumentality of 
the United States, or by a public service or 
public utility commission or other similar 
body of any St ate or political subdivision 
thereof. 

" ( 5) OTHER DEFINITIONS.-For purposes of 
this subsection-

" (A) EXISTING PUBLIC UTILITY PROPERTY.­
The term 'existing public utlllty property' 
means public utility property-

" (i) the construction, reconstruction, or 
erection of which is completed by the tax­
payer on or before December 31, 1969 (or if 
construction, reconstruction, or erection is 
completed after December 31, 1969, thrut por­
tion of the basis of such property which is 
properly attributable to construction, recon­
struction, or erection by the taxpayer on or 
before December 31, 1969), or 

"(11) which was acquired by the taxpayer 
and the use of which commences with the 
taxpayer on or before December 31, 1969. 

"(B) NORMALIZATION METHOD OF ACCOUNT­
ING.-A taxpayer uses the normalization 
method of accounting if, and only if, he-

"(i) computes his tax expense for purposes 
of establishing his cost of service ( or of re­
flecting operating results in his regulated 
books of a,ccount) by using a method of de­
preciation other than the method he used for 
purposes of computing his allowance for de­
preciation under this section, and 

"(ii) makes adjustments to a reserve for 
deferred taxes to reflect the deferral of taxes 
resulting from the use of such different 
methods of depreciation. 

.. (C) STRAIGHT LINE METHOD.-The term 
'straight line method' includes any method 
determined by the Secretary or his delegate 
to result in a reasonable allowance under 
subsecti.on (a), other than (i) a declining 
balance method, (ii) the sum of the years­
digits method or, (iii) any other method al­
lowable solely by reason of the !:tPPlication of 
subsection (b) (4) or paragraph (1) (C) of 
subsection (j) ." 

(b) EFFECTIVE DATE.-The amendment 
made by subsection (a) shall apply with re­
spect to taxable years ending after July 22, 
1969. 

"(3) OTHER PUBLIC UTILITY PROPERTY.-!n 
the case of public utility property other SEC. 452. EFFECT ON EARNINGS AND PROFITS. 
than existing public utility property, the Section 312 (relating to effect on earnings 
term 'reasonable allowance' as used in sub- and profits) is amended by adding at. the 
section (a) means an allowance computed en_~ thereof the following new subsection: 
under the straight-line method unless- (m) EFFECT ON EARNINGS AND PROFITS O'J! 

"(A) the taxpayer uses the normalization ... D~:RECIATION.- . . 
method of accounting with respect to such (~) For the purpose of computing its 
property, or earnings and I?ro~ts with respect to any tax-

" (B) with respect to property of the same able yea~ beginning after June 30, 1972, a 
kind as such property, the taxpayer for his corporation ~hall use the aggregate amount 
latest taxable year for which a return was of depreciation which would be allowable 
filed on or before July 22, 1969, used a with respect to such year if depreciation 
method other than the straight-line method had been computed under-
and computed his tax expense for the pur~ "(A) the straight line method, or 
poses of establishing his cost of service ( or "(B) a method determined by the Secre-
of reflecting operating results in his regu- tary or his dele.g,a,te to result in a reason­
lated books of account) by using the method able allowance under section 167(a), not 
of depreciation he used for purposes of com- including-
puting his allowance for depreciation under "(i) any declining balance method, 
this section. "(ii) the sum of the years-digits method, 

"(4) PUBLIC UTILITY PROPERTY.-For pur­
poses of this subsection, the term 'public 
utility property' means property used pre­

. dominantly in the trade or business of the 
furnishing or sale of-

" (A) electrical energy, water, or sewage 
disposal services, or 

"(B) gas through a local distribution sys­
tem, or 

" ( C) telephone services ( other than those 
provided by the Communications Satellite 

or 
"(iii) any other method allowable solely by 

reason of the application of subsection 
(b) (4), (j) (1) (C), or (m) of section 167. 

"(2) The provisions of paragraph (1) shall 
apply notwithstand-ing the use, by a corpo­
ration, of methods of depreciation otherwise 
allowable under section 167 or 179, and not­
withstanding an election, by a corporation, of 
the amortization deduction under section 
168." 
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SUBTITLE G-ALTERNATIVE CAPITAL GAIN RATE 

FOR CORPORATIONS 
SEC. 461. INCREASE OF RATE. 

(a) IN GENERAL.-Section 1201 (a) (relating 
to alternative tax in the case of corporations) 
is amended by striking out the last sentence 
of subsection (a), and by amending para­
graph (2) to read as follows: 

"(2) an amount equal to 30 percent of such 
excess" 

(b) CONFORMING AMENDMENTS.-
(1) Section 802(a) (2) (B) (relating to al­

.;ernative tax in case of capital gains of life 
insurance companies) is amended by strik­
ing out "25 percent" and insert:ng in lieu 
thereof "30 percent". 

(2) Section 852(b) (.3) (relating to method 
of taxation of regulated investment com­
panies and their shareholders in the case of 
capital gains) is amended: 

(A) by striking out "25 percent", wherever 
it appears in subparagraphs (A) and (D) (ii) 
of such section, and inserting in lieu thereof 
"30 percent", and 

(B) by striking out "75 percent", in sub­
paragraph (D) (iii) of such section, and in­
serting in lieu thereof "70 percent". 

(3) Section 857(b) (3) (A) (relating to im­
position of tax in the case of capital gains of 
real estate investment trusts) is amended by 
striking "25 percent" and inserting in lieu 
thereof "30 percent". 

(c) EFFECTIVE DATE.-The amendments 
made by this section shall apply to sales and 
other dispositions after July 31, 1969. In the 
case of a taxable year beginning before and 
ending after July 31, 1969, the amendments 
made by this section shall be applied in a 
manner to be prescribed by the Secretary of 
the Treasury or his delegate. 
TITLE V-ADJUSTMENTS AFFECTING IN­

DIVIDUALS AND CORPORATIONS 
SUBTITLE A-NATURAL RESOURCES 

SEC. 501. NATURAL RESOURCES. 
(a) PERCENTAGE DEPLETION.-
(1) RATEs.-Subsection (b) of section 613 

(relating to percentage depletion) is amended 
to read as follows: 

"(b) PERCENTAGE DEPLETION RATES.-The 
mines, wells, and other natural deposits, and 
the percentage, referred to in subsection (a) 
are as follows: 

"(1) 20 percent-oil and gas wells located 
in the United States, in its possessions, in 
the Commonwealth of Puerto Rico, or on 
the Outer Continental Shelf (within the 
meaning of section 2 of the Outer Continental 
Shelf Lands Act, as amended and supple­
mented; 43 U.S.C. 1331). 

"(2) 17 percent-
"(A) sulfur and uranium; and 
"(B) if from deposits in the United 

States-anorthosite, clay, laterite, and neph­
elite syenite (to the extent that alumina and 
aluminum compounds are extracted there·.: 
from), asbestos, bauxite, celestite, chromite, 
corundum, fluorspar, graphite, ilmenite, ky­
anite, mica, olivine, quartz crystals (radio 
grade) , rutile, block steatite talc, and zircon, 
and ores of the following metals: antimony, 
beryllium, bismuth, cadmium, cobalt, co­
lumbium, lead, lithium, manganese, mer­
cury, nickel, platinum and platinum group 
metals, tantalum, thorium tin, titanium, 
tungsten, vanadiUin, and zinc. 

"(3) 15 percent-if the mines or deposits 
are located in the United States-

" (A) gold, silver, copper, and iron ore 
mines, and 

"(B) oil shale. 
"(4) 11 percent-
"(A) metal mines (if paragraphs (2) (B) 

or (3) (A) do not apply), rock asphalt, and 
vermiculite; and 

"(B) if neither paragraph (2) (B), (6), or 
(7) (B) applies, ball clay, bentonite, china 
clay, sagger clay, and clay used or sold for 
use for purposes dependent on its refractory 
properties. 

"(5) 7 percent-asbestos (if paragraph (2) 
(B) does not apply), brucite, coal, lignite, 
perlite, sodium chloride, and wollastonite. 

"(6) 5 percent-clay and shale used or sold 
for use in the manufacture of sewer pipe or 
brick, and clay, shale, and slate used or sold 
for use as sintered or burned lightweight ag­
gregates. 

"(7) 4 percent-
"(A) gravel, peat, pumice, sand, scoria, 

shale ( except shale described in paragraphs 
(3) (B) and (6)), and stone (except stone 
described in paragraph (8)); 

"(B) clay used, or sold for use, in the man­
ufacture of drainage and roofing tile, flower 
pots, and kindred products; and 

"(C) if from brine wells-bromine, calcium 
chloride, and magnesium chloride. 

"(8) 11 percent-all other minerals in­
cluding, but not limited to, aplite, barite, 
borax, calcium carbonates, diatomaceous 
earth, dolomite, feldspar, fullers earth, gar­
net, gilsonite, granite, limestone, magnesite, 
magnesium carbonates, marble, mollusk 
shells (including clam shells and oyster 
shells), phosphate rock, potash, quartzite, 
slate, soapstone stone (used or sold for use 
by the mine owner or operator as dimension 
stone or ornamental stone), thenardite, trip­
oli, trona, and (if paragraph (2) (B) does not 
apply) bauxite, flake graphite, fluorspar, lep­
idolite, mica, spodumene, and talc (including 
pyrophyllite), except that, unless sold on 
bid in direct competition with a bona fide 
bid to sell a mineral listed in paragraph (4), 
the percentage shall be 4 percent for any 
such other mineral ( other than slate to 
which paragraph (6) applies) when used, or 
sold for use, by the mine owner or operator 
as rip rap, ballast, road material, rubble, 
concrete aggregates, or for similar purposes. 
For purposes of this paragraph, the term 'all 
other minerals' does not include-

" (A) soil, sod, dirt, turf, water, or mosses; 
"(B) minerals from sea water, the air, or 

similar inexhaustible sources; or 
" ( C) oil and gas wells." 
(2) EFFECTIVE DATE.-The amendments 

made by this subsection shall apply to tax­
able years beginning after July 22, 1969. 

(b) MINERAL PRODUCTION PAYMENTS.-
( 1) IN GENERAL.-Subchapter I of chapter 

1 (relating to natural resources) is amended 
by adding at the end thereof the following 
new part: 

"PART IV-MINERAL PRODUCTION PAYMENTS 
"Sec. 636. Income tax treatment of mineral 

production payments. 
"SEC. 636. INCOME TAX TREATMENT OF MIN­

ERAL PRODUCTION PAYMENTS. 
"(a) CARVED-OUT MINERAL PAYMENT.-A 

production payment carved out of mineral 
property shall be treated, for purposes of 
this subtitle, as if it were a mortgage loan 
on the J)TOperty, and shall not qualify as an 
economic interest in the mineral property. 
In the case of a production payment carved 
out for exploration or development of a 
mineral property, the preceding sentence 
shall apply only if and to the extent gross 
income from the property (for purposes of 
section 613) would be realized, in the ab­
sence of the application of such sentence, 
by the person creating the production pay­
ment. 

"(b) . RETAINED PRODUCTION PAYMENT ON 
SALE OF MINERAL PROPERTY.-A production 
payment retained on the sale of a mineral 
property shall be treated, for purposes of 
this subtitle, as if it were a purchase money 
mortgage loan and · shall not qualify as an 
economic interest in the mineral property. 

"(c) RETAINED PRODUCTION PAYMENT ON 
LEASE OF MINERAL PROPERTY.-A production 
payment retained in a mineral property by 
the lessor in a leasing transaction shall be 
treated, for purposes of this subtitle, insofar 
a.s the lessee (or his successors in interest) 

is concerned, as if it were a bonus granted 
by the lessee to the lessor payable in install­
ments. The treatment of the production 
payment in the hands of the lessor shall be 
determined without regard to the provisions 
of this subsection. 

.. ( d) DEFINITION .-As used in this section, 
the term 'mineral property' has the mean­
ing assigned to the term 'property' in section 
614(a). 

" ( e) REGULATIONS.-The existence and 
amount of any production payment for pur­
poses of this section and its treatment under 
this subtitle shall be determined under reg­
ulations prescribed by the Secretary or his 
delega.te." 

(2) CLERICAL AMENDMENT.-The table of 
parts for subchapter I of chapter I is 
amended by adding at the end thereof the 
following: 
"Part IV. Mineral production payments." 

(3) EFFECTIVE DATES.-
(A) GENERAL RULE.-The amendments made 

by this subsection shall be applicable to 
mineral production payments created on or 
after April 22, 1969. 

(B) SPECIAL RULE.-If a taxpayer during 
the taxable year which includes April 22, 
1969, made expenditures prior to such date 
which are deductible under section 263 ( c) , 
615, 616, or 617 of the Internal Revenue Code 
of 1954, the amendment made by paragraph 
( 1) of this subsection shall apply to pro­
ceeds of carved-out mineral production pay­
ments sold during such taxable year on or 
after April 22, 1969, to the extent the pro­
ceeds do not exceed the aggregate of such 
expenditures, only for the purposes of sec­
tion 613 of such Code (relating to percentage 
depletion) and section 904 of such Code 
(relating to limitations on foreign tax 
credit). 

(C) ExcEPTION.-The amendments made by 
this subsection shall not apply to a mineral 
production payment created prior to Janu­
ary 1, 1971, pursuant to a binding contract­
entered into before April 22, 1969. 

(c) EXPLORATION EXPENDITURES.-
(!) AMENDMENT TO SECTION 615.-Section 

615 (relating to exploration expenditures) is 
amended by adding new subsection (h) at 
the end thereof: 

"(h) RECAPTURE FOR CERTAIN EXPENDI­
TURES.-The rules set forth in subsections 
(b) through (g), inclusive, of section 617 
(relating to additional exploration expendi­
tures in the case of domestic mining) shall 
apply to expenditures to which this section 
applies and which are made after July 22, 
1969." 

(2) AMENDMENTS TO . SECTION 617.-Sec­
tion 617 (relating to additional exploration 
expenditures in the case of domestic min­
ing) is amended-

(A) by striking out the heading and in­
serting in lieu thereof: 
"SEC. 617. DEDUCTION AND RECAPTURE OF CER­

TAIN MINING EXPLORATION EX­
PENDITURES.'' 

(B) by redesignating subsection (h) as 
subsection (i), and 

(C) by inserting a new subsection (h) as 
follows: 

"(h) ExcEPTION.-If the taxpayer's deduc­
tions under this section and section 615 
total less than $400,000, then to the extent 
of the difference between $400,000 and such 
total, a deduction shall be allowed under 
this section for expenditures paid or incurred 
during the taxable year if paid or incurred 
after July 22, 1969, for the purpose of as­
certaining the existence, looation, extent, or 
quality of any deposit of ore or mineral not 
located in the United States or on the Outer 
Continental Shelf (within the meaning of 
section 2 of the Outer Continental Shelf 
Lands Act, as amended and supplemented; 
43 u.s.c. 1331) ." 

(d) CLERICAL AMENDMENT.-The table of 
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sections for part I of subchapter I of chapter 
l is amended by striking out: 
"Sec. 617. Additional exploration expendi­

tures in the case of domestic 
mining." 

and inserting in lieu thereof: 
"Sec. 617. Deduction and recapture of cer­

tain mining exploration expen­
ditures." 

SUBTITLE B-CAPITAL GAINS AND LOSSES 
SEC. 511. REPEAL OF ALTERNATIVE CAPITAL 

GAINS TAX FOR INDIVIDUALS. 
(a) IN GENERAL.-Section 1201 (relating to 

alternative tax) is amended by striking out 
subsection (b) , and by redesignating subsec­
tion (c) as (b). 

(b) CONFORMING AMENDMENTS.-
( 1) Section 5(a) (relating to cross refer­

ences relating to tax on individuals) is 
amended by striking out paragraph (3), and 
by renumbering paragraph (4) as (3). 

(2) Section 871(b) (1) (relating to tax on 
nonresident alien individuals) is amended by 
striking out "or 1201 (b) ". 

(3) Section 877(b) (relating to expatria­
tion to avoid tax) is amended by striking out 
"or section 1201 (b) ". 

(c) EFFECTIVE DATE.-The amendments 
made by this section shall apply to sales and 
other dispositions after July 25, 1969. In the 
case of a taxable year beginning before and 
ending after July 25, 1969, the alternative 
tax imposed by section 1201 (b) of the In­
ternal Revenue Code of 1954 shall be com­
puted in a manner to be prescribed by the 
Secretary of the Treasury or his delegate. 
SEC. 512. CAPITAL LoSSES OF INDIVIDUALS. 

(a) LIMITATION ON ALLOWANCE OF CAPITAL 
LossEs.-Section 1211 (b) (relating to limita­
tion on capital losses of taxpayers other than 
corporations) is amended to read as follows: 

"(b) 0rHER TAXPAYERS.-
" ( 1) IN GENERAL.-ln the case of a taxpayer 

other than a corporation, losses from sales 
or exchanges of capital assets shall be al­
lowed only to the extent of the gains from 
such sales or exchanges, plus (if such losses 
exceed such gains) whichever of the follow­
ing is smallest: 

"(A) the taxable income for the taxable 
year, 

"(B) $1,000, or 
"(C) the sum of-
" (1) the excess of the net short-term capi­

tal loss over the net long-term capital gain, 
and 

"(ii) one-half of the excess of the net long­
term capital loss over the net short-term 
capital gain. 

"(2) MARRIED INDIVIDUALS.-!n the case of 
a husband or wife who files a separate return, 
the amount specified in paragraph ( 1) (B) 
shall be $500 in lieu of $1 ,000. 

"(3) COMPUTATION OF TAXABLE INCOME.­
For purposes of paragraph (1), taxable in­
come shall be computed without regard to 
gains or losses from sales or exchanges of 
capital assets and without regard to the 
deductions provided in section 151 (relating 
to personal exemptions) or any deduction in 
lieu thereof. If the taxpayer elects to pay the 
optional tax imposed by section 3, 'taxable 
income' as used in this subsection shall read 
as 'adjusted gross income'." 

(b) CAPITAL Loss CARRYOVER.-Section 1212 
(b) (relating to capital loss carryover of tax­
payers other than corporations) is amended 
by striking out "beginning after December 31, 
1963" at the beginning of paragraph (1), by 
striking out the last sentence of paragraph 
(1), and by striking out paragraph (2) and 
inserting in lieu thereof the following new 
paragraphs: 

"(2) SPECIAL RULES.-
" (A) For purposes of determining the ex­

cess referred to in paragraph (1) (A), an 
amount equal to the amount allowed for the 
taxable year under section 1211(b) (1) (A), 

(B), or (C) shall be treated as a short-term 
capital gain in such year. 

"(B) For purposes of determining the ex­
cess referred to in paragraph (1) (B), an 
amount equal to the sum of-

"(i) the amount allowed for the taxable 
y~ar under section 1211 (b) (1) (A), (B), or 
(C), and 

"(ii) the excess of the amount described 
in clause (i) over the net short-term capital 
loss (determined without regard to this sub­
section) for such year, 
shall be treated as a short-term capital gain 
in such year. 

"(3) TRANSITIONAL. RULE.-!n the case of 
any amount which, under paragraph (1) and 
section 1211 (b) (as in effect for taxable years 
beginning before July 26, 1969), is treated 
as a capital loss in the first taxable year be­
ginning after July 25, 1969, paragraph (1) 
and section 1211 (b) (as in effect for taxable 
years beginning before July 26, 1969) shall 
apply (and paragraph (1) and section 1211 
(b) as in effect for taxable years beginning 
after July 25, 1969, shall not apply) to the 
extent such amount exceeds the total of 
any net capital gains (determined without 
regard to this subsection) of taxable years 
beginning after July 25, 1969." 

( c) CONFORMING AMENDMENT .-Section 
1222 (9) (defining net capital gain) is amend­
ed by striking out "In the case of a corpo­
ration, the" and inserting in lieu thereof 
"The". 

(d) EFFECTIVE DATE.-The amendments 
made by this section shall apply to taxable 
years beginning after July 25, 1969. 
SEC. 513. LETTERS, MEMORANDUMS, ETC. 

(a) TREATMENT AS PROPERTY WHICH Is NOT 
A CAPITAL ASSET.-Section 1221 (3) (relating 
to definition of capital asset) is amended to 
read as follows: 

" ( 3) a copyright, a Ii terary, musical, or 
artistic composition, a letter or memoran­
dum, or similar property, held by-

"(A) a taxpayer whose personal efforts 
created such property, 

"(B) in the case of a letter, memorandum, 
or similar property, a taxpayer for whom 
such property was prepared or produced, or 

"(C) a taxpayer in whose hands the basis 
of such property is determined, for purposes 
of determining gain from a sale or exchange, 
in whole or part by reference to the basis 
of such property in the hands of a taxpayer 
described in subparagraph (A) or (B) ;". 

(b) CONFORMING AMENDMENTS.-
( 1) Section 341(e) (5) (A) (iv) (relating to 

definition of subsection (e) asset in the case 
of collapsible corporations) is amended to 
read as follows: 

"(iv) property (unless included under 
clause (i), (ii), or (111)) which consists of a 
copyright, a literary, musical, or artistic com­
position, a letter or memorandum, or similar 
property, or any interest in any such prop­
erty, if the property was created in whole or 
in part by the personal efforts of, or (in the 
case of a letter, memorandum, or similar 
property) was prepared or produced in whole 
or in part for, any individual who owns more 
than 5 percent in value of the stock of the 
corporation." 

(2) Section 1231(b) (1) (C) (relating to 
definition of property used in the trade or 
business) is amended by inserting ", a letter 
or memorandum" before ", or similar prop­
erty". 

(c) EFFECTIVE DATE.-The amendments 
made by this section shall apply to sales and 
other dispositions occurring after July 25, 
1969. 
SEC. 514. HOLDING PERIOD OF CAPITAL ASSETS. 

(a) CAPITAL GAINS AND LOSSES.-Section 
1222 (relating to other terms relating to 
capital gains and losses) is amended by strik­
ing out "6 months" wherever it appears 
therein and inserting in lieu thereof "12 
months". 

(b) CONFORMING AMENDMENTS.-The fol­
lowing sections are amended by striking out 
"6 months" wherever it appears therein and 
inserting in lieu thereof "12 months": 

(1) Section 166(d) (1) (relating to non­
business debts); 

(2) Section 333(g) (1) and (2) (relating 
to special rule as to liquidations in the case 
of the election as to recognition of gain); 

(3) Section 341(a) (relating to treatment 
of gain to shareholders in the oase of col­
lapsible corporations); 

(4) Section 342(a) (relating to liquidation 
of certain foreign personal holding com­
panies); 

(5) Section 402(a) (2) (relating to capital 
gains treatment for certain d,istributions in 
the case of a beneficiary of an exempt em­
ployees' trust); 

(6) Section 403(a) (2) (relating to capital 
gains treatment for certain distributions in 
the case of a beneficiary under a qualified 
annuity plan); 
· (7) Section 423(a) (1) (relating to em­
ployee stock purchase plans) ; 

(8) Section 424(a) (1) and (c) (1) and (2) 
(relating to restricted stock options); 

(9) Section 584(c) (1) (A) and (B) (relat­
ing to inclusions in taxable income of par­
ticipants in common trust funds); 

(10) Section 631 (relating to gain or loss 
in the case of timber, coal, or domestic iron 
ore); 

(11) Section 702(a) (1) and (2) (relating 
to income and credits of partner); 

(12) Section 817(a) (1) (A) relating to 
treatment of capital gains and losses, etc., 
in the case of life insurance companies); 

(13) Section 852(b) (3) and (4) (relating 
to treatment of capital gain dividends by 
shareholders of regulated investment com­
panies); 

(14) Section 856(c) (4) (relating to defini­
tion of real estate investment trust); 

(15) Section 857(b) (3) (B) (relating to 
treatment of capital gain dividends by share­
holders of real estate investment trusts); 

( 16) Section 1231 (relating to property 
used in the trade or business and involun­
tary conversions); 

(17) Section 1232(a) (2) (relating to sale 
or exchange in the case of bonds and other 
evidences of indebtedness) ; 

(18) Section 1233 (b), (d), and (e) (relat­
ing to gains and losses from short sales) ; 

(19) Section 1234(c) (1) (relating to spe­
cial rule for gain on lapse of an option 
granted as part of a straddle) ; 

(20) Section 1235(a) (relating to sale or 
exchange of patents); 

(21) Section 1240 (relating to taxability to 
employee of termination payments); 

(22) Section 1246(a) (4) (relating to hold­
ing period in the case of gain on foreign in­
vestment company stock); 

(23) Section 1247(1) (relating to loss on 
sale or exchange of certain stock in the case 
of foreign investment companies electing to 
distribute income currently); and 

(24) Section 1248 (b) and (f) (relating 
to gain from certain sales or exchanges of 
stock in certain foreign corporations). 

(c) TIMBER.-Section 631 (a) (relating to 
election to treat cutting of timber as a sale 
or exchange) is amended by striking out "be­
fore the beginning of such year" in the first 
sentence. 

(d) EFFECTIVE DATE.-The amendments 
made by this section shall apply to taxable 
years beginning after July 25, 1969. 
SEC. 515. TOTAL DISTRIBUTIONS FROM QUALI­

FIED PENSION, ETC., PLANS. 
(a) LIMITATION ON CAP'lTAL GAINS TREAT­

MENT.-
(1) EMPLOYEES' TRUST.-SECTION 402(a) 

(relating to taxability of beneficiary of ex­
empt trust) is amended by adding at the end 
thereof the following new paragraph: 

" ( 5) LIMITATION ON CAPITAL GAINS TREAT­
MENT.-The first sentence of paragraph (2) 
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shall apply to a distribution paid after De­
cember 31, 1969, only to the extent that it 
does not exceed the sum of-

"(A) the benefits accrued by the employee 
on behalf of whom it is paid during plan 
years beginning before January 1, 1970, and 

"(B) the portion of the benefits accrued 
by such employee during plan years begin­
ning after December 31, 1969, which the dis­
tributee establishes does not consist of the 
employee's allocable share of employer con­
tributions to the trust by w.hich such dis­
tribution is paid. 
The Secretary or his delegate shall prescribe 
such regulations as may be necessary to 
carry out the purposes of this paragraph." 

(2) EMPLOYEE ANNUITIES.-Section 403 
(a) (2) (relating to capital gains treatment 
for certain distributions under a qualified 
annuity plan) is amended by adding at the 
end thereof the following new subparagraph: 

"(C) LIMITATION ON CAPITAL GAINS TREAT­
MENT.-Subparagraph (A) shall apply to a 
payment paid after December 31, 1969, only 
to the extent that it does not exceed the 
sum of-

" (i) the benefits accrued by the employee 
on behalf of whom it is paid during plan 
years beginning before January 1, 1970, and 

"(ii) the portion of the benefits accrued 
by such employee during plan years begin­
ning after December 31, 1969, which the 
payee establishes does not consist of the 
employee's allocable share of employer con­
tributions under the plan under which the 
annuity contract is purchased. 
The Secretary or his delegate shall pre­
scribe such regulations as may be necessary 
to carry out the purposes of this subpara­
graph." 

(b) LIMITATION ON TAX.-Section 72(n) 
(relating to treatment of certain distribu­
tions with respect to contributions by self­
employed individuals) is amended-

( 1) by striking out so much thereof as 
precedes paragraph (2) and inserting in lieu 
thereof the following: 

(n) TREATMENT OF TOTAL DISTRIBUTIONS.·­
" ( 1) APPLICATION OF SUt:ISJ!:CTION .-
" ( A) GENERAL RULE.-This subsection shall 

apply to amounts-
" (I) distributed to a distrbutee, in the 

case of an employees• trust described in sec­
tion 401 (a) which is exempt from tax under 
section 501(a). or 

" (ii) paid to a payee, in the case of an 
annuity plan described in section 403 (a) 
if the total distributions or amounts payable 
to the distrlbutee or payee with respect to 
an employee (including an individual who is 
an employee within the meaning of section 
401(c) (1)) are paid to the distributee or 
payee within one taxable year of the distribu­
tee or payee, but only to the extent that 
section 402(a) (2) or 403(a) (2) does not 
apply to such amounts. 

"(B) DISTRIBUTIONS TO WHICH .APPLICA­
BLE.-This subsection shall apply only to 
distributions or amounts paid-

" (i) on account of the employee's death, 
"(ii) with respect to an individual who 

is an employee without regard to section 
401(c) (1), on account of his separation 
from the service, 

"(iii) with respect to an employee within 
the meaning of section 401 ( c) ( 1) , after he 
has attained the age of 59 ¥z years, or 

"(iv) with respect to an employee within 
the meaning of section 401 ( c) ( 1) , after he 
has become disabled (within the meaning of 
subsection (m) (7) ) . 

" (C) MINIMUM PERIOD OF SERVICE.-This 
subsection shall apply to a distribution :trom 
or under a plan to an employee only if he 
has been a participant in such plan for 5 
or more years before such distribution. 

"(D) AMOUNTS SUBJECT TO PENALTY.­
This subsection shall not apply to amounts 
described in clauses (ii) and (iii) of sub­
paragraph (A) of subsection (m) (5) (but, 

in the case of amounts described in clause 
(ii) of such subparagraph, only to the ex­
tent that subsection (m) (5) applies to such 
amounts)."; and · 

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

"(4) REFUND OF TAX WITH RESPECT TO CER­
TAIN DISTRIBUTIONS.-Notwithstanding any 
other provision of this title, if the limitation 
of tax provided in paragraph (2) on the total 
distributions or amounts payable with re­
spect to an individual who is an employee 
without regard to section 401 ( c) ( 1) ex­
ceeds-

"(A) the aggregate increase in tax that 
would result from the inclusion in gross 
income of the recipient of 20 percent of the 
amount to which this subsection applies for 
the taxable year in which such amount is 
received and each of his 4 succeeding tax­
able years, or 

"(B) if the recipient dies within the 4-
year period beginning on the last day of the 
taxable year in which such amount is re­
ceived, 5 times the average of the increase 
in tax that would result from the inclusion 
in gross income of the recipient of 20 · per­
cent of the amount to which this subsection 
applies for such taxable year and each suc­
ceeding taxable year other than the taxable 
year ending with his death, such excess 
shall be deemed to be an overpayment of the 
tax imposed by this chapter for the last tax­
able year referred to in subparagraph (A) 
or (B), whichever is applicable." 

( C) TECHNICAL AND CONFORMING AMEND­
MENTS.-

(1) Section 405(e) (relating to capital 
gains treatment not to apply to bonds dis­
tributed by trusts) is amended-

(A) by striking out "CAPITAL GAINS TREAT­
MENT" in the heading and inserting in lieu 
thereof "CAPITAL GAINS TREATMENT AND 
LIMITATION OF TAX"; 

(B) by striking out "Section 402(a) (2)" 
and inserting in lieu thereof "Section 72(n) 
and section 402(a) (2) "; and 

(C) by striking out "section" and insert­
ing in lieu thereof "sections". 

(2) Section 406(c) (relating to termina­
tion of status as deemed employee not to be 
treated as separation from service for 
purpose of capital gain provisions) is 
amended-

(A) by striking out "PROVISIONS." ln the 
heading and inserting in lieu thereof "PRo­
vrsioNs AND LIMITATION OF TAx."; and 

(B) by striking out "section 402(a) (2)" 
and inserting in lieu thereof "section 72(n), 
section 402(a) (2) ,". 

(3) Section 407(c) (relating to termina­
tion of status as deemed employee not to be 
treated as separation from service for 
purposes of capital gain provisions) is 
amended-

(A) by striking out "PROVISIONS." ill the 
heading and inserting in lieu thereof "PRo­
vrsIONs AND LIMITATION OF TAx."; and 

(B) by striking out "section 402(a) (2)" 
and inserting in lieu thereof "section 72 (n), 
section 402(a) (2) ,". 

(4) Section 1304(b) (2) (rela ting to certain 
provisions inapplicable) is amended to read 
as follows: 

"(2) section 72(n) (2) (relating to limita­
tion of tax in case of total distribution)". 
SEC. 516. OTHER CHANGES IN CAPITAL GAINS 

TREATMENT. 
(a) SALES OF TERM INTERESTS.-Section 

1001 (relating to determination of amount of 
and recognition of gain or loss) is amended 
by adding at the end thereof the following 
new subsection: 

" ( e) CERTAIN TERM INTERESTS.-
" ( 1) IN GENERAL.-In determining gain or 

loss from the sale or other disposition of a. 
term interest in property, that pOTtion of the 
adjusted basis of such interest which is de­
termined pursuant to section 1014 or 1015 
(to the ext ent that such adjusted basis is a 

portion of the entire adjusted basis of the 
property) shall be disregarded. 

"(2) TERM INTEREST IN PROPERTY DEFINED.­
For purposes of paragraph (1), the term 
'term interest in property' means-

" (A) a life interest in property, 
"(B) an interest in property for a term of 

yea.rs, or 
" ( C) an income interest in a trust. 
"(3) ExcEPTION.-Paragraph (1) shall not 

apply to a sale or other disposition which is 
a part of a transaction in which a fee interest 
is transferred to any person or persons." 

(b) CERTAIN CASUALTY LOSSES UNDER SEC­
TION 1231.-Section 1231(a) (relating to 
property used in the trade or business and 
involuntary conversions) is amended by 
striking out all that follows paragraph (1) 
and inserting in lieu thereof the following: 

"(2) losses (including losses not compen­
sated for by insurance or otherwise) upon 
the destruction, in whole or in part, theft 
or seizure, or requisition or condemnation of 
(A) property used in the trade or business 
or (B) capital assets held for more than 12 
months shall be considered losses from a 
compulsory or involuntary conversion. 
In the case of any involuntary conversion 
(subject to the provisions of this subsection 
but for this sentence) arising from fire, 
storm, shipwreck, or other casualty, or from 
theft, of any property used i.n the trade or 
business or of any capital asset held for 
more than 12 month and held for the pro­
duction of income, this subsection shall not 
apply to such conversion (whether resulting 
in gain or loss) if, during the taxable year, 
the recognized losses from such conversions 
exceed the recognized gains from such con­
versions." 

( C) TRANSFER OF FRANCHISES.-
(!) IN GENERAL.-Part IV of subchapter P 

of chapter 1 (relating' to special rules for 
determining capital gains and losses) is 
amended by adding at the end thereof the 
following new section: 
"SEC. 1252. TRANSFER OF FRANCHISES. 

"(a) GENERAL RuLE.-A transfer of a fran­
chise shall not be treated as a sale or ex­
change of a capital asset or of property to 
which section 1231 applies, if the transferor 
retains any significant power, right, or con­
tinuing interest with respect to the subject 
matter of the franchise. 

"(b) DEFINITIONS.-For purposes of this 
section-

" ( 1) FRANCHISE.-The term 'franchise' 
means a franchise, distributorship, or other 
like interest. 

"(2) SIGNIFICANT POWER, RIGHT, OR CONTIN­
UING INTEREST.-The term 'significant power, 
right, or continuing interest' includes, but 
is not limited to-

"(A) a right to disapprove any assignment 
of the franchise, 

"(B) a right to disapprove any subcontract 
made by the holder of the franchise, and 

"(C) a right to terminate the franchise 
at will. 

"(c) ExcEPTION.-Subsection (a) shall not 
apply with respect to amounts received or 
accrued, in connection with a transfer of a 
franchise, which are attributable to the 
transfer of all substantial rights to a patent, 
trademark, or trade name (or an undivided 
interest therein which includes a part of all 
such rights), to the extent such amounts 
are separately identified and are reasonable 
in amount." 

(2) CLERICAL AMENDMENT.-The table of 
sections for part IV of subchapter P of chap­
ter 1 is amended by adding at the end there­
of the following: 
"Sec. 1252. Transfer of franchises." 

(d) EFFECTIVE DATES.-The amendments 
made by subsections (a) and (c) shall ap­
ply with respect to sales and other disposi­
tions , and transfers, after July 25, 1969. The 
amendment made by subsection (b) shall ap-
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ply to taxable years beginning after July 
25, 1969. 

SUBTITLE C-REAL ESTATE DEPRECIATION 
SEC. 521. DEPRECIATION OF REAL ESTATE. 

(a) SECTION 1250 PROPERTY AND REHABILI­
TATION PROPERTY.-Section 167 (relating to 
depreciation) is amended by redesignating 
subsection (j) as subsection (n), and by in­
serting after subsection (i) the following 
new subsections: 

"(j) SPECIAL RULES FOR SECTION 1250 
PROPERTY.-

"(l) GENERAL RULE.-Except as provided 
in paragraphs ( 2) and ( 3) , in the case of 
section 1250 property, subsection (b) shall 
not apply and the term 'reasonable allow­
ance' as used in subsection (a) shall include 
an allowance computed in accordance with 
regulations prescribed by the Secretary or his 
delegate, under any of the following meth­
ods: 

"(A) the straight line method, 
"(B) the declining balance method, using 

a rate not exceeding 150 percent of the rate 
which would have been used had the annual 
allowance been computed under the method 
described in subparagraph (A), and 

"(C) any other consistent method produc­
tive of an annual allowance which, when 
added to all allowances for the period com­
mencing with the taxpayer's use of the prop­
erty and including the taxable year, does not, 
during the first two-thirds of the useful life 
of the property, exceed the total of such al­
lowances which would have been used had 
such allowances been computed under the 
method described in subparagraph (B). 
Nothing in this paragraph shall be construed 
to limit or reduce an allowance otherwise 
allowable under subsection (a) except where 
allowable solely by reason of paragraph (2), 
(3) , or (4) of subsection (b). 

"(2) HousrnG.-Paragraph (1) of this sub­
section shall not apply, and subsection (b) 
shall apply in any taxable year, to a building 
or structure which is residential rental 
housing the original use of which oommences 
with the taxpayer. For purposes of the pre­
ceding sentence, a building or structure shall 
be considered to be residential rental hous­
ing with respect to any taxable year if and 
only if 80 percent or more of the gross in­
come from such building or structure for 
suoh year is dert ved from the use of dwel1ing 
unit.s (withdn the meaning of subsection (k) 
(3) (C)) in such building or st ructure to 
provide living accommodations on a rental 
basis. Any oha,nge in the computation of the 
allowance for depreciation for any taxable 
year, permitted or required by reason of the 
application Of this paragraph, shall not be 
oonsideTed a change in a method of 
accounting. 

"(3) PROPERTY CONSTRUCTED, ETC., BEFORE 
JULY 25, 1969.-Paragraph (1) of this sub­
section shall not apply, and subsecition (b) 
shall apply, in the case of property-

" (A) the oonstructlon, reconstruction or 
erection of which was begun before July 25, 
1969, or 

"(B) for which a written contract·entered 
into before July 25, 1969, with respecrt to any 
pa.rt of the construction, reconstruotion, or 
erection or for the permanent financing 
thereof, was at all times thereafter binding 
on the taxpayer. 
Under regulations prescribed by the Secre­
tary or his delegate, rules similar to the rules 
provided in paragra.phs (5), (9), (10), and 
( 13) of section 48 ( h) shall be applied fo:t 
purposes of subpa.ragraphs (A) and (B). 

"(4) USED SECTION 1250 PROPERTY.-In the 
case of section 1250 property acquired after 
Juiy 24, 1969, the original use of which does 
not commence with the taxpayer, the allow­
ance for depreciation under this section shall 
be limited to an rumount computed under-

" (A) the straight line method, or 

"(B) any other method determined by the 
Secretary or his delegate to result in a rea­
sonable allowance under subsection (a), not 
including-

"(i) any declining balance method, 
"(ii) the sum-of-the-years digits method, 

or 
"(iii) any other method allowable solely by 

reason of the application of subsection (i) 
(4) or paragraph (1) (C) of this subsection. 

"(k) DEPRECIATION OF REHABILITATION 
PROPERTY CONSISTING OF Low-COST RENTAL 
HOUSING.-

" ( 1) 60-MONTH RULE.-The taxpayer may 
at any time elect in accordance with regula­
tions prescribed by the Secretary or his dele­
gate to compute a depreciation deduction 
in subsection (a) attributable to rehabilita­
tion expenditures made after July 24, :t969, 
under the straight-line method using a use­
ful life of 60 months. Such method shall be 
in lieu of any other method of computing the 
depreciation deduction under subsection (a) 
and in lieu of any deduction for amortiza­
tion. 

" ( 2) LIMITATIONS.-
" (A) The aggregate amount of expendi­

tures with respect to any low-cost rental 
housing which are eligible for the method 
provided by paragraph ( 1) shall not exceed 
$15,000 per dwelling unit in such housing. 

" (B) EXCEPTION.-Expenditures in any 
taxable year shall be taken into account for 
purposes of paragraph ( 1) only if the sum 
of the rehabilitation expenditures over a 
period of two consecutive taxable years. in­
cluding the taxable year, exceeds $3,000 per 
dwelling unit of low-cost housing. 

"(3) DEFINITIONS.-For purposes of this 
subsection-

" (A) REHABILITATION EXPENDITURES.-The 
term 'rehabilitation expenditures' means 
amounts chargeable to capital account and 
incurred for property or additions or im­
provements to property (or related facilities) 
with a useful life of 5 years or more, in con­
nection With the rehabilitation of an exist­
ing building for low-cost rental housing; but 
such term does not include the cost of ac­
quisition of such building or any interest 
therein. 

"(B) LOW-COST RENTAL HOUSING.-The 
term 'low-cost rental housing' means any 
building the dwelling unit.s in which are 
held for occupancy on a rental basis by fami­
lies and individuals of low or moderate in­
come, as determined by the Secretary or his 
delegate in a manner consistent With the 
policies of the Housing and Urban Develop­
ment Act Of 1968 pursuant to regulations 
prescribed under this subsection. 

"(C) DWELLING UNIT.-The term 'dwell­
ing unit' means a house or an apartment in 
a build.Ing or structure, but does not include 
a unit in a hotel, motel, inn, or other estab­
lishment more than one-half of the units in 
which are used on a transient basis." 

(b) RECAPTURE OF ADDITIONAL DEPRECIA­
TION.-Section 1250(a) (relating to gain 
from dispositions of certain depreciable 
realty) is amended to read as follows: 

"(a) GENERAL RULE.-Except as otherwise 
provided in this section-

" ( 1) ADDITION,AL DEPRECIATION AFTER JULY 
24, 1969.-If section 1250 property is disposed 
of after July 24, 1969, the lower of-

" (A) that portion of the additional de­
preciation (as defined in subsection (b) (1) 
or (4)) attributable to periods after July 24, 
1969, in respect of the property, or 

" (B) the excess of-
" ( i) the amount realized ( in the case of a 

sale, exchange, or involuntary conversion), 
or the fair market value of such property (in 
the case of any other disposition), over 

" (ii) the adjusted basis of such property, 
shall be treated as gain from the sale or 
exchange of property which is neither a 
capital asset nor property described in sec­
tion 1231. Such gain shall be recognized not-

withstanding any other provision of this 
subtitle. 

" ( 2) ADDITION AL DEPRECIATION AFTER DE­
CEMBER 31 , 1963, AND BEFORE JULY 25, 1969.-

" (A) If section 1250 property is disposed 
of after December 31, 1963, and the amount 
determined under subsection (a) (1) (B) ex­
ceeds the amount determined under subsec­
tion (a) (1) (A) , then the applicable per­
centage of the lower of-

" (i) that portion of the additional depre­
ciation attributable to periods before July 25, 
1969, in respect of the property, or 

"(ii) the excess of the amount determined 
under subsection (a ) (1) (B) over the amount 
determined under subsection (a) (1) (A) , 
shall also be treated as gain from the sale or 
exchange of property which is neither a 
capital asset nor property described in sec­
tion 1231. Such gain shall be recognized not­
withstanding any other provision of this sub­
title. · 

" (B) APPLICABLE PERCENTAGE.-For purposes 
of paragraph (A) the term 'applicable per­
centage' means 100 percent minus 1 per­
centage point for each full month the prop­
erty was held after the date on which the 
property was held for 20 full months." 

(c) Section 1250(b) (relating to gain from 
certain depreciable realty) is amended by 
adding at the end thereof the following new 
paragraph: 

"(4) ADDITIONAL DEPRECIATION ATTRIBUTABLE 
TO REHABILITATION EXPENDITURES.-For pur­
poses of this section, the term 'additional de­
preciation• means, in respect of the deprecia­
tion deduction allowed under section 167(k), 
the adjustments computed under such sec­
tion, except that, in the case of property held 
more than one year, it means such adjust­
ments only to the extent that they exceed the 
amount of the depreciation adjustments 
which would have resulted if such adjust­
ments had been determined under the 
straight line method of adjustment without 
regard to the useful life permitted under 
section 167(k) ." 

(d) CHANGE IN METHOD OF COMPUTING DE­
PRECIATION.-Section 167(e) (relating to de­
preciation) is amended by adding at the end 
thereof the following new paragraph: 

"(3) CHANGE WITH RESPECT TO SECTION 1250 
PROPERTY.-A taxpayer may, on or before the 
last day prescribed by law (including exten­
sions thereof) for filing his return for his 
first taxable year beginning after July 24, 
1969, and in such manner as the Secretary 
or his delegate shall by regulation prescribe, 
elect to change his method of depreciation 
in respect of section 1250 property ( as de­
fined in section 1250(c)) from any declin­
ing balance or sum of the years-digits meth­
od to the straight line method. An election 
may be made under this paragraph notwith­
standing any provision to the contrary in 
an agreement under subsection (d) ." 

( e) TECHNICAL AND CONFORMING CHANGES.­
( 1) Subsection (d) of section 1250 is 

amended by striking out "subsection (a) 
(1) ." . wherever it appears and insertin.g in 
lieu thereof "subsection (a)." 

(2) Subsection (f) of section 1250 is 
amended-

(A) by striking rmt "subsection (a) (1)" in 
paragraph ( 1) and inserting lieu thereof 
"subsection (a) , " and 

(B') by striking out paragraph (2) thereof 
and inserting in lieu thereof the following: 

"(2) ORDINARY INCOME ATTRIBUTABLE TO AN 
ELEMENT .-For purposes of paragraph ( 1) , 
the amount taken into account for any ele­
ment shall be the sum of-

"(A) the amount which bears the same 
ratio to the lower of the amounts specified in 
subparagraph (A) or (B) of subsection (a) 
( 1) for the section 1250 property as the addi­
tional depreciation for such element attri­
butable to periods after July 24, 1969, bears 
to the sum of the additional depreciation for 
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all elements attributable to periods after July 
24, 1969, and 

"(B) the amount (if any) determined by 
multiplying-

"(!) the amount which bears the same 
ratio to the lower of the amounts specified 
in subsection (a) (2) (A) (i) or (ii) for the 
section 1250 property as the additional de­
preciation for such element attributable to 
periods before July 25, 1969, bears to the sum 
of the additional depreciation for all ele­
ments attributable to periods before July 25, 
1969, by 

"(ii) the applicable percentage for such 
element. 
For purposes of this paragraph, determina­
tions with respect to any element shall be 
made as if it were a separate property." 

(f) Section 38l(c) (6) (relating to carry­
overs in certain corporate acquisitions) is 
amended to read as follows: 

"(6) METHOD OF COMPUTING DEPRECIATION 
ALLOWANCE.-The acquiring corporation shall 
be treated as the distributor or transferor 
corporation for purposes of computing the 
depreciation allowance under paragraphs (2), 
(3), and (4) of section 167(b), or subsection 
(j) (1), (k), or (m) of section 167, on prop­
erty acquired in a distribution or transfer 
with respect to so much of the basis in the 
hands of the acquiring corporation as does 
not exceed the adjusted basis in the hands 
of the distributor or transferor corporation." 

(g) EFFECTIVE DATE.-The amendments 
made by this section shall apply with respect 
to taxable years ending after July 24, 1969. 

SUBTITLE D-COOPERATIVES 
SEC. 531. COOPERATIVES. 

(a) QUALIFIED WRITTEN NOTICE OF ALLOCA· 
TION.-The last sentence of section 1388(c) 
( 1) (relating to qualified written notice of 
allocation defined) is amended to read as 
follows: 

"Such term does not include any written 
notice of allocation which is paid as part of 
a patronage dividend or as part of a payment 
described in section 1382(c) (2) (A) unless-

"(C) at least 20 percent of the amount of 
such patronage dividend, or such pay­
ment, is paid in money or by qualified check, 
and in addition, during the payment period 
for the taxable year to which such patronage 
dividend, or such payment, relates at least 
the 'applicable percentage' ( as determined 
under paragraph ( 5) ) of such patronage 
dividend, or such payment, is paid in money 
or in qualified check, either-

"(i) as a part of such patronage dividend, 
or such payment, 

"(ii) or in redemption (to the extent allo­
cated by the payor to such patronage divi­
dend for the purpose of meeting the require­
ments of this clause, if not previously allo­
cated to any other patronage dividend) of 
any qualified written notice of allocation 
previously paid as a paxt of a patronage divi­
dend, or such payment, for any taxable year, 
and 

"(D) either (i) a.t all times on and after 
the date of issuance of such written notice 
of allocation, the bylaws of the organization 
require the remainder of such patronage 
dividend, or such payment, to be paid in 
money within the 15-year period beginning 
with the close of the taxable year with re­
spect to which such written notice of allo­
cation is made, and the bylaws provide that 
such requirement shall in no event be 
changed without the consent of those ad­
versely affected, or (ii) an unconditional 
written evidence of indebtedness is issued 
for the remainder of such patronage dividend, 
or such payment, which matures within such 
15-year period." 

(b) APPLICABLE PERCENTAGE.-Section 1388 
(c) (relating to qualified written notice of 
allocation) is amended by adding at the end 
thereof the following new paragraph: 

"(5) APPLICABLE PERCENTAGE.-For purposes 
of subsection (a)-

"For taxable years The applicable per-
beginning in- centage is-
1970 ----------------------- 3 percent 
1971 ----- - ---------------- - 6 percent 
1972 ----------------------- 9 percent 
1973 ----------------------- 12 percent 
1974 ----------------------- 15 percent 
1975 ----------------------- 18 percent 
1976 ----------------------- 21 percent 
1977 ----------------------- 24 percent 
1978 ----------------------- 27 percent 
1979 or any subsequent year_ 30 percent." 

(c) QUALIFIED PER-UNIT RE.TAIN CERTIFI-
CATE.-Section 1388(h) (1) (relating to defi­
nition of qualified per-unit retain certificate) 
is amended to read as follows: 

" ( 1) DEFINED.-For purposes of this sub­
chapter, the term 'qualified per-unit retain 
certificate' means any per-unit retain cer­
tificate-

"(A) which the distributee has agreed, in 
the manner provided in paragraph (2) to 
take into account at its stated dollar amount 
as provided in section 1385(a), and 

"(B) which (1) at all times on and after 
the date of issuance of such certificate, the 
bylaws of the organization require the stated 
dollar amount to be paid in money within 
the 15-year period beginning with the close 
of the taxable year with respect to which 
such certificate is issued, and the by-laws 
provide that such requirement shall in no 
event be changed without the consent of 
those adversely affected, or (ii) is in the 
form of an unconditional written evidence 
of indebtedness which matures within such 
15-year period." 

(d) EFFECTIVE DATE.-The amendments 
made by this section apply to taxable years 
beginning after December 31, 1969. 
SUBTITLE E-SUBCHAPTER S CORPORATIONS 
SEC. 541. QUALIFIED PENSION, ETC., PLANS OF 

SMALL BUSINESS CORPORATIONS. 
(a) IN GENERAL.-Subchapter S of chapter 

1 (relating to election of certain small busi­
ness corporations as to taxable status) is 
amended by adding at the end thereof the 
following new section: 
SEC. 1379. CERTAIN QUALIFIED PENSION, ETC., 

PLANS. 
"(a) ADDITIONAL REQUIREMENT FOR QUALI· 

FICATION.-A trust forming part of a stock 
bonus or profit-sharing plan which provides 
contributions or benefit s for employees some 
or all of whom are shareholder-employees 
shall not constitute a qualified trust under 
section 401 (relating to qualified pension, 
profit-sharing, and stock bonus plans) unless 
the plan of which such trust is a part pro­
vides that forfeitures attributable to con­
tributions deductible under section 404(a) 
(3) for any taxable year (beginning after De­
cember 31, 1969) of the employer with re­
spect to which it is an electing small busi­
ness corporation may not inure to the bene­
fit of any individual who i::; a shareholder­
employee for such taxable year. A plan shall 
be considered as satisfying the requirement 
of this subsection for the period beginning 
with the first day of a taxable year and end­
ing with the 15th day of the third month fol­
lowing the close of such taxable year, if all 
the provisions of the plan which are neces­
sary to satisfy this requirement are in effect 
by the end of such period and have been 
made effective for all purposes with respect to 
the whole of such period. 

"(b) TAXABILITY OF SHAREHOLDER-EMPLOYEE 
BENEFICIARIES.-

" ( l) INCLUSION OF EXCESS CONTRIBUTIONS 
IN GROSS INCOME.-Notwlthstanding the pro­
visions of section 402 (relating to taxability 
of beneficiary of employees' trust), section 
403 (relating to taxation of employee annu­
ities), or section 405(d) ·(relating to tax-

ability of beneficiaries under qualified bond 
purchase plans), an individual who is a 
shareholder-employee of an electing small 
business corporation shall include in gross 
income, for his taxable year in which or with 
which the taxable year of the corporation 
ends, the excess of the amount of contribu­
tions paid on his behalf which is deductible 
under section 404(a) (1), (2), or (3) by 
the corporation for its taxable year over the 
lesser of- · 

"(A) 10 percent of the compensation re­
ceived or accrued by him from such cor­
poration during its taxable year, or 

"(B) $2,500. 
"(2) TREATMENT OF AMOUNTS INCLUDED IN 

GROSS INCOME.-Any amount included in the 
gross income of a shareholder-employee un­
der paragraph (1) shall be treated a.s con­
sideration for the contract contributed by 
the shareholder-employee for purposes of 
section 72 (relating to annuities), 

"(3) DEDUCTION FOR AMOUNTS NOT RE· 
CEIVED AS BENEFITS.-If- . 

"(A) amounts are included in the gross 
income of an individual under paragraph (1), 
and 

"(B) the rights of such individual (or his 
beneficiaries) under the plan terminate be­
fore payments under the plan which are ex­
cluded from gross income equal the amounts 
included in gross income under paragraph 
(1), 
then there shall be allowed as a deduction, 
for the taxable year in which such rights 
terminate, an amount equal to the excess 
of the amounts included in gross income 
under paragraph ( 1) over such payments. 

"(c) CARRYOVER OF AMOUNTS DEDUCTIBLE.­
No amount deductible shall be carried for­
ward under the second sentence of section 
404(a) (3) (A) (relating to limits on deduct­
ible contributions under stock bonus and 
profit-sharing trusts) to a taxable year of a 
corporation with respect to which it is not 
an electing small business corporation from 
a taxable year with respect to which it is an 
electing small business corporation. 

.. ( d) SHAREHOLDER-EMPLOYEE.-For pur­
poses of this section, the term 'shareholder­
employee' means an employee or officer of 
an electing small business corporation who 
owns ( or is considered as owning within the 
meaning of section 318(a) (1)), on any day 
during the taxable year of such corporat\on, 
more than 5 percent of the outstanding stock 
of the corporation." 

(b) CONFORMING AMENDMENT.-Section 62 
(relating to adjusted gro!,s income defined) 
is amended by adding at the end thereof the 
following new paragraph: 

"(9) PENSION, ETC., PLANS OF ELECTING 
SMALL BUSINESS CORPORATIONS.-The deduc­
tion allowed by section 1379 (b) (3) ." 

(c) CLERICAL AMENDMENT.-The table of 
sections for subchapter S of chapter 1 is 
amended by adding at the end thereof the 
following new item: 
"Sec. 1379. Certain qualified pension, etc., 

plans." 
(d) EFFECTIVE DATE.-Tho amendments 

made by this section shall apply with respect 
to taxable years of a corporation beginning 
after December 31, 1969. 

TITLE VI-STATE AND LOCAL 
OBLIGATIONS 

SEC. 601. INTEREST ON CERTAIN GOVERNMEN· 
TAL OBLIGATIONS 

(a) ELECTION TO ISSUE TAXABLE BONDS.­
Section 103 (relating to interest on certain 
governmental obligations) is amended by re­
designating subsection (b} as subsection (e), 
by redesignating subsection (d) as subection 
(f), and by inserting after subsection (a) the 
following new subsection: 

"(b) ELECTION TO ISSUE TAXABLE BONDS.­
" ( l) SUBSECTION (a) (1) NOT TO APPLY.­

The issuer of obligations described in subsec-
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tion (a) (1) may elect to issue obligations to 
which subsection (a) (1) does not apply. 

"(2) ELECTION.-The election described in 
paragraph (1) shall be made (at such time, 
in such manner, and subject to such condi­
tions as the Secretary or his delegate by regu­
lation prescribes) with respect to each issue 
of obligations to which it is to apply, An elec­
tion with respect to any issue once made shall 
be irrevocable. 

"(3) CROSS REFERENCE.-
"For provisions relating to the payment by 

the United States of a portion of the interest 
cost of an obligation which is part of an issue 
for which the election described in this sub­
section has been made, see section 602 of the 
Tax Reform Act of 1969." 

(b) ARBITRAGE OBLIGATIONS.-Section 103 is 
amended by inserting after subsection ( c) 
the following new subsection: 

"(d) ARBITRAGE OBLIGATIONS.-Under regu­
lations prescribed by the Secretary or his 
delegate, any arbitrage obligation shall be 
treated as an obligation not described in 
subsection (a) (1) ." 

(c) CLERICAL AMENDMENT.-The heading of 
subsection (e) of section 103 (as redesignated 
by suooection (a) of this section) is amended 
to read as follows: 

" ( e) CERTAIN OBLIGATIONS OF THE UNITED 
STATES.-". 

"(d) EFFECTIVE DATES.-The amendments 
ma.de by subsection (a) shall apply to obliga­
tions issued in calendar quarters beginning 
after the date of the enactment of this sec­
tion. The amendment made by subsection 
(b) shall apply to obligations issued after 
July 11, 1969. 
SEC. 602. UNITED STATES To PAY FIXED PER­

CENTAGE OF INTEREST YIELD ON 
TAXABLE ISSUES. 

(a) PERMANENT APPROPRIATION.-There are 
appropriated, out of any moneys in the 
Treasury not otherwise appl'.opriateq, such 
sums as may be necessary to carry out the 
provisions of this section; and . such appro­
priations shall be deemed permanent annual 
appropriations. 

(b) PAYMENT OF FIXED PERCENTAGE OF IN­
TEREST YIELD.-

( 1) IN GENERAL.-The Secretary of the 
Treasury or ,his delegate shall . pay a fixed 
percentage of the interest yield on each issue 
of obligations to which an election under 
section 103(b) of the Internal Revenue Code 
of 1954 applies. Before the first day of each 
calendar quarter, the Secretary or his dele­
gate shall determine (and publish in the 
Federal Register) the fixed percentage-

(A) for calendar quarters beginning be­
fore January 1, 1975, not less than 30 percent 
and not more than 40 percent, and 

(B) for calendar quarters beginning after 
December 31, 1974, not less than 25 percent 
and not more than 40 percent, 
of interest yield which he determines it is 
necessary for the United States to pay in 
order to encourage the States and political 
subdivisions thereof to make elections under 
section 103(b). The fixed percentage so de­
termined and published shall apply with 
respect to all issues of obligations made dur­
ing such calendar quarter to which elections 
under such section 103(b) apply. 

(2) INTEREST YIELD.-For purposes of this 
section, the interest yield on any issue of 
obligations shall be determined immediately 
after such obligations are issued. 

(3) TIME OF PAYMENT.-Payment of any 
interest required pursuant to paragraph ( 1) 
shall be made by the Secretary of the Treas­
ury or his delegate not later than the time 
at which the interest payment on the obliga­
tion is required to be made by the issuer. 

(c) DUAL COUPON OBLIGATIONS.-At the re­
quest of the issuer, the liability of the Unit-

ed States under this section to pay interest 
to the holders of an issue of obligations shall 
be made through assumption by the United 
States of the obligation to pay a separate 
set of interest coupons issued with the obli­
gations. 

(d) SECTION TO APPLY ONLY TO SECTION 
103(b) OBLIGATIONS.-This section shall ap­
ply only to obligations which, but for an 
election under section 103(b) of the Internal 
Revenue Code of 1954, would be obligations 
to which section 103(a) (1) of such Code 
applies. 

(e) EFFECTIVE DATE.-This section shall ap­
ply only to obligations issued in calendar 
quarters beginning after the date of the en­
actment of this section. 
TITLE VII-EXTENSION OF TAX SUR­

CHARGE AND EXCISE TAXES; TERMI­
NATION OF INVESTMENT CREDIT 

SEC. 701. EXTENSION OF TAX SURCHARGE. 
(a) SURCHARGE EXTENSION.-Section 51(a) 

(relating to imposition of tax surcharge) is 
amended-

( 1) by adding at the end of paragraph ( 1) 
(A) the following: 

"CALENDAR YEAR 1970 

"TABLE !.-SINGLE PERSON (OTHER THAN HEAD OF HOUSE­
HOLD) AND MARRIED PERSONS FILING SEPARATE 
RETURN 

"If the adjusted tax is: 
The tax is-

At least But less than 

0 $155 0 
$155 175 $1 

175 195 2 
195 215 3 
215 235 4 
235 255 5 
255 275 6 
275 300 7 
300 340 8 
340 380 9 
380 420 10 
420 460 11 
460 500 12 
500 540 13 
540 580 14 
580 620 15 
620 660 16 
660 . ioo 11 
700 740 18 
740 780 19 
780 820 20 
820 860 21 
860 900 22 
~o ~o n 
940 980 24 
980 and over 2.5% of the adjusted tax" 

"TABLE 2.-HEAD OF HOUSEHOLD 

"If the adjusted tax is: 
The tax is-

At least But less than 

0 $230 0 
$230 250 $1 
250 270 2 
270 290 3 
290 310 4 
310 330 5 
330 350 6 
350 370 7 
370 390 8 
390 410 9 
410 430 10 
430 460 11 
460 500 12 
500 540 13 
540 580 14 
580 620 15 
620 660 16 
~ ~ u 
700 740 18 
740 780 19 
780 820 20 
820 860 21 
860 900 22 
900 940 23 
940 980 24 
980 and over, 2.5% of the adjusted tax'' 

TABLE 3.-MARRIED PERSONS OR SURVIVING SPOUSE 
FILING JOINT RETURN 

If the adjusted tax is: 
The tax is-

At least But less than 

0 ~00 0 
$300 320 $1 
~O MO 2 
MO HO 3 
360 380 4 
380 400 5 
400 420 6 
420 440 7 
440 460 8 
460 480 9 
480 500 10 
500 520 11 
520 540 12 
540 560 13 
560 580 14 
580 620 15 
620 660 16 
660 700 17 
700 740 18 
740 780 19 
780 820 20 
820 860 21 
860 900 22 
900 940 23 
940 980 24 
980 and over, 2.5% of the adjusted tax. 

(2) by striking out the table in paragraph 
(1) (B) and inserting in lieu thereof the 
following table: 

Percent 

Estates and 
"Calendar year trusts 

1968_____ ___________________ 7. 5 
1969 _______ - --------------- 10. 0 
1970____ ____________________ 2. 5 

Corporations 

10. 0 
10. 0 

2. 5". 

(3) by 13triking out "January 1, 1970" the 
first time it appears in paragraph (2) (A) 
and inserting in lieu thereof "July 1, 1970", 
and 

(4) by striking out paragraph (2) (A) (ii) 
and inserting in lieu thereof the following: 

"(ii) a. fraction, the numerator of which 
is the sum of the number of days in the 
taxable ,year occurring on and after the ef­
fective date of the surcharge and before 
January 1, 1970, plus one-half times the 
number of days in the taxable year occurring 
after December 31, 1969, and before July 1, 
1970, and the denominator of which is the 
number of days in the entire taxable year." 

(b) RECEIPT OF MINIMUM DISTRIBUTIONS.­
The last sentence of section 963(b) (relat­
ing to receipt of minimum distributions by 
domestic corporationl3) is amended by strik­
ing out "December 31, 1969" and inserting in 
lieu thereof "June 30, 1970". 

( c) EFFECTIVE DATES.-The amendments 
made by subsections (a) and (b) shall apply 
to taxaible years ending after December 31, 
1969, and beginning before July 1, 1970. 
SEC. 702. CONTINUATION OF EXCISE TAXES ON 

COMMUNICATION SERVICES AND ON 
A U'l'OMOBILES. 

(a) PASSENGER AUTOMOBILES.-
(!) IN GENERAL.-Section 4061(a) (2) (A) 

(relating to tax on passenger automobiles, 
etc.) is a.mended to read as follows: 

"(A) Articles enumerated in subparagraph 
(B) are taxable at whichever of the follow- . 
ing rates is applicable: 

"If the article is sold- The tax rate is-
Before January l, 1971-____ 7 percent. 
During 1971 --------------- 6 percent. 
During 1972 --------------- 3 percent. 
During 1973 --------------- 1 percent. 

The tax imposed by this subsection shall not 
apply with respect to articles enumerated in 
subparagraph (B) which are sold by the 
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manufacturer, producer, or importer after 
December 31, 1973." 

(2) CONFORMING AMENDMENT.-Section 
64l2(a) (1) (relating to floor stocks refunds 
on passenger automobiles, etc.) ii; amended 
by striking out "January 1, 1970, January 1, 
1971, January 1, 1972, or January 1, 1973", 
and inserting in lieu thereof "January 1, 
1971, January 1, 1972, January 1, 1973, or 
January 1, 1974". 

(b) COMMUNICATIONS SERVICES.-
(!) CONTINUATION OF TAX.-Section 4251 

(a) (2) (relating to tax on certain communi­
cations services) is amended by striking out 
the table and inserting in lieu thereof the 
following table: 

"Amounts paid pur­
suant to bills 
first rendered- Percent--

Before January 1, 1971______ 10 
During 1971 --------------- 5 
During 1972 --------------- 3 
During 1973 --------------- 1 ". 

(2) CONFORMING AMENDMENT.-Section 
4251(b) (relating to termination of tax) is 
amended by striking out "January 1, 1973", 
and inserting in lieu thereof "January 1, 
1974". 

(3) REPEAL OF SUBCHAPTER B OF CHAPTER 
aa.-Section 105(b) (3) of the Revenue and 
Expenditure Control Act of 1968 (82 Stat. 
266) i·s amended to read as follows: 

" ( 3) REPEAL OF SUBCHAPTER B OF CHAPTER 
aa.-Effective with re.spect to amounts paid 
pursuant to bills first rendered on or after 
January 1, 1974, subchapter B of chapter 33 
(relating to the tax on communications) is 
repealed. For purposes of the preceding sen­
tence, in the case of communications serv­
ices rendered before November 1, 1973, for 
which a bill has not been rendered before 
January 1, 1974, a bill shall be treated as 
having been first rendered on December 31, 
1973. Effective January 1, 1974, the table of 
subchapters for chapter 33 is amended by 
striking out the item relating to such sub· 
chapter B." 
SEC. 703. TERMINATION O~ INVESTMENT 

CREDIT. 
(a) IN GENERAL.-Subpart B of part IV of 

subchapter A of chapter 1 (relating to rules 
for computing credit for investment in cer­
tain depreciable property) is amended by 
adding at the end thereof the following new 
section: 
"SEC. 49. TERMINATION OF CREDIT. 

" (a) GENERAL RULE.-For purposes of this 
subpart, the term 'section 38 property' does 
not indude property-

"(!) the physical construction, recon­
struction, or erection of which is begun after 
April 18, 1969, or 

"(2) wruch 1-s acquired by the taxpayer 
after _AprH 18, 1969, 
other than pre-termination property. 

"(b) PRE-TERMINATION PROPERTY.-For 
purposes of this section-

" ( 1) BINDING CONTRACTS.-Any property 
shall be treated as pre-termination property 
to the extent that such property is con­
structed, reconstructed, erected, or acquired 
pursuant to a contract which was, on April 
18, 1969, and at all times thereafter, bind­
ing on the taxpayer. 

"(2) EQUIPPED BUILDING RULE.-If-
" (A) pursuant to a plan of the taxpayer in 

exi'Stence on April 18, 1969 (which plan was 
not substantially modified at any time after 
such date and before the taxpayer placed the 
equipped building in service), the taxpayer 
has constructed, reconstructed, erected, or 
acquired a building and the machinery and 
equipment necessary to the planned use of 
the buildiing by the taxpayer, and 

"(B) more than 50 percent of the aggregate 
adjusted basis of all the property of a char­
acter subject to the allowance for deprecia­
tion making up such building as so equipped 
is attributable to either property the con­
struction, reconstruction, or erection of 

which was begun by the taxpayer before 
April 19, 1969, or property the acquisition of 
which by the taxpayer occurred before such 
date, 
then all property comprising such building 
as so equipped ( and any incidental property 
adjacent to such building which is necessary 
to the planned use of the building) shall 
be pre-termination property. For purposes of 
subparagraph (B) of the preceding sentence, 
the rules of paragraphs (1) and (4) shall be 
applied. For purposes l)f this paragraph, a 
special purpose structure shall be treated as 
a building. 

"(3) PLANT FACILITY: RULE.­
" (A) GENERAL RULE.-If-
"(i) pursuant to a plan of the taxpayer 

in existence on April 18, 1969 (which plan 
was not substantially modified at any time 
after such date and before the taxpayer 
placed the plant facility in service), the tax­
payer has constructed, reconstructed, or 
erected a plant facility, and either 

"(ii) the construction, reconstruction, or 
erection of such plant facility was com­
menced by the taxpayer before April 19, 
1969, or 

"(iii) more than 50 percent of the aggre­
gate adjusted basis of all the property of a 
character subject to the allowance for de­
preciation making up such plant facility is 
attributable to either property the construc­
tion, reconstruction, or erection of which 
was begun by the taxpayer before April 19, 
1969, or property the acquisitio'1. of which 
by the taxpayer occurred before such date, 
then all property comprising such plant fa­
cility shall be pre-termination property. For 
purposes of clause (iii) of the preceding 
sentence, the rules of paragraphs (1) and (4) 
shall be applied. 

"(B) PLANT FACILITY DEFINED.-For pur­
poses of this paragraph, the term 'plant fa­
cility' means a facility which does not in­
clude any building ( or of which buildings 
constitute an insignificant portion) and 
which is-

" (i) a self-contained, single operating unit 
or processing operation, 

"(ii) located on a single site, and 
"(iii) identified, on April 18, 1969, in the 

purchasing and internal financial plans of 
the taxpayer as a single unitary project. 

"(C) ·SPECIAL RULE.-For purposes of this 
subsection, if-

"(i) a certificate of convenience and neces­
sity has been issued before April 19, 1969, by 
a Federal regulatory agency with respect to 
two or more plant facilities which arc in­
cluded under a single plan of the taxpayer 
to construct, reconstruct, or erect such plant 
facilities, and 

"(ii) more than 50 percent of the aggre­
gate adjusted basis of all the property of a 
character subject to the allowance for de­
preciation making up such plant facilities 
is attributable to either property the con­
struction, reconstruction, or erection of which 
was begun by the taxpayer before April 19, 
1969, or property the acquisition of which by 
the taxpayer occurred before such date, 
such plant facilities shall be treated as a 
single plant facility. 

"(D) COMMENCEMENT OF CONSTRUCTION.­
For purposes of subparagraph (A) (ii), the 
construction, reconstruction, or erection of 
a plant facility shall not be considered to 
have commenced until construction, recon­
struction, or erection has commenced at the 
site of such plant facility. The preceding 
sentence shall not apply if the site. of such 
plant facility is not located on land. 

"(4) MACHINERY OR. EQUIPMENT RULE.-Any 
piece of machinery or equipment- _ 

"(A) more than 50 percent of the parts 
and components of which ( determined on the 
basis of cost) were held by the taxpayer on 
April 18, 1969, or are acquired by the tax­
payer pursuant to a binding contract which 
was in effect on such date, for inclusion or 
use in such piece of machinery or equipment, 
and 

"(B) the cost of the parts and components 
of which is not an insignificant portion of 
the total cost, 
shall be treated as property which is pre­
termination property. 

" ( 5) CERTAIN LEASE-BACK TRANSACTIONS, 
ETC.-Where a person who is a party to a 
binding contract described in paragi'aph (1) 
transfers rights in such contraot (or in the 
property to which such contract relates) 
to another person but a party to such con­
tract retains a right to use the property 
under a lease with such other person, then to 
the extent of the transferred rights such 
other person shall, for purposes of .para­
graph ( 1), succeed to the position of the 
transferor with respoot to such binding con­
tract and such property. In any case in which 
the lessor does not make Ml election under 
section 48 ( d) -

" (A) the preceding sentence shall apply 
only if a party to the contract retains the 
right to use the property under a lease for 
a term of at least 1 year; and 

"(B) if such use is retained, the lessor 
shall be deemed for the purposes of seotion 47 
as having mac"l a disposition of the property · 
at such time as the lessee loses the right to 
use the property. 
For purposes of subparagraph (B), if the 
lessee transfers the lease in a transfer de­
scribed in paragraph (7), the lessee shall be 
considered as having the right to use of the 
property so long as the transferee has such 
use. 

"(6) CERTAIN LEASE AND CONTRACT OBLIGA­
TIONS.-

"(A) Where, pursuant to a binding lease 
or contract to lease in effect on April 18, 
1969, a lessor or lessee is obligated to con­
struct, reconstruct, erect, or acquire property 
specified in such lease or contract, any prop­
erty so constructed, reconstructed, erected, 
or acquired by the lessor or lessee shall be 
pre-termination property. In the oase of 
any project which includes property other 
than the property to be leased to such lessee, 
the preceding sentence shall be applied, in 
the case of the lessor, to such other property 
only if the binding leases and contracts with 
all lessees in effec.t on April 18, 1969, cover 
real property constituting 25 percent or more 
of the project (determined on the basis of 
rental value). For purposes of the preceding 
sentences of this paragraph, in the case of 
any project where one or more vendor-vendee 
relationships exist, such vendors and vendees 
shall be treated as lessors and lessees. 

"(B) Where, in order to perform a binding 
contract or contracts in effect on April 18, 
1969, (i) the taxpayer is required to construct 
reconstruct, erect, or acquire property speci­
fied in any order of a Federal regulatory 
agency for which application was filed before 
April 19, 1969, (ii) the property is to be used 
to transport one or more products under 
such contract or contracts, and (iii) one or 
more parties to the contract or contracts are 
required to take or to provide more than 50 
percent of the products to be transported 
over a substantial portion of the expected 
useful life of the property, then such prop­
erty shall be pre-termination property. 

" '(7) CERTAIN TRANSFERS TO BE DISREGARDED. 
"(A) If property or rights under a con­

tract are transferred in-
" (i) a transfer by reason of death, or 
" (ii) a transaction as a result of which the 

basis of the property in the hands of the 
transferee ls determined by reference to its 
basis in the hands of the transferor by rea­
son of the application of sections 332, 351, 
361, 37l(a), 374(a), 721, or 731, 
and such property ( or the property acquired 
under such contract) would be treated as 
pre-termination property in the hands of 
the decedent or the transferor, such property 
shall be treated as pre-termination property 
in the hands of the transferee. 

"(B) If-
"(i) property or rights under a contract 
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are acquired in a transaction to which sec­
tion 334 (b) (2) applies, 

" (ii) the stock of the distributing corpora­
tion was acquired before April 19, 1969, or 
pursuant to a binding contract in effect April 
18, 1969,and 
. " (iii) such property ( or the property ac­
quired under such contract) would be 
treated as pre-termination property in the 
hands of the distributing corporation, 
such property shall be treated as pre­
termina tion property in the hands of the 
distributee. 

"(8) PROPERTY ACQUIRED FROM AFFILIATED 
coRPciRATION.-For purposes of this subsec­
tion, in the case of property acquired by a 
corporation which is a member of an affil­
iated group from another member of the 
same group-

"(A) such corporation shall be treated as 
having acquired such property on the date 
on which it was acquired by such other 
member, 

"(B) such corporation shall be treated as 
having erutered into a binding contract for 
the construction, reconstruction, erection, or 
acquisition of such property on the date on 
which such other member entered ito a 
contract for the construction, reconstruc­
tion, erection, or acquisition of such prop­
erty, and 

"(C) such corporation shall be treated as 
having commenced the construction, recon­
struction, or erection of such property on the 
date on which such other member com­
menced such construction, reconstruction, or 
erection, 
For purposes of this subsection and subsec­
tion (c), a contract between two members of 
an affiliated group shall not be treated as a 
binding contract as between such members. 
For purposes of the preceding sentences, the 
term 'affiliated group' has the meaning as­
signed to it by section 1504(a), except that 
all corporations shall be treated as includ­
ible corporations (without any exclusion un­
der section 1504(b)). 

"(9) BARGES FOR OCEAN-GOING VESSELS.-In 
the case of any ocean-going vessel which is­

" (A) pre-termination property, 
"(B) constructed under a binding con­

tract which wai, in effect on April 18, 1969, 
to which the Maritime Administration, De­
partment of Commerce, ls a party, and 

" ( C) designed to carry barges, 
then the barges specified in such contract 
(not in excess of the number specified in such 
contract) constructed, reconstructed, erected, 
or acquired for use with such vessel, to­
gether with the machinery and equipment 
to be installed on such barges and neces­
sary for their planned use, shall be treated 
as pre-termination property. 

"(10) CERTAIN NEW-DESIGN PRODUCTS.­
Where--

"(A) on April 18, 1969, the taxpayer had un­
dertaken a project to produce a product o! 
a new design pursuant to binding contracts 
in effect on such date which-

" (i) were fixed-price contracts (except for 
provisions for escalation in case of changes 
in rates of pay), and 

"(ii) covered more than 60 percent of the 
entire production of such design to be de­
livered by the taxpayer before January 1, 
1973, and 

"(B) on or before April 18, 1969, more 
than 50 percent of the aggregate ad­
justed basis of all property of a character 
subject to the allowance for depreciation 
required to carry out such binding contracts 
was property the construction, reconstruc­
tion, or erection of which had been begun 
by the taxpayer, or had been acquired by the 
taxpayer (or was under a binding contract 
for such construction, reconstruction, erec­
tion, or acquisition), 
then all tangible personal property placed 
in service by the ta~ayer before January 1, 
1972, which is required to carry out such 
pinding contracts shall be deemed to be pre­
termination property. For purposes of sub-

paragraph (B) of the preceding sentence, 
jigs, dies, templates, and similar items which 
can be used only for the manufacture or as­
sembly of the production under the proje'ct 
and which were described in written en­
gineering and internal financial plans of the 
taxpayer in existence on April 18, 1969, shall 
be treated as property which on such date 
was under a binding contract for construc­
tion. 

"(c) LEASED PROPERTY.-In the case Of 
property which is leased after April 18, 1969 
( other than pursuant to a binding contract 
to lease entered in.to before April 19, 1969), 
which is section 38 property with respect to 
the lessor but is property which would not be 
section 38 property because of the applica­
tion of subsection (a) if acquired by the 
lessee, and which is property of the same 
kind which the lessor ordinarily sold to cus­
tomers before April 19, 1969, or ordinarily 
leased before such date and made an election 
under section 48(d), such property shall not 
be section 38 property with respect to either 
the lessor or the lessee. 

"(d) RATE OF CREDIT WHERE PROPERTY Is 
PLACED IN SERVICE AFTER 1970.-In the case 
of property placed in service after December 
31, 1970, section 38 and this subpart shall be 
applied by reducing the 7 percent figure of 
section 46 (a) (1) by one-tenth of 1 percent 
for each full calendar month between No­
vember 30, 1970, a,nd the date on which the 
property is placed in service, except that in 
the case of property placed in serVice after 
December 31, 1974, O percent shall be substi­
tuted for 7 percent." 

(b) LIMITATIONS ON USE OF CARRYOVERS AND 
CARRYBACKS.-Section 46(b) (relating to car­
ryback and carryover of unused credits) is 
amended by adding at the end thereof the 
following new paragraph: 

"(5) TAXABLE YEARS BEGINNING AFTER DE;­
CEMBER 31, 1968, AND ENDING AFTER APRIL 18, 
1969.-The amount which may be added un­
der this subsection for any taxable year be­
ginning after December 31, 1968, and ending 
after April 18, 1969, shall not exceed 20 pell'­
cent of the higher of-

" ( A) the aggregate of the investment 
credit carrybacks and investment credit car­
ryovers to the taxable year, or 

"(B) the highest amount computed under 
subparagraph (A) for any preceding taxable 
year which began after December 31, 1968, 
and ended after April 18, 1969." 

(c) RULES RELATING TO CERTAIN CASUALTIES 
AND THEFTs.-Section 47(a) (4) (relating to 
rules with respect to section 38 property 
destroyed by casualty, etc.) is amended by 
adding at the end thereof the following: 

"Subparagraphs (B) and (C) shall not ap­
ply with res,peot to any casualty or theft oc­
curring after April 18, 1969. In the case of 
any casualty or theft occurring on or before 
April 18, 1969, to the extent of any replace­
ment after such date (with property which 
would be section 38 property but for section 
49) this part shall be applied without regard 
to section 49." 

(d) CONFORMING AMENDMENT.-The table 
of sections for subpart B of part IV of sub­
chapter A of chapter 1 (relating to rules for 
computing credi,t for investment in certain 
depreciable property) is amended by adding 
ait the end thereof the following new item: 
"Sec. 49. Termination of credit." 
SEC. 704. AMORTIZATION OF POLLUTION CON• 

TROL FACILITmS. 
(a) ALLOWANCE.-Part VI of subcha.pter B 

of chapter 1 (relating to itemized deductions 
for individuals and corporations) is amended 
by striking out sections 168 and 169 and by 
inserting after section 167 the following new 
section: 
"SEC. 168. AMORTIZATION OF POLLUTION CON· 

TROL FACILITmS. 
"(a) ALLOWANCE OF DEDUCTION.-Every 

person, at his election, shall be entitled to a 
deduction with respect to the amortization 
of the ,adjusted basis (for determining gain) 
of any certified pollution control facility ( as 

defined in subsection (d)), based on a period 
of 60 months. Such amortization deduction 
shall be an amount, with respect to each 
month of such period within the taxable year, 
equal to the adjusted basis of the pollution 
control facility at the end of such month 
divided by the number of months (including 
the month for which the deduction is com­
puted) remaining in the period. Such ad­
justed basis at the end of the month shall be 
computed without regard to the amortization 
deduction for such month. The amortization 
deduction provided by this section with re­
spoot to any month shall be in lieu of the 
depreciation deduction with respect to such 
pollution control f,acility for such month pro­
vided by section 167. The 60-month period 
shall begin, as to any pollution control fa­
cility, at the election of the taxpayer, with 
the month following the month in which 
such facility was completed or acquired, or 
with the succeeding taxruble year. 

"(b) ELECTION OF AMORTIZATION.-The 
election of the taxpayer to take the amortiza­
tion deduction and to begin the 60-month 
periOd with the month following the month 
in which the facility is completed or acquired, 
or with the taxable' year succeeding the tax­
able year in which such facility is completed 
or acquired, shall be made by filing with the 
Secretary or his delegate, in such manner, in 
such form, and within such time, as the Sec­
retary or his delegate may by regulations pre­
scribe, a statement of such election. 

"(c) TERMINATION OF AMORTIZATION DE· 
nucrioN.-A taxpayer which has elected un­
der subsection (b) to take the amortization 
deduction provided in subsection (a) may, 
at any time after making such election, dis­
continue the amortization deduction with 
respect to the remainder of the amortization 
period, such discontinuance .to begin as of 
the beginning of any month specified by the 
taxpayer in a notice in writing filed with the 
Secretary or his delegate before the begin­
ning of such month. The depreciation de­
duction provided under section 167 shall be 
allowed, beginning with the first month as 
to which the amortization deduction does 
not apply, and the taxpayer shall not be 
entitled to any further amortization deduc­
tion under this section with respect to such 
pollution control facility. 

"(d) DEFINITIONS.-For purposes of this 
section-

" ( 1) CERTIFIED POLLUTION CONTROL FACIL• 
ITY.-The term 'certified pollution control 
facility• means a new identifiable treatment 
facility which is used to abate or control 
water or atmospheric pollution or contami­
nation, respectively, by removing, altering, 
disposing, or storing of pollutants, contami­
nants, wastes, or heat and which-

"(A) the State certifying authority hav­
ing jurisdiction with respect to such facility 
has certified to the Federal ce_rtifying author­
ity as having been constructed, reconstruct­
ed, erected, or acquired in conformity with 
the State program or requirements for abate­
ment or control of water or atmospheric 
pollution or contamination; and 

"(B) the Federal certifying authority has 
certified to the Secretary or his delegate (1) 
as meeting the minimum performance stand­
ards described in subsection (e), (ii) as be­
ing in compliance with the applicable reg­
ulations of Federal agencies, and (iii) as 
being in furtherance of the general policy 
of the United States for cooperation with the 
States in the prevention and abatement of 
water pollution under the Federal Water 
Pollution Control Act, as amended (33 U.S.C. 
466 et seq.), or in the prevention and abate­
ment of atmospheric pollution and contami­
nation under the Clean Air Act, as amended 
(42 U.S.C. 1857 et seq.). 

"(2) STATE CERTIFYING AUTHORITY.-The 
term 'State certifying authority• means, in 
the case of water pollution, the State water 
pollution control agency as defined in sec­
tion 13 (a) of the Federal Water Pollution 
Control Act .and, in the case of air pollution, 
the air pollution control agency as defined 
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in section 302 (b) of the Clean Air Act. The 
term 'State certifying authority' includes any 
interstate agency authorized to act in place 
of a certifying authority of the State. 

"(3) FEDERAL CERTIFYING AUTHORrrY.-The 
term 'Federal certifying authority' means, 
in the case of water pollution, the Secretary 
of the Interior and, in the case of air pollu­
tion, the Secretary of Health, Education, and 
Welfare. 

" ( 4) NEW IDENTIFIABLE TREATMENT FACIL­
ITY .-For purposes of paragraph ( 1) , the 
term 'new identifiable treatment facility' in­
cludes only tangible property (not including 
a building and its structural components, 
other than a building which is exclusively a 
treatment facility) which is of a character. 
subject to the allowance for depreciation 
provided in section 167, which is identifiable 
as a trealtment facility, and which is 
property-

"(A) the construction, reconstruction, or 
erection of which is completed by the tax­
payer after December 31, 1968, or 

"(B) acquired after December 31, 1968, if 
the original use of the property commences 
with the taxpayer and commences after such 
date. 
In applying this section in the case of prop­
erty described in subparagraph (A), there 
shall be taken into account only that portion 
of the basis which is properly attributable 
to construction, reconstruction, or erection 
after December 31, 1968. 

"(e) AUTHORIZATION OF SECRETARY OF IN­
TERIOR AND OF HEALTH, EDUCATION, AND WEL­
FARE TO SET STANDARDS, ETC.-

" ( 1) PERFORMANCE STANDARDS.-The Fed­
eral certifying authority shall from time to 
time promulgate minimum performance 
standards for purposes of subsection (d) (1) 
(B), taking into account advances in tech­
nology and specifying the tolerance of such 
pollutants and contaminants as shall be 
appropriate. 

"(2) PROFITMAKING ABATEMENT WORKS, 
ETC.-The Federal certifying authority shall 
not certify any property under subsection 
(d) (1) (B) to the extent it appears that (A) 
by reason of profits derived through the re­
covery of wastes or otherwise in the operation 
of such property, its costs will be recovered 
over its actual useful life, or (B) such prop­
erty would be constructed, reconstructed, 
erected, or acquired without regard to the 
need to abate or control water or atmospheric 
pollution or contamination. 

"(f) ALLOCATION OF BASIS.-In the case 
of property with respect to which an elec­
tion has been made under subsection (a) 
but only a portion of the adjusted oasis of 
which is amortizable under this section, 
such portion of the adjusted basis (here­
inafter in this section referred to as 'amorti­
zation basis') shall be determined under 
regulations prescribed by the Secretary of 
his delegate. The depreciation deduction 
provided by section 167 shall, despite the 
provisions of subsection (a) of this section, 
be allowed with respect to the portion of the 
adjusted basis which is not amortizable un­
der this section. 

"(g) INVESTMENT CREDIT NOT To BE AL­
LOWED.-In the case of any property with 
respect to which an election has been made 
under subsection (a), so much of the ad­
justed basis of the property as ( after the 
application of subsection (f)) constitutes 
the amortization basis for purposes of this 
section shall not be treated as section 38 
property within the meaning of section 
48(a). 

"(h) LIFE TENANT AND REMAINDERMAN.­
In the case of property held by one person 
for life _with remainder to another person, the 
deduction under this section shall be com­
puted as if the life tenant were the absolute 
owner of the property and shall be allowable 
to the life tenant. 

(1) CROSS REFERENCE.-
"For special rule with respect to certain 

gain derived from the disposition of prop-

erty the adjusted basis of which is deter­
mined with regard to this section, see sec­
tion 1245." 

(b) CONFORMING, ETC., AMENDMENTS.-
( 1) The table of sections for part VI of 

subchapter B of chapter 1 is amended by 
striking out the items relating to sections 
168 and 169 and inserting in lieu thereof the 
following new item: 
"Sec. 168. Amortization of pollution control 

facilities." 
(2) The heading and the first sentence 

of section 642(f) (relating to special rules 
for credits and deductions of estates and 
trusts) are amended to read as follows: 

"(f) AMORTIZATION OF POLLUTION CONTROL 
FACILITIES.-The benefit of the deductions 
for amortization of pollution control fadli­
ties provided by section 168 shall be allowed 
to estates and trust in the same manner as 
in the case of an individual." 

(3) Section 1082(a) (2) (B) (relating to 
basis for determining gain or loss) is amended 
by striking out "or 169". 

(4) Section 1245(a) of such Code (relating 
to gain from disposition of certain depreci-
able property) is amended- . 

(A) by striking out "or" at the end of 
paragraph (2) (A); 

(B) by inserting "or" at the end of para­
graph (2) (B) and by inserting after such 
paragraph the following new subparagraph: 

"(C) with respect to any property referred 
to in paragraph (3) (D), its adjusted basis 
recomputed by adding thereto all adjust­
ments attributable to periods beginning with 
the first month for which a deduction for 
amortization is allowed under section 168,"; 

(C) by striking out "or" at the end of 
paragraphs (3) (A) and (B); 

(D) by striking out the period at the end 
of paragraph (3) (C) and inserting in lieu 
thereof ", or"; and 

(E) by adding at the end of paragraph (3) 
the following new subparagraph: 

"(D) so much of any real property (other 
than any property described in subparagraph 
(B)) as is a certified pollution control !ac111ty 
which has an adjusted basis in which there 
are reflected adjustments for amortization 
under section 168." 

(c) EFFECTIVE DATE.-The amendments 
made by this section shall apply with respect 
to taxable years ending after December 31, 
1968. 
SEC. 705. DEPRECIATION OF CERTAIN RAILROAD 

ROLLING STOCK. 
(a) IN GENERAL.--Section 167 (relating to 

depreciation) is amended by inserting after 
subsection (1) (added by section 451) the 
following new subsection: 

"(m) DEPRECIATION OF CERTAIN RAILROAD 
ROLLING STOCK.-A domestic common carrier 
by railroad subject to part I of the Interstate 
Commerce Act may elect, in accordance with 
regulations prescribed by the Secretary or his 
delegate, to compute the depreciation deduc­
tion provided by subsection (a) attributable 
to railroad rolling stock ( other than loco­
motives)-

" ( 1) the construction or reconstruction of 
which is completed by the taxpayer after 
July 31, 1969, and then only to that portion 
of the basis which is properly attributable 
to such construction or reconstruction after 
such date, or 

" ( 2) which was acquired by the taxpayer 
after July 31, 1969, if the original use of such 
property commences with the taxpayer and 
commences after such date, 
under the straight line method using a 
useful life of 84 months. Such method shall 
be in lieu of any other' method of computing 
the depreciation deduction under subsection 
(a) and in lieu of any deduction for 
amortization." 

(b) EFFECTIVE DATE.-The amendments 
made by subsection (a) shall apply with 
respect to taxable years ending after July 31, 
1969. 

TITLE VIII-ADJUSTMENT OF TAX 
BURDEN FOR INDIVIDUALS 

SEC. 801. Low INCOME ALLOWANCE; INCREASE 
IN STANDARD DEDUCTION. 

(a) IN GENERAL.--Section 141 (relating to 
the standard deduction) is amended by strik­
ing out subsections (a), (b), and (c) and 
inserting in lieu thereof the following: 

"(a) STANDARD DEDUCTION.-Except as 
otherwise provided in this section, the stand­
ard deduction referred to in this title is the 
larger of the percentage standard deduction 
or the low income allowance. 

" ( b) PERCENTAGE STANDARD DEDUCTION.­
The percentage standard deduction is an 
amount equal to the applicable percentage of 
adjusted gross income shown in the follow­
ing table, but not to exceed the maximum 
amount shown in such table (or one-half of 
such amount in the case of a separate re­
turn by a married individual): 

"Taxable years beginning in-

1970 __ __ --- _ -- --- -- _ ----- ---1971 ______ _________________ _ 
1972 and thereafter __________ _ 

Applicable 
percentage 

13 
14 
15 

"(c) Low INCOME ALLOWANCE.-

Maximum 
amount 

$1,400 

u~~ ... 
.. ( 1) IN GENERAL.-The low income allow-

ance is an amount equal to the sum of­
" (A) the basic allowance, and 
" ( B) the additional allowance. 
"(2) BASIC ALLOWANCE.-For purposes of 

this subsection, the basic allowance is an 
amount equal to the sum of-

" (A) $200, plus 
"(B) $100, multiplied by the number of 

exemptions. 
The basic allowance shall not exceed $1,000. 
" ( 3) ADDITION AL ALLOWANCE.-
" (A) IN GENERAL.-For purposes of this 

subsection, the additional allowance is an 
amount equal to the excess (if any) of $900 
over the sum of-

" ( i) $100, multiplied by the number of 
exemptions, plus 

"(ii) the income phase-out. 
"(B) INCOME PHASE-OUT.-For purposes of 

subparagraph (A) (ii), the income phase-out 
is an amount equal to one-half of the 
amount by which the adjusted gross income 
for the taxable year exceeds the sum of-

" (i) $1,100, plus 
"(ii) $600, multiplied by the number of 

exemptions. 
"(4) MARRIED INDIVIDUALS FILING SEPARAT.E 

RETURNS.-In the case of a married taxpayer 
filing a separate return-

" (A) the low income allowance is an 
amount equal to the basic allowance, and 

"(B) the basic allowance is an amount 
(not in excess of $550) equal to the sum of­

" (i) $100, plus 
"(ii) $100, multiplied by the number of 

exemptions. 
" ( 5) NUMBER OF EXEMPTIONS.-For p,ur­

poses of this subsection, the number of ex­
emptions is the number of exemptions al­
lowed as a deduction for the taxable year 
under section 151." 

(b) DETERMINATION OF MARITAL STATUS.­
Section 143 (relating to determination of 
marital status) is amended-

( 1) by striking out "For purposes of this 
part-" and inserting in lieu thereof " (a) 
GENERAL RULE.-For purposes of this part-"; 
and 

(2) by adding at the end thereof the fol­
lowing new subsection: 

"(b) CERTAIN MARRIED INDIVIDUALS LIVING 
APART.-For purposes of this part, if-

"(1) an individual who is married (within 
the meaning of subsection (a) ) and who 
files a separate return maintains as his home 
a household which constitutes for more 
than one-half of the taxable year the prin­
cipal place of abode of a dependent (A) who 
(within the meaning of section 152) is a 
son, stepson. daughter. or stepdaughter of 
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the individual, and (B) with respect to whom 
such individual is entitled to a deduction 
for the taxable year under section 151, 

"(2) such individual furnishes over half 
~f the cost of maintaining such household 
during the taxable year, and 

"(3) during the entire taxable year such 
individual 's spouse is not a member of such 
household, 
such individual shall not be considered as 
married." 

( C) TECHNICAL AND CONFORMING AMEND• 
MENTS.-

(1) Section 4(c) (relating to married indi­
viduals filing separate returns) is amended 
to read as follows: 

"(c) HUSBAND OR WIFE FILING SEPARATE 
RETURNS.-

" (1) A husband or wife may not elect to 
pay the optional tax imposed by section 3 
if the tax of the other spouse is determined 
under section 1 on the basis of taxable in­
come computed without regard to the stand­
ard deduction. 

"(2) Except as otherwise provided in this 
subsection, in the case of a husband or wife 
filing a separate return the tax imposed by 
section 3 shall be the lesser of the tax shown 
in Table IV or Table V of section 3. 

"(3) Table V of section 3 shall not apply 
in the case of a husband or wife filing a 
separate return if the tax of the other spouse 
is determined with regard to the percentage 
standard deduction; except that an indi­
vidual described in section 141 (d) (2) may 
elect (under regulations prescribed by the 
Secretary or his delegate) to pay the tax 
shown in Table V of section 3 in lieu of the 
tax shown in Table IV of section 3. For pur­
poses of this title, an election under the 
preceding sentence shall be treated as an 
election made under section 141 (d) (2). 

"(4) For purposes of this subsection, de­
termination of marital status shall be made 
under section 143." 

(2) Section 141 (d) (relating to married 
individuals filing separate returns) is 
amended-

(A) by striking out "minimum standard 
deduction" each place it appears and insert­
ing in lieu thereof "low income allowance"; 
and 

(B) by striking out "IO-percent" each place 
it appears therein and inserting in lieu 
thereof "percentage". 

(3) Section 1304(c) (5) (relating t.o special 
rules for income averaging) is amended by 
striking out "section 143" and inserting in 
lieu thereof "section 143 (a) ". 

(4) Section 6014(a) (relating to tax not 
computed by taxpayer) is amended by strik­
ing out the last sentence. 

(d) EFFECTIVE DATE.-The amendments 
made by subsections (a), (b), and (c) shall 
apply t.o taxable years beginning after De­
cember 31, 1969. 

(e) YEARS AFTER 1970.-Effective with re­
spect to taxable years beginning after De­
cember 31, 1970, section 141(c) (relating to 
low income allowance), as amended by sub­
section (a), is amended to read as follows: 

"(c) Low INCOME ALLOWANCE.-The low 
income allowance is $1,100 ($550, in the case 
of a married individual filing a. separate 
return)." 
"SEC. 802. FIFTY-PERCENT MAXIMUM RATE ON 

EARNED INCOME. 
(a) IN GENERAL.-Part VI of subchapter 

Q of chaipter 1 (relruting to other limitations) 
is amended by adding at the end thereof the 
following new section: 
"SEC. 1348. FIFTY-PERCENT MAXIMUM RATE 

ON EARNED INCOME. 
"(a) GENERAL RULE.-If an individual has 

earned taxable income for any taxable year 
beginning after December 31, 1969, which ex­
ceeds the amount of ta:lQable income speci­
fied in paragraph (1), the tax imposed by 
section 1 for such year shall, unless the tax­
payer chooses the benefits of part I (relating 
to income averaging), be the sum of-

" ( 1) the tax imposed by section 1 on the 
lowest amount of taxable income on which 
the rate of tax under seotion 1 exceeds 50 
percent, 

"(2) 50 percent of the amount by which 
his earned taxable income exceeds the low­
est amount of taxable income on which 
the rate of tax under section 1 exceeds 50 
percent, and 

" ( 3) the tax attributable to the remainder 
of his taxable income, as determined under 
subsection (b) (3). 

"(b) DEFINITIONS.-For purposes of this 
section-

" ( 1) EARNED INCOME.-The term 'earned 
income' has the meaning assigned to such 
term by section 911 ( b) , except that such 
term does not include any distribution to 
which section 72(n), 402(a) (2), or 403(a) (2) 
appiies or any deferred compensation pay­
ment. 

"(2) EARNED TAXABLE INCOME.-The earned 
taxable income of an individual is the 
amount which bears the same ratio (but not 
in excess of 100 percent) to his taxable in­
come as his earned income bears to his ad­
justed gross income. 

"(3) TAX ON OTHER INCOME.-For purposes 
of subsection (a) (3), the tax attributable to 
the remainder of any individual's taxable 
income is the amount by which the tax com­
puted under section 1 without regard to this 
section exceeds the tax so computed with 
reference solely to his earned taxable income. 

"(c) MARRIED INDIVIDUALS.-This section 
shall apply to a married individual only if 
such individual and his spouse make a joint 
return for the taxable year." 

( b) CLERICAL AMENDMENT .-The table of 
sections for part VI of subchapter Q of chap­
ter 1 is amended by ,adding at the end thereof 
the following new item: 
"Sec. 1348. Fifty-percent maximum rate on 

earned income." 
SEC. 803. INTERMEDIATE TAX RATES; SURVIV• 

ING SPOUSE TREATMENT. 
(a) INTERMEDIATE TAX RATE INDIVIDUALS.­
(1) IN GENERAL.-Section l(b} (2) (relat­

ing to head of household) is amended-
( A) by striking out so much of such para­

graph as proceeds subparagraph (A) and 
inserting in lieu thereof the following: 

"(2) DEFINITION OF INTERMEDIATE TAX RATE 
INDIVIDUALS.-For purposes of this subtitle, 
an individual is an intermediate tax rate in­
dividual if, and only if, such individual is 
not married at the close of his taxable year, 
is not a surviving spouse ( as defined in sec­
tion 2(b)), and-"; 

(B) by striking out "or" at the end of 
subparagraph (A) and by striking out the 
period at the end of subparagraph (B) and 
inserting in lieu thereof ", or"; and 

(C) by inserting after subparagraph (B) 
the following new subparagraph: 

"(C) has attained age 35 before the close 
of his taxable year or is an individual whose 
spouse died before the beginning of his tax­
able year." 

( 2) TECHNICAL AND CONFORMING AMEND• 
MENTS.-

(A) Section l(b) (3) is amended by strik­
ing out "and" at the end of subparagraph 
(C), by striking out the period at the end of 
subparagraph (D) and inserting in lieu 
thereof "; and", ·and by adding at the end 
thereof the following new subparagraph: 

"(E) if an individual has been married two 
or more times, the status of such individual 
shall be determined only with reference to 
his last marriage." 

(B) Section l(b) (4) is amended by strik­
ing out "a head of a household" and insert­
ing in lieu thereof "an intermediate tax rate 
individual". 

(C) Sections 6014 and 6015 are amended 
by striking out "a head of a household" each 
place it appears in such sections and insert­
ing in lieu thereof "an intermediate tax rate 
individual". 

(b) SURVIVING SPOUSE.-Section 2(b) (1) 

(A) (relating to surviving spouse) is amend­
ed to read as follows: 

"(A) whose spouse died before the begin­
ning of the taxable year, and". 

(c) EFFECTIVE DATE.-The amendments 
made by this section shall apply to taxable 
years beginning after December 31, 1969. 
SEC. 804. TAX RATES. 

(a) RATES OF TAX ON INDIVIDUALS.-Section 
1 (a) is amended by inserting "and before 
January 1, 1971," after "December 31, 1964," 
each place it appears and by adding at the 
end thereof the following new paragraphs: 

"(3) TAXABLE YEARS BEGINNING AFTER DE· 
CEMBER 31, 1910.-In the case of a taxable 
year beginning after December 31, 1970, there 
is hereby imposed on the taxable income of 
every individual (other than an intermediate 
tax rate individual to whom subsection (b) 
applies) a tax determined in accordance with 
the following table: 

"If the taxable income 
is: The tax is: 

Not over $500_____ 14 % of. the taxable 

Over $500 but not 
over $1,000. 

Over $1,000 but not 
over $1,500. 

Over $1,500 but not 
over $2,000. 

Over $2,000 but not 
over $4,000. 

Over $4,000 but not 
over $6,000. 

Over $6,000 but not 
over $8,000. 

Over $8,000 but not 
over $10,000. 

Over $10,000 but 
not over $12,000. 

income. 
$70, plus 15 % of ex­

cess over $500. 
$145, plus 16 % of ex­

cess over $1,000. 
$225, plus 17 % of ex­

cess over $1,600. 
$310, plus 19 % of ex­

cess over $2,000. 
$690, plus 21.5 % of 

excess over $4,000. 
$1,120, plus 24 % of 

excess over $6,000. 
$1,600, plus 27.5 % of 

excess over $8,000. 
$2,150, plus 31.5 % 

of excess over 
$10,000. 

Over $12,000 but $2,780, plus 35.5 % 
not over $14,000. of excess over 

$12,000. 
Over $14,000 but $3,490, plus 38 % 

not over $16,000. of excess over 
$14,000. 

Over $16,000 but $4,250, plus 41 % 
not over $18,000. o~ excess over 

$16,000. 
Over $18,000 but $5,070, plus 43.5 % 

not over $20,000. of excess over 
$18,000. 

Over $20,000 but $5,940, plus 46 % 
not over $22,000. of excess over 

$20,000. 
Over $22,000 but not $6,860, plus 48.5 % of 

over $26,000. excess over $22,000. 
Over $26,000 but not $8,800, plus 51 % of 

over $32,000. excess over $26,000. 
Over $32,000 but not $11,860, plus 52.5% of 

over $38,000. excess over $32,000. 
Over $38,000 but not $15,010, plus 55 % of 

over $44,00Q. excess over $38,000. 
Over $44,000 but not $18,310, plus 57% of 

over $50,000. excess over $44,000. 
Over $50,000 but not $21,730, plus 60% of 

over $60,000. excess over $50,000. 
Over $60,000 but not $27, 730, plus 62 % of 

over $70,000. excess over $60,000. 
Over $70,000 but not $33,930, plus 63 % of 

over $80,000. excess over $70,000. 
Over $80,000 but not $40,230, plus 64.5 % of 

over $90,000. excess over $80,000. 
Over $90,000 but not $46,680, plus 65 % of 

over $100,000. excess over $90,000. 
Over $100,000 but not $53,180, plus 66 % of 

over $120,000. excess over $100,000. 
Over $120,000 but not $66,380, plus 66.5 % of 

over $150,000. excess over $120,000. 
Over $150,000 but not $86,330, plus 67% of 

over $200,000. excess over $150,000. 
Over $200,00Q _______ $119,830, plus 67.5% of 

excess over $200,000. 

"(4) TAXABLE YEARS BEGINNING AFTER DE• 
CEMBER 31, 1911.-In the case of a taxable 
year beginning after December 31, 1971, 
there is hereby imposed on the taxable in­
come of every individual ( other than an 
intermediate tax rate individual to whom 
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subsection (b) applies) a tax determined in 
accordance with the following table: 

"If the taxable in-
come is: The tax is: 

Not over $500_____ 14% of taxable in-

Over $500 but 
not over $1,000. 

Over $1,000 but 
not over $1,500. 

Over $1,500 but 
not over $2,000. 

Over $2,000 but 
not over $4,000. 

Over $4,000 but 
not over $6,000. 

Over $6,000 but 
not over $8,000. 

Over $8,000 but 
not over $10,000. 

Over $10,000 but 
not over $12,000. 

come. 
$70, plus 15% of ex­

cess over $500. 
$145, plus 16% of 

excess over $1,000. 
$225, plus 17% of 

excess over $1,500. 
$310, plus 19 % of 

excess over $2,000. 
$690, plus 21 % of 

excess over $4,000. 
$1,110, plus 23% of 

excess over $6,000. 
$1,570, plus 27% of 

excess over $8,000. 
$2,110, plus 31 % of 

excess over $10,-
000. 

Over $12,000 but $2,730, plus 35 % of 
not over $14,000. excess over $12,-

000. 
Over $14,000 but $3,430, plus 37% of 

not over $16,000. excess over $14,-
000. 

Over $16,000 but $4,170, plus 40% of 
not over ~18,000. excess over $16,-

000. 
Over $18,000 but $4,970, plus 42 % of 

not over $20,000. excess over $18,-
000. 

Over $20,000 but $5,810, plus 44% 
not over $22,000. of excess over 

$20,000. 
Over $22,000 but $6,690, plus 47% 

not ove,r $26,000. of excess over 
$22,000. 

Over $26,000 but $8,570, plus 49 % 
not over $32,000. of excess over 

$26,000. 
Over $32,000 but $11,510, plus 50% 

not over $38,000. of excess over 
$32,000. 

Over $38,000 but $14,510, plus 52% 
not over $44,000. of excess over 

$38,000. 
Over $44,000 but $17,630, plus 54% 

not over $50,000. of excess over 
$44,000. 

Over $50,000 but $20,870, plus 58% 
not ovet" $60,000. of excess over 

$50,000. 
Over $60,000 but $26,670, plus 60 % 

not over $80,000. of excess over 
$60,000: 

Over $80,000 but $38,670, plus 61 % 
not over $100,000. of excess over 

$80,000. 
Over $100,000 but $50,870, plus 62 % 

not over $120,000. of excess over 
$100,000. 

Over $120,000 but $63,270, plus 63 % 
not over $150,000. of exoess over 

$120,000. 
Over $150,000 but $82,170, plus 64% 

not over $200,000. of excess over 
$150,000. 

Over $200,ooo_____ $114,170, plus 65% 
of excess over 
$200,000." 

(b) INTERMEDIATE TAX RATES.-Section 1 
(b) ( 1) ts amended by inserting "and before 
January 1, 1971," after "December 31, 1964," 
each place it appears and by adding a;t the 
end thereof the following new subpara­
graphs: 

(C) TAXABLE YEARS BEGINNING AFTER DECEM· 
BER 31, 1970.-In the case of a taxable year 
beginning after December 31, 1970, there is 
hereby imposed on the taxable income of 
every individual who is an intermediate tax 
rate individual a tax determined in accord­
ance with the following taible: 
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"If the taxable income 
is: 

Not over $1,000 ____ _ 

Over $1,000 but not 
over $2,000. 

Over $2,000 but not 
over $4,000. 

Over $4,000 but not 
over $6,000. 

Over $6,000 but not 
over $8,000. 

Over $8,000 but not 
over $10,000. 

Over $10,000 but not 
over $12,000. 

Over $12,000 but not 
over $14,000. 

Over $14,000 but not 
over $16,000. 

Over $16,000 but not 
over $18,000. 

Over $18,000 but not 
over $20,000. 

Over $20,000 but not 
over $22,000. 

Over $22,000 but not 
over $24,000. 

Over $24,000 but not 
over $26,000. 

Over $26,000 but not 
over $28,000. 

Over $28,000 but not 
over $32,000. 

Over $32,000 but not 
over $36,000. 

Over $36,000 but not 
over $38,000. 

Over $38,000 but 
not over $40,000. 

Over $40,000 but 
not over $44,000. 

Over $44,000 but 
not over $50,000. 

Over $50,000 but 
not over $52,000. 

Over $52,000 but 
not over $60,000. 

Over $60,000 but 
not over $64,000. 

Over $64,000 but 
not over $70,000. 

Over $70,000 but 
not over $76,000. 

·over $76,000 but 
not over $80,000. 

Over $80,000 but 
not over $88,000. 

Over $88,000 but 
not over $100,000. 

Over $100,000 but 
not over $120,000. 

Over $120,000 but 
not over $140,000. 

The tax is: 
1~% of taxable in­

come. 
$140, plus 16% of 

excess over $1,000. 
$300, plus 18% of 

excess over $2,000. 
$660, plus 20% of 

excess over $4,000. 
$1,060, plus 21.5 % of 

excess over $6,000. 
$1,490, plus 24.5 % of 

excess over $8,000. 
$1,980, plus 26.5 % 

of excess over 
$10,000. 

$2,510, plus 30 % of 
excess over $12,-
000. 

$3,110, plus 31 % of 
excess over . $14,-
000. 

$3,730, plus 34% of 
excess over $16,-
000. 

$4,410, plus 35.5 % 
of excess over 
$18,000. 

$5,120, plus 38.5 % 
of excess over 
$20,000. 

$5,890, plus 40% of 
excess over $22,-
000. 

$6,690, plus 42% of 
excess over $24,-
000. 

$7,530, plus 43.5% 
of excess over 
$26,000. 

$8,400, plus 44.5 % 
of excess over 
$28,000. 

$10,180, plus 46.5% 
of excess over 
$32,000. 

$12,040, plus 48% of 
excess over $36,-
000. 

$13,000, plus 49.5% 
of excess over 
$38,000. 

$13,990, plus 50.5% 
of excess over 
$40,000. 

$16,010, plus 53. % 
of excess over 
$44,000. 

$19,190, plus 54.5% 
of excess over 
$50,000. 

$20,280, plus 55.5% 
of excess over 
$52,000. 

$24,720, plus 56.6% 
of excess over 
$60,000. 

$26,980, plus 57% 
of excess over 
$64,000. 

$30,400, plus 58% 
of excess over 
$70,000. 

$33,880, plus 58.5% 
of excess over 
$76,000. 

$36,220, plus 60% 
of excess over 
$80,000. 

$41,020, plus 60.5% 
of excess over 
$88,000. 

$48,280, plus 63% 
of excess over 
$100,000. 

$60,880, plus 64.5 % 
of excess over 
$120,000. 

"If the taxable income 
is: 

Over $140,000 but 
not over $160,000. 

Over $160,000 but 
not over $180,000. 

Over $180,000 but 
not over $200,000. 

Over $200,000 but 
not over $300,000. 

Over $300,000 ____ _ 

The tax is: 
$73,780, plus 65% 

of excess over 
$140,000. 

$86,780, plus 66 % 
of excess over 
$160,000. 

$99 ,980, plus 66.5% 
of excess over 
$180,000. 

$113,280, plus 67 % 
of excess over 
$200,000. 

$180,280, plus 67.5 % 
of excess over 
$300,000. 

"(D) TAXABLE YEARS BEGINNING AFTER DE· 
CEMBER 31, 1971.-In the case of a taxable 
year beginning after December 31, 1971, there 
is hereby imposed on the taxable income of 
every individual who is an intermediate tax 
rate individual a tax determined in accord­
ance with the following table: 

"If the taxable in­
come is: 

Not over $1,000----

Over $1,000 but not 
over $2,000. 

Over $2,000 but not 
over $4,000. 

Over $4,000 but not 
over $6,000. 

Over $6,000 but not 
over $8,000. 

Over $8,000 but not 
over $10,000. 

Over $10,000 but not 
over $12,000. 

Over $12,000 but not 
over $14,000. 

Over $14,000 but not 
over $16,000. 

Over $16,000 but not 
over $18,000. 

Over $18,000 but not 
over $20,000. 

Over $20,000 but not 
over $22,000. 

Over $22,000 but not 
over $24,000. 

Over $24,000 but not 
over $26,000. 

Over $26,000 but 
not over $28,000. 

Over $28,000 but 
not over $32,000. 

Over $32,000 but 
not over $36,000. 

Over $36,000 but 
not over $38,000. 

Over $38,000 but 
not over $40,000. 

Over $40,000 but 
not over $44,000. 

Over $44,000 but 
not over $50,000. 

Over $50,000 but 
not over $60,000. 

Over $60,000 but 
not over $80,000. 

The tax is: 
14% of the taxable 

incOine. 
$140, plus 16 % of 

excess over $1,000. 
$300, plus 18 % of 

excess over $2,000. 
$660, plus 20% of 

excess over $4,000. 
$1,060, plus 21 % of 

excess over $6,000. 
$1,480, plus 24% of 

excess over $8,000. 
$1,960, plus 26% of 

excess over $10,-
000. 

$2,480 plus 29 % of 
excess over $12,-
000. 

$3,060, plus 30% of 
excess over $14,-
000. 

$3,660, plus 33% of 
excess over $16,-
000. 

$4,320, plus 35 % of 
excess over $18,-
000. 

$5,020, plus 37% of 
excess over $20,-
000. 

$5,760, plus 39% of 
excess over $22,-
000. 

$6,540, plus 41 % of 
excess over $24,-
000. 

$7,360, plus 42% 
of excess over 
$26,000. 

$8,200, plus 43 % 
of excess over 
$28,000. 

$9,920, plus 45% 
of excess over 
$32,000. 

$11,720, plus 46 % 
of excess over 
$36,000. 

$12,640, plus 47% 
of excess over 
$38,000. 

$13,580, plus 48 % 
of excess over 
$40,000. 

$15,500, plus 51 % 
of excess over 
$44,000. 

$18,560, plus 53 % 
of excess over 
$50,000. 

$23,860, plus 55 % 
of excess over 

- .60,000. 
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"If the taxable income 
is: 

Over $80,000 but 
not over $100,000. 

Over $100,000 but 
not over $120,000. 

Over $120,000 but 
not over $160,000. 

Over $160,000 but 
not over $200,000. 

Over $200,000 but 
not over $300,000. 

Over $300,000 ____ _ 

The tax is: 
$34,860, plus 57% 

of excess over 
$80,000. 

$46 ,260, pl us 60 % 
of excess over 
$100,000. 

$58,260, plus 62 % 
of excess over 
$120,000. 

$83 ,060, plus 63 % 
of excess over 
$160,000. 

$108,260, plus 64 % 
of excess over 
$200,000. 

$172,260, plus 65 % 
of excess over 
$300,000." 

(c) OPTIONAL TAX TABLES.-Section 3(b) 
(relating to optional tax) is amended-

( 1) by inserting in the heading before the 
period the following: "And Before January 
1, 1970"; 

(2) by inserting in the text "and before 
January 1, 1970," after "beginning after De­
cember 31, 1964,"; 

(3) by inserting after "After December 31, 
1964" each place it appears in the tables the 
following: "And Before January 1, 1970"; 
and 

(4) by adding at the end thereof the follow­
ing new subsection: 

"(c) TAXABLE YEARS BEGINNING AFTER DE­
CEMBER 31, 1969.-In lieu of the tax imposed 
by section l, there is hereby imposed for 
each t~able year beginning after December 
31, 1969, on the taxable income of every in­
dividual whose adjusted gross income for 
such year is less than $5,000 ($6,100 for the 
calendar year 1970) and who has elected for 
such year to pay the tax imposed by this 
section, a tax determined under tables, ap­
plicable to such taxable year, which shall be 

· prescribed by the Secretary or his delegate. 
The tables so prescribed shall be the same as 
the ·tables contained in this subsection as in 
effect before August 1, 1969, except the 
amounts and rates of tax shall be computed 
on the basis of the taxable income computed 
by taking the standard deduction and on the 
basis of the rates prescribed by section 1." 

(d) TAX NOT COMPUTED BY TAXPAYER.­
(!) The first sentence of section 6014(a) 

(relating to election by taxpayer) is amended 
by striking out "gross income is less than 
$5,000" and inserting in lieu thereof "ad­
justed gross income and". The last sentence 
of section 6014(a) is repealed. 

(2) Section 6014(b) (relating to regula­
tions) is amended-

( A) by inserting after the first sentence 
the following: "Such regulations may provide 
that the credit provided for by section 37 
(relating to retirement income) shall be 
allowed in determining the amount payable 
and that the Secretary or his delegate shall 
compute the tax with regard to a taxpayer's 
status as an intermediate tax rate individual 
(as defined in section l(b)) or as a sur­
viving spouse ( as defined in section 2 ( b) ) 
lHecting the benefits of subsection (a).", and 

(B) by adding at the end thereof the 
following new sentence: "The Secretary or 
his delegate is authorized to extend (under 
regulations) any election ma<le under sub­
section (a) to any taxpayer regardless of 
the limitations provided by subsection (a)." 

(3) The amendments made by this subsec­
tion shall apply to taxable years beginning 
after December 31, 1969. 
SEC. 805. COLLECTION OF INCOME TAX AT 

SOURCE ON WAGES. 
(a) REQUIREMENT OF WITHHOLDING.-The 

first sentence of section 3402(a) (relating to 
requirement of withholding) is amended by 
striking out "in accordance with the follow­
ing tables." and inserting in lieu thereof "in 
accordance with tables prescribed by the 
Secretary or his delegate. The tables so pre-

scribed shall be the same as the tables con­
tained in this subsection as in effect before 
August 1, 1969, except the amounts set forth 
as amounts of wages and amounts of income 
tax to be withheld shall be computed on the 
basis of the rates prescribed by section 1." 
The second sentence of such section is 
amended by striking out "as shown in the 
table in subsection (b) (1)" and inserting in 
lieu thereof "as shown in the table prescribed 
by the Secretary or his delegate pursuant to 
subsection (b) (1)". 

(b) PERCENTAGE METHOD OF WITHHOLD­
ING.-Paragraph (1) of section 3402(b) (re­
lating to percentage method of withholding) 
is amended to read as follows: 

" ( 1) The table referred to in subsection 
(a) shall be prescribed by the Secretary or 
his delegate on the basis of the amount of 
one withholding exemption being $600." 

(c) WAGE BRACKET WITHHOLDING.-Section 
3402(c) (relating to wage bracket withhold­
ing) is amended-

(1) by striking out paragraph (1) and in­
serting in lieu thereof the following: 

"(l) WAGE BRACKET WITHHOLDING.-At the 
election of the employer with respect to any 
employee, the employer shall deduct and 
withhold upon the wages paid to such em­
ployee a tax (in lieu of tne tax required to 
be deducted and withheld under subsection 
(a)) determined in accordance with tables 
prescribed by the Secretary or his delegate. 
The tables so prescribed shall be the same 
as the tables contained in this subsection as 
in effect before August 1, 1969, except the 
amounts set forth as amounts and rates of 
tax to be deducted and withheld shall be 
computed on the basis of the rates of tax 
prescribed by section l(a) and the addi­
tional low income allowance." 

(d) EFFECTIVE DATE.-The amendments 
made by this section shall apply with re­
spect to wages paid after December 31, 1969. 

LEGISLATIVE PROGRAM FOR WEEK 
OF AUGUST 4 

(Mr. SMITH of California asked and 
was given permission to address the 
House for 1 minute.) 

Mr. SMITH of California. Mr. Speaker, 
I take this time in order to inquire of 
the majority leader the program for to­
day and for next week. 

Mr. ALBERT. Mr. Speaker, will the 
gentleman yield? 

Mr. SMITH of California. I yield to 
the gentleman from Oklahoma, the ma­
jority leader. 

Mr. ALBERT. Mr. Speaker, in resPonse 
to the request of the acting minority 
leader, we have no further legislative 
business for this week. 

The program for next week is as 
follows: 

Monday is Consent Calendar day. 
Immediately after the call of the Con­

sent Calendar, House Resolution 509, to . 
concur in Senate amendments to H.R. 
9951, providing for extension of the in­
come tax surcharge until December 31, 
1969, will be called up by the distin­
guished gentleman from Mississippi on 
which there will be 1 hour of debate. 

There will be four suspensions, as fol­
lows: 

S. 912, to provide for the establish­
ment of the Florissant Fossil Beds Na­
tional Monument, Colo. 

H.R. 11959, to provide increased educa­
tional assistance under the Veterans' 
Administration education law. 

House Joint Resolution 764, to author­
ize appropriations for expenses of the 
President's Council on Youth Opportu-
nity. ; 

S. 1611, to provide for a National Cen­
ter on Educational Media and Materials 
for the Handicapped. 

Also on Monday there will be consid­
ered: 

House Joint Resolution 247, relating 
to the administration of the national 
park system, under an open rule with 1 
hour of debate; and, 

H.R. 471, to hold in trust ,..ertain lands 
for the Pueblo de Taos Indians in New 
Mexico, under an open rule with 1 hour 
of debate. 

Tuesday is Private Calendar day. 
Also on Tuesday there will be consid­

ered H.R. 13018, the military construc­
tion authorization, for the fiscal year 
1970, under an open rule with 3 hours 
of debate. 

For Wednesday and the balance of the 
week, there are scheduled: 

H.R. 13270, the Tax Reform Act of 
1969, subject to a rule being granted; 
and 

H.R. 12829, Interest Equalization Tax 
Extension Act of 1969, under a closed 
rule with 4 hours of debate, waiving 
points of order. 

This announcement is made subject to 
the usual reservation that conference 
rePorts may be brought up at any time 
and any further program may be an­
nounced later. 

Mr. SMITH of California. May I in­
quire of the gentleman whether he has 
any statement as to whether or not we 
may work next Friday, if necessary? 

Mr. ALBERT. I am glad the gentle­
man reminded me of that, because it is 
not only Possible but it may be quite 
probable, if the tax reform bill takes as 
long as might be indicated, that we may 
have to meet on Friday to consider the 
Interest Equalization Tax Extension Act. 

Mr. SMITH of California. I thank the 
gentleman. 

ADJOURNMENT TO MONDAY, 
AUGUST 4, 1969 

Mr. ALBERT. Mr. Speaker, I ask unan­
imous consent that when the House ad­
journs today it adjourns to meet on Mon­
day next. 

The SPEAKER. Is there objection to 
the request of the gentleman from 
Oklahoma? 

There was no objection. 

DISPENSING WITH BUSINESS IN OR­
DER UNDER THE CALENDAR 
WEDNESDAY RULE ON WEDNES­
DAY NEXT 
Mr. ALBERT. Mr. Speaker, I ask 

unanimous consent that business in or­
der under the Calendar Wednesday rule 
may be dispensed with on Wednesday 
next. 

The SPEAKER. Is there objection to 
the request of the gentleman from Okla­
homa? 

There was no objection. 

RECAPITULATIONS ON BUDGETARY 
REQUESTS, UNEXPENDED BAL­
ANCES, AND TOTAL AMOUNTS OF 
FOREIGN AID 
(Mr. PASSMAN asked and was given 

permission to address the House for 1 
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minute and to revise and extend his re­
marks and to include pertinent informa­
tion.) 

Mr. PASSMAN. Mr. Speaker, I am to­
day inserting in the RECORD a recapitu­
lation showing the total new budgetary 
requests for foreign aid. Also a recapitu­
lation showing the unexpended balances 
of all spigots of foreign aid, known as 
the pipeline. And also a recapitulation 
showing the total amount of foreign aid 
given to 121 nations of the world since 
the inception of the foreign a.id program. 

Incidentally, all three recapitulation 
sheets will be mailed to each Member of 
the House and Senate for their informa­
tion. The envelopes will be marked "Per­
sonal." Whether you agree or disagree 
with my philosophy on foreign aid, the 
statistics are extremely important and 
represent some 120 hours of painstaking 
research on my part. 

The material follows: 
New budgetary requests for authorization 

and appropriation for foreign assistance for 
fiscal year 1970 

Foreign assistance (mutual 
security) ---------------­

Receipts and recoveries from 
previous programs _______ _ 

Military assistance (in De­
fense budget)-----------­

Ecanomic assistance (in De-
fense budget) ___________ _ 

Foreign military credit sales 
fund --------------------

MAAG's, missions, and mil-
groups ------------------

Export-Import Bank: 
Long-term credits _______ _ 
Regular operations ______ _ 
Export expansion program_ 

Public Law 480 (agricultural 
commodities) ----------­

Inter-American Development 
Bank (FSO) ------------­

International Development 
Association: 

1. ---------------------2. ~upplementaL ______ _ 
Asian Development Bank: 

Regular contribution ____ _ 
Special funds ___________ _ 

Peace Corps _______________ _ 
Permanent military con­

struction-foreign na-
tions --------------------

OOntributions to interna-
tional organizations _____ _ 

Educational {foreign and 
other students)----------

Ryukyu Islands ___________ _ 
Migrants and refugees _____ _ 
Trust Territories of the 

Pacific Islands __________ _ 

Total new requests for 
foreign assistance 

$2,710,020,000 

274,785,000 

2,230,900,000 

76,600,000 

275,000,000 

168,800,000 

1,872,200,000 
570,423,000 
100,000,000 

986,600,000 

300,000,000 

160,000,000 
160,000,000 

20,000,000 
25,000,000 

101, 100,000 

255,300,000 

130, 187,000 

43,614,000 
20,651,000 

5, 511, 000 

41,612,000 

for fiscal year 1970 __ 10, 528, 303, 000 
Unexpended balances in pipeline from prior 

years for foreign aid programs 
Foreign assistance (mutual 

security) ---------------- $5,265,936,000 
Foreign military credit sales 

fund-------------------- 222,000,000 
MAAG's, missions, and mil-

groups ------------------ 5, 000,000 
Military and economic assist-

ance (in Defense budget)_ 1, 086, 000, 000 
Export-Import Bank: 

Long-term credits________ 3, 296, 800, 000 
. Regular operations_______ 193, 400, 000 
Uncommitted borrowing 

authority ------------- 5, 288, 300, 000 
Public Law 480 (agricul-

tural commodities)------- 507, 748, 000 

Unexpended balances in pipeline from prior 
years for foreign aid programs-Continued 

Inter-American Development 
Bank------------------- $2,109,494,000 

International Development 
Association --------------

Asian Development Bank __ _ 
Peace Corps _______________ _ 

Permanent military con-
struction-foreign na­
tions -------------------­

Contributions to interna-
tional organizations _____ _ 

Educational (foreign and 
other students)----------

Ryukyu Islands ___________ _ 
Migrants and refugees _____ _ 
Trust Territories of the 

Pacific Islands __________ _ 
Inter-American Highway ___ _ 

103,600,000 
130,000,000 
35,619,000 

390,000,000 

2,838,000 

29,263,000 
7,705,000 
3,616,000 

16, 551,000 
14, 146,000 

Total ________________ 18,708,016,000 

Total net foreign assistance to 121 nations 
and 7 territories of the world, fiscal years 
1946 through 1969-Statistics finalized 
July 1, 1969 

[ The 5 "F" formula: Frustrating, Fanati-
cal, Frightening, Foolish, but Factual] 

Afghanistan-------------- $370,500,000 
Albania------------------ 20,400,000 
Algeria------------------- 193,500,000 
Argentina---------------- 447,500,000 
Australia --- -------------- 697, 000, 000 
Austria ___ ..;______________ 1, 106, 000, 000 
Barbados----------------- 200,000 
Belgium-Luxembourg _____ 1, 747, 500, 000 
Bolivia ------------------- 532, 000, 000 
Botswana ---------------- 16, 500, 000 
Brazil-------------------- 2,772,500,000 
B"urundi ----------------- 6, 800, 000 
Burma------------------- 84,700,000 
Cambodia---------------- 341,400,000 
Cameroon---------------- 32,900,000 
Canada ------------------ 46,900,000 
Central Africa Republic___ 4, 600, 000 
Ceylon------------------- 158,900,000 
Chad --------------- · · --- 8, 800, 000 
Chile -------------------- 1, 410, 000, 000 
China, Republic ---------- 5, 006, 900, 000 
Colombia ---------------- 962, 700, 000 
Congo: 

B --------------------­
K ---------------------

Costa Rica ---------------
Cuba --------------------
Cyprus -----------------­
Czechoslovakia ----------­
Dahomey ----------------­
Denmark----------------­
Dominican Republic -----­
East Germany -----------­
Ecuador ----------------­
El Salvador-------------­
Ethiopia ----------------­
Finland------------------
France------------------­
Gabon -------------------
Gambia-----------------­
Ghana -------------------
Germany and Berlin _____ _ 
Greece------------------­
Guatemala --------------­
Guin.ea ------------------­
Guyana ----------------­
Haiti --- - ---------------­
Honduras ---------------­
Hungary ---------------­
Iceland -----------------­
India -------------------­
Indochina ---------------
Indonesia ---------------
Iran --------------------­
Iraq ---------------------
Ireland ------------------
Israel -------------------
Italy --------------------Ivory Coast ______________ _ 

Jamaica ----------------­
Japan -------------------

2, 000,000 
440,900,000 
172,600,000 
43,800,000 
20,300,000 

189,500,000 
12,000,000 

875,900,000 
461,500,000 

800,000 
268,900,000 
123,200,000 
357,000,000 

30,200,000 
7,014,300,000 

7,500,000 
1,600,000 

268,700,000 
3,675,600, 000 
3,681,'200,000 

318,800,000 
107,700,000 
61,200,000 

108,800,000 
109,400,000 
13,500,000 
67,300,000 

7,464,400,000 
1,535,200,000 

940,100,000 
2,047, 100,000 

96,800,000 
122,900,000 
860,200,000 

5,393,700,000 
69,000,000 
76,400,000 

3,606,900,000 

Total net foreign assistance to 121 nations 
and 7 territories of the world, fiscal years 
1946 through 1969-Statistics finalized 
July 1, 1969-Continued 

Jordan------------------­
Kenya -------------------
Korea -------------------
Kuwait ------------------
Laos---------------------
Lebanon-----------------
Lesotho ----------------­
Liberia ------------------
Libya ------------------­
Malagasy ---------------­
Malawi -----------------­
Malaysia ----------------
Mali---------------------
Malta -------------------
Mauritania -------------­
Maurttius --------------­
Mexico -----------------­
Morocco ----------------­
Nepal ------------------­
Netherlands -------------
New Zealand ____________ _ 

Nicaragua --------------­
Niger -------------------­
Nigeria -----------------­
Norway-----------------­
Pakistan ---------------­
Panama ----------------­
Paraguay ----------------
Peru---------------------
Philippines --------------­
Poland ------------------­
Portugal ----------------­
Rwanda -----------------
Saudi Arabia _____________ _ 
Senegal------------------
Sierra Leone _____________ _ 
Singapore---------------­
Somalia------------------
Southern Rhodesia _______ _ 
Spain-------------------­
Sudan ------------------­
Surinam ----------------­
Swaziland ----------------Sweden _.; _______________ _ 
Syrian Arab Republic ____ _ 
Tanzania ---------------­
Thailand ----------------
Togo-------------- ·------
Trinidad-Tobago --------­
Tunisia -----------------­
Turkey -----------------­
Uganda------------------
United Arab Republic ____ _ 
United Kingdom _________ _ 
U.S.S.R. ------------------
Upper Volta ______________ _ 
Uruguay----------------­
Venezuela---------------­
Vietnam ----------------­
Western Samoa-----------
Yemen ------------------Yugoslavia _______________ _ 

Zambia -----------------­
Bahamas ----------------­
British Honduras ---------
West Indies ______________ _ 
Hong Kong ______________ _ 
Ryukyu Islands __________ _ 
·Trust Territory of Pacific __ 
CENTO ------------------
W /W regionaL _______ ._ ___ _ 

Total net disburse­
ments to foreign 

$635,300,000 
62,700,000 

7,817,200,000 
49,400,000 

643,300,000 
86,200,000 
4,800,000 

228,600,000 
221,500,000 

13,400,000 
25,900,000 
76,300,000 
21,300,000 
6,700,000 
3,300,000 
1,400,000 

569,000,000 
685,300,000 
129,600,000 

2,050,500,000 
66,800,000 

158,000,000 
16,700,000 

275,000,000 
1, 130,200,000 
3,527,300,000 

221,200,000 
116,900,000 
476,300,000 

1,839,900,000 
453,800, 000 
477, 100,000 

7,400,000 
70,300,000 
36,200,000 
40,900, 000 
33,900,000 
76,200,000 
2,000,000 

1,960,000,000 
97,200, 000 
10,000,000 

500,000 
156,000,000 
60,400,000 
65,400, 000 

l, 144,900,000 
14,900,000 
55,400,000 

606,600,000 
5,391,200,000 

35,800,000 
900,900,000 

7,690,700,000 
186,400,000 

12, 100,000 
154,600,000 
361,500,000 

5,856,000,000 
1,500,000 

42,800,000 
2,593,400,000 

9,800,000 
34,700,000 

5,200,000 
8,000,000 

43,800,000 
399, 100,000 
225,300,000 
54,700, 000 

14,896,500,000 

nations (1946-69)_ 122,048,200,000 
Total net interest paid on 

what we have borrowed to 
give aW'ay (1946-69)----- 60,535, 175,000 

Grand total-cost of 
foreign ass,istance 
(1946-69) -------- 182,583,375, 000 

Of the 3 ¥2 billion people of the world, all 
but 36 million have received aid from the 
United States. 
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SLICING DEFENSE FAT 
(Mr. CABELL asked and was given 

permission to address the House for 1 
minute, to revise and extend his remarks 
and include extraneous matter.) 

Mr. CABELL. Mr. Speaker, in recerit 
months there has been a great deal of 
discussion and debate on the subject of 
reduction of military expenditures. 

Some of this has been aimed at a re­
duction of our military posture that 
would be a suicidal move in relation to 
our defensive capability. 

·some have been a meat-ax approach 
that completely ignores the fundamental 
approach to the needs of our country in 
the maintenance of our obligation as a 
defender of freedom-loving peoples of 
the world. 

One very practical and sensible ap­
proach to this subject has come to my 
attention. The author of this approach 
is eminently qualified in this field, and 
it is worthy of the attention of all Mem­
bers of the Congress. He is a man who 
"has been there" but is not looking to 
the past-he has a clear perspective of 
the present and the future. 

At this point I insert in the RECORD the 
remarks of Gen. Ira C. Eaker on the sub­
ject of "Slicing Defense Fat." 

SLICING DEFENSE FAT 
(By Ira C. Eaker) 

Two recent Pentagon announcements, 
manpower cut s and restoration of the mili­
tary to advisory status, have not yet received 
the public recognition they deserve. 

First there was the great debate about 
weapons like the ABM and MIRV, which 
dominated the national security area. Then 
speculation on the rate of withdrawal of U.S. 
forces from Vietnam moved up front as the 
foremost defense issue. More recently the well 
earned and richly deserved headline harvest 
of Apollo 11 pushed Pentagon news to the 
back pages. 

The recent revelation that defense man­
power was to be cut initially by 25,000 with 
the hint of more to come is very encouraging. 

During the seven years of the McNamara 
reign as Secretary of Defense m anpower costs 
rose by about $7 billion. This was not due to 
the Vietnam War, since it has been U.S. 
policy to fight that limited war largely with 
existing forces and thus avoid the great troop 
buildups of earlier wars with t he consequent 
shock and fracture to the national economy 
when peace came. 

The McNamara rationale for DOD manage­
ment included two factors largely responsible 
for the dramatic rise in manpower require­
ments and costs. 

First there was the determination to re­
duce military influence in the decision mak­
ing process on weapons selection, size of de­
fense forces and budget for the armed serv­
ices. This made it necessary to create a much 
larger civilian staff and superimpose it be­
tween the Secretary and his military ad­
visers, the Joint Chiefs of Staff. 

Thomas L. Gates, McNamara's predecessor 
h ad a staff of 200 civilians and 200 military. 
Seven years later the DOD staff had grown 
to more than 10,000. 

The second decision which skyrocketed 
manpower costs was the det ermination to 
centralize command and control at the DOD 
level. This organizational change created 
several new agencies like DSA (Defense Sup­
ply Agency), DIA (Defense I h telligence 
Agency) and DCA (Defense Communications 
Agency). 

It was planned originally t hat when these 
new organizations became operat ional ,. s4fl­
ilar activities in the Army, Navy and Air 
Force would be greatly curtailed or abolished. 
In fact the Armed Services have been forced 

to increase their staffs in these areas, due 
to the fact that one busy beaver bureaucrat 
at DOD level can demand so many reports 
and studies. 

Now there are nearly five times as many 
people in DOD, supervising 3V2 million peo­
ple, civil and military, as there were at this 
level at the height of World Warn when the 
defense establishment was 12 million strong! 

In order to reduce DOD manpower costs the 
place to start is in the Pentagon. If the peo­
ple employed there were reduced by 50 % • the 
Army, Navy and Air Force staffs could be re­
duced accordingly and with increased effi­
ciency. 

The 'decision, announced recently by Under 
Secretary Packard, to restore the military to 
their former advisory status will also result 
in defense savings. Many of the costly mis­
takes in weapons selection during the past 
seven years were directly due to failure to 
heed military advice. The TFX, a $5 billion 
dollar blunder and the McNamara Line in 
Vietnam, at a cost of $2 billions and now 
abandoned, are such examples. There are 
many others, including the strategy and 
tactics employed in the Vietnam War. 

In the past, defense budget cuts have re­
sulted in reduced military hardware and less 
funds for research and development, defense 
muscle. Some esesntial new weapons systems 
have been killed to match the money squeeze. 

There is now hope that the Laird-Packard 
team may have discovered, in their defense 
survey which has been in progress for sev­
eral months, . that personnel cuts offer the. 
best way to reduce defense budgets without 
jeopardizing a sound defense posture. 

THE COMPLEXITY OF MAN-BEAR 
RELATIONSHIPS 

(Mr. KOCH asked and was given per­
mission to address the House for 1 min­
ute, to revise and extend his remarks 
and include extraneous matter.) 

Mr. KOCH. Mr. Speaker, none of us 
will forget the tragedy that took place 
in August 1967, when two girls camp­
ing in two locations on the Glacier Na­
tional Park were attacked and killed by 
grizzly bears. Fortunately, no one was 
killed last year in our parks, but there 
were 777 "bear incidents" reported. This 
was an 8-percent increase in incidents 
over the previous year. 

It has gotten to the point that camp­
ers sleep with fear in our mountain 
campgrounds as stories circulate daily 
about bears running through the camp­
sites tearing up tents, threatening vis­
itors, and stealing food. 
, This matter was brought to my atten­
tion by Mrs. Pat Thaler, my sister, who 
is traveling with her husband and three 
young children through the western part 
of the United States. She reported that 
"we had lovely weather and beautiful 
sights," but she was not able to es­
cape reading in a local newspaper about 
the "latest bear incident"; in Yellow­
stone National Park two sleeping camp­
ere were injured when a bear invaded 
their tent about three in the morning. 
The two young men were bitten about 
the head. 

Certainly we do not want to eliminate 
the bears from our parks; but it is a need­
less tragedy for our campers who are on 
their vacations to be attacked, maimed 
and at times killed. My sister made sev­
eral suggestions for improving camp safe­
ty: 

First, that camping areas be enclosed 
with a bear-proof fence with a lighted 
gateway: 

Second, tenting areas be eliminated in 
areas frequented by bears; 

Third, that bears be physically re­
moved to noncamping areas; and 

Fourth, that people be fined for en­
couraging or approaching bears in that 
there are already signs advising "bears 
are dangerous, do not get out of cars," 
which are all too often disobeyed. 

I have received a response from Theo­
dor R. Swem, Assistant Director of the 
National Park Service, which I would 
like to submit for reprinting in the REC­
ORD. In his letter, Mr. Swem assures me 
that "the total problem of man-bear re­
lionships is highly complex," and that 
the Park Service is continually working 
to improve the situation. Mr. Swem also 
noted that the last three suggestions 
made by my sister have been imple­
mented and the first is being considered. 

With his letter, Mr. Swem included 
a pamphlet on enjoying bear country 
entitled, "In Grizzly Country." I ·read 
this pamphlet with interest and would 
like to quote from part of it on what one 
should do when suddenly confronted by 
a grizzly: 

Whatever you do, try to remain calm. Speak 
softly to the animal. Steady soft human 
monotones often appear effective in assuring 
bears that no harm ls meant to them. How­
ever, while standing your ground and speak-
ing softly, look for a tree to climb. · 

This is fine advice for those standing 
and awake. But, it is useless for those in 
sleeping bags who are suddenly awakened 
by a bear sniffing their belongings and 
about to take a bite. 

The two girls killed in 1967 were both 
sleeping in populated camping grounds. 
The bears' existence was well known, 
and in fact they had been encouraged by 
open garbage containers to come into 
the camp as a tourist attraction. While 
the nightly bear visits and a:1tics were 
well known throughout the Glacier Park, 
nothing was done by the rangers to stop 
fuem. · · · 

Because of the articles in the press and 
national magazines on the 1967 inciden~ 
indicating possible negligence on the 
part of the National Park Service, it is 
apparent that only a public hearing get­
ting all the facts on what happened then 
and what is being done now will satisfy 
the public and in particular those who 
use the national parks. The National 
Park Service conducted an extensive in­
vestigation of the 1967 incidents, but we 
all recognize that investigations by a 
department of itself are rarely satisfac­
tory, and do not have the public 
acceptance of an independent investiga­
tion. 

Therefore , I would urge the appropri­
ate congressional committee to hold a 
public hearing on the total problem. 
Bears and men are not compatible in 
close quarters and perhaps thought 
should be given to having areas of our 
wilderness free of man for bears and 
surely camp sites should be free of bears. 

The material referred to follows: 
U.S. DEPARTMENT OF THE INTERIOR, 

NATIONAL PARK SERVICE, 
Washi ngton, D .C., July 28, 1969. 

Hon. EDWARD I. KOCH, 
H ouse of Repr esen t atives, 
W ashingt on, D .C. 

DEAR MR. KocH: Secret ary of the Interior 
Hickel has asked that we reply to your in­
quiry concern ing bears in n ational parks. 
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Each bear incident that results in per­

sonal injury or destruction of property is 
investigated to determine the extent of in­
jury or damage, the circumstances surround­
ing the incident and, more specifically, the 
probable cause of the incident. The en­
closed report on the tragic deaths of two 
young girls in Glacier National Park, while 
somewhat more elaborate than a routine bear 
accident report, will give you an idea of the 
t ypes of information we believe are essen­
tial to understand the m an-bear conflict 
p roblem. 

The facts surrounding each incident vary, 
of course, and we must recognize that the 
total problem of man-bear relationships is 
highly complex. Food, however, appears to 
be directly or indirectly associated with the 
majority of incidents. Therefore, one of our 
major efforts in bear management is di­
rected toward improving campground and 
roadside sanitation and methods of garbage 
disposal. 

The above effort is supplemented with pub­
lic relations, educational and law enforce­
ment programs, park zoning-that include 
temporary and permanent closures of certain 
high risk areas-and the physical _removal 
or destruction of troublesome bears from 
areas of visitor concentration. 

Our bear management objectives are: (1) 
Totally eliminate all man-bear conflicts that 
are attributable to man's use of, or be­
havior in, the national parks. (2) Restore and 
maintain natural abundance, distribution, 
and behavior of the bear populations for the 

aesthetic, educational, and scientific enjoy­
ment of man. While there are many problems 
yet to be resolved, we are pleased to state 
that a great deal of progress has been made 
to reduce the hazard of bears in national 
parks. In Great Smoky Mountains National 
Park, for instance, the installation of bear­
resistant garbage cans and time.ly garbage 
collections have reduced significantly the 
frequency of bear incidents. Our experience 
in this p ark indicates that without the open 
garbage cans the bears do not remain on 
t he p ark road shoulders. Therefore, bear 
feeding by the park visitors has dropped off 
considerably. The need to take direct action 
against the bears also h as been reduced; 
through t he middle of July C\nly four bears 
had to be live trapped from campgrounds 
and picnic areas. 

The comparative lack of roadside bears in 
Great Smoky Mountains has resulted in a 
public relations problem. Both the park Su­
perintendent and this Office are receiving a 
rash of complaints from visitors demanding 
that the bears be reinstalled along the road­
sides. We do not believe, however, that na­
tional parks were meant to be roadside zoos 
and feel justified, both from the standpoints 
of maintaining healthy wildlife populations 
and public safety, in continuing our bear 
management program. 

Certainly, we cannot deny that people have 
derived considerable enjoyment over the 
years watching bears rummaging through 
garbage cans. If the current management 
program i.s to receive public acceptance, it is 

SUMMJl:RY OF BEAR MANAGEMENT ACTIVITIES, 1967-68 

Property damage (value) 

imperative that public informational and 
educational programs be strengthened so 
that park visitors can find equal enjoyment 
observing wild bears in their natural en­
vironment. The enclosed leaflet, "In Grizzly 
Country" is an example of the type of edu­
cation we are attempting. 

We appreciate the four suggestions made 
by your sister. Most people are either pro­
bear or antibear, and it i.s a rare delight to 
receive objective comments on the bear prob­
lem. She will be pleased to know that all 
of her suggestions are being considered; in­
deed, the last three have been implemented. 
It may be necessary to separate physically 
m an from the bears by fencing the camp­
grounds. Fences have been used with limited 
success to keep bears out of small areas in 
Alaska; . but if food is available within the 
fence, we are inclined to believe there is rio 
such thing as a bear-proof fence. With better 
camper food storage facilities and garbage 
disposal practices we believe the bears will 
avoid the campgrounds. 

You will be interested in the enclosed 
summary of bear incidents for 1967-68. None 
of the 38 injuries reported last year were 
serious, and only one was attributed to a 
grizzly bear. Some 37 million visits were 
made to the 16 "bear" parks during 1968, 
and the vast majority of the park visitors 
enjoyed the park bears without injury. 

We appreciate your interest and hope the 
enclosed information will be useful to you. 

Sincerely yours, 
THEODOR R. SWEM, 

Assistant Director. 

Incidents Personal Concessioner-
(total) injuries Visitor Government contractor Bea rs trapped Bears killed Arrests 

Areas 1967 1968 1967 1968 1967 1968 1967 1968 1967 1968 1967 1968 1967 1968 1967 1968 

Blue Ridge _. ___ _____ . __________________________ 3 8 0 0 $149 $37 0 0 $10 $30 1 2 0 0 0 0 Crater Lake _____________________________________ 9 6 0 0 66 34 $38 0 0 0 3 2 1 0 0 0 Glacier. ___________ ___ __ . _______________________ 45 44 5 2 1, 255 627 350 $380 0 0 38 38 11 122 0 0 Glacier Bay _________ _____ __ .• __ ------ ______ _____ 6 2 0 0 50 0 75 10 0 0 0 0 0 0 0 0 Grand Teton. _____ ______________________________ 19 5 0 0 84 85 0 90 0 0 12 8 1 0 0 0 Great Smoky Mountains __________ ________________ 77 142 12 7 1, 023 2, 779 0 65 0 0 47 61 10 211 0 53 Katmai. _____ . __ _______ _________________________ 0 2 0 0 0 0 0 25 0 0 0 3 0 31 0 0 Lassen Volcanic. ___________ .. ____ _____________ __ 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 Mount McKinley ________ .. ________ -------- _______ 1 1 1 0 0 0 0 10 0 0 0 0 0 0 0 0 Mount Ranier. ____ _________ •• ______ ------------- 13 23 0 0 175 225 0 0 0 0 15 6 3 3 0 0 Olympic ___ _ ._ ••• _. __ • • ___ • __ • ••••••• _. _______ ._ 10 61 0 1 50 800 10 50 0 0 0 1 0 2 0 0 

:~~~~i~~~~~!~n:================================ 
27 0 0 0 12 0 20 0 0 0 1 0 0 0 0 0 

168 153 0 1 1, 847 1, 050 301 415 225 100 5 4 4 3 0 0 Shenandoah • • • • _ •• _____ _____ ___________________ 3 15 0 1 320 690 0 0 15 0 8 20 0 4 9 0 0 Yellowstone __ ___ • _____________ _______ ____ __ • ___ • 256 260 61 20 6, 736 8,659 33 0 0 0 100 6171 20 0 22 13 6 Yosemite _____________ ____ _____ ______ ___________ 83 55 11 6 2,628 2, 500 185 115 30 55 33 13 17 4 0 0 
Total. •••• ___ _ -- - - ---- ___________________ 720 777 90 38 14, 395 17,486 1, 012 l, 160 280 185 263 329 67 77 13 59 

1968 increase or decrease: -----Number ________ ____ __ ______________________ 
+57 -52 +3, 091 +148 -95 +66 +10 +46 Percent. •• • ___ •••••• ________ _________ ___ __ • +7.9 -58 +21 +14. 6 -34 +25 +15 +35 

1 2 grizzlies. , 52 grizzlies trapped. 
2 3 by vehicles, 5 unintentional, 1 by poacher. o 6 grizzlies (2 accidentally). 
a Tranquilized, accidentally drowned. 

Note: Personal injuries breakdown: Visitor, 37; concession employee, O; contractor, O; park, 1. • 1 by automobile, 2 by poachers. 

SUMMARY OF BEAR MANAGEMENT ACTIVITIES, 1967-6~ VETERANS OUTREACH SERVICES TO 
ASSIST RECENTLY DISCHARGED 
VETERANS 

Year Incidents 

1958 •••• •••••••• _ •••• -- ••• --- •••• -- •• -- ------ -- _____ _______ • 

ii1t====== ================================= r: m 1962 ____ ----- ----------- - - - ---- ----- - -- ---- --- 748 
1963 •••. -- • - - - -- - -- - - ---- - - . -- - -- - -- - -- -- -- -- - 689 
1964 •••. -- •• •••• •• ••• -- •• -- •• -- -- -- • --- - - -- -- . 588 

mL======================================= 
1
• m 

1967 ---- -- ••• -- •• -- -- -- • --- -- -- •••• --- - -- • • - -- 720 
1968 ______ ------ --- ---- -- -- --- -- ---- - -- ----- -- 777 

10-year total. ••••• -- --- --- -- - - ----- ------ 9, 881 
Average ___ ___ -- ----- - -- - -- -- - - ----- - --- 988 

111-year total and average. 
2 2-year average. 

Personal 
injuries 

Visitor 
property 
damage 

Government 
property 
damage 

Concessioner­
contractor 

property 
damage 

58 - -- - -- ·--·-------- - ----------- - --------- - -
71 $18, 868 $1, 610 -- - --------- --

103 24, 864 2, 506 - --------- ----
82 19, 644 1, 126 - -- - ------ - ---
63 9, 479 1, 370 ---------- - ---
50 15, 606 3, 206 ------- ------ -
38 14,090 2, 077 --- - ----- - --- -
63 14, 247 1, 239 ------- ------ -

125 22, 488 863 ------------- -
90 14, 395 1, 012 280 
38 17, 486 I, 160 185 

1 781 171, 167 16, 169 465 
171 17, 117 1, 617 2 233 

(Mr. ANDERSON of California asked 
and was given permission to address the 
House for 1 minute and to revise and 
extend his remarks and include extra­
neous matter.) 

Mr. ANDERSON of California. Mr. 
Speaker, I am introducing legislation to 
help rectify the present inadequacies of 
the current veterans law, under which 
only 21.4 percent of the returning Viet­
nam veterans have utilized the college 
and vocational aid programs since Jan­
uary 1966. This bill would amend chap­
ter 3 of title 38, · United States Code, to 
provide the Veterans' Administration 
with a veterans outreach services pro-
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gram. This program would assist eligi­
ble veterans in the ·application for and 
·acquisition of, benefits and services-as 
well as education, training, and employ­
ment-to which they are entitled. 

The need for such legislation is cogent­
ly attested to by comparison of the uti­
lization of benefits today and utilization 
following World War II and the Korean 
war. Whereas barely over 20 percent of 
the Vietnam returnees are using their 
rights, 50 percent of the World War II 
veterans, and 42 percent of those after 
Korea, used theirs. 

Such disuse is especially unfortunate 
in light of the large number of veterans 
who are high school dropouts and could 
profit from use of the available educa­
tional aid. Out of the total of 1 million 
men or women to be discharged this year 
from the Armed Forces, 23 percent have 
not completed a high school education. 
Tragically, it is exactly these veterans 
who need to use the GI bill the most and 
who have the most to gain who show the 
least interest and desire to participate. 
Only 2.4 percent of the veterans who are 
high school dropouts are participating 
in GI bill education programs. 

The executive branch has made an 
attempt to provide for the services need­
ed by increasing numbers of Vietnam 
veterans. Following the passage of the 
Veterans' Readjustment Benefits Act of 
1966, the Veterans' Administration as­
signed personnel to military hospi.tals 
and to military installations discharg­
ing large groups of servicemen. Con­
currently, the Veterans' Administration 
extended itinerant counseling service to 
locations not having full-time VA in­
stallations as a further step toward satis­
fying the increasi.ng requests. However, 
it became obvious that these measures 
were not adequate to meet the increasing 
need for assistance. 

In November 1967, the President set 
up a task force of representatives of 
administrative agencies to formulate a 
method of dealing with the problem. 
Based on the detailed plans developed 
by that task force, the President di.rected 
the establishment of an initial group of 
20 veterans assistance centers, known as 
USVAC's. One-stop service on all Federal 
benefits is provided to veterans in these 
centers. The initial 10 centers were 
opened in February 1968, the next 10 
in March, and in July another 51 loca­
tions were established. 

These efforts taken by the executive 
are commendable, but they are not, in 
themselves, adequate to the need for 
such assistance. Although the Veterans' 
Administration characteri?.es the USV AC 
program as directed toward the educa­
tionally disadvantaged, only two or three 
of these centers actually are located in 
n~ighborhoods where the educationally 
disadvantaged veterans reside. Further­
more, of the total of 232,125 initial inter­
views at the 71 centers during fiscal 1969, 
only 37,179-about 16 percent-were with 
the educationally disadvantaged. That 
is considerably below the figure of 23 
percent that represents the total per­
centage of discharged veterans who are 
educationally disadvantaged, and· the· 
discrepancy is especially appalling when 
it i.s taken into account that it is the 
ea.ucationally disadvantaged whom we 

should be seeking" out and who are · in 
greatest need of these services. Clearly, 
the services must 1:)e· made more acces­
sible to these people. 

It is in recognition of this need that I 
am introducing this bill. Such legislation 
has been introduced in the Senate as 
s. 2700 by Senator ALAN CRANSTON and 
coauthored by Senator KENNEDY, Sena­
tor RANDOLPH, Senator SCHWEIKER, and 
Senator YARBOROUGH. This bill would aim 
to aid discharged veterans, especially 
those who are educationally disadvan­
taged, in securing the maximum services 
and benefits which they are entitled to 
under VA programs, as well as under 
other Federal, State, or local governmen­
tal programs. Also, this bill would charge 
the VA with a congressionally sanctioned 
obligation of seeking out and offering a 
wide range of assistance to recently dis­
charged veterans-a sanctioned obliga­
tion that is necessary in view of the fact 
that the VA has been operating the cen­
ters on questionable statutory authority. 

If enacted, this bill would provide for 
the Veterans' Affairs Administrator to 
make specified outreach service avail­
able to all eligible veterans and depend­
ents, and especially ·to recently dis­
charged veterans who are educationally 
disadvantaged-that is, those who have 
not completed a high school education. 
The outreach functions which are speci­
fied in the bill include the following: 

The distribution of full information 
regarding all benefits and services vet­
erans may be entitled to under laws ad­
ministered by the Veterans' Administra­
tion and to which they are entitled un­
der other governmental programs; 

The arrangement and conduction of 
person-to-person interviews to explain 
benefits and services and to plan indi­
vidual programs of education, training, 
and employment as may best be suited 
to rapid social and economic readjust­
ment to civilian life; 

The provision of job and other appro­
priate referrals and job placement as­
sistance when appropriate; 

The provision of social and other spe­
cial services necessary to aid veterans in 
obtaining maximum assistance from the 
benefits and services to which they are 
entitled; 

The provision of aid and assistance in 
the preparation and presentation of 
claims under the title and in connection 
with any other pr'ogram; 

The maintenance of full records of the 
outreach services offered and- the con­
duction of periodic followups to deter­
mine the success of this assistance. 

This bill would require that USVAC's 
be located with due regard to areas with 
high concentrations of educationally dis­
advantaged veterans and the provision 
of appropriate outreach services in less 
populated areas would also be required. 
Also, under this bill efforts would have 
to be made to employ veterans who per­
sonally reside in the regions served at 
these outreach centers. 

This bill would charge the VA with 
conducting studies in consultation with 
other Federal agencies to determine the 
most efficacious· type of program to carry 
out the purp.oses . of this bill regarding 
the educationally disadvantaged vet­
erans. Finally, the Administrator of Vet-

erans' Affairs -would be required to pre­
sent semiannual reports to Congress on 
the program's effectiveness, the amount 
of ,coordination with other agencies and 
programs, and on recommendations for 
improvement. 

Mr. Speaker, I believe the enactment 
of this bill would constitute an impor­
tant step toward increasing GI bill par­
ticipation by Vietnam era veterans, espe­
cially the educationally disadvantaged. 
The country must not lose the energy 
and potential of these young men; let us 
make it possible for them to develop that 
potential and make a contribution to 
society. Veterans' benefits are more than 
recognition of past · services performed 
in service to our country-they are an 
investment in the future of the veteran 
and the Nation. 

U.S. PARTICIPATION IN AN ISRAEL 
DESALINA'TION PLANT 

(Mr. RYAN asked and was given per­
mission to extend his remarks at this 
point in the RECORD and to include ex­
traneous matter.) 

Mr. RYAN. Mr. Speaker, on July 30, 
I testified before the House Committee 
on Foreign Affairs in support of U.S. 
participation in · an Israel desalination 
plant. The committee is presently con­
ducting hearings on the foreign assist­
ance program. 

During the last two Congresses, I have 
introduced legislation to provide assist­
ance to Israel in the design, development , 
and construction of a dual purpose de­
salination and electric power plant. In 
the 90th Congress, this legislation was 
introduced as H.R. 14250 and, with co­
sponsors, as H.R. 14438. In the current 
Congress, I have introduced H.R. 587 
and H.R. 4307, which, in addition to zr:­
self, has eight other cosponsors-Mr. 
ADDABBO, Mr. BURTON of California, Mr. 
CORMAN, Mr. GIAIMO, Mr. HELSTOSKI, Mr. 
SCHEUER, Mr. VAN DEERLIN, and Mr. 
WOLFF. 

The depletion of existing sources of 
fresh water in Israel, as well as our own 
need for additional research and techni­
cal information on desalination proc­
esses that will help this country to meet 
its own needs for additional sources of 
fresh water, underscore the urgency of 
enacting this legislation. 

The prospect of American participa­
tion in an Israel desalination project has 
been extensively studied and discussed 
in the 5 years since President Johnson 
announced in 1964 that the United States 
and Israel would cooperate in desalting 
research and development. 

On January 19, 1969, the late Premier 
Levi Eshkol of Israel announced to the 
Israel public that President Johnson 
had promised executive support for U.S. 
participation in the construction of a 
desalination plant. Two days earlier, on 
January 17, Assistant Secretary of the 
Interior Max Edwards transmitted a bill 
to Congress similar to my own. 

Despite the commitment made by 
President Johnson to Israel, however, 
the Nixon administration has declined 
to affirm its support for U.S. participa­
tion in this vital . program. Even though 
I have written ·to President Nixon on 



August 1, 1,969 CONGRESSIONAL RECORD- HOUSE 21827 
two occasions, February 18 and April 2, 
urging that the administration take a 
position on this project, the White 
House has declined to state its position 
on the bill recommended to Congress by 
President Johnson. 

The Foreign Affairs Committee has 
an opportunity to contribute to stability 
in the Middle East by approving this 
project, and I hope that it will take the 
necessary action. 

I include at this point in the RECORD 
the statement which I made in support 
of U.S. participation in a dual purpose 
desalination and electric powerplant 
before the House Commitee on Foreign 
Affairs on July 30. My exchange of cor­
respondence with the President was pre­
sented in the CONGRESSIONAL RECORD on 
May 14, 1969, at page 12459 when I 
spoke on the authorization bill for the 
Office of Saline Water. The statement 
follows: 
STATEMENT OF CONGRESSMAN WILLIAM F. 

RYAN 

I appreciate having this opportunity to 
appear in support of legislation which would 
provide assistance to Israel in the design, 
development, and construction of a dual 
purpose desalinization and electric power 
plant. 

As one who for two years now has spon­
sored legislation for United States participa­
tion in the construction of a prototype de­
salinization project with Israel, I am pleased 
that the Committee on Foreign Affairs is 
considering incorporating such a project into 
the foreign assistance program. The deple­
tion of eXisting sources of fresh water in 
Israel, as well as our own need for addi­
tional research and technical information 
on desalinization processes that will help 
this country to meet its own needs for ad­
ditional sources of fresh water, underscore 
the urgency of enacting this legislation. Al­
ready, 95 % of presently available fresh ·wa-· 
ter supplies in Israel are being utilized. Is­
rael presently has a population of approxi­
mately 2.7 million people; With the need for 
fresh water for irrigation of arid land 
already acute, about 95 % of existing fresh 
water sources have already been tapped. 
With Israel's population scheduled to in­
crease by at least 1.5 million by the early 
1980's, it is clear that agricultural needs 
will not be met if additional sources of fresh 
water are not developed. If these sources 
are to be developed, it is imperative that 
development of a saline water conversion 
facility be begun as soon as is technically 
possible. In light of the fresh water require­
ments of this Nation in the next decade, 
U.S. participation in a desalinization project 
in Israel is also important to the develop­
ment of a domestic saline water conversion 
program in this country. 

During the last two Congresses, I have 
introduced legislation to provide assistance 
to Israel in the design, development and 
construction of a dual purpose desalini­
zation and electric power plant. In the 90th 
Congress, this legislation was introduced as 
H.R. 14250 and, with co-sponsors, as H.R. 
14438. In the current Congress, I have intro­
duced H.R. 587 and H.R. 4307, which, in 
addition to myself, has eight other co-spon­
sors. 

Under the provisions of H.R. 587, which has 
been referred to the House Foreign Affairs 
Committee, the Secretary of the Interior 
would be authorized to enter into an agree­
ment with the government of Israel to share 
the cost of constructing a desalinization 
plant which is capable of producing 100 to 
150 million gallons of fresh water and 300,000 
to 400,000 kilowatts of electricity daily. I 
advocate the construction of a plant of this 
size on the basis of a report made by the 
American-Israel Desalting Board which con-

eluded that a facility producing the quanti­
ties of fresh water and electricity mentioned 
in my bill was both appropriate to the needs 
of Israel and technically feasible. 

Support for United States participation in 
the construction of a desalting project in 
Israel has been evident since 1964, when then 
President Johnson announced that the 
United States and Israel would cooperate in 
desalting research and development. Since 
that time, several Members of Congress in 
addition to myself-in both the House and 
the Senate-have proposed that Congress 
authorize the Executive Branch to enter into 
an agreement with Israel to construct such 
a facility. While the feasibility of a desalt­
ing program has been thoroughly studied in 
the five years since President Johnson first 
authorized this joint saline water conversion 
research, no action has been taken since the 
Senate adopted a resolution in December of 
1967 calling for regional plants to provide 
water and power for both Israelis and Arabs 
and to stimulate refugee resettlement. This 
plan had been proposed by former President 
Eisenhower and Admiral Lewis Strauss, the 
former chairman of the Atomic Energy Com­
mission. It was hoped that Senate passage 
of this plan would lead to action; h;owever, 
the political intransigence of the Arabs un­
dermined hopes for cooperation in the 
development of saline water conversion 
facilities. 

Since 1967, development of a saline water 
conversion project has focused on U.S. par­
ticipation in a prototype plant in Israel. On 
January 19 of this year, Premier Levi Eshkol 
told the Israeli public that President John­
son had written to him promising Executive 
support for the construction of a desaliniza­
tion plant. Two days earlier, on January 17, 
1969, Assistant Secretary of the Interior Max 
Edwards transmitted a bill to Congress simi­
lar to my own. Assistant Secretary Edwards 
pointed out in his accompanying letter of 
January 17 to the President of the Senate 
and the Speaker of the House of Representa­
tives · that the project, in addition to being 
"vital to Israel in terms of water supply and 
power," also gives the United States "an op­
portunity to improve and advance science 
and technology in the field of saline water 
conversion and to contribute materially to 
the development of low-cost desalinization 
processes." The Interior Department went on 
to urge the enactment of legislation which 
would give the Secretary of the Interior au­
thority to enter into a formal agreement 
with Israel to construct a desalinization 
plant. 

As one who had long advocated the devel­
opm~nt of such a program, I was extremely 
pleased that the Johnson Administration 
had recommended this legislation to Con­
gress and had made the commitment to 
Premier Eshkol. Because President Johnson 
was about to leave office, it was essential 
that President Nixon promptly reaffirm Ex­
ecutive support for this program. 

On February 18, during the course of his 
appearance before the House Committee on 
Interior and Insular Affairs, however, Secre­
tary of the Interior Walter Hickel indicated 
that the Interior Department was consider­
ing deleting the $40 million from the FY 
1970 budget of the Office of Saline Water 
Research which former President Johnson 
recommended be allocated for participation 
in the construction of a prototype desalini­
zation plant in Israel. Because I believed 
Executive support to be vital to the enact­
ment of this legislation, I wrote to Presi­
dent Nixon on the same day (February 18, 
1969) urging him to uphold the commitment 
which President Johnson had made for Ex­
ecutive support of this program. In its reply 
of February 24 the White House declined to 
state its position on the Johnson Adminis­
tration's bill, but promised that I would 
"hear further soon." 

When no answer was forthcoming, I again 
wrote to President Nixon on April 2. In an 
April 11 reply, however, the Whlte House 

again declined to state its position on the 
Israeli desalinization project. 

To this date, the Administration refuses 
to take a position on this important com­
mitment to Israel by President Johnson. 

If the Administration will not uphold the 
commitment this Nation has to assist Israel 
in her economic and technological develop­
ment, then Congress must take action on 
its own. New incremental sources of water, 
as former Assistant Secretary Edwards noted, 
"must be made available by the mid-seven­
ties" if Israel is to maintain her industrial 
and economic growth. A desalinization plant 
would make it possible for Israel to cultivate 
large portions of axid desert land which can­
not now be utilized. The usable land and 
jobs which would be created by such a plant 
would make a significant contribution to the 
stability of the entire Middle East. 

I believe the Foreign Affairs Committee has 
a clear opportunity to assist Israel in the 
development of water and electric power re­
sources that are crucial to its future eco­
nomic and industrial strength. By incorpo­
rating legislation which would authorize the 
Executive Branch to enter into an agreement 
with Israel to construct a prototype desalini­
zation plant, the Committee can also lay 
the groundwork for the development of our 
own technical ability to produce large 
amounts of fresh water at low cost. The 
benefits to be gained by both Israel and the 
United States by participation in this proj­
ect lead me to believe that the development 
of a desalinization plant in Israel should 
receive high priority in the foreign assist­
ance program. 

POST OFFICE SERVICE-A 
GOVERNMENT FUNCTION 

(Mr. MADDEN asked and was given 
permission to extend his remarks at this 
point in the RECORD and to include ex­
traneous matter.) 

Mr; MADDEN. Mr. Speaker, during 
my recent survey of the postal · service 
in my congressional district I found 
practically no sentiment either from 
postal employees or the public that the 
Post Office administration should be re­
moved from Government control. 

When one considers the limited budg­
et for the operation of this gigantic 
business of distributing multimillions of 
pieces of mail daily and the low wage 
of postal employees, coupled with lim­
ited facilities, it must be conceded that 
the American people are getting out­
standing postal service under unfavor­
able circumstances. 

President George Meany, of the AFL­
CIO, testified before the House Post Of­
fice Committee recently. Under unani­
mous consent, I include in my remarks 
excerpts from his testimony recorded at 
the hearings from a -news release in the 
AFL-CIO News of August 2, 1969: 

POST OFFICE REFORMS FAVORED OVER 
CORPORATION PROPOSAL 

Labor wants to see "substantial reform" 
in the nation's postal service.but it strongly 
believes that the government must continue 
to "carry the mall," Pres. George Meany tes­
tified. 

Meany and the AFL-CIO Government Em­
ployes Council attacked provisions of the 
Administration-backed corporate structure 
bill which would "drastically undercut the 
bargaining power of postal employes and 
their unions.'' 

The AFL-CIO and GEO supported a sec­
ond bill before the committee to provide 
postal reforms without altering the de­
partment's public service functions. 

Despite valid criticisms of the Post Of­
fice, Meany pointed out, it handles over 80 
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billion of pieces of mail a year-mlllions of 
pieces each day-with a smaller "error fac­
tor" than any giant corporation can boast 
in its operations. 

"Certainly America's big car manufac­
turers, now calling back thousands of de­
fect-marred automobiles-can't claim such 
a record," he said. 

While there are delays in delivery and 
operations are not always efficient, he con­
tinued, "the Post Office performs this serv­
ice with such a high degree of integrity and 
honesty, that America's trust in the mails 
is legendary." 

The postal problems, he said, spring from 
the fact that the Post Office "is woefully 
undercapitalized," forced to use old struc­
tures in traffic-jammed streets, and burdened 
by "unrealistic rates" for circular mail-so­
called Junk mail. 

"It is also burdened by a high rate of 
employe-turnover," Meany added, "reflecting 
poor working conditions and inadequate 
wages in today's job market." 

He then stressed that these and other prob­
lems can be resolved by adequate financing 
of the Post Office and improved postal man­
agement--reforms that can be achieved with­
in the present structure. 

He warned that the "widely advertised" 
efficiency of a postal corporation could be 
achieved only by eliminating services, such 
as home delivery of mail. 

"We opposed the abandonment of such 
service," he added. "Substantial reform­
rather than a corporate setup-is the pru­
dent realistic and workable approach to the 
problem." 

WORST FEATURES 

The corporate structure legislation's pro­
visions pertaining to employes, Meany said, 
"combine the worst features of public and 
private labor laws" in that they would wipe 
out civil service while continuing to deny 
workers the right to strike. 

"If the Administration has decided that 
postal employes should no longer be con· 
sidered government employes," he said "then 
it should go all the way and grant them the 
right all private employes have in a free 
country-the right to strike." 

He pointed out that Dulski's bill contains 
reforms while retaining Congress' right to 
"oversight" of postal operations, as well as 
:financing them through appropriations. 

Strjpping Congress of its continuous right 
of review of postal operations, he stated, 
"would work an injustice on American mail 
users and taxpayers because they would lose 
a highly important opportunity to contribute 
their views through elected officials." 

THE ENVIRONMENTAL QUALITY 
AND PRODUCTIVITY ACT OF 1969 

(Mr. DADDARIO asked and was given 
'Permission to address the House for 1 
minute, to revise and extend his remarks 
and include extraneous matter.) 

Mr. DADDARIO. Mr. Speaker, on be­
half of Congressman CHARLES A. MOSHER 
and myself, I rise to propose the Environ­
mental Quality and Productivity Act of 
1969, which I shall include at the end of 
my remarks as exhibit 1. This Congress 
has had before it over 40 bills dealing 
with various aspects of the environment, 
certainly a major issue of our time. A 
review of all these pieces of legislation 
shows a remarkable degree of agreement 
on a national policy of restoring, main­
taining, and enhancing the values found 
in our natural surroundings. At the same 
time, there is a bewildering variety of 
organizational proposals to put this pol­
icy into practice. Our bill is an attempt 
to simplify matters in a way which will 
assure that the executive and legislative 

branches will be served with the inf or­
mation, advice, and coordinated con­
structive action which they demand. 

Actually, the Congress is. to be com­
plimented in what it has already con­
tributed to the betterment of environ­
mental management. The intense inter­
est in this problem over the past few 
years has caused many committees to 
look into different aspects including, of 
course, the basic legislation to abate air 
and water pollution. The result is that 
innovative alternatives have been gen­
erated for organization, policy, and pro­
grams. The executive branch has chosen 
to implement many of these legislative 
suggestions and thus a number of Mem­
bers may now feel a well-justified satis­
faction from leadership in the new em­
phasis on environmental quality and 
productivity. 

In the case of our Science, Research, 
and Development Subcommittee, I would 
mention specifically four examples ap­
parent from the excerpts appended to 
this statement. 

First. In 1966 we recommended a gys­
tem a9proach in environmental matters 
with coordination of all Federal R. & D. 
and operational programs. The FCST 
Committee on Environmental Quality 
was formed in 1967 t.o accomplish this as­
signment. See exhibit 2. 

Second. In 1968, one of our reports 
called for a national policy t.o be ex­
pressed in legislation by both Houses, a 
step we are undertaking t.oday. See ex­
hibit 3. 

Third. Our 1968 report called for an 
environmental Cabinet to assure con­
formity of Federal operations with the 
national policy for the environment. This 
suggestion has been implemented in the 
Cabinet-level Environmental Quality 
Council established by President Nixon. 
See exhibit 3a. 

Fourth. We recommended a strength­
ening of OST and the recent Presidential 
announcement has assigned that office a 
major role in science related to the en­
vironment. See exhibit 3. 

Thus, a considerable history of legis­
lative influence in addition to specific 
laws can be demonstrated. 

Title I of the bill we are introducing 
today is a declaration of policy. Its exact 
wording is not critical but nevertheless 
these words are the result of several 
years' work by legislative and executive 
branch officials and their s·taffs. See ex­
hibit 4. Title I affirms the great interde­
pendence of man and his environment 
and the ultimate requirement for har­
mony between his actions and ecological 
principles. It recognizes a human right 
to a healthful environment and a per­
sonal responsibility for preservation and 
enhancement of these values. 

The bill calls on all agencies to con­
form their activities to these policy state­
ments. This directive should provide an 
administrative route for redress of griev­
ances by citizens groups who now must go 
to court in order to bring the rights for 
environmental quality into balance with 
Federal or private operations. 

The origin of national policy for the 
environment can be traced back over the 
past several years. There was an appar­
ent and growing concern of citizens 
everywhere that the earlier guidelines of 
economic exploitatio~ were yielding by-

products of deterioration, pollution, and 
esthetic offense. Many organizations in 
Government and the private sector be­
gan studies and programs to describe the 
cause-and-effect relationships between 
society's actions and environmental 
quality. At the same time, increased pro­
ductivity from the landscape was de­
manded by a growing world population 
and desire for higher living standards. 
These studies found that environmental 
quality and productivity go hand in 
hand. In fact, in the long run the most 
productive environment is one which is 
kept at a high state of quality. 

We are pleased to recognize phrases in 
title I which have stemmed from the 
hearings and reports of the Subcommit­
tee on Science, Research, and Develop­
ment of the House Committee on Science 
and Astronautics. It is for this reason 
that we are prompted to advocate this 
bill as the best measure before the House, 
even though no hearings have been held 
on it per se. In effect, our committee and 
several others in both Houses have been 
holding appropriate hearings for years. 

Title II of our bill would satisfy the 
clearly defined need for an independent 
advisory group by giving a statutory 
basis to the present Citizens' Advisory 
Committee on Environmental Quality 
established by Executive Order 11472, 
May 29, 1969. Funds for adequate staffing 
would make this llllit able to perform an 
information-gathering analysis and pro­
gram review fllllction which has been 
shown to be necessary by recent hearings 
in the House and the Senate. Since the 
present terms of the members of the 
CACEQ will expire in 1970, the President 
will have immediate opportllllity to 
broaden and deepen the expertise in this 
group beyond the present makeup which 
stems from its former designation as the 
Citizens' Advisory Committee on Recre­
ation and Natural Beauty. 

By establishing the CACEQ by legisla­
tion, the authority and concern of the 
Congress will be clear. Adequate appro­
priations for its functions will be de­
fensible. 

At the same time, no new agency 
would be added. We believe this is ex­
tremely important. President Nixon has 
announced the formation, by the same 
Executive order, of a Oabinet-level En­
vironmental Quality Council. It is agreed 
by all that this is necessary to assure 
that the action programs of the Govern­
ment are coordinated and conform to na­
tional policy. The President ultimately 
would resolve conflicts among the depart­
ments and agencies and so it is very en­
couraging to see him clearly accepting 
the responsibility as Chairman of the 
new Council. 

The other Presidential moves are to 
redesignate the former Advisory Panel 
on Recreation and Natural Beauty as the 
Citizens' Advisory Committee on Envi­
ronmental Quality and to assign to the 
Office of Science and Technology the 
staff work for both the Cabinet ColUlcil 
and the Advisory Committee. On these 
two counts, the criticism has mounted. 
We would not take issue with those who 
doubt the ability of the CACEQ and OST 
to do what is necessary under present 
conditions of status and funding. 

But it seems patently foolish for the 
Congress to add another new, unwanted 
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agency to the Executive Office of the 
President. Rather, we see great value in 
using the structure that the President is 
in favor of and providing for it the stat­
utory base and funding support to assure 
the performance that the entire Nation 
desires. 

The Citizens' Advisory Committee, 
when established by congressional ac­
tion, would satisfy all the demands for 
independent, expert, balanced, widely 
representative assistance. The member­
ship of 15 would allow the inclusion of 
the diversity of talent which environ­
mental matters require. An executive 
secretary and staff of great competence 
should be attracted by the central role 
which the CACEQ will play. The partici­
pation of private sector leaders, includ­
ing industry-which must bear the brunt 
of environmental enhancement while 
continuing efficient productivity-will 
give all citizens a direct access to gov­
ern.mental planning and priorities for 
the environment. 

We believe we must take the Presi­
dent's announcement at face value and 
help him make it work, and strengthen 
the role of the Congress at the same time. 
The number of different bills before us 
illustrates the difficulty of agreement on 
these administrative formats. Surely we 
do not need an array of advisory groups, 
one selec·ted by the President and one 
chartered by the Congress. The possi­
bilities for conflict should be obvious to 
anyone. It is for this reason that our bill 
specifically directs the CACEQ to over­
view the functions of the many environ­
mental advisory groups now proliferat­
ing in the agencies. Special task forces 
may be attached to the CACEQ to de­
velop advice for any department or 
agency upon request. But a plurality of 
uncoordinated advi.sory groups is to be 
avoided. 

Finally the CACEQ established by our 
bill will issue an annual report to the 
President, the Congress, and the Nation 
on the state of the environment. We will 
receive authoritative information on 
status and trends. We will have confi­
dence in a balanced and independent 
review of Federal programs. We will ob­
tain the depth of study and analysis 
which long-range planning demands. We 
will strengthen rather than confuse ' the 
President's arrangements. And we will 
brtng the intent of the Congress directly 
to bear on the activities of the executive 
branch. 

The exhibits referred to follow: 
ExHmlT 1 

A bill to establish a national policy for the 
environment and to establish a Citizens' 
Advisory Committee on Environmental 
Quality 
Be it enacted by the Senate and House of 

Representatives of the United States of Amer­
ica in Congress assembled, That this Act 
may be cited as the "Environmental Quality 
and Productivity Act of 1969". 

The purposes of this Act are: To declare 
a national policy which will encourage pro­
ductive and enjoyable harmony between 
man and his environment; to promote ef­
forts which will prevent or eliminate damage 
to the environment and biosphere and stim­
ulate the health and welfare of man; to 
enrich the understanding of the ecological 
systems and na,tural resources important to 
the Nation; and to establish a Citizens' Ad­
visory Committee on Environmental Quality. 

TITLE I 
DECLARATION OF NATIONAL ENVIRONMENTAL. 

POLICY 

SEC. 101. (a) The Congress, recognizing 
that man depends on his biological and phys­
ical surroundings for food, shelter, and other 
needs, and for cultural enrichment as well; 
and recognizing further the profound in­
fluences of population growth, high-density 
urbanization, industrial expansion, resource 
exploitation, and new and expanding tech­
nological advances on our physical and bio­
logical surroundings and on the quality of 
life available to the American people; hereby 
declares that it is the continuing policy 
and responsibility of the Federal Govern­
ment to use all practical means, consistent 
with other essential considerations of na­
tional policy, to improve and coordinate Fed­
eral plans, functions, programs, and re­
sources to the end that the Nation may-

( l} fulfill the responsibilities of each gen­
eration as trustee of the environment for 
succeeding generations; 

(2) assure for all Americans safe, health­
ful , productive, and esthetically and cultural­
ly pleasing surroundings; 

(3) attain the widest range of beneficial 
uses of the environment without degrada­
tion, risk to health or safety, or other un­
desirable and unintended consequences; 

( 4) preserve important historic, cultural, 
and natural aspects of our national heritage, 
and maintain, wherever possible, an environ­
ment which supports diversity and variety 
of individual choice; 

(5) achieve a balance between population 
and resource use which will permit high 
standards of living and a wide sharing of 
life's amenities; and 

(6) enhance the quality of renewable re­
sources and approach the maximum attain­
able recycling of depletable resources. 

(b) The Congress recognizes that each per­
son has a fundamental and inalienable right 
to a healthful environment and that each 
person has a responsibility to contribute to 
the preservation and enhancement of the 
environment. 

SEC. 102. The Congress authorizes and di­
rects that the policies, regulations, and pub­
lic laws of the United States, to the fullest 
extent possible, be interpreted ·and adminis­
tered in accordance with the policies set 
forth in this Act, and that all agencies of 
the Federal Government--

(a) utilize to the fullest extent possible a 
systematic, interdisciplinary approach which 
will insure the integrated use of the natural 
and social sciences and the environmental de­
sign arts in planning and in decisionmaking 
which may have an impact on man's environ­
ment; 

(b) identify and develop methocts and pro­
cedures which will insure that presently un­
quantified environmental amenities and 
values may be given appropriate considera­
tion in decisionmaking along with economic 
and technical considerations; 

(c) include in every recommendation or 
report on proposals for legislation and other 
Federal actions significantly affecting the 
quality of the human environment, a find­
ing by the responsible official that--

( i) the environmental impact of the pro­
posed action has been studied and consid­
ered; 

(ii) any adverse environmental effects 
which cannot be avoided by following rea­
sonable alternatives are justified by other 
stated considerations of national policy; 

(iii) local short-term uses of man's en­
vironment are consistent with maintaining 
and enhancing long term productivity; and 
that 

(iv) any irreversible and irretrievable com­
mitments of resources are warranted. 

(d) study, develop, and describe appropri­
ate alternatives to recommend courses of ac­
tion in any proposal which involves unre­
solved conflicts concerning alternative uses 
of land, water, or air; 

( e) recognize the worldwide and long­
range character of environmental problems 
and lend appropriate support to initiatives, 
resolutions, and programs designed to maxi­
mize international cooperation in anticipat~ 
ing and preventing a decline in the quality of 
mankind's world environment; and 

(f} review present statutory authority, ad­
ministrative regulations, and current policies 
and procedures for conformity to the pur­
poses and provisions of this Act and propose 
to the President and to the Congress such 
measures as may be necessary to make their 
authority consistent with this Act. 

SEc. 103. The policies and goals set forth 
in this Act are supplementary to, but shall 
not be considered to repeal, the existing 
mandates and authorizations of Federal 
agencies. 

TITLE II 
CITIZENS' ADVISORY COMMITTEE ON 

ENVIRONMENTAL QUALITY 

SEC. 201. (a) There is hereby established 
the Citizens' Advisory Committee on En­
vironmental Quality (hereinafter referred to 
as the "Committee"). The Committee shall 
be composed of a Chairman, Vice Chairman, 
and not more than thirteen other members 
appointed by the President. Appointments to 
membership on the Committee shall be for 
staggered terms. The Vice Chairman shall 
perform the duties of the Chairman in his 
absence. 

(b} Persons appointed as members of the 
Committee (1) shall be selected from among 
representatives of various State, interstate, 
and local government agencies and includ­
ing, but not limited to, representatives of 
industry and commerce, public utilities, col­
leges and universities, land use planning, 
water resources management, conservation 
and beauty, recreation, and reclamation who 
have demonstrated competence, ability and 
foresight with regard to problems of the en­
vironment; (2) shall be selected solely on the 
basis of established records of distinguished 
service; and (3) shall be so selected as to 
provide representation of the views of all 
areas of the Nation. 

(c} Members of the Committee shall re­
ceive no compensation from the United 
States by reason of their services, but shall 
be entitled to receive travel and expenses, in­
cluding per diem in lieu of subsistence as 
authorized by law (5 U.S.C. 5701-5708) for 
persons in the Government service employed 
intermittently. 

( d) The persons Who on the date of the en­
actment of this Act are members of. the 
Citizens' Advisory Committee on Environ­
mental Quality established by part II of 
Executive Order 11472 of May 29, 1969, shall, 
until the expiration of their respective terms 
as such, and without further action by the 
President, be the initial members of the 
Committee established by this title. Upon 
the date of the enactment of this Act the 
Citiz.ens' Advisory Committee on Environ­
mental Quality established by part II of such 
Executive order shall cease to exist, and the 
Committee established by this title shall be 
its successor. 

SEC. 202. (a) The function of the Commit­
tee shall be to study and anlyze environ­
mental trends and the factors that affect 
these trends, relating each area of study and 
analysis to the conservation, social, eco­
nomic, and health goals of this Nation. In 
carrying out this function, the Committee 
shall: 

( 1) report at least once each year to the 
President and to the Environmental Quality 
Council on the state and condition of the en­
vironment; 

(2) provide advioo, assistance, and staff 
support to the President on the formulation 
of national policies to foster and promote 
the improvement of environmental quality; 

(3) obtain information using existing 
sources, to the greatest extent practicable, 
concerning the quality of the environment 
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and make such information available to the 
public; and 

(4) perform such other activities or studies 
as the President may direct. 

(b) The Committee shall periodically re­
view and appraise Federal programs, proj­
ects, activities, and policies which affect the 
quality of the environment and make rec­
ommendations thereon to the President and 
to the Environmental Quality Council. 

SEC. 203 (a) In order to promote efficient 
and coordinated Federal practices, the Com­
mittee is authorized to appoint special ad­
visory commissions to render specific advice 
on agency operations, including thooe of 
wholly owned Government corporations. 

(b) Members of the Commissions so ap­
pointed shall receive no compensation from 
the United States by reason of their serv­
ices under this title but shall be entitled to 
receive travel and expenses, including per 
diem in lieu of subsistence, as authorized by 
law (5 U.S.C. 5701-5708) for persons in the 
Government service employed intermittently. 

( c) It is the sense of Congress that agency 
heads, including the heads of wholly owned 
Government corporations, utilize the serv­
ice and advice of the Committee insofar as 
practicable in planning and executing their 
respective programs. 

(d) It is further the sense of Congress 
that any advisory group heretofore or here­
after created by regulation or law to advise 
any agency, including wholly owned Govern­
ment corporations, on matters relating to 
the quality of the environment shall coor­
dinate its activities with the Committee and 
shall keep the Committee fully and currently 
informed. 

SEC. 204. The Committee shall render an 
annual report to the President for submis­
sion to the Congress on or before the 15th 
day of January of each year summarizing 
the activities of the Committee and making 
such recommendations as it may deem ap­
propriate. Such report shall set forth (a) 
the status and condition of the major natu­
ral, manmade, or altered environmental 
classes of the Nation; and (b) current and 
foreseeable trends in quality, management, 
and utilization of such environments and 
the effects of those trends on the social, eco­
nomic, and other requirements of the Nation. 

SEC. 205. The Committee may employ a 
staff to be headed by a civilian executive 
secretary who shall be appointed by the 
President and shall receive compensation at 
a rate established by the President and not 
to exceed that of level II of the Federal 
Executive Salary Schedule. The executive 
secretary, subject to the direction of the 
Committee, is authorized to appoint and fix 
the compensation of such personnel, in­
cluding not more than seven persons who 
may be appointed without regard to the pro­
visions of title 5, United States Code, gov­
erning appointments in the competitive 
service and compensated at not to exceed 
the highest rate authorized for grade GS-18 
by section 5332 of such title, as may be 
necessary. 

SEC. 206. There are hereby authorized to 
be appropriated such sums as may be neces­
sary to carry out the purposes of this title. 

EXHIBIT 2 
(Excerpts from report of the Subcommittee 

on Science, Research, and Development to 
the Committee on Science and Astronau­
tics, House of Representatives, October 
1966] 

ENVIRONMENTAL POLLUTION-A CHALLENGE 
TO SCIENCE AND TECHNOLOGY 

Environmental quality, pollution abate­
ment, waste management-these are con­
cepts closer to everyday life than some other 
highly technical programs such as military 
weapons or space projects. The intricacies of 
pollution are of keen interest (which leads 
to public awareness and consensus for ac­
tion) because each one of us is immersed in 
the environment. We are the polluters and 

the polluted, and our own senses tell us that 
the surroundings are not right. There is no 
need for detailed instrumental measurement 
or for emotional appeals of naturalists, we 
freely admit that we have a problem. Fur­
ther definition of the prqblem, however, 
becomes a very difficult project involving 
natural and social sciences, economics, and 
governmental and private institutions. Mak­
ing appropriate choices as we proceed will 
depend on much more knowledge than we 
now have. 

Since man is very much a part of the 
biosphere, the living environment, he has al­
ways been changing and using the natural 
resources for his own benefit. Mistakes have 
been made and consequencies have not al­
ways been foreseen, but civilization has ad­
vanced by taking risks which were largely 
overshadowed by obvious benefits. Further­
more, man is an adaptive creature, a product 
of evolutionary processes through which he 
could cope with these slow environmental 
changes. 

Considering the powerful forces for eco­
logical change which are at man's disposal, 
admitting the impossibility of complete fore­
knowledge of the consequences of many ac­
tivities, and granting that a highly technical, 
over-populated world must continue to take 
risks with natural resources, an "early warn­
ing system" for unwanted consequences is 
extremely important. We do not have such 
a system at present. 

Federal Government scientific activities are 
not yet channeled to support announced 
goals in pollution abatement. There is no or­
ganization or coordinating group capable of 
systeml3 analysis and broad management of 
Federal projects. Insufficient funding has 
made support of research spotty and dis­
proportionate among problem areas. Agency 
missions may inhibit long term and compre­
hensive ecological studies. "Pollution" can 
cover an enormous variety of Federal agency 
programs ranging from water resources re­
search to agricultural engineering. Limita­
tions of definition will be necessary for ef­
fective program coordination. 

Technical manpower will be a limiting fac­
tor in abatement progress unless additional 
effort is organized into retraining, graduate 
eci1:cation, and transfer of skills from other 
technology programs. 

Ecology, as an organized profession, is not 
in good condition to become the umbrella 
for increased research. As a scientific dil3ci­
pline it is the logical focal point. As a point 
of view it is already effective in coordinating 
other sciences and this may be the most im­
portant function in the long run. 

Complete solution of pollution problems 
may not be possible, but two trends are dis­
cernible. More recycling of materials is a way 
of managing and eliminating wastet as well 
as a sound conservation policy. The impact 
of recycling on the economy can be lessened 
by imaginative product and process design. 
The other trend is the controlled transport 
of unusable wastes to some sort of perpetual 
safe storage. The use of ocean depths, deep 
well13, salt domes, burial, and caves needs 
careful study to assure that there are no 
undesirable effects on the biosphere from 
such disposal. 

To -improve our knowledge of what we are 
about, scientific activity in ecology and re­
lated fields should be immediately expended 
to provide-

(a) Baseline measurements in plant and 
animal communities and the environment­
an ecological survey. 

(b) Continued monitoring of changes in 
the biosphere. 

(c) Abilities to predict the consequences 
of man-made changes. 

( d) Early detection of such consequences. 
(e) Knowledge of the environmental de­

terminants of disease. 
Ecological surveys and research should be 

centralized as to management in some one 

science-based Federal agency. The scientific 
activity should be performed (whether in 
Government laboratories or under contract 
by local universities and research insti­
tutes) in geographical regions which cor­
respond generally to natural environment al 
boundaries. 

To place pollution abatement on a compa­
rable basis with other national technology 
programs, systems analysis and management 
capability should be established within the 
Federal Government. This approach should 
be used along with the "planning, program­
ming, budgeting" technique to organize both 
near and long-term Federal research and 
operational efforts in pollution abatement. 
More attention should be paid to interfaces 
between agency missions which make the 
management of environmental problems 
difficult. 

The Federal Government should under­
take an analysis to identify and separate 
those abatement action programs which are 
well supported by facts and for which prac­
tical answers are available, from those prob­
lem areas where more R. & D. is needed. A 
public information program should make 
these differences clear to the Nation so that 
installation, enforcement, and research can 
each proceed on a logical timetable. Actions 
to decrease pollution should continue even 
though the ultimate criteria cannot be set 
at this time. 

The Congress should endeavor to review its 
broad authorizations and appropriations for 
water, reclamation, transportation, and con­
servation in the context of environmental 
quality goals. The diversity of executive 
agency missions places an added responsibil­
ity on the legislative branch to avoid con­
flicts in large-scale engineering projects. 

The scientific and engineering community 
should respond to the challenge of the pol­
lution problem as a major opportunity to 
serve a public need. Work in this field should 
be recognized as interesting, rewarding, and 
important. Proposals for organization, fund­
ing, and schedules which will assure the 
participation of excellent technical personnel 
in adequate numbers should be the joint 
responsibility of Government and private 
sector research and development leaders. 

EXHIBIT 3 
MANAGING THE ENVIRONMENT-EXCERPTS 
(NOTE.-In 1968, the subcommittee held 

hearings on bills to establish various ver­
sions of environmental advisory councils. The 
testimony reviewed environmental quality 
in considerable detail and resulted in a re­
port, "Managing the Environment." Its con­
clusions and recommendations include the 
following.) 

The human race is, in fact, managing 
the environment today. The powerful forces 
of technology at our disposal give us capa­
bilities to alter and control the populations 
of other species, and the natural resources 
of air, water, minerals and food supplies. The 
task of optimizing the use of the world to 
the benefit of man is inescapable. There is 
no retreat to a passive, noninterfering, Eden­
like relationship with nature. 

The population of human beings is al­
ready great enough to require a careful and 
methodical approach to the environment, 
if all are to achieve a reasonable standard of 
living. There is little doubt that population 
pressures will increase for many years to 
come. Thus, the environment, both natural 
and -artificial, will be subjected to heavier 
usage in the future than in the past. 

One · lesson of this technological age is 
that machines must be kept in good con­
dition if they are to deliver high per­
formance. This appears to apply to the 
mechanisms operating in ecosystems, as liv­
ing things interact with each other and 
their physical surroundings. From this view­
point, the maintenance of a high environ­
mental quality is rationalized on the simple 
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basis that it is the best way to run the 
world. Degradation of the environment in­
creases overall costs and may eliminate 
desired options of management. A high 
quality environment is also the most efficient 
environment in serving man's needs. 

The long-term support for civilization 
must be based on a farsighted management 
of a healthy productive worldwide environ­
ment. The two are incapable of separation. 

It is difficult to evaluate changes or uses 
for immediate gain in terms of their eventual 
effect on the status of the environment. 
There are conflicts when environmental 
quality is managed by different policies 
originating in conservation, agriculture, 
esthetics, recreation, economic development, 
human health, and so forth. 

An overall policy for the environment must 
be established which integrates these pur­
poses and objectives and which provides for 
choice when they are incompatible. Within 
such a policy, for example, pollution abate­
ment would be balanced against other na­
tional needs and other threats to environ­
mental quality. Choices are not always quan­
titative and trade-offs are not systematic. 

It is the mistakes in management, and not 
the concept of management, which should be 
our concern. Science and technology must be 
employed to reduce the number of mistakes 
in environmental management and to im­
prove our ability to take the long view. 

Increased knowledge and a national policy 
can result in individual (and, therefore, in­
stitutional) attitudes toward the environ­
ment which will support a restoration and 
maintenance of quality. This personal re­
sponsibility is the only means of achieving 
the indicated goals. The ultimate quality of 
the environment depends on the discipline 
of its human inhabitants. 

The human environment is recognized as a 
whole (the "web of life"), but virtually all 
activities are directed at small parts. A life­
time spans many years but is lived a day at a 
time. These simplistic facts mean that a 
comprehensive policy toward the environ­
ment cannot help but be philosophical 
rather than specific. Regardless, such a policy 
does exist in the habits and attitudes of a 
nation. Presumably, these can be changed by 
discussion and education to become more 
mature. The quality of the environment is 
not a human health i$SUe, per se. It is more 
a matter of the unacceptability, at face value, 
of offensive odors, discolored water, low visi­
bility, eye irritation, littered landscapes, and 
nuisance soiling. 

The recent history of Federal legislation 
and its administration illustrates the search­
ing of society for a better balance between 
immediate exploitation of resources and a 
recognition of noneconomic, long-term val­
ues. The present laws relate pollution to the 
impairment of a desired use. The refinement 
of the relationship depends on scientific 
knowledge and technical economics. 

The intent of Congress in these laws is to 
avoid arbitrary regulation and to establish a 
fact-based, rational decisionmaking process 
which integrates all the needs of society. The 
evidence to date is that the laws are flounder­
ing due to inadequate information, and mis­
interpretation of existing facts. The trans­
lation of information into action has not 
been smooth. 

Both administrative and judicial bodies 
are being asked to act wtihout being able 
to document the basis for their decisions. 
Because the pace of technological change is 
rapid, and the pressures on natural resources 
from a rising standard of living and a grow­
ing population are great, actions cannot often 
be delayed. Some will be correct and others 
will turn out to be wrong. There is a dif­
ference betwen actions to correct clear and 
present dangers and those required for grad­
ual eventual improvements which may take 
generations to accomplish. When the dif-

ference is not recognized, disappointing de­
lays are likely to occur. 

If errors in mana.gement are to be mini­
mized, a greatly accelerated search for knowl­
edge of the environment is necessary. Data 
must be organized and correctly interpreted. 
The physical, biological, and social sciences 
must be deployed to obtain this knowledge. 
A research strategy must be devised to get the 
relevant facts as soon as possible. An orga­
nizational structure of public and private in­
stitutions must use the facts efficiently and 
objectively. 

The past several years have demonstrated 
this need but there is today no Federal Gov­
ernment plan to satisfy it. The short term, 
highly visible, demands on scientific re­
sources are a barrier to formulating this 
strategy for ecological research and environ­
mental engineering. But the leadership of the 
Nation, both public and private, must orga­
nize and carry out such a program. Other­
wise, future subcommittees will again study 
the problem of environmental management 
and come to the same conclusion as does this 
one: 

A well intentioned but poorly informed 
society is haphazardly deploying a powerful, 
accelerating technology in a complex and 
somewhat fragile environment. The conse­
quences are only vaguely discernible. 

III. RECOMMENDATIONS 

A. National policy for environmental 
management 

1. A national policy of the United States 
for the environment should be developed 
by Government and private sector interests. 
Worldwide effects should be considered dur­
ing the planning of this policy. 

2. Hazards to human health from environ­
mental degradation cannot be the sole basis 
of policy (although research to elucidate 
these relationships should be accelerated). 
Legally useful cause-and-effect data may be 
so difficult to obtain that dependence on 
human health as the determinant of abate­
ment action may delay management progress. 

3. Elements of the policy should include: 
a. Use of the environment for the benefit 

of all mankind; 
b. Maximized productivity of the environ­

ment consistent with continued usage into 
the very long-term future; 

c. Systematic management of applied sci­
ence and technology to achieve best usage; 

d. Incentives to industry, land developers 
and looal governments; 

e. International agreement on projects 
which have widespread or long-term effects; 

f. Anticipatory assessment of new and ex­
tended applications of science; 

g. Avoidance of speculative statements and 
emotional appeals in public relations; 

h. An increased education and information 
program for the public in ecological prin­
ciples. 

4. The policy should be expressed in legis­
lation after due deliberation by both Houses 
of the Congress. Informal joint House-Sen­
ate study groups should be convened from 
time to time to coordinate national policy 
in operational programs. 
B. Science and technology related to the 

environment 
1. The Office of Science and Technology 

should coordinate allocations and priorities 
in Federal agency R. & D. funding so that a 
greatly expanded knowledge of the environ­
ment is secured. The activities of the Com­
mittee on Environmental Quality should be 
conducted in a more open manner and be 
summarized in a promptly issued annual re­
port to the Congress. 

2. Baseline ecological information should 
be obtained by adequate funding and or­
ganization of the international biological 
program and the environmental sciences and 
biology program of the National Science 
Foundation. 

3. Social science information to reduce the 
need for subjective choice among environ­
mental values should be developed rapidly 
under the leadership of the National Science 
Foundation. 

C. OrganiZation for environmental 
engineering management 

1. The Department of the Interior should 
be designated as the lead agency in co­
ordinating environmental engineering oper­
ations of all Federal programs. 

2. The hearings record suggests that the 
major environmental engineering operations 
of all Federal agencies should be placed to­
gether in the Department of the Interior. 
For example, the domestic environment re­
lated activities of the Corps of Engineers 
should be transferred from the Department 
of Defense. The nonhealth programs of the 
National Center for Air Pollution Control 
and the Solid Waste Division within the De­
partment of Health, Education, and Welfare 
should be separated and transferred to the 
Department of the Interior. 

It is recommended that the appropriate 
committees of the Congress (including the 
Subcommittee on Executive and Legislative 
Reorganization of the House Committee on 
Government Operations and the Subcom­
mittee on Executive Reorganization of the 
Senate Committee on Government Opera­
tions) should immediately undertake the 
study which will be necessary to implement 
this suggestion in its organizational detail. 
The Executive Office of the President should 
consider initiating reorganization plans 
which may be necessary. 

3. Human health criteria for environmen­
tal contamination (including air and water) 
should continue t01 be constructed and pub­
lished under the direction of the DHEW, but 
with the full participation of all interests in 
an open manner characterized by the scien­
tific method. 

4. In each agency with substantial pro­
grams related to the environment, a high 
level official should be designated to super­
vise and correlate such activities. 

5. An "Environmental Cabinet" should be 
formed of the designated officials from each 
agency plus the Chairman of the FCST Com­
mittee on Environmental Quality. This 
group, under the leadership of the Secretary 
of the Department of the Interior, should 
assure conformity of Federal operations with 
the national policy for the environment. If 
this mechanism does not achieve coordina­
tion, then a legislatively created special 
council should receive further consideration. 

6. The Congress should proceed to develop 
an independent capability for assessing the 
impact of technology on the environment. 

EXHIBI7 4 
JOINT HOUSE-SENATE COLLOQUIUM ON A NA­

TION AL POLICY FOR THE EN-,TIRONMENT 

Last summer, a joint House-Senate col­
loquium was held on a National Policy for 
the Environment. A Congressional White 
Paoer was written on the basis of thes- dis­
cussions and issued over the signatures of 
seven Representatives and Senators from 
both political parties. The elements of policy 
were stated in these words: 

"It is the policy of the United States that: 
"Envir:mmental quality and productivity 

shall be considered in a worldwide context, 
extending in time from the present to the 
long-term future. 

"Purposeful, intelligent management to 
recognize and accommodate the conflicting 
uses of the environment shall be a national 
respo!lsibility. 

"Information required for systemati.-:: man­
agement shall be provided in a complete and 
timely manner. 

"Education shall develop a basis of individ· 
ual citizen understanding and appreciation 
of environmental relationships and partici­
pation in decisionmaking on these issues. 
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"Science and technology shall provide 
management with in.oceased options and 
capabilities for enhanced productivity and 
constructive use of the environinent." 

Mr. Speaker, last November, the white 
paper referred to was sent to the Execu­
tive Office of the President for comment. 
A group of agency environmental experts 
was convened by the Federal Committee 
for Science and Technology in its Com­
mittee on Environmental Quality. In 
April 1969, they responded with an en­
dorsement of the congr.essional views and 
some valuable additional policy elements. 
This correspondence was published in the 
CONGRESSIONAL RECORD on May 20, 1969-
page 13148-for the benefit of the many 
Members and committees who were 
drafting legislation in this area. 

PERSONAL EXPLANATION 

(Mr. LOWENSTEIN asked and was 
given permission to address the House 
for 1 minute.) 

Mr. LOWENSTEIN. Mr. Speaker, I am 
recorded as voting "yea" on rollcall No. 
102, H.R. 11400, the conference report on 
the second supplemental appropriation 
bill. Title I of that bill contained addi­
tional funds for our military effort in 
Vietnam, and I had joined Congressman 
RYAN in moving to strike it when it came 
before the House on May 21. As I suspect 
everyone in the House knows by now, I 
am opposed to further military appro­
priations for Vietnam. At this point, I 
am not going to explain again why I op­
pose such appropriations. I have dis­
cussed that here several times, including 
once on July 9 in connection with the 
vote on the supplementary appropria­
tions. 

But I do want to be sure that the rec­
ord is clear: that I am recorded as voting 
"yea" on rollcall No. 102 only because I 
had been misadvised about the parlia­
mentary situation. I had been told that a 
"yea" vote would be consistent with mov­
ing again to delete title I; wo'uld in fact 
be the proper procedure if one approved 
of other items provided for by the sup­
plemental appropriation. The distin­
guished majority leader, Mr. ALBERT, who 
was in the chair at the time recalled that 
when I explained my purpose to him, he 
informed me that my understanding of 
the parliamentary situation was incor­
rect. Since it was then too late to change 
my vote, he suggested that the best way 
to avoid confusion about my position 
would be to put an explanation in the 
permanent RECORD of the circumstances 
attending the vote on rollcall No. 102. 

I realize this whole matter is of small 
moment since the vote in favor of H.R. 
11400 was so overwhelming, but I do 
want the record to be clear that I was 
as opposed to the second supplemental 
appropriations bill when it came back 
from conference as I was when I voted 
against it on May 21 after we lost the 
motion to strike title I. 

As I remarked on July 9, I cannot be-
. lieve that it is healthy parliamentary 

practice, let alone in the best interests 
of representative government, to deny 
Members the opportunity to vote sepa­
rately on matters that are separate or 
to deprive voters of a way to know how 
their representatives voted on matters of 

great moment. But the procedures being 
what they are, I want to take this occa­
sion to announce again that I am utterly 
opposed to all further military funding 

· for Vietnam while our present policies 
there continue. 

AIR SAFETY 

(Mr. HARVEY asked and was given 
permission to extend his remarks at this 
point in the RECORD and to include ex­
traneous matter.) 

Mr. HARVEY. Mr. Speaker, it is my 
privilege as chairman of an informal 
study group, formed over a year ago, to 
announce completion of an extensive re­
search project into the problems and 
needs of air safety. Our study does not 
contain all the answers to the multitude 
of growing problems confronting air 
transportation. It does not include all 
the problems or all the solutions. But 
the sponsors of this study group paper, 
along with 25 other Members of Congress 
who have become associated with this 
project, believe the document contains 
recommendations and suggestions 
worthy of consideration by this Congress 
and the administration. 

At this time, I would like to cite three 
other Members who joined with me as 
sponsors of this study group. They in­
clude FRANK HORTON, of New York, ROB­
ERT T. STAFFORD, of Vermont, and J. 
WILLIAM STANTON, of Ohio. 

The following Members of Congress 
have joined the study group in calling 
attention to our air safety needs by 
means of this study. They include: 

JOHN B. ANDERSON, of Illinois; 
MARK ANDREWS, of North Dakota; 
ALPHONZO BELL, of California; 
WILLIAM E. BROCK, of Tennessee; 
GEORGE BUSH, of Texas; 
SILVIO 0. CONTE, of Massachusetts; 
JOHN :'JELLENBACK, of Oregon; 
MARVIN L. ESCH, of Michigan; 
PAUL FINDLEY, of Illinois; 
PETER H. B. FRELINGHUYSEN, of New 

Jersey; 
PAUL N. MCCLOSKEY, JR., of California; 
JOSEPH M. MCDADE, of Pennsylvania; 
WILLIAM s. MAILLIARD, of California; 
CHESTER L. MIZE, of Kansas; 
F. BRADFORD MORSE, of Massachusetts; 
CHARLES A. MOSHER, of Ohio; 
HOWARD w. POLLOCK, of Alaska; 
ALBERT H. QUIE, of Minnesota; 
OGDEN R. REID, of New York; 
HOWARD w. ROBISON, of New York; 
PHILIP E. RUPPE, of Michigan; 
FRED ScHWENGEL, of Iowa; 
GARNER E. SHRIVER, of Kansas; 
ROBERT TAFT, JR., of Ohio; and 
CHARLES w. WHALEN, JR., of Ohio. 

A new statement, now being released 
with the study, highlights tht report. I 
am enclosing it at this time to be fol­
lowed by "A Study of Air Safety": 

REPUBLICAN CONGRESSMEN PROPOSE AIR 
SAFETY :M'.EASURES 

After a year of extensive research into the 
problems and needs of air safety, four Re­
publican Congressmen today urged that the 
Federal government take positive steps to 
ensure safe ~ir travel, 

Their recommendations are contained in 
a . study group paper prepared by James 
Harvey (:M:ich.), the group's chairman; Frank 
Horton (N.Y.); Robert Stafford (Vermont); 

and William Stanton (Ohio). Twenty-five 
other .Republican Congressmen joined the 
group in calling attention to our air safety 
needs by means of this study. They are con­
cerned about our safety, preparations for 
1980 when four times as many Americans 
will be flying as in 1965. 

The group emphasized that it was not in 
disagreement or in competition with the air 
transportation message presented by Presi­
dent Nixon on June 16th. They considered 
their study as complementing the Adminis..; 
tration's proposals, some of which are nearly 
identical. 

The authors assert that it is inadequate 
to concentrate our safety efforts on the air­
worthiness and crashworthiness of the air­
craft itself when the causes of air accidents 
are increasingly found in the approach and 
landing phase, in unknown and haza.rdous 
weather and environmental conditions, and 
in the interaction of human factors with the 
system. They say that air safety efforts must 
focus on the interaction of all elements of 
air travel. 

They point out that the systems manage~ 
ment approach has not been used to control 
air traffic, that nearly half of the airports 
served by scheduled airlines are under• 
equipped, and that the plans for the devel .. 
opment of new airports are still inadequately 
conceived. 

The Congressmen recommend that the 
Federal government "prescribe a compre­
hensive air traffic system" and use a systems 
management approach to coordinate all its 
aspects. The FAA must give top priority to 
planning and Congress should provide the 
funds to develop the air traffic management 
that is necessary for us to be the masters 
rather than the victims of our technology,. 

One of the many recommendations is that 
the FAA receive funds to train and hire more 
air controllers. The pay, rest periods and 
vacations of air controllers must· be in­
creased and their administrative duties 
lightened to increase their effectiveness. 

Also recommended are an Airport Trust 
Fund to help finance the development and 
operation of safe airports and the require­
ment of location signal devices to expedite 
the finding of missing planes. 

A STUDY OF Am SAFETY 

INTRODUCTION 

Our purpose is to define a new context 
within which to view the technological w~n­
der of American air travel and to ask whether 
we are being swept along by the momentuin 
of technology without adequate concern for 
the consequences of our acts-whether we 
have become the slave rather than the master 
of the revolution of technology. 

This study has not been primarily con­
cerned with passenger facilities on the 
ground, or in the air, or with hi-jackings, or 
airport delays, or scheduling foul-ups, or 
reservation mistakes, or noise levels in the 
suburbs. This study is not focused on the 
convenience of air travel, but on its safety. 
Implicit in our findings is the conclusion 
that too often the passengers, industry and 
government have sacrificed safety to con­
venience. 

While the technical nature and vocabulary 
of today's aeronautical science defy in-depth 
understanding by the layman of all aspects of 
the air safety problem, we have tried to ex­
plore each aspect with the g.,al of establish­
ing general familarity with the subject 
matter. 

This basic paper can serve both as an in­
troduction to more complete discussions in 
the appendices-and as a summary of our 
findings and conclusions. It contains a series 
of facts and impressions which we strongly 
recommend to the attention of the Congress, 
the Administration and the American people. 

The history of aviation accidents indicates 
that flying has been relatively safe in com­
parison to other modes of travel, but that 
the safety factor is not increasing. Rather, 
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because of the increased volume of air traffic, 
the increased number of ps,ssengers which an 
aircraft can c·arry, and the increasing com­
plexity of mechanisms for general aviation, 
the air accident fatalities will probably in­
crease in the future. 

He:etofore, aviation safety has been 
thought of entirely in terms of airworthi­
ness and crashworthiness of the aircraft. 
But increasingly we find that the causal 
factor is rarely the aircraft. Accidents oc­
cur with increasing frequency in the ap­
proach and landing phase, in unknown and 
hazardous weather and environmental condi­
tions, and because of the interaction of the 
human factor :with the system. 

The greatest single failure of the Federal 
effort in the development of civil aviation 
has been the failure of the FAA to conceive 
a program of planning and research and de­
velopment aimed specifically at the develop­
ment of the civil transport system's facili­
ties .. To date, the technologies which have 
supported air system activities have been 
largely derived from military research and 
development. They found their way into the 
total air transportation system at random. 
This course will no longer be adequate to 
follow, because military and civil aeronauti­
cal development is becoming more divergent. 

The Federal government did not hesitate 
to come to the aid of the automobile when 
numbers surpassed the system's fl,bility to 
accommodate them. 

Likewise, the Federal government must 
now take a strong leadership position in 
formulating the research and development 
plans for the air system and must bear the 
financial burden to the point where the 
private sector can see the opportunity for 
profit. The government's role in the develop­
ment of the SST is an example, but it is 
time that attention be focused less on the 
aircraft and more on the development of the 
system which accommodates it. · It is vital, 
also, that the goals .we seek improve the pro­
ductivity and safety of the total transporta­
tion system. 

The most critical parts of the civil avia­
tion system which wm bear directly on the 
potential for safe operations in the future 
are (1) air traffic ~ontrol syste~~· (2) air­
port and facilities development, (3) noise 
and air pollution abatement, (4) human 
factors and their interaction with environ­
ment and equipment, (5) the relationship of 
the aviation system to the total transporta­
tion system and (6) the Federal effort to 
take a leadership position in directing the 
safe civil aviation effort. 

SITUATIONS AND TENDENCIES 

In the next pages we wm do two things. 
First, we will comment on some of the situa­
tions and tendencies which trouble us. There­
after, we will present our recommendations. 
The appendices provide supporting materials 
and cover the field in a more comprehensive 
manner. 

Item: Between 1965 and 1980 the number 
of passengers carried by U.S. commercial air­
lines will have expanded four fol~, while the 
total number of aircraft operations at FAA 
tower airports will have increased at an even 
greater rate (from 35.6 million to 184.6 mil­
lion) . ( See Append.) . 

And yet, there is not now, nor is there 
contemplated, any comprehensive effort to 
apply the systems management approach to 
the control of air traffic. The government, 
the manufacturers, the airlines, and the 
pilots' associations are all concerned-over 
weather and airport standards and airport 
traffic control and aircraft construction and 
pilot training. Some progress in air safety 
can be cited in each area, but the growth of 
air traffic seems to overwhelm the planners­
and we are losing ground. 

The need, and it is desperate, is to create 
an air travel management system which in­
tegrates all aspects of the problem, and 

measures each proposed change against the 
capacity of the system to absorb it. 

Item: Air traffic at some of our most im­
portant airports today has increased at a 
rate greater tha:,;i. the present or programmed 
traffic contol system can handle. This has 
already necessitated restricting flights at 
Washington's National Airport, Chicago's 
O'Hare and three New York area airports­
Kennedy, LaGuardia and Newark. 

Instrument operations increased by 5% 
between fiscal year 1965 and 1966 and fore­
casts indicate that this trend is not likely 
to diminish. 

Instrument landing systems are still ab­
sent at more than 300 commercial airports 
today, out of 560 which service scheduled 
airlines. (See chart 19B, append.) 

And yet, while many new instrument land­
ing sy:,tems (!LS) are proposed for the next 
decade, a large number of these systems is 
proposed for big, multi-runway airports 
which already have ILS. There is growing 
evidence that such improved fac;ilities simply 
concentrate traffic at a few airports and do 
nothing to relieve the growing tangle of air 
traffic jams elsewhere. Nearly half of the 560 
airports served by scheduled airlines fall in 
the underequipped category. Congestion at 
major airports might be relieved if sufficient 
funds were given to these smaller under­
equipped airports, thus making them capa­
ble of handling more traffic. This aid might ' 
also reduce the growing number of air trag­
edies occurring at smaller airfields, for ex­
ample, those which occurred on December 
24, 1968, and January 6, 1969, at Bradford, 
Pennsylvania. 

Item: The nation's airport and support 
facilities are in dire need of planning. By 
1979, 85% of the air carrier fleet will be jets, 
but only 483 of today's 709 air carrier airports 
can handle jets, and only 500 will be able to 
handle jets in 1975. The amount of cargo 
handling and the number of passengers will 
triple in the next decade, far outstripping the 
airports' ability to handle all the traffic. 
(S-ee Append.) 

And yet, there is every indication that the 
National Airport plans of the past, whose 
funds. have been allocated largely to a few 
airports, have, in fact, created congestion 
at many airports by luring traffic in search of 
good facilities. The next National Airport 
Plan, 1969-1972, is pursuing a similar course. 
The most crucial aspect-the development of 
a long-range national and international plan 
for the placing of airports-is still inade­
quately conceived and aimed at developing a 
system in a few urban areas only. There is 
insufficient attention to the following prob­
lems: air cargo, the linkage of remote popu­
lation areas with urban centers, short-haul 
and long-haul operations, general aviation 
and commercial aviation interests, the con­
nection between terminal and ground trans­
portation, land acquisition ~nd adequate 
funding, and the potential for improved run­
way utilization, configurations, and taxiway 
systems. The future of safe civil aviation 
operations hinges on this planned develop­
ment. 

Item: The nation's airports and support 
facilities are in dire need of financing. Fed­
eral estimates now call for a $6 billion invest­
ment by local, state and Federal governments 
over the next eight years-more than has 
been expended i:,;i. total during this century 
for the National Airport System. The Federal 
Share of this development alone would 
amount to $1.53 billion for fiscal years 11967 
through 1973. (See Append.) 

And yet, the $6 billion is an underestima­
tion of what is needed in the next decade. 
Excluded from this figure are major areas 
such as air traffic control systems, the state 
and local share for runway development, 
passenger handling, and the money the air­
lines themselves will spend. Add to this the 
fact that two-thirds of the airports are 
privately owned, and it is readily seen that 

much new money (beyond the Federal share 
of $1.53 billion) must be raised to meet the 
needs of the entire airway system. It is 
encouraging that President Nixon has sug­
gested new methods for raising additional 
funds. 

Item: Noise and air pollution directly 
caused by aircraft will almost certainly in­
crease dramatically due to the increasing 
frequency of operations and the growing 
proximity of aircraft movement. Present 
noise abatement techniques such as slow 
climbs, sharp turns, steep descents, and noise 
levels, are a hazard, are expensive to monitor, 
and concentrate traffic. Air pollution abate­
ment techniques have had little effect in 
increasing visibility. 

And yet, the Federal government coB-tinues 
to consider its present air traffic control 
techniques to be a safe and effective noise 
and air pollution abatement program despite 
the fact that there is evidence to the con­
trary. It continues to rely on the good will of 
aircraft companies to develop quieter ex­
haust-free engines and on local communities 
to establish compatible land-use practices 
and building codes. Clearly the Federal gov­
ernment must appropriate more money for 
elementary research in noise and air pollu­
tion abatement far beyond what it is afford­
ing in the SST project, and it must control 
either by persuasion or mandate the land­
use practices and building codes at the local 
level. 

Item: After the introduction of the Boeing 
727, a series of fatal crashes occurred within 
a 3 month period. Preliminary reports cite 
"pilot error" as the cause. 

And yet, there is a recurring awareness that 
accidents should not always be blamed solely 
on aircraft failure or solely on "human error". 
Inadequate attention is being paid to how 
the human element reacts to the machine 
and to the environment. In the example 
cited above, further investigation by the FAA 
indicated that the pilots involved had not 
fully realized the high sink rate characteris­
tic of the 727. Rather than being a "human 
error", it was simply a lack of adjustment 
between man and machine. This relationship 
is known as the "interface problem". 

Item: The relationships of the aviation 
complex to the total transportation system 
and the environment in general have not 
been identified, analyzed, and ranked in a 
systems approach frame of reference. The 
benefits of faster and larger aircraft cannot 
be fully utilized if there are excessive delays 
to and from the airport. 

And yet, the Federal government has failed 
to adequately. coordinate industries' effort to 
develop faster, higher capacity aircraft with 
its own efforts in the related fields of mass 
transit, construction of airport facilities, and 
other related areas. To encourage the devel­
opment of these large aircraft on the one 
hand, and neglect the development of re­
lated facilities on the other hand, seems to 
contradict the aim of the national trans­
portation system. 

More is involved than increased conveni­
ence for those seeking access to airports; al­
ternative modes of transportation could be 
made more attractive so that the acceleration 
of pressure on our air system-and thereby 
on air safety--could be reduced. 

Item: Implementation of most changes 
needed can be made within the present gov­
ernmental structure and framework if the 
public would but recognize the need for this 
advance planning. The Federal Aviation Act, 
the Federal Airport Act, the National Aero­
nautics and Space Act, and the Department 
of Transportation Act have provided the nec­
essary legislation and Congress has pro­
vided the necessary committees. 

And yet, past administrations haven't given 
sufficient priority to the airway problem. 
There was inadequate coordination of fed­
eral, state and local government effort. We 
have needed stronger leadership to assure 
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adequate appropriation and sufficient pro­
grams to meet future needs. 

Item: Aircraf,t operations at FAA tower 
airports manned by FAA personnel will have 
expanded over 400% between 1965 and 1980. 
(See Append.) 

And yet, while experts agree th<at it is dif­
ficult for a traffic controller to handle more 
than seven planes at a single time, there is 
such a shortage of personnel today at some 
of the busiest airports that traffic controllers 
have been known to be responsible for be­
tween thirty and forty planes at one time. 

Item: Today's total U.S. civil fleet con­
sists of 128,500 planes, 98 % of which are 
used in "general aviation," as contrasted with 
the airlines' carrier operations. In turn 20-
25 % of general aviation consists of personal 
pleasure flying-and the amount of personal 
pleasure flying is expected to double in the 
next ten years. (P. 3-Nat. Airport Plan-
1968). 

And yet, the licensing system for general 
aviation pilots surely will become inadequate 
to maximize safety in the future. Growing 
congestion increases the complexities which 
every pilot must be able to hiandle. 

Item: In 1970, the first of the jumbo jet 
carriers, the Boeing 747, will be in operation. 
Within the next decade, other new aircraft, 
among them the Lockheed L-500, and the 
SST, will also become a reality. There is 
growing concern about handling their 400-
700 passengers on the ground. 

And yet, while this is a meritorious con­
cern, we should be even more concerned 
about greater safety in the air, where one 
accident can be fatal to such large numbers 
o! people. 

Item: In considering the magnitude of the 
air safety problem, it is important to know 
not only of the crashes but of the near­
misses ("incidents") as well. 

And yet, information on near-misses has 
been woefully incomplete. Until 1968, many 
incidents were not reported by pilots because 
of the fear of punitive action which might 
be taken against them. In order to get ac­
curate information, pilots reporting near­
misses are now (as of January 1, 1968) 
granted immunrty from punitive action in 
relation to them. By mid-March 1968, the 
pilots with their new immunity had re­
ported as many near-misses as had been re­
ported in all of 1967. For all of 1968, they 
submitted to the FAA more than 2,200 re­
ports of near-misses. Presumably a great 
number of near-misses still goes unreported 
because pilots prefer not to have it on their 
record or to get involved. Experts estimate 
a total of 20-25 near-misses a week in the 
Boston-New York-Washington air corridor. 
(See append.) 

Item: It is generally estimated that air 
crash fatalities could be cut in half if post­
crash fires could be eliminated. In other 
words, 50 % of air crash fatalities occur in the 
crash itself while the other 50% stem from 
burns or suffocation in fires which break out 
upon impact. 

And yet, no major push for fire prevention 
or control is evident on the part of private 
enterprise or government. Not a single major 
civilian airport is equipped with the helicop­
ter firefighting apparatus which is considered 
standard at military air fields for rapid ac­
cess to crashes which occur on approach, 
landing or take-off. Many airports do not 
maintain any type of firefighting equipment 
.and there is no requirement that they must. 
Gelled fuels and aircraft fuel systems de­
signed to alleviate the instances of post-crash 
fire, have received some, but no major at­
tention. 

Item: In the last five years more than sixty 
planes have disappeared in the continental 
United States and Alaska. Presumably they 
crashed, but the wreckage has · never' been 
found. Obviously the chance of surviving a 
crash is partly a function of getting help to 

the scene quickly. The Federal government 
spends almost $60,000,000 a year in Search 
and Rescue operations. 

And yet, there is no requirement that air­
craft carry a location signal device, even 
though such devices are available and are 
quite inexpensive. Much money could be 
saved by making it easier to locate crashes. 

Item: At the peak air traffic hour in New 
York, 6 p.m., there are over 35 airline carriers 
in the immediate landing pattern at JFK 
airport, over 25 at LaGuardia, and over 25 at 
Newark; at the same time there are over 80 
carrier aircraft on the ground awaiting take­
off at the three airports. There are literally 
dozens of aircraft at these three airports 
scheduled to take-off at precisely the same 
minute. 

And yet, the government makes no effort 
to use its authority to adjust the scheduling 
of airlines to avoid the inevitable hazards of 
this kind of scheduled congestion. The strain 
on traffic controllers, by this kind of conges­
tion, when added to the predictable hazards 
of weather conditions, human error, and 
mechanical failure means that this acquies­
cence in jammed scheduling is tantamount 
to courting disaster. Voluntary efforts at co­
operative scheduling among the airlines have 
produced unsatisfactory progress. 

Item: In addition to the commercial air­
lines under control of the traffic control 
towers in the New York Mea at the peak hour 
of 6 p.m., there are also likely to be at the 
same time on any given day between 200 and 
300 general aviation aircraft in the same air 
space--operating under visual (VFR) rather 
than the system's instrument (!FR) flight 
rules. 

And yet, the government has not as yet es­
tablished ad.equate regulations with regard 
to the type of aircraft, aircraft instrument 
equipment and pilot instrument ability 
necessary for flying in areas of high air traf­
fic density. Only recently has it barred VFR 
traffic from certain high density air traffic 
areas. The role of federal jurisdiction in im­
posing and enforoing comprehensive safety 
standards at hub airports--0r any airports-:­
is unclear, with resulting disparity among 
the various airports across the nation. 

Item: The FAA has been curiously cautious 
and reluctant in utilizing its authority to 
issue safety regulations without assurance 
that its fears were actually justified. Too 
often, this means that safety precautions 
are issued only after accidents prove the 
wisdom of them-and justify them to po­
tential critics. 

And yet, on the other hand, crash investi­
gation reports by the National Transporta­
tion Safety Board takes an inexplicably long 
time to produce-sometimes as long as two 
full years after the accident occurs. In the 
meantime, the conditions which contributed 
to the crash are likely to be reproduced be­
cause of the absence of regulations-and 
upon occasion the slow report is largely ir­
revelant when it is finally filed because the 
systems involved have been replaced by tech­
nological innovations. 

The delay of the NTSB investigation re­
ports is a possible obstacle to the cause of 
air safety. The recent issuing of interim re­
ports is helpful, but the NTSB ought to be 
able to reach a conclusion in less than the 
two years it occasionally takes. Hopefully, a 
better system of investigating and reporting 
will be found to hasten the report of the 
accident while maintaining accuracy. 

Item: Most air carrier crashes occur near 
airports in the take-off or approach and 
landing process. Thus, particularly as instru­
ment flight rules govern an increasing pro­
portion of these operations, the FAA air 
traffic control towers and personnel become 
absolutely critical factors in air safety. 

And yet, the government, through the Na­
tional Transportation Safety Board, is 
charged with the responsibility of lnvestigat-

ing all crashes, and, therefore of passing 
judgment on the performance of its own per­
sonnel, procedures, equipment and regula­
tions. Not the least factor to be considered is 
that the findings of the government's agency, 
the NTSB, are likely to be the principal 
basis for claims against the government. It 
is a fact that in only two instances have FAA 
tower operations or personnel ever been cited 
as even contributing factors in official ac-' 
cident reports. The tendency toward apologia 
or worse is too great a risk when men are 
asked to investigate the performance of those 
who are close to them. The suggestion that 
the investigative function be contracted to 
private enterprise has yet to be considered 
seriously as an alternative. In this case, the 
NTSB would still retain the authority of re­
viewing the findings and recommending ac­
tion to be taken by the FAA. 

Item: The only source of comprehensive 
statistical information on air traffic and air 
safety is the FAA. 

And yet, the FAA has seemed often to in­
terpret its role in this area as the responsi­
bility to join with the airlines industry to 
assure the public that air travel is impres­
sively safe. Thus, FAA statistics have been 
based on measures which tend to paint a 
more serene picture than really exists. Oz;tly 
recently has the FAA begun to measure safety 
in terms of fatalities rather than in terms 
of accidents. Comparing the number of fa­
talities to the number of total passenger 
miles in effect is misleading when each year 
bigger planes are carrying more passengers 
longer distances. And trying to compare air 
safety with highway safety is irrelevant in 
the extreme, given the price of any single 
air crash and the total absence of control an 
air passenger has over his own fate. 

Item: A continuing and major government 
research a.nd development program in the 
techniques of all air safety is an oqvi9us 
requirement of the rapid growth of Ameri­
can air traffic. 

And yet, neither the FAA nor the Depart­
ment of Transportation conducts or controls 
a major "R and D" program of its own in 
this area. They make recommendations on 
aeronautioal research needs to NASA, some 
of whioh are pursued and some are not. They 
benefit from, but do not exercise a con­
trolling interest in, the research programs o_f 
both NASA and the Department of Defense. 
The past R and D priorities of the govern­
ment in air safety appear best illustrated by 
a heavy pre-occupation with developing 
safety programs for the SST, which is sched­
uled for operations in 1980. More government 
money and effort are concentrated on that 
effort than on all other aspects of air safety 
combined. (See append.) 

RECOMMENDATIONS 

The com.prehensive list of recommenda:­
tions which follow is based on the detailed 
studies· present in the technical appendices 
attached. Although we would like to see 
change in all the areas we mention, we be­
lieve that top prfority must be given to im­
proving air traffic oontrol systems, develop­
ing airports and facilities and abating noise 
and air pollution. If we do not see immediate, 
massive and drastic ohange in these three 
areas, we will be in danger of being com­
pletely overwhelmed by the civil aviation 
complex we have created. The recommenda­
tions appear under several sub-headings. 

AIR TRAFFIC CONTROL SYSTEMS 

1. The first object of government in air 
travel must be to guard the public's welfare. 
The Federal government should prescribe 
a comprehensive air traffic system which is 
safe. Only the Federal government can im­
plement or permit suoh cha-ngP.s which are 
consistent with a safe system and reject or 
prohibit those which are not. Through sys­
-terns management it must coordinate all as­
pects of an integraited air ·traffic system­
personnel training, airport standards, air-
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craft production, airlines scheduling, pilot 
certification, weather observation, traffic con­
trol. The government must be able to super­
vise; the capacity to cope is not good enough. 

2. The proposed plans for the development 
of the National Airspace System must be re­
assessed and a specific research project un­
dertaken which will forecast needs and de­
velop hardware for the improvement of the 
air traffic control system. In this project 
attention should be given to such things as 
enroute navigation systems, all-weather land 
ing system, airborne collision avoidance sys­
tems, automatic weather communications 
system, nationwide traffic patterning systems 
and all other relevant aspects of the air 
traffic control complex. Particular attention 
must be given to the establishment of prior­
ities so that a just, orderly, and efficient 
pattern of improvement will occur. Placing 
all new and advanced air traffic control 
equipment in certain areas of high density 
traffic is an inadequate answer to our present 
problem. 

3. In accordance with its new emphasis 
on development of a long-range, comprehen­
sive and safe systems management approach 
to air traffic control, the FAA should involve 
a greater proportion of its personnel in plan­
ning which should receive top priority. It 
shouid recruit staff with planning skills. 
Day-by-day operations of the air traffic sys­
tem can hardly be ignored, but when plan­
ning for a safe future is given less than top 
priority, as is the case today, the FAA is not 
fully doing its job. 

4. Congress should appropriate the funds 
necessary for safe systems management over 
air traffic. Doing so will be necessary if we 
are to be the masters rather than the victims 
of our technology. In th·e past the FAA has 
lacked an adequate system and the Budget 
Bureau has cut those funds it did seek; 
furthermore, the FAA _appears to have de­
fined its needs in accordance with what it 
thought it could get from the Congress. 
What the FAA has been spending on airports 
and all other programs is infinitesimal com­
pared to the budget of the Bureau of 
Public Roads. The old $1.5' billion FAA esti­
mate for pre-1975 federal expenditures on 
the National Airport Plan, for example, was 
so obviously inadequate that it casts doubt 
upon the whole plan. We applaud the pres­
ent administration's foresight in seeking the 
need for additional funds for the National 
Airport Plan ~nd believe it to be a step in 
the right direction. 

5. Congress should appropriate funds suf­
ficient to train and hire enough traffic con­
trollers to permit safe operations at all air 
traffic control centers. At the same time the 
FAA should make extensive efforts to reduce 
the strain on traffic controllers through a 
cutback in their administrative duties, more 
equitable holiday assignments, guaranteed 
annual two-week leaves with pay, earlier re­
tirement provisions, and liberalized regula­
tions regarding controller workload. 

6. In developing a comprehensive and safe 
systems management approach to air traffic 
control, the FAA should reverse the disastrous 
trend of concentrating jet operations and 
passenger operations (and corresponding 
feeder line operations) into relatively few 
major hub airports. This trend amounts to a 
courtship of convenience pointing toward a 
marriage which cannot work. It is the major 
weakness of the National Airport Plan 
1969- 1972. 

7. In order to reduce traffic congestion at 
peak hours, the FAA should implement to the 
fullest its authority to veto any airlines flight 
schedules it feels to be inconsistent with safe 
operations. 

8. On the basis of extensive research, the 
FAA should issue new regulations governing 
the use of carrier pilots and crew on long­
distance flights, which can seriously impair 

efficiency through fatigue and disruption of 
the standard 24-hour physiological cycle. 
Such regulations might also cover crew 
facilities for relaxation and reorganization of 
cockpit procedures and team functions to 
reduce procedural errors through fatigue. 

9. As a priority matter, provisions must be 
established for periodic retesting for all gen­
eral aviation pilots-both in terms of their 
knowledge of developments related to their 
flying and their continued capacity. 

10. The FAA mus,t devise a more satisfac­
tory means of assuring full knowledge of 
near-collision incidents. The current system 
of pilot immunity upon reporting near­
misses has increased reports, but probably 
not to a satisfactory point. It might be more 
appropriate to suggest th.at when a pilot 
p articipates in a near-miss, bu.t does not re­
port it, the incident should be investigated 
and appropriate action should be considered. 

11. The FAA should require installation of 
a locating device in every aircraft flydng in 
certain defined high hazard areas to aid 
search parties to find it in case of accident. 

DEVELOPING AIRPORTS AND FAC~LITIES 

1. An airport trust fund, similar in na­
ture a nd operation to the successful highway 
trust fund, should be established to help fi­
n ance the development and operation of safe 
public airports. A variety of potential 
sources of trust revenue should be consid­
ered including r, minimal passenger tax (per­
haps distinguishing between domestic and 
international travel), a non-refundable fuel 
tax on au aviation fuel users ( commercial 
as well as private) , and/ or an annual aircraft 
license fee for all civil aviation based on the 
value of the aircraft. 

2. The proposed National Airport Plan must 
be reassessed and a specific res•earch project 
awarded which will find answers to the fol­
lowing problems: land acquisition, funding, 
linkage of remote and urban areas, short­
haul and long-haul operations, general avi­
ation and commercial aviation interests, pro­
cedures for cargo handling, airport place­
ment, rm;1way configuration and utilization, 
and airport design and facilities. 

3. The FAA should encourage the develop­
ment of anci. make use of state departments 
of aviation in order to attempt to resolve 
predictably difficult questions of conflicting 
local jurisdictions before resorting to the 
imposition of Federal authority. The state 
departments of aviation should also be en­
couraged to promote the orderly develop­
ment of land acquisitions for future air­
ports, as well as to identify and define air 
traffic control systems which will ensure the 
safe operations of general aviation and air 
carrier operations alike. 

4. The Civil Aeronautics Act should be 
· amended to require that certification shall 
be issued for the operation of airports used 
in interstate commerce. Such certification 
should define the standards for safe opera­
tion, proper maintenance, and safety equip­
ment (e.g. firefighting equipment). Airport 
certification should also be tied to the kind 
of aircraft which can operate at the airport, 
or the manner in which aircraft may oper­
ate at the airport. 

5. Because 50 % of all air crash fatalities 
stem not from the crash itself but from the 
resulting fire, federal airport certification as 
recommended above should include require­
ments for minimal firefighting apparatus ca­
pable of rapid access to any plane which 
might crash upon take-off, landing or ap­
proach. Similar emphasis in FAA-sponsored 
research should be given efforts to developing 
aircraft fuel systems or fuels which are fire, 
smoke and toxic gas preventive. 

6. The Federal government must pursue 
the development of civil aviation within the 
context of total transportation systems de­
velopment. Otherwise, the benefits of high 
speed travel will be in danger of being com-

pletely negated by the growing speed differ­
entials between ground and air travel. Of 
crucial importance at this time is the devel­
opment of hardware and the concentration 
on applications research .rather than basic 
research in order to make door-to-door travel 
a reality. 

NOISE AND AIR POLLUTION ABATEMENT 

1. A concentrated effort must be made in 
research and development to attain the most 
basic understanding of air and noise pollu­
tion phenomena. If the most effective and 
economical method of abatement seems to be 
the development of noiseless and pollution­
free aircraft engines, that must be pursued. 
If the answer appears to be in the control of 
land-use and environmental factors like 
sound,-proofing, that must be pursued. In the 
meantime, all noise abateJI1ent regulations 
now in effect should be carefully reviewed, 
particularly in order to eliminate any regu­
lations which impose risks to safety. 

OTHER RECOMMENDATIONS 

Weather 
1. U,S. support for current but long-stand­

ing Geneva negotiations on the establish­
ment of a global weather observation sys­
tem should be underscored-and the U.S. 
negotiating team should transmit to its 
colleagues the sense of urgency with which 
the American government views their delib­
erations. 

Research 
1. The FAA should conduct its own aero­

nautical research and development program; 
relying on the good sense and will of NASA 
and the Department of Defense is simply in­
sufficient. Spinoffs from the research of others 
can be valuable, but FAA should not be at 
the mercy of anybody else's definition of need 
or decision on timing. 

2. A specific research project should be un,­
dertaken to study how the human element 
reacts with other components of the avia­
tion system to effect a safer operating sys­
tem. Attention should be given to such as­
pects of _the problem as: air traffic controller 
stress, .pilot fatigue, private sector pilot per­
fo!mance , the understanding of weather phe­
nomena, the collection and dissemination of 
weather information, environmental hazards, 
cockpit configuration (e.g. altimeter place­
ment) and aircraft evacuation procedures. 

Reorganization 

1. The FAA, through the Department o~ 
Transportation, should be represented on the 
Aeronautics and Astronautics Coordinating 
Board, so that it can have maximum influ­
ence on the R and D directions which other 
agencies pursue and receive maximum infor­
mation on related research projects. 

2. On the other hand, the functions of the 
National Transportation Safety Board, at 
least as they relate to air travel, should be 
performed by an agency or bureau totally 
separated from the FAA. There should be 
careful examination of the adequacy of the 
present statutory separation. It may be ap­
propriat e to establish an adequately-funded 
independent board which would report di-
rectly to the Congress. · 

3. The Civil Aeronautics Board should be 
abolished and its only remaining function 
(regulation of fares and awarding of routes) 
transferred to the FAA. Its present separa­
tion from the FAA serves no rational purpose 
and flows only from now obsolete legislative 
history. 

SUMMARY PERSPECTIVE 

The airplane has surely changed our llves. 
It has quickened the pace of society and busi­
ness. It has made us an even more mobile 
society. It has brought opportunities and 
nations and recreation and loved ones closer. 

But the nagging questions remain. We 
have allowed numbers of aircraft to increase 
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without providing a system adequate to reg­
ulate their safe movement. We have tended 
to interpret safety only in terms of aircraft 
capability rather than considering the in­
terface of these elements with others in the -
aeronautical system. 

Most of all, we have failed to face the fact 
that civil aviation has reached a point where 
we must m ake a massive financial and in­
tellectual effort in the public sector of the 
aviation complex-airports, air traffic control 
systems, air and noise pollution, and hu­
man and transportation interface problems 
if safe air travel is to continue. Public con­
cern must force the government to take the 
leadership position necessary-and we must 
pay. 

APPENDICES 

INTRODUCTION TO APPENDICES 

Each appendix to this report covers an 
aspect of air safety. Each of the aspects 
covered is important. This organization of 
the study has been followed to facilitate both 
the layman's understanding of it and the 
expert's reference to it. 

Nonetheless, the treatment of the sub­
ject matter in distinct appendices, no mat­
ter how necessary for our purposes, is arti­
ficial-and if not recognized as artificial can 
compound a fundamental error which many 
concerned with air safet y have been m aking 
for too long. 

Each component part of the problem can 
be discussed separately, but does not exist 
in a vacuum. The safe management of air 
traffic will not result from an effort to solve 
each individual problem, but from a com­
prehensive systems management approach 
which can impose a comprehensive plan or 
system on every facet of the field. The nature 
of the big problem is far more serious than 
merely the sum of the artificially isolated 
aspects treated in these appendices. 

An accident may well be caused by a pilot's 
inability to read quickly and accurately an 
indication of crucial information. This in­
ability may stem from lack of training, 
which is a shortcoming of pilot certification 
procedures, or it may stem from an inap­
propriate layout of pilot information dials, 
which is a shortcoming. 

On July 31, 1968, a Piedmont Airlines 
plane crashed upon approach to the mile­
long mountaintop runway at Charleston, 
West Virginia, killing 32 of 37 persons aboard. 
The radio glide slope for the airport's Instru­
ment Landing System was not operating at 
the time of the crash; visibility was approx­
imately one mile; another 50 yards of run­
way would have meant the plane might have 
cleared the ravine where it crashed; the pilots 
had to rely on the dual altimeters in the 
aircraft. The causal factors in the crash thus 
may have included airport facilities, weather, 
traffic control, aircraft capability and pilot 
ability. To single out one and ignore the rest 
would be unwise; to treat each as totally un­
related to the rest would be unwise. 

The most competent and correct answer 
to one aspect of air safety may affect ad­
versely other parts of the problem. Systems 
management is needed to produce a compre­
hensive answer to all the problems with 
each answer being compatible with every 
other answer. 

Systems management is the capacity to 
consider collectively a multitude of inter­
related problems, to produce an integrated 
and internally consistent set of answers to 
them, and to supervise their implementa­
tion in an orderly, competent, and produc­
t ive way. It is the mode of operation in the 
space program and in some aspects of the 
Defense Department--where the technical 
obstacles and data are obviously t.oo great 
for any single mind or office to comprehend, 
but where every technical decision affects the 

range of options available in every other tech­
nical decision. 

Systems management obviously must be 
the mode of solution to America's air traffic 
monstrosity. The practice has been the op­
posite-to segment a problem too large to 
handle into artificially distinct problems with 
which the human mind and traditional 
bureaucratic method can cope. The similar 
division of the problem into similarly arti­
ficial categories in these appendices is per­
haps an aid to the reader, but we hope that 
his objective will be to find the means by 
which they all can be treated as inseparable 
elements of chaos in search of planning. 

I. HISTORY OF ACCIDENTS 

As in so many areas of modern America, 
the consumer of air travel services cannot 
easily discuss the accuracy of claims made on 
behalf of the product. No authoritative voice 
speaks for the air traveller, or to him, with 
relevant and decipherable information. Un­
derstandably, the industry wishes to present 
its safety record in the best light. Less un­
derstandably, the government has joined the 
industry in attempting to prove the safety of 
air travel rather than to determine how safe 
air travel is. As a case in point, this study 
has had to rely largely on statistical data 
prepared by the FAA. The statistics are not 
wrong, but they are misleading because they 
measure air safety in irrelevant ways. The 
following few paragraphs suggest that not 
even these misleading measurements paint 
a universally attractive picture. 

For what this type of comparison is worth, 
the fatality rate per 100,000,000 passenger 
miles for U.S. domestic scheduled air trans­
port planes has been consistently better than 
passenger automobiles and taxis, occasion­
ally better than buses, and consistently ( ex­
cept 1966) worse than railroad passenger 
trains. (See Chart 1). 

Comprehensively, accident rates demon­
strating the annual number of accidents per 
million miles flown for all U.S. non-military 
aircraft have declined over the sixteen year 
period from 1951 through 1966. This acci­
dent rate figure for U.S. air carrier opera­
tions, for example, has declined from 0.177 
to 0 .044 in 1966. 

Chart 2 indicates a general, but not steady, 
decline in the number of carrier accidents 
from 107 in 1951 to 78 in 1966. The number 
of miles flown, however, has risen sharply 
with a 1966 figure of 1,530,335,000 miles flown, 
being more than two and a half times the 
1951 figure. The resulting accident rate has 
declined significantly. 

Otherwise, viewed against the increase in 
mileage, even the fatal accident rate and the 
fatalities rate have declined. The number of 
fatal accidents and total fatalities, however, 
have not declined over the years, shifting 
erratically from year to year. 

The accident rate for U.S. supplemental air 
cc.rr ier operations has declined fror.1 0.536 
in 1951 to 0.082 in 1966. Chart 3 indicates 
that, again in this category, the total number 
of accidents has declined, bu . not steadily, 
over t .1e 16 year period from 24 to 7. Miles 
flown, however, have increased from 44,732,-
000 in 1951 to 34,911,000 in 1966. Thus, the 
result ing accident rate has declined signifi­
can t ly. Fa t alities varied from zero in 1956 to 
as high as 169 in 1953, with no discernible 
trend. Fatal accident rates have declined as a 
result of increased mileage. 

The accident rates per 100,000 hours and 
per million plane miles have steadily de­
creased for General Aviation flying over the 
last 16 years. (See Chart 4) . The number of 
accidents has increased from 3,824 in 1951 
to 5,425 in 1966. The number of fatal ac­
cidents has increased from a low of 356 in 
1956 to a high of 538 in 1966. The number of 
fatalities has fluctuated with a general in­
crease from 750 in 1951 to 1069 in 1966. 

However, because both estimated hours and 
plane miles flown have more than doubled 
since 1951, rates have decreased for acci­
dents, fatal accidents and fatalities. 

Close examination of General Aviation 
statistics reveals great differences in ac­
cident rates according to use of aircraft. 
"Pleasure" flying had the highest accident 
rates per 100,000 hours in 1966 for both total 
and fatal accidents, 40.63 and 5.36 respective­
ly. "Aerial Application" was next highest in 
both categories with 31.12 and 4.24, re­
spectively. "Air Taxi" had the lowest total 
accident rate with 12.44; and the second 
lowest fatal accident rate of 1.43, practically 
identical with that of "Business Corporate," 
1.45. "Instructional" flying had by far the 
lowest rate of fatal accidents, 0.68, and its 
total accident rate, 15.71 was only slightly 
higher than that for "Business Corporate" at 
15.45. 

The vast majority of "Business Corporate" 
flying employes full-time professional pilots. 
The majority of these command pilots hold 
airline transport ratings, despite the absence 
of any legal requirement. 

There were some 84 deaths in air-taxi 
operations in 1967; in 1966 the figure was 32 
( out of a total of 272 for all air carrier 
operations, and 1.069 for general aviation). 
The difference is due to the phenomenal 
growth of the air-taxi business, which 
promises to expand rapidly in the next years 
as a vital link in the commercial air car­
rier business. There are over 3,800 air-taxi 
operators in the U.S., 165 of whom are 
"scheduled". Two certified airlines have con­
tracted with scheduled air-taxi operators to 
operate a segment of the carriers' route, and 
there are 42 interline agreements between 
certified airlines and scheduled air-taxi 
operat'.:lrs for the onward carriage of airlin e 
passengers. The Post Office Department in 
1967 had 80 mail routes operated by 35 air­
taxi opeartors, carrying $3,500,000 worth of 
mail. 

The accident rate statistics produced by 
the FAA are mlisleading and imply that a 
growth of safety has occurred, which is a 
dubious conclusion. 

Measuring safety by comparing the num­
ber of accidents with the miles or hours 
flown ignores the exposure factor that does 
not exist with automobiles or pedestrians: 
an air accident involves many lives. For in­
stance, a relatively small proportion of acci­
dents between 1959--fl5 occurred on jet pas­
senger service, but they produced a high 
proportion of all fatalities ( 1886 lives lost in 
125 accidents). Nearly 41 % of all fatalities 
occurred in only 18 % of the total accidents. 

Furthermore, relatively few accidents oc­
cur in "flight" as compared to takeoff and 
landing operation. Therefore, indices such as 
hours flown, miles flown, passenger miles, or 
passenger hours are far less relevant than 
the indices of numbers of flights and pas­
sengers per flight. 

Norbert E. Rowe, Vice President for Engi­
neering, de Havilland-Canada, has suggested 
a better measurement: "Statistics of fatali­
ties in air transport must be related to the 
unit of carriage, the aircraft, rather than its 
overall productivity ... I would suggest 
dual criteria in this respect: 'accidents per 
flight' and 'fatal accidents per flight.' It is 
a reduction of the former which gives a clear 
index of flight-safety progress. This is par­
ticularly important in the coming decade 
when aircraft seating capacity will increase 
to 500, even 1,000 per unit of carriage." 1 

It is also vital to realize that air carrier 
safety statistics are so sensitive to the rel-a­
tively few number of major crashes, which 
produce most of the fatalities, that year-to­
year comparisons can vary widely-and are 
largely irrelevant. 

Footnotes at end of article. 
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Using more relevant measurements than 

the · FAA employs produces a picture of the 
trends in air safety which ls discomforting: 

In a Senate Committee Report, "Policy 
Planning for Aeronautical Research and De· 
velopme:r;it," May 19, 1966, the scheduled air 
carrier accident statistics indicate that avi­
ation safety had not improved much over 
the previous 16 years. (See Chart 5.) Al­
though 1966 saw only four fatal accidents, 
seven occurred in 1967. The "fatalities per 
million departures" and the "fatal accidents 
per million departures" for 1967 were about 
the same as they were during the first five 
years of this decade. 

While U.S. commercial aviation in its 
forty-year history has shown a spectacular 
increase in safety measured in terms of pas­
senger miles, a variety of recent indicators 
have not deviated sufficiently from their 15-
year averages to establish a meaningful trend 
for the future. 

General air accident rate statistics fall to 
reveal an important change in the dangers 
of air traffic. 

In the next 10 years commercial air jet 
travel is expected to triple. If fatalities con­
tinue at the average rate of the past 12 
years-airline deaths will reach aproximately. 
1,100 in 1977.2 

K. 0. Lundberg says that, "At the begin­
ing of the next century the (free world) 
death toll would be some 60,000 per year 
due to, on the average, some three to five 
big newspaper headline air catastrophies 
every day, not to mention the practically 
countless accidents to private aircraft.a 

The news is even more distressing when 
the history of "near misses" is examined. An 
average of 632 "near misses" per year have 
been reported in recent years, with approx­
imately 11 to 17 % of these rated as "criti· 
cal." A "near miss" is usually thought of as 
an instance in which an accident would 
have occurred if corrective action had not 
taken place, and is recorded as such when 
the pilot reports the near miss. Near misses 
are classified by the FAA in three categories: 

1. "No hazard"-when direction and alti­
tude would have made a midair collision im­
probable regardless of evasive action taken 
( e.g., a pilot may report a near miss but 
he was at least 1,000 feet away); 

2. "Potential"-an incident which would 
probably have resulted in a collision if no 
action had been taken by either pilot (a 
proximity of less than 500 feet would usu­
ally be involved in this type case) ; 

3. "Critical"-a situation where collision 
avoidance was due to chance rather than 
pilot action ( the pilot did not, or did not 
have time to, take action) . 

The near misses which have been reported 
in recent years numbered 663 in 1963, 662 
in 1965, and 463 in 1966. But these statistics 
are not particularly reliable. Pilots may not 
wish to report near misses because of po­
tential consequences to them-a situation 
not necessarily corrected by a recent FAA 
decision to give immunity from penalty to 
pilots who report being involved when a 
near miss is reported because the aircraft 
involved was not identified. 

David Thomas, Deputy Administrator of 
the FAA, has reported that most near misses 
occur while a plane is en route and not un­
der radar survelllance rather than in the 
situations which are generally considered 
most hazardous-Le., at airports lacking ra­
dar or at crowded terminals even with radar. 

But on April 26, 1968, the FAA gave a dif­
ferent report to representatives of the avia­
tion industry on the first two and one-half 
months of its study after granting immunity 
from penalty to pilots who reported near 
misses. During that time, they received 554 
reports of near mid-air collisions from pilots 
and other sources. Of the reports :fl.led, gen-

Footnotes at end of table. 
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eral aviation pilots submitted 251, alrli'"' e 
pilots 160, militray pilots 141, and air traffic 
controllers 2. Incidents in the terminal area 
were the subject of 339; the remaining 215 
dealt with en route incidents. Of the 436 re­
ports submitted in January and February, 
250 were classified as "no hazard" (no evasive 
action needed) and 186 were classified as 
"hazardous" (action was needed). 

Of the 186 described as hazardous, 117 oc­
curred in the terminal area (airport) and 69 
en route. Sixty-three of the terminal inci­
dents involved one plane operating under 
instruments (!FR) and the other under vis­
ual rules (VFR) . In 63 cases, both aircraft 
were under VFR. Only one case involved air­
craft both under IFR. 

And as a final statement on the current 
hazards of complacency over air safety, we 
cite the words of Stanley Lyman, Vice Presi­
dent, Federal Aviation Administration Af­
fairs , who reports that in the "Golden Tri­
angle," the Boston-New York-Washington 
air corridor, the FAA has "information that 
shows anywhere from five to nine near misses 
a day being reported ... and additional in­
formation documented by people in the vari­
ous facilities within the east coast areas that 
shows we have near misses occurring unre­
ported at the rate of 20 to 26 per week, de­
pending on the weather conditions at the 
time."' 

CHART 1.-COMPARATIVE ACCIDENT DATA: 1948- 66 

[Passenger fatalities per 100,000,000 passenger-miles) 

Domestic 
Passenger Railroad scheduled 

automobiles passen~er air transport 
Year and taxis Buses trams planes 

1948 ... . 2.10 0.18 0.13 1. 33 
1949 ... • 2. 70 .20 .08 1. 32 
1950 .. .• 2. 90 .18 • 53 1.15 
1951. . .• 3. 00 . 24 .43 1. 30 
1952 . ..• 3. 00 . 21 .04 .38 
1953 ...• 2. 90 .18 .16 .56 
1954 .... 2. 70 .11 .08 . 09 
1955 .... 2. 70 .18 ,07 . 76 
1956 .. .• 2. 70 .16 . 20 .62 
1957 .. . • 2.60 .19 . 07 .12 
1958 . ... 2. 30 .17 .27 .43 
1959 .. . • 2. 30 .21 .05 . 69 
1960 . ..• 2.20 .13 .16 . 93 
1961. ... 2.10 .19 .10 . 38 
1962 ..•• 2. 20 .11 .14 .34 
1963 . . • • 2.30 .26 .07 .12 
1964 . ... 2.40 .15 . 05 .14 
1965 ...• 2. 40 .16 .07 .38 
1966 . ... 2. 50 .20 .16 • 09 

Source: Motor vehicle data (automobiles, taxis, and buses) 
from the National Safety Council "Accident Facts" based on 
data from State traffic authorities, Bureau of Public Roads, 
National Association of Motor Bus Operators, and the American 
Transit Association. Railroad data from the National Safety 
Council "Accident Facts" based on date from the Interstate 
Commerce Commission. Domestic scheduled air transport data 
from the National Transportation Safety Board. 

CHART 2.-AIRCRAFT ACCIDENTS. ACCIDENT RATES, AND FATALITIES-U.S. AIR CARRIER OPERATIONS: 1951-66 

Accident rate per 
l,OL0,000 miles 

Fatalities Number of accidents flown 1 
Aircraft miles 

flown Total Fatal Pas sen-
Year Total Fatal (thousands) accidents accidents Total gers Crew Others 

1951. . ... .... . ...• . .• 107 23 601, 495 0.177 0. 038 323 264 58 1 
1952. _ . . •... . . . •....• 104 13 670, 720 .155 • 019 246 202 26 18 
1953. -- · ····· · -······ 90 18 734, 894 .122 .024 312 255 54 3 
1954. · ·· ····-······ · · 93 8 758, 654 .122 . 010 40 25 13 2 
1955 ...... . ... ....... - 93 17 862, 787 0.106 o. 018 271 224 42 5 1956 ____________ ____ __ 103 9 993, 055 .103 • 009 174 156 18 0 
1957. ···-······-· · · - · 112 13 1, 089, 727 .101 • 011 98 73 20 5 
1958 ....•• ---- ......• 91 14 1, 084, 652 • 083 • 012 160 128 29 3 
1959 . .... . • · •.......• 101 18 1, 155, 520 .087 .015 340 271 61 8 
1960 .... . .•..••..•..• 90 217 1, 130, 069 • 078 • 011 499 429 57 13 
1961. •.. . ........ __ ___ 84 11 I, 104, 042 • 076 .009 311 275 35 1 
1962 . .... .......• _____ 70 10 1, 168, 757 .060 .008 330 279 48 3 
1963 ••... _ ... .....•.•. 77 13 l, 232, 833 • 062 .011 264 223 41 0 
1964 .... . ..•.•.•••••. _ 78 13 a 1, 338, 415 .058 • 009 238 202 35 1 
1965 __ ____ . - ·- · · ······ 83 9 I, 536, 395 • 054 .006 261 226 35 0 
1966 (preliminary)_._ .. 78 8 1, 768, 451 .044 .005 272 137 27 108 

1 Accident rates exclude dynamit~sabotage accidents: Nov. I, 1955; July 25, 19f>7; Jan. 6, 1960; May 22, 1962; and May 7, 1964. 
2 Includes 3 midair collisions non atal to air carrier occupants; excluded in computation of fatal accident rates. 
a The nonrevenue miles of the supplemental air carriers included in the 1963 and 1964 figure are estimated. 

Source: Bureau of Safety, CAB. 

CHART 3.-AIRCRAFT ACCIDENTS, ACCIDENT RATES, AND FATALITIES-U.S. SUPPLEMENTAL AIR CARRIER OPERATIONS: 
1951-66 

Accident rate per 

Number of accidents 
l,000fl~°._2nm .les 

Fatalities 
Aircraft miles 

flown Total Fatal Passen-
Year Tota, Fatal (thousands) accidents accidents Total gers Crew Others 

1951. •• __ ________ · ---- 24 5 144, 732 o. 536 0.111 90 78 12 0 1952 •.•••.• ___________ 10 2 151, 760 .193 .038 31 26 5 0 
1953 •• __ ..•••.• -- -···· 21 7 48, 937 .429 .143 169 142 27 0 
1954 •• ·-·· ·······--··· 13 1 39, 104 .332 • 025 10 9 1 0 
1955 .•••...... ________ 13 3 43, 206 • 301 .069 33 27 5 1 1956 __________________ 

9 0 44, 822 .201 ;O 0 0 0 0 
1957 ··--·····-········ 8 1 35, 486 .225 .028 2 0 2 0 1958 __________________ 

6 1 39, 213 .153 .025 2 0 2 0 
1959 ______ . -- _ •• _. _ ••• 8 1 42, 817 .186 .023 3 1 2 0 
1960. ___ -------------- 8 24 52, 324 .152 .057 106 93 11 2 
1961 .....•••.•.•.•..•. 6 3 47,983 .125 .062 162 151 11 0 1962 .•••... ___________ 7 1 53, 270 .131 .019 3 0 3 0 
1963 ..•....•.•.•••.••• 11 3 a 52, 213 .211 .057 5 1 4 0 
1964. ········--------- 9 1 a52, 368 .172 .019 4 2 2 0 
1965 ...... ···········- 10 1 •62, 050 .160 .016 5 0 5 0 
1966 (preliminary) _____ 1 2 84, 911 .082 .024 85 ·······----·-····-----·-···--· 

I Revenue miles only. 
2 Includes 1 midair collision nonfatal to air-carrier occupants. This accident excluded in computation of fatal accident rate. 
• The nonrevenue miles included in the 1963 and 1964 figures are estimated. 
• Estimated. 
Source: Bureau of Safety, CAB; FAA Statistical Handbook of Aviation. 

r 
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CHART 4.-AIRCRAFT ACCIDENTS, FATALITIES, AND ACCIDENT RATES-U.S. GENERAL AVIATION FLYING: 1951-66 

Esti-
mated Accident rates 
hours Estimated 

Accidents flown plane-miles 100,000 hours Million plane-miles 

Year 
(thou- flown 

Total Fatal Fatalities sands)' (thousands) 1 Total Fatal Total Fatal 

1951 ......••••....•.•• 
1952 ..••.•••..••••.•.• 

3, 824 441 750 8,451 975, 480 45. 2 5.2 3.9 0.45 
3,657 401 691 8, 186 972, 055 44.6 4. 8 3. 7 • 41 

1953 ••.•.•.•••••.•...• 3,232 387 635 8, 527 1, 045, 346 37.9 4. 5 3.0 .37 
1954 ...•.•...••..•...• 3, 381 393 684 8,963 1, 119, 295 37. 7 4.3 3. 0 .35 
1955 2 __ .••...•...... . 3, 343 384 619 9, 500 1, 216, 000 35.1 4.0 2. 7 .32 
19562 .•••.•...•.....• 3,474 356 669 10, 200 1, 315, 000 34. 0 3. 4 2.6 . 27 
1957 ...........•...... 4,200 438 800 10, 938 1, 426, 285 38.4 4.0 2. 9 .31 
1958 2 .•........... ..• 4, 584 384 717 12, 579 1, 660, 109 36. 4 3.1 2. 8 .23 
1959 2 •••••••••••••••• 4, 576 450 823 12, 903 1, 716, 019 35. 5 3. 5 2. 7 .26 
1960 ...•.............. 4, 793 429 787 13, 121 1, 768, 704 36. 5 3. 3 2. 7 .24 
19612 ................ 4,625 426 761 13, 602 1, 857, 946 34. 0 3.1 2. 5 . 23 
1962 a_ •.•............ 4,840 430 857 14, 500 1, 964, 586 33. 4 3. 0 2. 5 . 22 
1963 2 ......... ....... 4, 960 482 893 15, 106 2, 048, 574 31. 0 3. 2 2. 3 .24 
1964 .................. 5, 070 504 1. 056 15, 738 2, 180, 818 32. 2 3. 2 2. 3 . 23 
1965 .................. 5, 196 536 1, .i29 16, 733 2, 562, 380 31.l 3. 1 2. 0 . 21 
1966 (preliminary)_ •... 5,425 538 1, 069 21, 023 3, 336, 138 25. 8 2.6 1. 6 . 16 

I Estimated by FAA. 
2 No general aviation s~rvey was c~nducted for t~e designated years. Estimated hours flown and estimated plane-miles flown 

for 1958-61 have been revised according to a correctlo~ factor. based on the 1962 survey of aircraft use in general aviation. Data for 
1963 are based on hours and use reported on aircraft inspection reports adjusted by the same correction factor 

s The 1962 general aviation survey excluded gliders, dirigibles, and balloons. These data have been adjusted to include them. 

Source: Bureau of Safety, CAB; FAA Statistical Handbook of Aviation. 

CHART 5.-AVIATION SAFETY (UPDATED THROUGH 1967)1 

Calendar year 

Item 1960 1961 1962 1963 1964 1965 1966 1967 

Departures, domestic (thousands). ___ .................. 3, 619 3, 532 3,446 3,557 3,692 3, 917 4,087 4,662 
Departures, international (thousands) ................... 212 198 201 214 239 257 286 306 

Total. ....•.... _ ... __ ....... _. __ .. __ .... ______ 3, 831 3, 730 3,647 3, 771 3, 931 4, 174 4,373 4,968 
Fatal accidents .............. ......................... 12 5 5 5 9 7 4 7 
Fatal accidents per million departures .................. 3.1 1. 0 1.7 1.6 2. 0 1.7 . 9 1. 4 
Fatalities (total) ...................................... 378 135 183 145 226 257 72 250 
Fatalities per mi : ion departures ..•...... ....... ....... 99 36 50 39 57 60 16 50 

1 Table 1 was extracted from table 28, p. 92 of "Policy Planning for Aeronautical Research and Development " s. 
!>oc. 90, 89th Cong., second sess., May 19, 1966, and updated with information from the CAB and the National 
Transportation Safety Board. Data for 1967 are preliminary and estimated. 

II. PILOTS 

In 80% of all accidents in 1966, the FAA 
cited the pilot as "a" cause but not neces­
sarily "the" cause. In a separate study made 
several years ago by the Civil Aeronautics 
Board, pilot error wa. 1 cited for 42 % of air 
carrier accidents and 64% of general avia­
tion accidents. (See Cha.rt 6.) 

Through the Federal Aviation Act of 1958 
(Public Law 85-726), the FAA, for all prac­
tical purposes, has almost unlimited author­
ity to say who may and who may not fly. 

"The Administrator is empowered to issue 
airman certificates specifying the capacity 
in which the holders thereof are authorized 
to serve as airmen in connection with air­
craft." 

Pilot certification today involves written 
and practical examinations administered by 
FAA-designated or supervised examiners 
(generally private flight training schools) 
and medical examinations given by physi­
cians in private practice whom the Agency 
has des,ignated official aviation medical ex­
aminers. The system is haphazard. The 
quality of pilot competence in the air carrier 
industry is principally the result of industry 
rather than government standards. In gen­
eral aviation there is no effective method in 
operation to double-check the relatively in­
attentive government testing procedures. 

Written tests are developed by FAA and 
distributed to licensed flight schools for ad­
ministration by the school. An article pub­
lished in the February 29, 1968, issue of 
Business and Commercial Aviation reported 
that there were schools where fees were paid 
not to learn about the art and science of 
flying, the rules and regulations, but to learn 
in less than two days the exact answers to 
the written FAA tests being given. Citing 
legal obstacles to closing down such opera­
tions, the FAA has satisfied itself with only 

suggesting various alternatives to the ex­
isting system such as eliminating the tests 
and letting each licensed school devise its 
own examination, or simply eliminating all 
written exams altogether and evaluating a 
student's record of achievement or relying 
on a statement from his instructor. 

General aviation, which would be most af­
fected by such a procedure, has itself sup­
ported the establishment of a prescribed 
course from the FAA which must be com­
pleted before testing is administered. And a 
prototype is now offered at many flight 
schools to educate general aviation pilots in 
air traffic control regulations and procedures. 
In CaUfornia, where such courses are under 
way, pilots have been known to come hun­
dreds of miles to attend these workshops two 
and three nights a week. 

Aviation medical examiners are given 
seminars by the FAA to receive training in 
modern aeromedical concepts, certification 
practices and procedures, and accident-in­
vestigation techniques. If an examiner denies 
an applicant medical certification, there are 
two avenues of appeal open to the applicant-­
one is the Federal Air Surgeon in Wash­
ington; the other is the Administrator who 
may exempt an applicant from established 
medical standards. Air carrier pilots, at the 
insistence of the industry, undergo periodic 
medical examinations and recertification 
procedures. 

The lay reader may be surprised to learn 
that in general (non-carrier) aviation a pri­
vate pilot's right to fly a certain type of craft 
is automatically retained merely by taking 
off and landing such a craft at least five 
times every three months and by passing a 
physical examination every 24 months. He 
need never take a second written or practical 
test. This is true despite the fact that more 
than half the people who hold pilot's licenses 

fly less than 50 hours a year. The conditions 
mentioned must raise questions as to many 
pilot's continued proficiency as the airways 
and traffic systems become more congested. 

Training-Commercial aviation airline 
transport pilots are generall~r trained ex­
tensively by the employing carrier airline 
company and required to take refresher 
courses periodically. Airlines select one ap­
plicant out of 20, spend $100 an hour to 
train him, retest him every six months, send 
him back to flight school once a year, and 
pay him up to $40,000 a year. Electronic 
stimulators that faithfully reproduce the per­
formance, visual and aural cues of aircraft 
in flight, have long been a cornerstone of 
such training and they will be even more im­
portant in the future. It has been said by 
experts that no man is one-tenth as capable 
of driving an automobile as the greenest 
carrier co-pilot is capable of flying. Flight 
crews which are to operate a new aircraft-­
one on which they have not previously been 
qualified-begin their training with a ground 
indoctrination course, which typically con­
sists of 90 hours of classroom time and many 
more hours of homework. After the paper­
work has been mastered, it is followed by 
intensive training in the aircraft, including 
take-offs and landing during day and night, 
normal emergency flight maneuvers, and 
flight under simulated instrument flight con­
ditions. With this flight and ground training 
completed, but before the pilots begin service 
in scheduled operations, they a.re given a 
check flight in the aircraft under the super­
vision of a company check pilot or an FAA 
inspector to determine whether their pro­
ficiency meets the high s·tandards of the 
airline and the FAA. Before going to com­
mand duty, the flight captain makes a check 
flight as captain with a Check-Flight Captain 
riding as monitor. Only then is the captain 
qualified to take command of the type of 
aircraft in which the checkout procedure has 
been completed. These training and checking 
programs are additional to the basic and 
comprehensive training and checking which 
flight crew members must have taken in 
order to obtain the FAA license which is a 
prerequisite to their receiving the airline 
training. 

The industry and the FAA take steps to 
keep pilot training relevant to the new prob­
lems of new aircraft. For example, a number 
of accidents involving· failure of jet transport 
aircraft to pull out properly from a high rate 
of descent when approaching for landing in­
troduced altitude awareness and descent 
management subjects into the training pro­
gram; these subjects include: first, a demon­
stration maneuver designed to show pilots 
the proper techniques for recovering from 
high rates of descent; secondly, an adequate 
experience on the part of pilots in command 
of certain types of turbojet aircraft before 
they could permit a co-pilot to make takeoffs, 
instrument approaches, or landings; and, 
thirdly, required completion during initial 
checkout in jet aircraft of an adequate num­
ber of landings under varying conditions. 
Similarly, to help pilots avoid accidents due 
to wake turbulence, which is a vortex phe­
nomenon occurring behind larger aircraft, 
the FAA issued a circular describing the 
hazard, pointing out how it can best be 
avoided, and released a motion picture train­
ing film on the subject. 

TRAINING---GENERAL AVIATION 

Major General Joseph D. Caldera, Presi­
dent of the Flight Safety Foundation, Inc., 
states in an Air Safety Conference in Cin­
cinnati, February 4, 1968, that too many 
licensed private pilots today cannot manage 
their aircraft in the environment in which 
they place themselves.5 This is true in terms 
of weather, which is cited by the National 

Footnotes at end of article. 
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Transportation Safety Board as a related fac­
tor in ov·er 13% of all accidents, 22% of 
which are fatal. It is true in terms of the 
planes flown. (A 1967 study by the National 
Transportation Board found that 80% of 
the general aviation accidents are due to lack 
of proficiency or lack of procedural knowl­
edge on the part of the pilot.) But it is even 
more true in terms of new traffic control and 
communications systems. 

Virtually all commercial aviation pilots 
must be instrument-qualified, but this is not 
so with general aviation pilots. It used to be 
that a general aviation pilot was proficient if 
he kept himself alive. Now to be proficient 
he must learn procedures-what they are, 
how to talk his way through them-and how 
to push his vehicle through the necessary 
maneuvers to duplioate the sometimes com­
plioated lines drawn on airline maps. In 
fiscal year 1966, general aviation conducted 
25% of the instrument approaches recorded 
by the FAA, reflecting an increased technical 
capacity in general aviation which suggests 
that by 1980 general aviation will conduct 
over 70% of the civil instrument approaches 
in the United States. This accomplishment, 
however, does not flow from any systematic 
effort to require greater technical capacity 
from private pilots. 

Training for the general aviation pilot can 
be improved by simplifying approach pro­
cedures whenever possible and by standard­
izing them so the transient pilot can expect 
the same thing to happen to him whether 
he is at his home field or anywhere across 
the country. 

Also some technical advances could help, 
such as the single-frequency radar approach 
(TERPS) , which allows thousands of small 
airfields to have their own instrument ap­
proach network which would result in more 
pilots developing instrument rating, Cate­
gory II capab111ty. And, of course, it is not 
inconceivable simply to require instrument 
ratings to be required for any pilot to use 
certain airports. 

One of the better efforts on the part of 
the FAA toward encouraging instrument 
pilots to gain the necessary "live" experience 
to gain proficiency is the SIP program. This 
series of classes given at FAA flight schools 
have been extremely popular with general 
aviation pilots. An FAA funded program of 
the Flight Safety Foundation, known as 
General Aviation Pilot Education, has been 
successful and is being developed on a re­
gional basis. Another effort was made when 
the Airman's Information Manual, the basic 
U.S. civil flight information publication, was 
refined and updated both in form and con­
tent. Furthermore, the FAA has also tried to 
modernize and develop cartographic ma­
terials used in operating the airspace system 
which are standard and easy to interpret. 

It still remains to be demonstrated, how­
ever, that significant improvement in gen­
eral aviation air safety is possible without 
stiffer testing and retesting of the pilots. 

A GROWING PROBLEM OF PILOT FATIGUE 

Pilot fatigue from new planes and prac­
tices comes from long hours without rest 
because of delays and night departures, night 
flying, and the disruption of the circadian 
rhythm (24 hour psychophysiological 
rhythm) involved in the rapid crossing of 
several time zones. FAA regulations limit 
pilot flight time to sixteen hours per day and 
it has a permitted emergency extension to 
20; but delays and diversions caused by con­
gested airports and jet scheduling practices 
which increase aircraft utilization, have 
caused greater pilot utilization without rest. 

Footnotes at end of article. 

In the Australian Defense Scientific Serv­
ice Aeronautical Research Laboratories, it 
was found that "since the introduction of 
jet transport aircraft, the volume and 
intensity of reports of fatigue among 
crews has tended to remain high and 
even to increase, contrary to the trend ob­
served during the early days of service of 
piston-engine and turbo-prop aircraft." 6 The 
Australian study centered on the following 
causes of pilot fatigue: (1) late afternoon 
and night departures (over 50% after 1800 
hours); (2) night flying (59% are at night); 
(3) morning arrivals after night work, re­
quiring day sleep and a temporary reversal 
of the light-dark cycles; (4) time shift; and 
( 5) early morning departures requiring early 
morning wake-up times. The major com­
plaints made by the crews examined were 
just these and the chief symptom is lack of 
sleep, which has a marked effect on efficiency 
of physiological functions. There is a high 
level of stress among crew members during 
the approach and landing phases of flight, as 
the statements of the pilots themselves 
indicate. 

The Australian study group concluded 
that "the present system followed in sched­
uling has many disadvantages." 7 They ques­
tioned the wisdom of heavy nighttime 
scheduling when the internal systems are at 
their least active, when the work load (ap­
proach and landing) is heaviest, when the 
crew is least physiologically prepared. They 
questioned the wisdom of setting the slip­
page points (where crews change and the 
tired are to rest) at the furthest geographi­
cal distance from home base, and, therefore, 
when the tired crew ls least able to adapt. 
They questioned why the majority of slips 
are of a 24-hour duration, which is the least 
beneficial physiologically (12-14-hour and 
36-hour slips are preferable to 24-hour and 
48-hour because they have the advantage of 
remaining in-step with a 24-hour rest cycle). 

The study suggested that the 16-hour 
flight duty time is to be seriously questioned 
per se, not only because of the growing 
instances of diversions and delays which ex­
tend the flight time considerably, but be­
cause as in any other occupation when the 
safety factor is less relevant, a 16-hour work 
day would be considered an unnec~ssary ex­
tension of human capacity and efficiency. 
The concept of extended working hours for 
flight personnel began in the days when air 
speeds necessitated long hours in the air 
just to reach a landing point, but aircraft 
capability aud increased numbers of flights 
no longer make long hours necessary. The 
long duty times for crews makes considera­
tion of the rest-time scheduling even more 
mandatory, but there is no evidence in pres­
ent practices to suggest that slippage pat­
terns are established more out of concern 
for pilot fatigue than for aircraft scheduling 
convenience and the economic advantage of 
the carrier. 

The Australian study of pilot fatigue states 
that 46 of the 60 pilots interviewed attrib­
uted some effect of fatigue due to the dis­
comforts of the flight deck-uncomfortable 
seats, cramped quarters, and unavailability 
of crew rest quarters. Food, feeding facilities 
and procedures, and dry cabin air causing 
dehydration were also sources of complaint. 
The interviewed pilots noted a state of 
heightened tension on the completion of a 
flight, manifested in reduced comprehension 
and retention, an increase in 1rritab111ty, a 
greater inability to relax, a lack of energy, a 
decrease in soc1ab111ty, and an unusual need 
for sleep accompanied by an inabillty to 
sleep. The symptoms associated with the "un­
winding process" tend to persist for a period 
of two to three days. 

In the light of these findings, it is only 
mildly conforting to know that the general 

health of commercial pilots has been found 
to be good and is not generally impaired as 
a result of flying as an occupation. Pilots 
have been found to be relatively free from 
cardiovascular and cardiac impairment. 
Nonetheless, many studies confirm that 
short-term disturbances, like indigestion 
and disrupted physiological functions, seem 
to be common due to irregular eating and 
sleeping patterns. Finally, it might be noted 
that though crew restrictions on drinking 
while on duty and for periods before duty 
are strict, over 68% of the pilots inter­
viewed in the Australian study said they 
drank more when they were away from 
home, and 56% said that they smoked more. 

In 1966 there were 548,757 active pilot 
certificates held, the number having very 
nearly doubled in ten years. (See Chart 7). 
The largest number of the certificates are 
for private flying (222,427), followed closely 
by the student and commercial categories 
(165,177 and 131,000 respectively). All cate­
gories have shown dramatic growth-practi­
cally tripling in ten years. 

There are many more certificate holders 
than active airmen in both the pilot and 
non-pilot categories, because many pilots 
hold more than one kind of certificate. For 
instance many private pilots also fly for busi­
ness and pleasure; many who hold commer­
cial instrument certificates also have me­
chanic certificates and can service their own 
aircraft; many mechanics and controllers 
hold pilot's certificates; and as many as 10,-
000 pilots work part time as weekend in­
structors or charter flight pilots. (See Chart 
8). 

World War II and subsequent military op­
erations have trained a large cadre of air­
craft operating personnel-a source of civil 
aviation manpower ever since. This source 
of pilots ls no longer adequate, according to 
The Report of the Aviation Human Re­
sources Study Board, (September, 1964, FAA) 
because of the decreased mllitary flight train­
ing and also because of the increase in air car­
rier traffic. Over half of the present 
commercial pilots are 45 years of age or older. 
A single aircraft requires five complete 
crews. New pilot hirings by U.S. carriers 
were estimated to be 4,454 in 1966 and Chart 
9 indicates new aircraft cockpit crew esti­
mates from 1967-75 to number 16,275 in total 
manpower. 

One avenue of solution, suggested in the 
Congress, would be the establishment of a 
four-year program of instruction at a Civil 
Aviation Academy to train young men and 
women in all aspects of aviation, allowing 
the cadet to major in any one of a nurr.ber 
of aviation fields-radar and electronics, air­
craft maintenance, navigation, airways oper­
ations, pilot training, etc. 

CHART 6.-CAUSAL FACTORS, 1959-62 

[In percent] 

Air carrier 

Pilot_ __ --- ----------------- - 38 

General 
aviation 

64 
CopiloL _ --------------- ----- 4 --------------

~~~~~~~~~-

42 54 
13 4 

Total pilot__ __________ _ 
Other personnel_ ________ ___ _ _ 

~~~~~~~~~-

Tot a I personneL _ ------ 55 68 
=================== 

9 5 
7 6 
8 3 

Landing gear_ __________ ____ _ _ 
Powerplant_ __ ------ ________ _ All other_ ___________________ _ 

~~~~~~~~~-

24 14 
14 10 

Tot a I equipment__ _____ _ 
Weather _____ ----------------

7 8 Airport, terrain---------------=========== 
Grand tota'------------- 100 100 

Source: Federal Aviation Administration. 
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The Report of the A via ti on Human Re­
sources Study Board concluded that the fu­
ture employment demand can be met by 
existing education and training resources 
if a. well coordinated industry-government 
program is rumed at continued motivation 
of American youth toward careers in aviation. 
They recommended the FAA to lead this ef­
fort. Also, research and training devices, 
simulators and flight proficiency testing can 
speed and improve the training of new 
crews. Better guidance and control tech-

niques can keep manpower requirements 
per crew from rising as aircraft becomes more 
complicated. 

History offers a warning. In the past, as 
any field of endeavor expanded to include 
many more participants, the average quality 
and competence of the participants seemed 
to suffer. In contemporary aviation, as the 
planes and the airways become more com­
plex, increased manpower needs are matched 
by increased needs for quality and excellence 
on the part of all participants. 

CHART 7.-ACTIVE AIRMAN CERTIFICATES HELD : DEC. 31, 1958-66 

Category 1958 1959 1960 1961 1962 1963 1964 1965 1966 

Pilot_ ____________________ 354,365 359,875 348,062 1352,860 365,971 378,700 431,041 479,770 548,757 

Student_ _____________ _ 
Private ______________ _ 
Commercial_----------
Airline transport ____ __ _ 
Helicopter (only) ______ _ 
Gl ider (only) __________ _ 
Other pilot__ _________ _ 

103, 456 
140, 573 
93, 126 
15, 840 

579 
674 
117 

107, 815 
139, 804 
93, 815 
16, 950 

610 
721 
160 

99, 182 
138, 869 
89, 904 
18, 279 

616 
802 
410 

93, 973 
1144, 312 
192, 976 
1}9,155 

1677 
894 
873 

95, 870 
149, 405 
96, 047 
20, 032 

738 
967 

2, 912 

105, 298 
152, 209 
96, 341 
20, 269 

823 
1, 045 
2, 715 

120, 743 
175, 574 
108, 428 

21, 572 
1, 058 
1, 227 
2, 439 

139, 172 
196, 393 
116, 665 
22, 440 

1, 392 
1, 411 
2, 297 

165, 177 
222, 427 
131, 539 
23, 917 

l, 819 
1, 602 
2, 276 

============================================================ 
Nonpilot__ _____ ___________ 157,424 167,074 169,598 1}75,287 181,982 186,304 195,396 204,463 217,132 

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~-

Mechanics ____________ _ 107,072 113,520 115,688 118,689 122,160 124,945 130,131 135,351 140,799 
Parachute rigger___ ____ 2, 543 2, 835 2, 936 3, 127 3, 400 3, 669 4, 226 4, 584 4, 927 
Groundinstructor_ _____ 28,306 30,179 29,421 29,526 29,964 30,295 30,801 31,403 32,217 
Dispatcher___ _________ 3, 437 3, 282 3, 405 3, 542 3, 669 3, 796 3, 961 4, 104 4, 259 
Contro tower operator2_ 8, 584 9, 203 9, 784 111, 110 12, 436 12, 987 14, 304 14, 875 16, 046 
Flight radio operator2_ _ 203 137 131 •o O O O O O 
Flightnavigator2_______ 1,426 1,495 1, 533 11,529 1,630 1,620 1,625 1,797 2,384 
Flightengineer_____ ___ 5,853 6,423 6,680 7,701 8,723 8,992 10,348 12,349 16,500 

Flight instructor certificates_ 25, 903 26, 753 31, 459 130, 165 28, 873 29, 618 32, 158 34, 904 38, 897 
lnstrumentratings•-- ------ 62,176 64,506 63,204 168,092 72,920 74,451 84,442 93,637 107,171 

1 Estimated. 
2 No medical eramination required, therefore, no determination as to activity can be made. Numbers represent all certificates on 

record. 
a Requirements for issue and possession of flight ratio operator certificates deleted from the Federal Aviation Regulations. 
• Special ratings shown on pilot certificates represented above; hence do not indicate additional certificates. 

Source: Federal Aviation Administration. 

CHART 8.-CERTIFICATED CIVIL AIRCRAFT AND AIRMEN, 1927-60 

Certificated airplane pilots Student pilot 
issuances 

Total U.S. Airline during the 
As of Dec. 31 civil aircraft Total transport Commercial Private year Mechanics 

1927 ___ __ -------- _ 2, 740 1, 572 (1) (2) (2) 545 --------------1928 ______________ 5, 104 4,887 (1) ( 2) (2) 9, 717 4,383 
1929 _____ -------- _ 9, 922 10, 430 (1) 6, 165 4,265 20, 400 7, 701 1930 ______________ 9, 313 15, 280 (1) 7, 847 7, 433 18, 398 8, 993 1931__ ____________ 10, 780 17, 739 (1) 8, 513 9,226 16, 061 9, 016 1932 ______________ 10,324 18, 594 330 7, 967 10, 297 11, 325 8, 373 1933 ______________ 9, 284 13, 960 564 7, 635 5, 771 12, 752 8, 226 
1934 _____ ---- ____ _ 8, 322 13, 949 676 7,434 5, 789 11, 994 8, 156 1935 ______________ 9, 072 14, 805 736 7, 362 6, 707 14, 572 8, 432 
1936 ______________ 9, 229 15, 952 842 7, 286 7, 322 97, 675 8, 738 
1937_ _____________ 10,836 17, 681 1, 064 6, 411 10,206 21, 770 9, 314 
1938 ____ -- -- --- _ -- ll, 159 22, 983 1, 159 7,839 13. 985 15, 556 9, 884 
1939 ______________ 13, 772 33, 706 1, 197 11, 677 20, 332 29, 839 10,296 1940 _________ _____ 17, 928 69, 829 1, 431 18, 791 49, 607 110, 938 11, 177 
1941__ ____________ 26, 013 129, 947 1, 587 34, 578 93, 782 93, 366 14, 047 
1942__ ____________ 27, 170 166, 626 2, 177 55, 760 108, 689 93, 777 18, 097 
1943 ______________ 27, 180 173, 206 2,315 63, 940 106, 951 36, 802 20, 805 
1944 ______ · ________ 27, 919 183, 333 3, 046 68, 449 lll, 833 51, 276 23, 157 1945 ______________ 37, 789 296, 895 5, 815 162, 873 128, 207 77, 188 27, 272 1946 _________ ___ __ 281, 002 400, 061 7, 654 203, 251 189, 156 173, 432 (2) 
1947 ______________ 294, 821 • 433, 241 «7, 059 t 181, 912 1244, 270 192, 924 ~ 51, 102 
1948 ______ -- -- ____ s 95, 997 ~ 491, 306 «7, 762 1176, 845 ~ 306, 699 117, 725 ~ 60, 420 1949 ______________ 392, 622 525, 174 9, 025 167, 769 328, 380 49, 575 64, 736 1950 ______________ 92, 809 (2) (2) (2) <? 44, 591 (2) 
1951__ ____________ 288, 545 580, 574 10, 813 197, 900 371, 86 45, 003 73, 964 1952 ______________ 3 89, 313 581, 218 11, 357 193, 575 376,286 30, 537 77, 391 
1953 ______________ 3 91, 102 585, 974 12, 757 195, 363 377, 854 37, 397 81, 763 1954 ______________ 3 92, 067 613,695 13, 341 201, 441 398, 913 43, 393 85, 558 1955 ______________ 3 85, 320 643, 201 13, 700 211, 142 418, 359 44, 354 91,001 
1956 ______________ s 87, 531 669, 079 15, 295 221, 096 432, 638 45, 036 95, 436 1957 ___ _____ ______ 3 93, 189 702, 519 16, 900 237, 149 448, 470 76, 850 102, 691 1958 ______________ s 98, 893 731, 078 18, 303 245, 541 467, 234 58, 107 107, 072 1959 ______________ 3105, 309 758, 368 19,364 255, 377 483,627 67,618 113, 520 
1960 ______ -- --- __ - a 111, 580 783, 232 20, 935 262, 437 499, 810 51, 465 115, 688 

1 Airline transport rating became effective May 5, 1932. 
2 Not available. 
s Includes gliders. 
I As of April 1, 1968. 
& As of May 1, 1949. 

Due to frailties of the record-keeping s1stem, "registered" or "certificated" figures are somewhat meaningless and are generally 
ignored in favor of "active" if "eligible' figures which reflect a positive knowledge of some kind of recent activity. 

Source: Federal Aviation Administration. 

CHART 9.- NIW U.S. AIRCRAFT COCKPIT CREW ESTIMATES 
1967-75 

Type 

Boeing 737, Douglas DC-9, 
BAC Ill, FH -227- _______ _ 

Boeing 727 ________________ _ 
Boeing 707 and Douglas DC-

8 (both regular and 
stretched) _______________ _ 

Boeing 747 1 and Douglas 
DC-101 ______ ___________ _ 

Anglo-French Concorde _____ _ 
U.S. supersonic transport ___ _ 
All-cargo Boeing 707 and 

Douglas DC-8 ___________ _ 

Cockpit 
crew 

comple-
Number 1 ment 2 

367 
398 

189 

106 
51 
30 

73 

Total 
man­

power a 

3, 370 
5, 970 

2,835 

1,590 
765 
450 

1, 095 
~~~~~~~~~~-

Tot a I new U.S. Aricraft_ 
Total U.S. trunk and 

international fleet 

1, 264 ---------- 16, 275 

by 1975 __ _________ _ 1, 756 ------ - ------ - ----- _ 

• Air Transport Association estimates. 
2 No account has been given for optional or nonstandard cock· 

pit crew positions. 
3 An assumption was made by A. W. & S. T. that each aircraft 

re~~~e~;cfii~t'h!~ ~;:'ns r~~;h~~n~~s1i:i~ir ~~s~suild these air· 
craft. 

Source : Aviation Week & Space Technology, Jan. 31, 1966, p. 
55. 

Source : Federal Aviation Administration. 

III. OTHER PERSONNEL (PLANE CREW, TRAFFIC 
CONTROLLERS, MAINTENANCE) 

Plane crew 
It is generally accepted that a jet carrier 

aircraft can only be safely flown with a mini­
mum cockpit complement of three men. Most 
jet aircraft, as chart 9 in Section II indicates 
fly with a. three man cockpit crew, but this 
has not been made mandatory. Most large 
jets (e.g., Boeing 707 or DC-8) are operated 
with an option on cockpit crew size depend­
ing on the number of hours in flight. To some 
extent, the manufacturers have had more in­
fluence than the airlines or the pilots on the 
decisions made by putting planes with two­
man cockpits on the market, such as the 
DC-9, the BAC-1-11, and the Boeing 737. 

Most pilots appear to agree that existing 
air traffic and navigational systems require 
better qualified co-pilots, who would be able 
to take over absolutely, and flight navigators 
or engineers over long flights. They insist 
that ultra "human" systems capabilities and 
the clock of trained pilots makes this neces­
sary and possible. The airlines claim that 
aircraft can be safely flown by two pilots; 
pilots claim these aircraft cannot be operated 
safely by a two pilot crew. 

A similar question exists concerning the 
number of stewardesses or "flight attend­
ants" on each flight. The FAA now requires 
that there must be at least one flight at­
tendant if a flight has nine or more passen­
gers and that a flight of 149 or more passen­
gers must have at least four flight attend­
ants. 

The regulation does not appear to be very 
helpful, for it can and does mean that the 
fewer the passengers, the greater the ratio of 
attendance to their needs (both convenience 
and safety) and that the greater the num­
ber of passengers the less attendance to their 
needs. Small flights can operate with one 
stewardess to every nine passengers; large 
flights can operate with one stewardess to 
every 35 passengers. When measured against 
the need, in crash conditions, of efficent and 
knowledgeable operators to evacuate the air­
line, the regulation seems insufficient. The 
stewardess' unions have sought more attend­
ants; the airlines view the added cost as 
prohibitive. 

Traffic controllers 
Currently, the FAA employs about 18,100 

air traffic controllers who operate in three 
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kinds of facilities--air route traffic control 
centers (28 national centers which watch 
all en route traffic over the United States); 
airport control towers (at 304 of the 831 air­
ports serving commercial traffic); and flight 
service stations (332 stations which provide 
to pilots additional service, such as weather 
information). 

On July 4, 1968, and thereafter, arrivals 
and departures of commercial airline flights 
at the Nation's largest airports began to 
experience massive delays due to what air 
traffic controllers, particularly officials of 
PATCO (Professional Air Traffic Controllers 
Organization) claimed was strict enforce­
ment of FAA landing and take off require­
ments and procedures. The slow down oc­
curred within 48 hours of the July series of 
meetings of PATCO. 

Apparently the issue was not so much 
whether FAA regulations had been or should 
be enforced strictly, but whether control­
lers' grievances were to be met, particularly 
their demand for more personnel help. 

The Air Traffic Controllers Association 
charged that "flight was reaching a point 
of public peril because of shortages of 
trained men and modern equipment ... we 
are fortunate that we don't have the colli­
sions now ... ninety percent of this is pure 
luck." 8 They cite instances of vacancies 
occurring in certain high density centers, 
necessitating use of trainees who are not 
checked out. 

They point to the heavy work load which 
demands that they handle as many as 35 
to 40 aircraft at a time. David Thomas, 
Deputy Administrator of the FAA, himself 
a veteran controller, has said that the man 
behind the radarscope should not be asked 
to keep track of more than six at one time. 

Medical research done by such organiza­
tions as the FAA medical staff at George­
town Medical Center, the FAA Aeromedi­
cal Institute at Oklahoma City, the U.S. Air 
Force Human Factors Research Laboratory 
and the British RAF Institute of Aviation 
Medicine report that controllers have an un­
due amount of tension and pressure. The 
ACTA has said that over half of the eleven 
controllers who retired in April, 1968 were 
disability retirements, and that in the same 
month, five controllers suffered heart at­
tacks on the job. 

The retirement age for controllers is now 
55. Many of the medical studies mentioned 
above and the Air Traffic Controllers Asso­
ciation point to an unsafe situation created 
by the fact that controller ability begins to 
slip after age forty. Much of the burden 
must shift to other men. 

The number of air traffic controllers has 
doubled over the past 10 years and is ex­
pected to increase by 10% this year. But the 
ACTA says that recruiting and retention of 
controllers is becoming an increasing prob­
lem. Representing about 5,500 controllers, 
the Association suggests that people no 
longer want to enter service because of the 
job pressure. 

Many suggest that the pay is too low in 
view of the hazards and skill needed in the 
job. Controllers earnings are determined by 
the experience of the controller and the 
level of the facility in which he operates­
a variable which depends on the number 
of operations at the facility and the hours 
of operation of the facility. The average air 
traffic controller has a General Services rat­
ing of GS-11, 12 or 13. In 1968, the salary 
range from a low GS-11 to a high GS-13 
was $10,203 to $18,729. 

Deputy Administrator of the FAA, David 
Thomas, has stated that the addition of 
the 2,400 new air traffic controllers to the 
system as provided for in the DOT appro­
priations for 1969 would help ease conges­
tion by perhaps only 5 % ; the limiting fac-

Footnotes at end of article. 

tor in easing congestion, he said, is the 
amount of concrete available for takeoffs 
and landings. Furthermore, it will take 
nearly two years to train the 2,400 new con­
trollers adequately to assure high pro­
ficiency. 

Authorizing, attracting and training more 
men is not a sufficient answer. It will also 
be· necessary to reduce the pressure of the 
job which the air traffic controller is ex­
pected to perform. That pressure can result 
in errors. Consideration must be given to 
such changes as: a cutback of the adminis­
trative duties of controllers; liberalization 
of overtime and stand-by pay practices 
(Public Law 90-556 passed in the second 
session of the 90th Congress rectified one 
aspect of unfair overtime pay procedures) ; 
guarantee of at least two consecutive weeks 
of earned leave a year and more equitable 
holiday, pre-holiday and post-holiday duty 
assignment; accelerated training for new 
controllers; earlier retirement; creation of 
.a Commission on Air Traffic Control to study 
the work-load and stress on controllers 
(S. 3727); and participation of representa­
tive groups of working level controllers in 
the development and establishment of na­
tional air traffic control procedures. 

Even more important is some rational 
limitation on the growth of the traffic sys­
tem these men are expected to control. 

The incidents of accidents officially at­
tributed to controller error are relatively 
low; usually 180 to 200 controller errors are 
reported in a year, 35 being classified as 
"near misses." This figure may be inac­
curate due to the fact that like pilots, con­
trollers do not record all their errors for 
fear of be.Ing reprimanded for lack of 
proficiency. 

But the job they are expected to do keeps 
getting bigger and bigger. In 1967, the aver­
age number of operations at 308 towers 
was 154,942; at the ten busiest towers the 
number of operations ranged from 596,949 
at Opa Locka, Florida to 382,548 at San Jose, 
California. These ten represent only 3 % of 
the total number of towers, but handled 
about 15% of the operations. Unless a num­
ber of changes occur in oth~r aspects of the 
airways system (e.g., more airports, relief 
of congestion at certain airports at certain 
times, more and better equipment) the ad­
dition of more controllers will be of dubious 
value. 

Jl,faintenance 
In 1965, there were 135,351 aircraft me­

chanics certified by the FAA. With the im­
plementation of the Airway Facllities Mainte­
nance Certification Program in 1965, the FAA 
Academy was assigned responsibility for over­
all program administration in connection 
with the written, oral and performance ex­
aminations to prepare facility maintenance 
personnel for active employment. 

The training program presently involves 78 
types of systems in four career fields, with 
plans for expansion to include 86 systems in 
five fields. Centrally administered, the train­
ing program combines resident, on-the-job 
and correspondence training as well as dis­
tribution of refresher and briefing materials 
to Agency air traffic facilities. 

Increasingly, maintenance is becoming au­
tomated by the use of computers which au­
tomatically "read-out" the state of the 
"health" of the aircraft. For example, the 
entire TWA DC-9 fleet will be equipped with 
this data analysis system which monitors 50 
separate parameters of engine information 
and transmits it over the oompany's teletype 
system to the TWA maintenance center in 
Kansas City, where rapid computer analysis 
facilities quick and accuraite diagnosis of 
maintenance requirements. 

Pan American has recently purchased a 
computer oriented testing machine called 
TRACE 600, which can check out a Boeing 
707 automatic pilot computer in ninety min-

utes (compared to 18 hours used in conven­
tional testing methods) and can perform 
tests on anti-skid computers, general control 
panels, cabin address amplifiers, pneumatic 
systems, radio components and navigational 
aids on the Boeing 707 and 727 and on the 
DC-8 jet clippers. 

Some computerized service does not, of 
course, decrease the need for highly skilled 
mechanics, but it does increase the proficency 
of the system considerably. The recourse to 
systems management techniques in the main­
tenance of aircraft is a logical outgrowth of 
the utilization of systems management in the 
design and manufacture of planes. In fact, 
the systems management approach to prob­
lem solving was invented precisely because 
the aircraft industry in the 1940's reached a 
stage where no single man or team of men 
had the capacity to retain the vast realm of 
technical knowledge and variables necessary 
to design or produce a modern plane. It is 
ironic that the field which mothered the 
concept of systems management for produc­
tion of an individual plane has been so slow 
to see it as the only rational approach to 
govern the traffic of a multitude of planes. 

IV. WEATHER (AND OTHER ENVmONMENTAL 

FACTORS) 

For general aviation, weather was cited by 
the National Transportation Safety Board as 
a related factor in 13.1 % of all accidents­
more frequently than any other factor in a 
study based on 1965-66 accident figures. Fatal 
accidents are far more likely to occur when 
weather forces a pilot to instrument flying 
than when he can follow Visual Flight Rule 
(VFR). 

Weather conditions 

VFR ________ _______________ _ _ 
IFR ______ __________ __ __ ____ _ 
Below minimum •• _________ __ _ 

Percent of accidents 
which were fatal 

1965 

7. 2 
64. 0 
53. 8 

1966 

7.4 
53. 6 
23.1 

Source: National Transportation Safety Board, Department of 
Transportation, 1966. 

Poor visibility on approach and clear air 
turbulence have been cited as major causes 
of commercial aircraft accidents. As well, 
Najeeb Halaby, former Administrator of FAA 
has said that the present aviation weather 
sY1,tem is "obsolete and inadequate", and that 
of all the elements in aircraft accidents, 
weather is the least subject to control. A 
similar assessment was made by Capt. 
Eduward J. Burke, chairman of the Air Line 
Pilots Association's all-weather flying com­
mittee, when asked if all-weather flying was 
here yet. "Yes," he said. "It's still in the 
experimental stage, the same as it was in 
General Doolittle's time in 1929." 9 

There are four areas of principal concern 
relating to weather and air traffic: 1) Land­
ing facilities at air terminals are insufficient; 
2) Too little is known about the phenomena 
of air turbulence; 3) En route weather in­
formation is sparse and the capacity for 
weather prediction is limited; 4) The FAA 
has not acted. 

Air terminal facilities 
Najeeb Hal,aby suggested a few years ago 

that "at thit date the best way to find out 
what the runway visibility is a.t an airport 
that has nearly a half-billion dollar invest­
ment in it . . . is to send a man out from 
the tower and have him stand at the end of 
the runway. In 1965 that is really primi­
tive." 10 

Bad weather causes 
One of the greatest problems facing air 

transportation today is the limitation on 
landings and take-offs and the resulting con­
gestion at some airports. The que!3tion of 
what to do about it is seldom answered with 
a willingness to forgo business but rather 
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With a drive for even more complicated sys­
tems polnttng toward all-weather landing. 

Current use of airports under adverse 
weather conditions are limited by regulation 
depending on available air trat;Hc control 
equipment. The general situation is at, fol­
lows: If weather conditions are below the 
"minimums"-500 foot ceiling and 1 mile of 
forward visibility-an airport may not be 
used unless it is equipped with a,n instru­
ment landing system based upon radar ( or 
a radio beam supplemented by a high-in­
tensity approach light system). If that equip­
ment is present, approachet are permitted at 
200 foot ceilings and one-half mile of for­
ward visibility. (Some instrument landing 
system installations due to geographical ob­
struction may be restricted below 400 feet). 

Instrument landing equipment increases 
airport utilization. But it may also incre·ase 
congestion by attracting aircraft which ordi­
narily would not land at that particular air­
field. The equipment does not assure !safety; 
it is dependent upon its own reliability and 
upon the airmen's ability to use it. 

Minimums are being continually reduced as 
aircraft equipmelllt becomes more sophisti­
cated. Currently, most planes may land un­
der Category I minimums (vertical visibility 
or "decision height" of 200 feet--horizontal 
visibility or "runway visibility range•· RVR 
of at least 2,400 feet). By the end of 1966, 
however, four air carriers had received a,p­
proval for operations under the minimums 
of 150 foot decision height and 1,600 foot 
RVR. This is the first step to quallfyini;? for 
Category II operations-100 foot decision. 
h'eight and 1,200 RVR. At the end of 1966, 
runways at three major airports had quali­
fied for Category II landing systems, and 
FAA reported that 20 additional runways 
had been identified for installation of the 
equipment necessary. Category III in which 
the decision height and the RVR are reduced 
to zero, is ·envisioned for the future as part 
of the all-weather landing system. 

Instrument landing is at a stage where 
further developments and improvements are 
extraordinarily difficult and perhaps prohibi­
tively expensive. A new system is under eval­
uation which uses microwave beam-forming 
techniques, but the prob!ems in all-weather 
landing systems are subtle and more 
serious. In order to make substantial im­
provements, the system mus,t fly the aircraft 
automa.ticaJly which raises the problems of 
a) reliability; b) failure detection; c) cor­
rective action or emergency procedures; d) 
acceptance by pilots; and e) procedures in 
case of sudden loss of electrical power. All­
weather landing is complex, involving the 
ground system, the airborne system includ­
ing autopilot and control characteristics of 
the airplane, displays, human factors, air­
port design, economics and reliability. 

British manufacturers feel the ultimate 
solution lies in full automation with the 
pilot as a monitor. American manufacturers 
and operators are reluctant to accept this 
solution and favor retaining the pilot in the 
control loop while improving the instru­
mentation and visual guidance systems. In 
this approach minimum landing conditions 
(in tenns of weather) are lowered as instru­
mentation and equipment are developed 
(such as an improved autopilot-amplifier­
computer which provides on-course localizer 
and glide slope precision and autopilot con­
trols integrated into a single display in the 
cockpit. This is the course present policy 1s 
following. 

The vigor with which an all-weather land­
ing system is pursued is a reflection on the 
relative emphasis national aviation places on 
the reliability of service as compared with 
safety. The airlines have a great desire to 
reduce the weather restrictions within which 
they operate because to minimize diversions 
and cancellations produces better service, 

Footnotes at end of article. 

better operations, and better profits. FAA re­
cently accepted a study by United Rescl:l.rch, 
Inc. covering 1957 operations which placed 
a dollar value on the improvement in the 
capacity of the system, improvement in the 
efficiency and reliability of the system, and 
benefits from improvements in the margin 
of safety as a result of an all-weather land­
ing system. The total value of utilization 
of an all-weather landing system was placed 
at $24,962,00()-$3,791,000 of which was the 
value of accidents prevented and $11,500,000 
stemmed from increased revenues to air car­
riers. (See Cha.rt 10). 

The approach and landing phase remains 
the most dangerous in air travel. Thus, from 
a safety standpoint there is every reason to 
develop an all-weather landing system. This 
argues for significant improvement in re­
search and development into such items as 
full automation of the landing system, the 
new microwave system intended to deter­
mine the reliability, failure detection, and 
emergency procedure aspects of automatic 
landing. But it is sadly ironic, and a reflec­
tion of distorted perspective, to approach 
such advances not with the goal of maximum 
sa.fety in oases where la.ndlngs mus,t be made, 
but with the goal of maximum landings in 
presently unsafe conditions. 

While much is done about limiting the 
effect weather has on landing, little is done 
to change the weather. Fog is an exception. 
About four years ago the airlines began a 
cooperative program to open some airports 
in the Pacific Northwest to regular operations 
by dropping dry ice into cold fog from a 
light plane. This method is successful only 
when the fog is supercooled. The airline 
supercooled fog dispersal program has now 
grown to include 19 airports, with seven par­
ticipating airlines. Efforts to disperse warm 
fog have been less successful. FAA is now 
prep.axing to establish a program to test the 
more promising dispe,rsal techniques with 
warm fog. It could produce important bene­
fits for all of aviation. 

Air turbulence 
There are many types of turbulence. They 

are generally understood to exist in four 
general fonns-mountain waves, gravity 
waves, thunderstorms and frontal systems. 
The firs t two are forms of clear air turbulence 
(CAT). Mountain waves are a vertical deflec­
tion of air masses. Gravity waves are found 
at the interface of air masses of different den­
sity and velocity, such as at the edge of a 
jet.stream. Flying in turbulence has become 
more critical with advancements in speed, 
because aircra ft velocity amplifies gust loads 
and stresses. 

The inst ances of aircraft coming in con­
t act with CAT increased dramatically with 
the introduction of jet transport in :?.958. By 
1964, there was a CAT report from an air­
craft somewhere over the U.S. nearly once 
every hour; a commercial jet transport en­
countered moderate-or-greater CAT once 
every 34 hours. 50 % of some 20 reports in­
ves.tigated between 1960 and 1963 occurred 
in clear air where the X- or C- band weather 
radars installed on transports could not de­
tect the turbulence. The effect of CAT on 
passengers and control of the airplane is 
considerable, and numerous passenger a.nd 
crew injuries as well as aircraft damage has 
been directly attributed to this phenomenon. 
There have been many fatal accidents in 
which CAT has been suspected as a cause. 

Theoretical s.tudies, supported by limited 
experimental evidence, show clearly that the 
influence of turbulence-induced stresses on 
the pilot and on the aircraft load is a · criti­
cal factor affecting safety, especially on large 
aircraft. However, a technique of accounting 
for pilot's behavior must be developed before 
the available data can be applied to future 
aircraft. 

Some improvement has been made by the 
airline industry in attemp~ing to counteract 
this phenomenon. Meteorol~gical forecasting 

has improved; pilots have been given briefing 
concerning the action of turbulence on air­
craft; and instruments have been mOdified 
to portray clearly the attitude of the aircraft 
at large departures from horizontal. 

Still the detection and forecasting of clear 
air turbulence is largely beyond present capa­
bilities. There are no CAT detectors which 
can be considered sufficiently developed to 
even evaluate the problem. Forecasting capa­
bilities have not progressed since 1959 when 
the jet aircraft promoted high-level moun­
tain wave forecasting. Lasers, temperature 
sensors ( on the aircraft) , electric discharge 
monitors, and VHF radar and ozone detectors 
have been tested, but no one method of CAT 
detection has yet been demonstrated to be 
operationally useful and practical. It is 
NASA's conclusion that "Despite many com­
monly quoted theories about the nature and 
meteorology of CAT, not enough is actually 
known and proven about the phenomenon to 
enable the practical value of proposed CAT 
detection methods to be predicted with any 
useful degree of confidence." u NASA has rec­
ommended a broad scientific overview of re­
search and development, and coordinated and 
increased effort in Research and Development 
work sponsored by the Government agencies 
in the area of CAT detection and warning. 

En route weather information and the 
capacity to predict 

Three hundred and thirty-three weather 
reporting stations in the United States serve 
over 16,000 civilian aircraft (183,500 esti­
mated in 1977) at nearly 7,000 airports. Air­
port weather observing stations take hourly 
reading and 3- and 6-hour synoptic observa­
tions on a 24-hour, 7-day a week basis at all 
333 locations. The basic communication sys­
tem which gathers the observations and 
sends them to the weather forecast centers 
and then distributes forecast data is operated 
by the FAA as part of the over-all communi­
cation system. The Weather Bureau operates 
a number of flight advisory weather service 
centers to serve aviation directly. 

Dr. Robert D. Fletcher, Director of Aero­
space Sciences for the Air Weather Service, 
feels that science has hit a plateau of fore­
casting capability from which it is unlikely 
to climb much higher until more basic re­
search is accomplished. He contends that the 
scientist and forecaster must work together 
more than they have in the past to bridge 
the gap between basic research and practice. 

For many years, radar has been used to ob­
serve weather because large collections of 
raindrops, snowflakes, or cloud droplets 
backscatter enough of the radar energy inci­
dent on them to constitute detectable radar 
targets. Present day radar can only indicate 
the presence of precipitation and the relative 
size of the area it covers. Under study is a 
Doppler radar system which will detect the 
velocity of the raindrops or snowflakes in 
much the same way that police radar de­
termines the speed of a car. Doppler radar 
will aid aviation weather research by finding 
the ' altitude at which snow turns to rain, 
the wind structure in storms, and the exact 
configuration of updrafts and downdrafts so 
that frontal systems may be determined. 

Automated aviation weather forecasting 
and broadcasting has made some significant 
strides. "Mesonet" consists of 13 automated 
weather stations spaced within 30 miles of 
the National Aviation Facilities Experi­
mental Center (NAFEC) in Atlantic City, 
New Jersey. Each station measures and trans­
mits 10 different weather elements on an 
intricate time scale to a central collection 
point. The Mesonet approach is being fol­
lowed to explore factors involved in provid­
ing effective short-range terminal weather 
forecas·ts for periods of one hour or less for 
highly critical subsonic and supersonic jet 
operations at high-density terminals. 

A statistical terminal forecast technique 
called "Regression Estimate of Event Prob­
ability" (REEP) was also developed and 
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tested in operational environment. The REEP 
technique provides automated probability 
forecasts for ceiling and visibilities in future 
time periods of 2, 5, and 7 hours. REEP fore­
casts have been transmitted to Los Angeles, 
San Francisco, Seattle, Chica.go, New York, 
and Washington. Results to date indicate the 
feasibility of utilizing this technique at a 
centralized computer faclllty with forecast 
accuracies equivalent to those made by aver­
age aviation forecasters. The cost of process­
ing and transmitting is minimal. Improve­
ment in this type of weather forecasting and 
data transmission will lead to better fore­
casting capability, reduce manpower needs, 
and reduce costs. 

As of June 1966, Automatic Terminal In­
formation Service (ATIS) was operating at 
23 of the Nation's busiest airports and pro­
jected for another 50 airports. Broadcasts are 
recorded on magnetic tape, giving celling, 
visibility, wind direction, barometric pres­
sure, runway in · use, and other pertinent 
data. The broadcasts ease controller work­
load, reduce radio frequency congestion, and 
permit pilots to obtain routine non-control 
information when cockpit duties a.re least 
pressing. 

There is a possiblllty that a global weather 
.observation system which includes the use 
of satellites to gather data from remote un­
manned weather statio:is will be developed 
in the next few years. To the end of develop­
ing such a system, Congress passed H. Con. 
Res. 723, May 20, 1968, expressinc "the sense 
of Congress that the United States should 
participate in and give full support to the 
world weather program." This resolution, in 
effect, gave U.S. representatives to an inter­
national weather program in Geneva, May 29, 
1968, added impetus to continue work begun 
in 1961; this work is approaching the stage 
of important initial success. 

Development of such a system would in­
clude the Weather Bureau's TIROS Opera­
tional Satellite System, or a more advanced 
system, which might be used to obtain daily 
cloud cover information on a global basis. 
Modern computer technology would speed 
the solution of mathematical weather fore­
casting formulas. A satellite communica­
tions network would connect world mete­
orological centers in Washington, Moscow, 
and Melbourne. The ultimate operational 
systems would give meteorologists three-di­
mensional atmospheric data in addition to 
day and night cloud cover pictures. The pro­
gram would provide comprehensive data on 
temperature, humidity, and Wind velocity 
from the surface up to an altitude of 100,000 
feet. Satellites could conceivably report di­
rectly to a computer which would draw a 
weather map in great detail and also feed 
out printed weather forecasts. 

Accurate forecasting will take on even 
greater importance when the giant jet trans­
ports become operational; and accurate fore­
casts of upper-air temperature Will enable 
acceleration to supersonic speed at an alti­
tude low enough to avoid excessive fuel con­
sumption yet high enough to need to be fore­
cast so that the pilot may chcose a route to 
take advantage of these winds but also to 
·avoid turbulence which may amplify sonic­
booms to several times normal intensity. 

Weather forecasting is an integral part of 
planning future facilities to minimize 
weather effects on air-traffic management 
techniques and systems. 

The role of the FAA 
The Federal Aviation Act of 1958, Sec. 310 

provides that the "administrator is empow­
ered and directed to make recommendations 
to the Secretary of Commerce for providing 
meteorological service necessary for the safe 
and efficient movement of aircraft in air 
commerce ... " Thus, though the weather 
analysis system is administered through five 
different government agencies, the Admin­
istrator of FAA is empowered to recommend 
adequate weather analysis for a safe air 

traffic system, but he lacks the authority to 
do more than recommend. The fact is that 
FAA has largely abdicated even its respon­
sibility to recommend. 

The greatest amount o! funding related 
to aviation weather service goes to the De­
partment of Commerce--Weather Bureau­
($93,888,000 in 1965) followed closely by the 
Air Force ($88,213,000 in 1965). The FAA's 
proportion in 1965 was $18,755,000 in 1965. 
The Weather Bureau estimates that about 
$12 million (12%) of its funds are spent each 
year in aviation services. FAA spends about 
2% of its own funds for weather. 

FAA has never defined with precision a 
weather information system adequate to the 
safety needs of a comprehensive air traffic 
system. 

Other environmental factors 
Terrain, as a category of environment, was 

cited by the FAA as a factor in less than 1 % 
of the air carrier accidents between 1960-
1964, and in 6% of general aviation accidents 
between 1959-1964, but it was cited as a re­
lated factor in 380 accidents for general 
aviation in 1966, 6.7% of the total; 7.1 % 
of these were fatal. The mountainous areas of 
the East, West, and Far West have consis­
tently been cited as particularly hazardous to 
general aviation because of severe weather 
changes, altitude, air density and down 
drafts, and inadequate weather reporting 
equipment and communication facilities in 
these areas. 

Birds, as a category of environment, have 
been responsible for accidents and are still 
a hazard and a consideration in airport plan­
ning. In Boston, an ingestion of starlings in 
the engines on take-off caused the downing 
of an Electra; in Ellicott City, Maryland, in 
1963, a United Viscount was downed after 
whistling swans struck the horizontal stabi­
lizer. In four years the Civil Aeronautics 
Board has received 1,100 reports from pilots of 
bird strikes-primarily starlings and pigeons 
in altitudes of from 4,000 to 6,000 feet in 
the fall and spring. 

Rather than trying to prevent the in­
gestion of birds (because frequently they 
cannot be seen in time), FAA's approach 
has been to try to develop equipment which 
will handle the ingestion. In the case of the 
Viscount, the windshield was strengthened 
to carry a 4-pound bird at 300 knots; and the 
Electra engine has been made to delay the 
automatic feathering, so that any ingestion 
that does occur would not cause the engine 
to feather and stop. 

Low visibility, whether caused by smog, air 
pollution or darkness, and its interaction 
with other environmental factors like un­
marked protruding objects are a continuing 
and increasing safety hazard. A study of 
"landing short" accidents by O. E. Kirchner 
of the Flight Safety Foundation, in Decem­
ber of 1960, showed that the leading type of 
approach accident occurred in aircraft which 
were on-course, more than one mile out, and 
struck a protruding object. The planes in­
volved were on Instrument Flight Rules 
(IFR) at nighttime more often than any 
other combination followed by flying by Vis­
ual Flight Rules (VFR) under IFR conditions 
and in severe weather. 

CHART 10 
The analysis of the United Research sur­

vey resulted in the following values being 
placed on an all-weather landing system: 

(1) Additional demand leading 
to increased revenues to 
air carriers ______________ $11,500,000 

(2) Cost savings to air carriers_ 9, 379, 000 
( 3) Cost savings to general 

aviation---------------- 292,000 
(4) Value of accidents pre­

vented----------------- 3,791,000 

Total----------------- 24,962,000 
Source: FAA 

V. AIRCRAFT AmWORTHINESS 

Obviously, many factors can contribute to 
an air accident-weather, pilot error, inade­
quate traffic control, etc. Presumably, one of 
the areas most easily subjected to effective 
accident prevention is the plane itseU. If the 
aircraft itself is a cause of an accident, the 
malfunction probably could have been pre­
dicted. 

Nonetheless, faulty aircraft have been cited 
as a reason in a number of air accidents: 

Power plant failure was cited as a cause 
in 7% of air carrier accidents studied be­
tween 1960 and 1964-and 5% of general 
aviation accidents between 1959-1964. 

Landing gear failure was cited as a cause 
in 7 % of air carrier accidents studied be­
tween 1960 and 1964--and 6 % of general 
aviation accidents in 1966. 

The air frame wa.s cited as a cause in 1 % 
of air carrier accidents studied between 1960 
and 1964-and less than 1 % of all general 
aviation accidents in 1966. (In the instance 
of clear air turbulance the air frame may 
be more of a cause than is presently 
thought.) 

Altimeters may have been a causal factor 
in some instances. (The FAA estimates that 
there is a 0.3 % probability that even given 
the correct information by the controller, a 

. modern transport aircraft will be more than 
200 feet off the assigned altitude. Roderick 
A. Dennis, President of Zeta Engineering Co. 
in Dallas, says that present altimeter capa­
bilities may have caused two crashes in the 
Cincinnati area since 1965 and others in the 
Salt Lake City and Chicago areas. Dennis' 
theory is that moisture-laden air rising from 
a body of water causes an error in a plane's 
altimeter. When a plane calls an airport for 
landing instructions, the airport radios al­
timeter settings at the airport and in the 
case of the Greater Cincinnati Airport, the 
air at the field might be considerably dryer 
than the air two miles north over the Ohio 
River.) 

Responsibility for assuring airworthiness of 
all aircraft lies firmly with the FAA. Un­
der the Federal Aviation Act of 1958, Public 
Law 85-726, Title VI: 

Section 601 empowers the Administrator 
"to promote safety of flight of civil aircraft 
in air commerce by prescribing ... mini­
mum standards governing the design, mate­
rials, workmanship, construction, and per­
formance of aircraft, aircraft engines . . . a 
production certificate authorizing the pro­
duction of duplicates of such aircraft ... 
and if the Administrator finds that the air­
craft conforms to the type certificate there­
fore, and, after inspection, that the aircraft 
is in condition for safe operation, he shall 
issue an airworthiness certificate." 

Section 605 provides that "It shall be the 
duty of each air carrier to ... maintain, 
overhaul, and repair .... The Administrator 
shall employ inspectors who shall be charged 
with the duty of making inspections .... " 

Before a newly developed aircraft can be 
put into use, it must be "Type Certified" by 
the FAA. Certification is not given until the 
aircraft has passed its flight test, which 
means it is possible for a manufacturer to 
build an aircraft which never gets certified. 
Such an instance is rare, however, because 
manufacturers work closely with the FAA 
through a plane's final development and pro­
duction stages. Nevertheless, the burden of 
proving the airworthiness of an aircraft is 
squarely With the manufacturer according to 
the rules laid down by the FAA. 

Supplemental type certification is required 
when there is modification of the original 
model which is not great enough to require 
a new type certification. Such modification 
may occur after the aircraft has been in 
operation for a long period of time or after 
a series of accidents isolates some special 
characteristic of the plane which necessitates 
construction adjustment. 

The FAA may issue a directive prescribing 
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appropriate methods of compliance to the 
manufacturer. In lieu of such directive, the 
FAA can be satisfied that all aircraft have 
been corrected as a result of an "alert" issued 
by the manufacturer or FAA. 

In the example of the Boeing 727, after the 
investigation of the crash at Salt Lake City, 
approximately fifty amendments of the 
standards were recommended. The purpose 
of these modifications was to improve the 
emergency evacuation equipment require­
ments and the operating procedures in order 
to increase substantially the probability of 
occupant survival in an aircraft accident. 

As an extreme measure, aircraft may be 
grounded until necessary changes are made. 
From 1938 to 1963, at least 8 such mandatory 
and voluntary groundings have taken place, 
according to the CAB. In two instances, the 
Beechcraft D-18C and the Martin 202, the 
aircraft was never returned to service. 

To review the policies and concepts out of 
which emerge FAA's airworthiness standards 
for aircraft and equipment, the Administra­
tor has appointed an Airworthiness Stand­
ards Evaluation Committee consisting of 
FAA personnel. The committee is assisted by 
five adjunct subcommittee's which include in 
their membership advisors from other Gov­
ernment agencies and various segments of 
the aviation industry. 

The FAA continuality monitors and evalu­
ates the airworthiness of an aircraft. One 
program, implemented in June, 1966, is the 
performance and reliability system (PAR) 
which monitors pedormance in the airline 
industry as represented by 15 participating 
airlines. Information on certain selected 
safety parameters is displayed in graphs and 
charts for each airline taking into account 
such exposure factors as hours operated, 
aircraft movements and aircraft utilization. 

Another new program is the Systems­
worthiness Analysis Program (SWAP) which 
is a revision of the present system of routine 
inspections performed by cadres of inspec­
tor domiciled at the location of the air car­
rier's principal operations and maintenance 
base, instead of providing for strategically 
located teams of inspectors who periodically 
check air carrier compliance with the rules 
and regulations pertaining to the operations 
and maintenance of their aircraft. Normally 
FAA rides 1 to 1,'2 % of an airlines' flights 
annually. 

Surveillance of general aviation aircraft 
has been far less stringent than for aircar­
riers, for the mere reason that volume makes 
the task difficult . Some tightening has taken 
place in the last few years, however, e.g., 
inspection of air taxi aircraft at the rate of 
two pe·r month per maintenance, inspector 
(formerly air taxi aircraft had no special 
surveillance), conversion from an annual to 
a when-needed basis for conducting formal 
inspections of repair stations, and requiring 
a maintenance system for large pressurized 
and turbojet aircraft. 

The airlines themselves conduct a const ant 
search for ways to reduce the unexpected 
malfunction of equipment essential for 
safety. One device is the airborne mainte­
nance recorder which has been developed 
to the point that over 50 separate parameters 
of engine information can be recorded and 
monitored. This information provides a daily 
"health report" on the aircraft engines and 
systems. Each day a computer analysis can 
furnish an accurate diagnosis of mainte­
nance requirements. 

Regarding the substance of standards 
which FAA requires for airworthiness certifi­
cation, David Thomas, Deputy Administrator 
FAA has said, "It is a fundamental assump­
tion that they have redundant (back-up) 
systems and emergency devices. For exam­
ple, in the electrical system there are in some 
cases three and four inverters and all sorts 
of switching arrangements; hydraulic sys­
tems operate the booster on controls; a.nti­
skid brakes may not work on the alternate 

hydraulic systems, but there is an alternate 
hydraulic system to lower the gear. and if 
that doesn't work there is an airbottle to 
blow it down." 111 Dynamic analysis, strength 
of materials, aerodynamic design, fire · pre• 
vention, multiple engines, and parallel con­
trols have been parts of the airworthliness 
standards effort. 

Continued research, development and test­
ing in the area of new materials, new com­
ponents and higher performance will be 
needed, particularly in order to establish the 
highest standards for type certification of 
the jumbo jet and the supersonic transport. 

One unsolved area to date is the aircraft 
requirements to withstand the phenomenon 
called clear air turbulence. As little is known 
about it, no standards have yet been estab­
lished. Nevertheless, the pilot flying into 
clear air turbulence unexpectedly can expose 
his plane to severe aerodynamic loads which 
it must, but may not, withstand. 

Another area of growing concern is what 
might be called "second generation air­
worthiness." It is simply not possible to say 
with precision that an aircraft which is safe 
when initially certified cannot through use 
develop unsafe characteristics. This is a 
problem similar to that faced in medicine 
where the long-range effect of some drugs is 
simply unknown until they have been used 
over the long-range. It is a relevant question 
to ask: Should commercial air carrier flights 
be the first test of the airworthiness of an 
aircraft at any age? Should not there be on­
going airworthiness tests of aircraft under­
taken continuously, so that commercial 
flights are never the first to test the plane 
under new conditions-even if those condi­
tions are merely that no aircraft of the type 
had ever accumulated so many total hours 
in flight before? 

What FAA attempts to do in certifying air­
worthiness is done reasonably well, but the 
whole concept of FAA "airworthiness" certi­
fication and inspection can be challenged as 
an unrealistic isolation of one factor, the 
aircraft, in maintaining a safe system. 

In an article by Prill and Hoekstra en ti tied 
"Transports of the Future--A Systems Ap­
proach," it is suggested that "the traditional 
concept of 'airworthiness' be broadened into 
a new concept of 'systemworthiness' "-that 
is to recognize and intensify the relationship 
between the transport manufacturer, the air 
carrier operator, and the FAA. Indeed, the 
very divergence between the operational and 
utilizational features of aircraft points to a 
direct need for this approach in FAA certifi­
cation and surveillance procedures. 

FAA has made a step in this direction in 
the establishment of MAC. The Maintenance 
Analysis Center which "contemplates sys­
temworthiness analysis programs ... will pro­
vide a centralized responsibility and capa­
bility for broad review and diagnosis of 
maintenance data and the issuance, when in­
dicated, of alert warnings." 

But the systems approach must be carried 
further. Besides the aspect of intersystem 
aircraft airworthiness consideration, the hu­
man interface problem (i.e. between aircraft 
and pilot) has also been a factor largely ig­
nored in evaluating aircraft airworthiness. 
The "Aircraft Design-Induced Pilot Error 
Project" sponsored by the National Trans­
portation Safety Board in 1967, found, for 
instance, that certain types of accidents were 
related primarily to detail design-particu­
larly such things as those involving re­
tractable landing gear and fuel systems mis­
management. In these cases improper sens­
ing of control, inadequate identification of 
controls, inadequate indication and/ or warn­
ing to the pilot, and lack of standardization 
were found to be the major design factors. 

Similarly, there has been some indication 
that the design of altimeter dials may cause 
pilots to misread their altitude. The top 

Footnotes at end of article. 

dial is read for altitudes above 10,000 feet; 
the lower dial provides altitudes of less than 
10,000 feet. Both sometimes show the same 
number. The problem is elusive, but FAA 
investigators now suspect pilot misinterpre­
tation of the altimete.r dials as a factor in a 
Boeing 727 crash into Lake Michigan, August 
16, 1965, a TWA Convair 880 crash in Cin­
cinnati, November 29, 1967, and a. West Coast 
Airlines DC-9 crash near Wemme, Oregon, 
October 1, 1966, 

VI. AIRCRAF:r CRASHWORTHINESS 

One goal of any air safety program is to 
minimize accidents; a second is to minimize 
fatalities when and if accidents occur. The 
FAA is thus concerned with both the air­
worthiness and the crashworthiness of craft. 
Its performance in the latter area has been 
distinctly less distinguished than in the for­
mer. 

Public Law 85-726, Title VI, Sec. 601 (a) 
( 6) provides: 

"The FAA Administrator is empowered and 
it shall be his duty to promote safety of 
flight of civil aircraft in air commerce by pre­
scribing and reversing from time to time ... 
such reasonable rules and regulation or 
minimum standards governing other prac­
tices, methods and procedure ... " 

FAA has interpreted this as authority to 
establish rules and standards of design and 
equipment which the aircraft must carry to 
insure the highest degree of survivability if 
an accident does occur. FAA has established 
rules based on knowledge gleaned from its 
own research studies, from conference stud­
ies, from the regular emergency evacuation 
tests required periodically of air carriers and 
from the industry. It requires a crashworthi­
ness certificate for aircraft used in oarrier 
operations. 

An example of regulations instituted as a 
result of FAA research studies undertaken 
in 1966 are as follows: 
Regulations adopted as a result of emergency 

evaluation medical research studies 
1. Emergency evacuation demonstrations 

required on each type of air carrier passen­
ger aircraft; 

2. Portable battery powered megaphone(s) 
required; 

3. Uniform passenger briefing procedure 
provided for; 

4. Location and operation of emergency 
exits must be described to passengers; 

5. Specific ratios of flight attendants to 
the number of passengers prescribed; 

6. Emergency evacuation procedures made 
available by diagram; 

7. Exit signs and opening clearly demar­
cated; 

8. Life raft location and operation briefing 
on over-water flight; 

9. Exterior markings around emergency 
exits required; 

10. Clearly indicated external openings 
available on emergency exits; 

11. Prescribed performance standards for 
flotation seat cushions; 

12. Evacuation demonstrations must en­
compass 120 seconds or less time; 

13. Separate demonstrations for ditchings 
must be accomplished; 

14. Emergency exit operating handles must 
have instructions readable at 30 inches and 
have uniform markings; and 

15. A source of light independent of the 
main lighting system must be installed to 
illuminate each emergency exit and locating 
sign. 
Regulati ons under considerc:tion as a result 

of emer gency evacuation medical research 
studies 
1. Individual passenger portable smoke 

mask (could double as emesis bag); 
2. Delethalized seat back; 
3. Individual passenger single strap in­

ertial reel torso restraint (suitable for adult 
and child); 
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4. Emergency escape procedures in 400-
1,000 passenger aircraft; 

5. Dynamic tests of 40g (all directional) 
passenger seats. 

source: "Federal Aviation Agency Air 
Traffic Control Operations", Hearings Before 
a Subcommittee on the Government Opera­
tions, House of Representatives, 89th Con­
gress, Second Session, April 26, 1966, page 
70-71. 

A study by the Aviation Crash Injury Re­
search Division of the Flight Safety Founda­
tion in 1961, indicated that occupant pro­
tection criteria of the FAA do not fully rec­
ognize safety advances which can be im­
plemented on the basis of existing tech­
nology. Failure of the seat belt tie-down. 
rigid service trays, the design of seat backs 
and seat back webbing, and seating con­
figuration all contributed to fatalities in 
crashes where the fuselage structure was 
left relatively intact. It would appear that 
not much change in any of these areas has 
occurred since the study was concluded. 

The FAA consults industry during develop­
ment of a new aircraft to define and estab­
lish criteria for crashworthiness certifica­
tion. In the certifying of the new airbuses, 
for instance, (DC-10, Boeing 747) the FAA 
has followed the industry during develop­
ment. The safety standards which are likely 
to emerge, however, wlll probably be little 
different from what is in effect today with 
smaller craft. McDonnell-Douglas says that 
no passenger will be more than one seat away 
from an aisle and that cabin width of more 
than 19 feet is 7 feet greater than the jet­
liners now flying. But these advertisements 
are misleading: The first claim refers only to 
first class configuration; and the latter claim 
fails to recognize that there wm be just that 
many more seats across the cabin width. It 
is clear that a seating capacity of 300 pas­
sengers will mean that crowded seating con­
ditions and hampered access to exits wlll be 
even more of a problem with the new air­
buses than in today's craft. Aisle width of 
the DC-10 wlll measure 19 inches, which is 
one inch wider than in current coach sec­
tions. There wlll be only eight entrance and 
exit doors, more than on current aircraft, but 
possibly inadequate for a 300 passenger 
evacuation process. It ls not clear that the 
FAA is exercising sufficient authority over 
the industry in defining what ls and what 
is not safe. 

Information gleaned from flight recorders 
is another source upon which regulations 
have been established. Flight recorders are 
instruments installed on the aircraft which 
record the actions of the aircraft and when 
played back after a crash can reveal aspects 
of causal factors. Formerly just a few param­
eters like the pilot's conversation with the 
ground, air speed, etc., were recorded, but 
equipment ls now available which increases 
the parameters significantly, recording such 
things as pitch attitude, angle of attack, 
angle of bank, pitch rate, yaw rate, roll rate, 
position-control column, position-control 
wheel, position-rudder pedals, position-pitch 
trim, position flaps, ambient air temperature 
and engine parameters. 

FAA is now considering making such 
equipment mandatory on certain types of air 
carrier aircraft at an estimated cost of from 
$20,000 to $25,000 for equipment and instal­
lation per aircraft. The value of such record­
ers ls being debated, first because they do 
nothing to prevent a crash, and second be· 
cause it is a very long and expensive pro­
cedure to process the "read-outs" from re­
corders-with results which are then often 
of such poor quality that they a.re all but 
useless. A somewhat more serious concern 
ls the degree to which increased reliance is 
being placed upon }'ecorder read-outs to pro­
vide the basis for future regulation changes. 
It may be adm.lnistratf.vely more "comfort­
able" to base safety regulations on facts 

which are proven in a crash than to act 
boldly before a crash proves you correct. 

crashworthiness regulations are almost 
non-existent for general aviation. Beyond 
FAA monitoring of repair stations and in­
strument schools, general aviation aircraft 
safety has been the responsibility of the 
manufacturer and the individual owner (ex­
cept for air taxi or certain aerial applica­
tions). 

The two principal areas of concern over 
the crashworthiness of aircraft are fire pre­
vention and evacuation capacity. 

Fire 
An "FAA-Industry Conference on Crash­

worthiness and Passenger Evacuation Stand­
ards for Transport Category Airplanes" held 
in 1966 provided a list of 14 topics which rep­
resent areas of focus for crashworthiness at­
tention. Ten of them related to fire prev.en­
tion: crash resistant fuel tanks; combustible 
characteristics of cabin interior materials; 
cabin fog and foam systems; gelled fuels; 
fuel containment to prevent splllage; fuel 
cell inserting; ignition suppression; preven­
tion of fl.re in cargo compartments; self con­
tained fire extinguisher systems; rescue and 
fl.re fighting (exterior). 

Time Magazine cl tes experts who figure 
that the number of crash deaths could be 
reduced by 50% if fire could be prevented.13 

Though all the passengers survived the crack­
up of a United Boeing 727 crash at Salt Lake 
City on November 11, 1965, 42 died in the 
fire. 

In a CAB investigation over an 11-year 
span, it was found that fl.re following the 
crash-not injuries resulting from the force 
of impact--killed 221 of 543 aboard the 
planes or 41 % of all occupants. Only 24 or 
4% were fa.tally injured by disintegration of 
the plane's structure. CAB predicted that all 
221 who burned or suffocated would have 
survived had there been no fire. CAB said 
"had modern fire fighting and rescue equip­
ment been on hand, an additional 17 lives 
probably would have been saved." u 

There a.re a number of fl.re prevention fea­
tures already required by FAA relating to 
hand fire extinguishers, cargo compartments, 
protection of electrical and hydraulic sys­
tems against fire, and extinguishing systems 
for the power plant. A new flame detection 
and suppression device has been recently de­
veloped which will virtually eliminate the 
possibility of lightning igniting volatile fuel 
vapors vented from fuel tanks. Improve­
ments "under consideration" are: new con­
tainer materials to keep fuel from escaping 
from ruptured tanks; use of emulsified or 
gelled fuel; fire reducing foam; smothering 
gases; explosion detectors and automatic 
cut-off valves. 

There a.re more than 15 to 20 different 
plastic items used in cabin interiors in differ­
ent amounts, some more or less toxic than 
others, as well as inflammable upholstery 
fabrics. 

Materials contained in commercial airline 
ca.bins which release toxic gases upon 
thermal decomposition can cause modern 
airliners to become lethal gas chambers 
when afire. Tests run in mid-1966 by the Air­
line Pilots Association showed concentra­
tions of hydrogen cyanide of at least 50 times 
the lethal level, and Cleveland fl.re tests es­
tablished that the life of a passenger may be 
endangered by the presence of these toxic 
fumes even during the established 90-second 
escape period. 

FAA's approach has been to develop some 
kind of means to protect the passengers from 
the smoke and toxic gases elicited from the 
burning materials rather than to regulate 
the use of materials. They have, therefore, 
developed a little bag which contains a bottle 
of compressed air which discharges when the 

Footnotes at end of article. 

bag is put on and will give up to 8 minutes 
of oxygenated air. It would seem that regula­
tion of materials in future aircraft is well 
within the realm of reason and feasibility. 

Evacuation 
Since emergency evacuation demonstra­

tions were first required of the airlines by 
FAA on December 11, 1961, in order to moni­
tor the effectiveness and operational main­
tenance programs, there have been over 
300 demonstrations conducted by air car­
riers and additional tests have been con­
ducted by air carriers for their own bene­
fit. The demonstrations have included the 
following types: 45 % simulated aborted take­
offs; 35 % simulated gear-up crash landings; 
20 % ditching demonstrations. 

In the demonstrations, at least 30% of the 
passengers must be females, at least 5 % 
must be over the age of 60, at lea.st 6 % 
must be age 12 or under, at least 3 dolls must 
be carried to simulate infants, one-half of 
the exits on the aircraft are closed, and 
nighttime conditions are simulated. 

Of the combined total of 250 take-off and 
gear-up crash landing demonstrations, 70 
deficiencies were noted during 55 separate 
demonstrations. Of the 70 deficiencies noted, 
59 involved slides and -11 were due to mis­
cellaneous ca.uses such as stuck cabin doors, 
jammed overwing exits, malfunctioning jump 
sea.ts which blocked the exits, inadequate 
procedures or crew member training. Of 
the 58 ditching demonstrations, 22 defi­
ciencies were noted on 10 of the tests. 
Twenty-one of the 22 deficiencies involved 
malfunctioning rafts or their stowage com­
partments. Only one involved lack of crew 
member training. 

FAA emergency evacuation demonstration 
procedures have been under attack by those 
who say that the subjects used are "prac­
ticed" and not typical of the passenger type-­
such as stewardesses, professional actors, 
etc. FAA points to their requirements re­
garding the composition of the group, and 
in addition, they say that in evaluating an 
aircraft they use two kinds of tests-one 
with a stereo-typed individual to determine 
the minimum escape time for a given air­
frame and the second with a naive subject 
to simulate the actual operational time. 
It is undeniable that as long as the sub­
jects know it is a test, they are inevitably 
primed to react in a certain way, and thus 
leeway in interpretation of the results is 
necessary. 

FAA now requires that an aircraft be evac­
uated in 120 seconds or less. Many assert that 
this is unrealistic. FAA points to the fact 
that of the more than 300 demonstrations 
conducted by air carriers, approximately % 
of the timed demonstrations were completed 
in 90 seconds or less. In an effort to shore 
up regulations, as of October 24, 1967, the 
aircraft manufacturers were required to 
demonstrate that their designs are capable 
of evacuation of the maximum seating ca­
pacity through the exits on only one side 
of the aircraft within 90 seconds. 

FAA now requires that for a minimum of 
9 passengers there must be one :flight at­
tendant and that for as many as 149 there 
must be a minimum of 4 flight attendants. 
The requirement has been noted as absurd, 
because for higher density aircraft where 
the need for additional attendants might be 
greater, the ratio of flight attendants to pas­
sengers is 1 to 36, while on aircraft of lower 
density the ratio can be as low as 1 to 9. 
There is no doubt that among the crowded 
conditions on the larger long haul jet air­
craft, a crew ratio of 1 to 35 ls a question­
able figure. 

The demonstrations indicated that, more 
than any other item, ineffective slides were 
the cause of deficiencies in emergency evac­
uation procedures. FAA now says that im­
proved inflatable escape chutes attached to 
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the doors, designed to be more dependable 
and more rigid, are being developed and 
required. 

Exits and sea.ting have also been cited as 
factors in the fatality rate after crash. In 
the Boeing 727 Salt Lake City crash, passen­
gers opened five of the six exits but they 
fumbled with three of these before getting 
them open-no one will ever know how many 
lives were lost because of the few seconds 
delay. 

The high ratio of passengers to exits and 
the positioning of these exits can result in 
crowded aisles in attempts to escape. On the 
113-passenger 720 which has only six exits, 
two are over the wing and partially blocked 
when seats are in their normal upright 
position. 

Present FAA standards call for a certain 
number of exits per passenger, depending 
on the type of exit. It has been suggested 
that rather than require manufacturers to 
abide by this sorl; of formula, manufacturers 
should be required to demonstrate that an 
aircraft can be evacuated in 90 seconds and 
then have them develop whatever type of 
exits are necessary to implement this. This 
is especially of interest to those concerned 
with the coming of the jumbo jets and the 
number of exits which may have to be pro­
vided to evacuate the aircraft adequately. 
It may well be that the creative and in­
novative expertise of the aircraft industry 
can come up with better exit types and loca­
tion given a stricter code of evacuation 
criteria by FAA. 

FAA has regulations and minimum stand­
ards for seat spacing and aisle width. They 
are primarily based on the airline manufac­
turers' ability to demonstrate that the seat­
ing configuration allows for emergency evac­
uation in the prescribed time. As Mr. David 
Thomas, Deputy Administrator, FAA has 
said, "I quite agree that al,l seating arrange­
ments are not comfortable, but it has been 
demonstrated that they may be evacuated, 
with part of the exits covered in a minimum 
time".15 

It would seem that the interre1ationships 
between seating, aisle widths, exit number 
and location, regulations as to hand lug­
gage brought on board, distance of the flight 
should be the criteria for seating regulations 
rather than the relationship between the 
number of passengers and their ability to 
get out of an aircraft in a certain length of 
time. Again, the failure of a comprehensive 
systems management approach to air safety 
is evident. 

Locating downed aircraft 
Downed and missing aircraft are a crucial 

factor in the lethality rate of general avia­
tion. Survivab111ty for downed .aircraft might 
be most directly related to the speed with 
which the downed aircraft oan t e found and 
the ability of pilot, crew, and passengers to 
carry through survival prooedures. 

In the last five years (1962-1967) there 
were 60 aircraft in the continental U.S. and 
Alaska which were missing and have never 
been found. In the continental U.S. between 
1965-1967, 32 aircraft were missing for more 
than three days and 40 were missing for a 
period of from one to three days. These air­
craft "emergencies" are not limited to moun­
tainous areas, large bodies of water or 
sparsely settled areas. 

In fiscal year 1966, the Air Force flew 57,-
685 hours in Search and Rescue. operations at 
a total cost of $59,224,142 ($112,808 per 
person) and claims to have saved 525 per­
sons a:S a result of these operations. In search 
operations, however, the Civil Air Patrol 
(Air Force) in 1967 had two accidents with 
three lives lost; in 1966, two aocldents With 
no lives lost; in 1965, three aiccidents with 
one life lost. In test missions in 1965, prac­
ticing the procedures for rescue, they had 
five accidents with two lives lost. 

Footnotes at end of article. 

Recently it has been suggested that all 
sm all aircraft be required to carry a device 
called the DART (Downed Aircraft Rescue 
Transmitter) which transmits a locator bea­
con which can be picked up by a suitably 
equipped search aircraft. The device costs 
only $200. 

VII. AIRPORT REGULATIONS 

Quite aside from the aspects of air safety 
involved in technical traffic control systems 
(see Section VIII) and in airport construction 
and equipment (see Section IX) there are 
three aspects of airport operations which re­
quire in-depth attention: Carrier schedul­
ing; runway congestion; and noise abate­
ment . 

Carrier scheduling 
Departure and arrival schedules which are 

approved by the Civil Aeronautics Board 
increase traffic and add to the complexity 
of traffic control at major airports. 

In New York, for instance, 67 flights are 
scheduled to leave the airport between 7 and 
9: 30 a.m. Thirteen flights are scheduled to 
leave at precisely 9 a.m. alone. (See Chart 
11). In 1963, FAA conducted a study of New 
York air tr3ffic between 5 p .m . and 7 p .m. 
to illuminate the complexity of the delay 
and congestion problem, and one of their 
findings was that airline scheduling con­
t ributed significantly. Between 5 p.m. and 
7 p.m., for instance, at Kennedy, there were 
10 departures scheduled on-the-minute at 
5 p.m. and six on-the-minute at 5 :30 p.m., 
yet only two in between. Of 21 departures 
scheduled during this hour, 16 were sched­
uled in two minutes. At 6 p .m. there were 
12 departures scheduled on-the-minute; at 
6:30 p.m., there were five departures on-the­
minute. Of 30 departures scheduled between 
6 p.m. and 7 p .m., 17 were scheduled in two 
minutes. 

Thirty-seven and five-tenths (37.5) per­
cent of the total weekly departure traffic is 
scheduled during 3.3 percent of the total 
time. In fact, at current major hub airports, 
there are as many arrivals scheduled for the 
same minute. 

With such departures scheduled, accord­
ing to the FAA, "delays would occur were 
there no other contributing factor." 18 Travel 
across the Atlantic indicates the same thing. 
On July 11, 1967, at 11 :30 p.m., of 85 sched­
uled aircraft, 82 were eastbound to Europe, 
only three were westbound. 

General aviation constitutes a large por­
tion of traffic at our commercial airports, 
but it is an even greater portion during the 
all-important peak hours. According to sur­
veys made in 1965, however, 23 out of the 
30 general aviation movements during the 
peak hour at Kennedy were to make airline 
connections, only seven were to conduct local 
business. ( See Chart 12) . 

FAA has not in the past interpreted its role 
of protector of air safety in terms of regulat­
ing aircraft scheduling, although air traffic 
is increasingly becoming a factor in promo•t­
ing a safe airways system. In hearings before 
a Subcommittee of the Committee on Gov­
ernment Operations, House of Representa­
tives, April 1966, when asked if CAB rou­
tinely inquires of the FAA what the impact 
of additional scheduled flights might have on 
traffic control, Mr. David Thomas said that 
they did not. 

According to a stiaff study prepared by the 
Systems Research and Development Service 
of FAA in November, 1967, flattening of 
schedule peaks could significantly reduce de­
lay. (It is typical that the concern was pri­
marily expressed in terms of passenger con­
venience rather than passenger safety.) Re­
ducing demand peak operations per hour 
from 8% to 7% for 600,000 operations per 
year, for instance, could reduce delay by 42%; 
reducing demand peak from 8% to 6% could 
reduce delay by 58%. (See Chart 13). 

Restricting the use of large airports by gen­
eral aviation would definitely reduce delay, 
but raises the question of defeating feeder-

lines and "hub-service." Comm.ercial avia­
tion in the end will be restricted in growth 
if general aviation cannot supply the link 
which it now provides. That general aviation 
which is not relevant to commercial traffic, 
however, is another question, although it 
rarely causes congestion problems because 
most pleasure flying pilots prefer not to use 
busy airports. 

Alternative suggestions to restricting the 
use by general aviation of large airports in­
clude: construction of shorter, parallel run­
ways; the establishment of separate radio 
frequencies; separate approach and departure 
routes and altitudes; dissemination of better 
and more accurate information by FAA in the 
Airmen's Information Manual to enable gen­
eral aviation to utilize airports more safely 
and effectively; improvement of existing re­
liever airports to permit all weather opera­
tions; and improvement of ground transpor­
t ation facilities from these airports to the 
downtown area. All of these suggestions re­
late to relieving delay; none would appreci­
ably relieve congestion. 

Other scheduling procedures which might 
be considered to relieve congestion are limit­
ing airport use in accordance with traffic 
flow direction and the functionalized airport 
concept. Concentrating traffic flow direction 
would decrease the amount of airspace shar­
ing, crossovers and devious vectoring around 
nearby airports, but it would increase traffic 
concentration in one lane thus increasing 
holding patterns and concentration of traffic 
in one airspace. Functionalized airports will 
result in more efficient ut111zation of airports 
and system facilities and augment safety by 
permitting segregation of aircraft perform­
ance characteristics, but it would greatly 
complicate connecting passenger traffic. 

Runway congestion 
To the extent that traffic congestion ap­

proaching an airport can be reduced by more 
efficient, but not less safe, landing proce­
dures, those procedures should be amended. 
A number of areas need study. 

Reducing the spacing between aircraft is 
a hotly contested issue between pilots, con­
trollers and the F'AA. The three-mile present 
radar separation standard came about quite 
arbitrarily many years ag~so arbitrarily 
that it jumped 15 % when the U.S. adopted 
the nautical miles terminology. The present 
three-mile standard normally provides am­
ple time to get the No. 1 arrival off the 
runway before the No. 2 aircraft is com­
mitted to land. Lowering the spacing for 
same-speed aircraft from 3 to 2 nautical 
miles would reduce the landing interval from 
1 ;.'2 to 1 minutes. 

The crux of the issue is that airspace sep­
aration should be evaluated in terms of the 
type of aircraft performance rather than 
solely on the basis of runway occupancy con­
straints. Such constraints are already in ex­
istence by the procedure requiring that the 
preceding arrival either be off the runway 
before a landing clearance is given or have 
reached a minimum distance from the land­
ing threshold. For instance, the time interval 
for a long haul four-engine jet from the 
point of commitment to the time it exits 
the runway is about equal to the time in­
terval required to maintain three miles longi­
tudinal separation on final approach. A small 
aircraft, on the other hand, with lower ap­
proach speeds, takes much longer to travel 
the three miles than the time required to 
land and clear the runway. Thus the gain 
in capacity from reduced radar spacing in­
creases as the proportion of small aircraft 
increases. The gain is also greatest at air­
ports where arrival capacity is less than de­
parture capacity as departures are generally 
not affected by reduced radar spacing. 

Current procedures give arrivals priority 
over departures. A strict first-come first­
served treatment of arrivals and departures 
is not possible because an arrival once se­
quenced to final approach must have priority 
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to use the runway. Thus every time a. large 
jet arrives, it preempts a. departure up to 
60 seconds. Because of this, it would be most 
beneficial to get a. sequence of two or more 
spaced arrivals in order to reduce a.s much 
as possible this preempting of runway use. 

Speed class sequencing can also help to 
increase capacity. Whenever a slow aircraft 
follows a fast aircraft, an excessively long 
approach interval is produced. One way to 
reduce the fast/slow interval is to reshuffle 
the landing sequence many minutes ahead 
of time using the air traffic control computer 
in order to minimize the number of fast/slow 
pairs. 

Reducing runway separation criteria be­
tween parallel runways would enhance ca­
pacity. Existing Air Traffic Control proce­
dures specify that a. departure from any run­
way cannot be released in front of a.n in­
coming arrival unless a.t least two nautical 
miles separation exists, whether arrival and 
departure are on the same runway, or on 
parallel or non-intersecting runways. Ap­
proaches to runways separated by less than 
5,000 feet must maintain at least three miles 
airspace separation. This criterion applies 
whether runway separation ls 400 feet or 
4,000 feet. A revamping of criteria. according 
to separation could increase capacity. The 
5,000 foot standard was arrived at without 
the present controller monitoring system in 
mind. 

At airports where there are a number of 
runways being used, mixing large and small 
aircraft on the same runway reduces capac­
ity. Ideally it would be beneficial to have 
separate independent runways for large and 
small aircraft, but this is usually impos­
sible. One study indicated that a mix of 60% 
long haul four-engine jets, 20 % F-27 type 
aircraft, and 20 % '!Jetween these two can 
increase capacity of IFR landings by from 
5 to 11 percent, and VFR capacity by from 
11 to 16%. 

Prodded by the President's September 20th 
letter to DOT requesting Secretary Boyd to 
tighten up on air traffic safety, the FAA has 
come up with a new traffic segregation plan 
for high density terminals. Starting with the 
premise that the safest traffic environment 
is one in which all traffic is separated by 
ATC-but recognizing that in our busiest 
terminal ATC cannot possibly control every­
thing that :flies-the FAA concept would 
establish special controlled airspace zones 
around certain designated primary airports. 
Only controlled traffic would be allowed with­
in these ~pecia.l zones. 

Comments on the plan have been varied­
am.ong them that the plan did nothing to 
meet the nation's requirement for additional 
traffic capacity and merely increased the com­
plexity of the air systen_ geomet~ and con­
troller workload. On the other hand the sys­
tem has been working well in Atlanta and it 
ls one of the few measures which can be 
started immediately under the present con­
straints on funds and personnel. 

Noise abatement 
Though no crash has been directly blamed 

on noise abatement procedures, at least one 
American 707-which plunged into Jamaica 
Bay and killed all 95 aboard in 1962-would 
have had a better chance if the pilot had 
been allowed to climb away fast and straight. 
Says Pilot Harry Orlady, a 25-year veteran 
with United: "Noise abatement procedures 
force you to fly as close to danger as you dare 
to. You don't have much margin for error." 11 

NASA concluded after a study of noise 
abatement procedures that guidance equip­
ment, aircraft capability, and high pilot 
workload are limiting factors in using steep 
approaches for noise abatement-a procedure 
now sometimes used. 

A major problem 1s competing jurisdic-

Footnotes at end of article. 

tions. The New York Port Authority main­
tains it has a right to regulate aircraft noise 
on take-off procedures because the plane is 
on Port Authority property-that is, the air­
port. However, once the plane is airborne, 
jurisdiction passes to the FAA which has 
control over the aircraft until it sets down 
at another airport at which time another 
local regulatory unit takes over control. For 
this reason, the Port Authority refuses to 
prescribe noise restrictions for landing op­
erations. The FAA declines to set engine 
noise levels for landings ( except through ap­
proach patterns) referring to the Jurisdic­
tion of the Port Authority, the difficulty of 
obtaining accurate measurements, emergency 
m argins of safety, preferential runways and 
structural limitations of aircraft. 

The mechanics of noise abatement proce­
dures can be explained in terms of proce­
dures at Kennedy which require that when 
the aircraft reaches an altitude of three 
hundred feet, the Captain is required to make 
a twenty degree turn to the left and reduce 
the power of his engines (which reduces 
noise) . "Boxes" which record the noise level 
are strategically set around Kennedy and 
record any level of noise greater than 103 
P17db (Perceived Noise decibels). In the first 
eight months of 1967, of the 98,443 take-offs 
at Kennedy, 690 involved noise violations. 

The safety factor which is involved is that 
the speed at which the plane is flying when 
it ls required to make the turn and reduce 
power ( 200 m!)h) is a mstrginal speed to keep 
the plane aloft. Captain Vernon Lowell in his 
book says ~at 250 mph is a safe speed in a 
hnvlly loaded plane, that 200 mph is less 
than the required minimum in case two en­
gines fail, and given the altitude at which it 
occurs, it is not enough to recover from a 
possible stall.18 

The irony of the procedure is that as now 
practiced it may actually increase the noise 
level. After -.,he aircraft passes the noise re­
cording point, power is again applied in con­
centrated quantities, thus increasing noise 
levels along certain paths in that area. 

Another procedure which is used at some 
airports for noise abatement is the preferen­
tial runway system. Implementation is usu­
ally through an Operations Letter by the 
FAA which designates the runways by order 
of preference under certain wind conditions. 
Exceptions are made when in the judgment 
of the pilot the use of the preferred runway 
will jeopardize safety or when, in the opinion 
of the Tower Supervisor, a hazard could be 
created. Visual markers such as beacons and 
other visual guidance to the runways are 
provided to help keep the pilots on appro­
priate course. 

Theoretically the approach profile should 
not be as noisy a.s the departure profile, as 
the latter is basically full-power while climb­
ing for altitude. On the other hand, slow, 
dragged-in approaches which are often ne­
cessitated by the acceptance of a high speed 
aircraft behind a low speed aircraft, require 
use of :flaps, configuration with gear, spoilers 
and power to compensate for speed; all of 
which means noise. 

Solutions to the noise problem which are 
consistent with safety include restrictions on 
night operations, increased visual and non­
visual glide slope angles and delayed accept­
ance into the final approach sequence. The 
FAA ls currently developing instrumentation 
to permit quieter approaches beyond three 
miles from the airport. If the results of the 
current study show that two-segment ap­
proaches meet adequate levels of safety, then 
the installation costs for airborne instru­
mentation necessary to achieve the resulting 
two-segment approach noise benefits would 
be approximately $2,000 per aircraft. (At 
those airports not presently equipped with 
terminal DME installations, a $50,000 ground 
facility would be necessary.) 

A more promising solution to the noise 

abatement problem would be found in the 
design of the jet engine. Noise was accepted 
as a. necessary evil in the early military 
turbojet engines from which civil jet en­
gines descended, but now an attempt can be 
made by government and private industry 
to design jet engines from the very begin- . 
ning calling for less energy to be wasted on 
noise and exnaust. An ineffective compro­
mise in the meantime is the establishment 
of acceptable noise levels-requiring a high 
degree of technical skill and elaborate fa­
cilities for the development of such criteria, 
the tedious chore of measuring the noise 
characteristics of each aircraft operation, 
and the difficulty of enforcing the procedure. 

A final area of safe solution for the noise 
abatement problem is land use, including ex­
tending runways, planting rows of pine trees 
to absorb noise, adopting zoning laws, greater 
concern to future airport site selection-and, 
of course, sacrificing passenger "conveni­
ence" to both passenger safety and the hear­
ing comfort of populated areas through uti­
lization of existing airport facilities farther 
from urban centers. 

CHART 11.-SCHEDULED DEPARTURES OF MAJOR AIRLINE 
PLANES FROM JOHN F. KENNEDY AIRPORT, NEW YORK, 
BETWEEN THE HOURS OF 7 A.M. AND 9:30 A.M. 

Time Flight Destination Airline 

7 :00___ __ 81 Pittsburgh __________ United. 
7 :00_____ 556 Providence _________ American. 
7;15_____ 361 Charlotte ___________ Eastern. 
7:45_____ 425 Philadelphia ________ National. 
7 :45____ _ 243 Washington-Miami___ Pan American. 
7 :45_____ 425 Washington _________ National. 
7:45_____ 370 Nantucket_ ________ _ Northeast. 
8:00_____ 203 Minneapolis ________ NW. Orient. 
8:00_____ 123 Chicago ____________ United. 
8:00_____ 233 Santo Domingo ______ Pan American. 
8:00_____ 281 San Juan_ ____ ______ Do. 
8:00_____ 9/819 Los Angeles ________ American. 
8:00_____ 923 San Juan ___________ Eastern. 

t~t=== 1051~~ ~~~ot~:::======== ~~~r~~al. 8:10_____ 401 _____ do_____________ Do. 
8:10_____ 285 Memphis ___________ American. 
8:10_____ 241 CincinattL_________ Do. 
8:15_____ 153 Jacksonville ______ __ Eastern. 
8:20 _____ 101/726 Greenville__________ Do. 
8:20_____ 69 San Francisco---~--- United. 
8:25_____ 923 San Juan ___________ Eastern. 
8:30_____ 540 Easton ____ _________ Northeast. 
8:30____ _ 51 Houston __ __________ Eastern. 
8:30_____ 9 Miami______________ Do. 
8:30_____ 209 Milwaukee __________ NW. Orient. 
8:30_____ 9, 971 Chicago ____________ United. 
8:30_____ 291 San Juan ___________ Pan American. 
8:40_____ 103 Haltimore ___ ________ National. 
9 :45_____ 71 Phoenix ____________ American. 
8:45_____ 155 Denver_ ____________ TWA. 
8:45_____ 129 Dayton_____________ Do. 
8 :45_____ 164 Denver---------- --- United. 
8:45_____ 205 Detroit__ ___________ NW. Orient 
8 :50_____ 819 Atlanta _____________ Delta. 
8:55___ __ 21 Tampa ________ _____ National. 
8:55_ __ __ 546 Providence _________ American. 
9:00_____ 901 Mexico City _________ Eastern. 
9:00_____ 49 Seattle _________ __ __ United. 
9:00__ ___ 921 San Juan ____ _______ Eastern. 
9:00_____ 205 Dallas ___ ___________ American. 
9:00_____ 151 Orlando ______ ______ Eastern. 
9:00_____ 37 Miami_____________ _ Do. 
9 :00_____ 1 Los Angeles ________ United. 
9:00_____ 127 Tampa _____________ Northeast. 
9:00_____ 819 Bermuda __ _________ Eastern. 
9:00 ___ __ 59/801 San Francisco _______ American. 
9:00_____ 87 Los Angeles ________ TWA. 
9:00_____ 907 Dallas ______________ Delta. 
9:00__ ___ 261 St. Thomas _________ Pan American. 
9:10_____ 69 New Orleans ________ Eastern. 
9:15_____ 140 Bermuda _______ ____ Pan American. 
9:15_____ 229 Barbados___________ Do. 
9:20_____ 11 Miami__ _______ _____ Eastern. 
9:20_____ 33 Columbus __________ American. 
9:30_____ 165 Chicago_______ _____ Do. 
9:30_____ 7 Seattle _____________ NW. Orient 
9:30_____ 21 San Francisco _______ United. 
9:30_____ 1 Dallas ___ ____ _______ Braniff. 
9:30_____ 1 Miami__ __________ __ Northeast 
9 :30_____ 191 West Palm Beach ____ Eastern. 
9:30____ _ 213 Detroit__ ______ _____ American. 
9:30_____ 211 San Juan ____ _______ Pan American. 
9:30_____ 483 Washington"- ------- National. 
9:30_____ 125 Fort Lauderdale_____ Do. 
9:30_____ 3 Sarasota____________ Do. 
9:30_____ 61 Orlando____________ Do. 

Source: "Congestion in Air Traffic" Congressional Record, 
vol. 114, pt. 20, p. 26396. 
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CHART 12.-PLANE MOVEMENTS, 1967-5 MONTHS 

(In percent) 

New York· 
New Jersey 

metropoli!an 
Kennedy La Guardia Newark region 

Airline ••• _ ••••••••••••••••••• --·· •••••••••••• -----····-····· 58 85 60 70 
General aviation •••• --·-·-···--- -------- ------ - ---·-··· · ····· 42 15 40 30 

---------------------------------------Air taxi. ••• _____ ••• •••••••••••••••••••••••••••• ____ ••••• 10 10 14 12 
Business and private ••••••••••••••••••••••••••••••••••••• 
Government. •••••••••••••••••••••••••••••••••••••••••••• 
School. •••••• ____ • _____ __ ___ ___ •• •• • _._ •••• ________ ••••• 

n 5 H 17 
(1) (1) 1 1 
10 • -- -- •• - - •••••••• -- --- • -- •••••• -- •••••• -- -

JLess than 0.5 percent 
PEAK HOUR PLANE MOVEMENTS-1967-5 MONTHS 

[In percent) 

New York­
New Jersey 

metropolitan 
region Kennedy La Guardia Newark 

Air line. ________ __ ___ ------ __ •••••••••••••••••••••••••••• -- • 54 
45 
24 

69 
31 
22 

38 
62 
25 

48 
52 
27 

General aviation •••• •• __ ---- •• __ __ •••••••••••••••••••• -- •••• • 
Air taxi. . ______ ••••••••••••••••• _ •• ____ •• __ ••••• ••••• __ __ • __ 

Source: Port of New York Authority. 
CHART 13(A) 

TABLE 13.-FLATTENING OF SCHEDULE PEAKS 

Annual delay for peaking factor I of Benefit of flattening demand peaks 

From 8 From 8 From 8 From 8 

Demand opera-
8 percent 7 percent 6 percent 

percent to 7 
percent 

percent 'lo 6 percent to 7 percent to 6 
percent percent percent 

Savings in delay, minutes tions per year 
Percent reduction in delay Annual delay in minutes per year per year 

200,000 •• --------- 91, 200 82, 600 75, 100 8,600 16, 100 9 18 
300,000. ----- ----- 441, 000 369, 000 309, 000 74, 000 132, 000 17 30 
400,000 •• -- -- ----- 1, 760, 000 1, 320, 000 1, 126, 000 440, 000 634, 000 25 36 
500,000 •• -- ---- --- 5, 470, 000 4, 040, 000 3, 340, 000 1, 430, 000 2, 130, 000 26 39 
600,000. --- _ ------ 19, 460, 000 11, 380, 000 8, 080, 000 8, 080, 000 11, 380, 000 42 58 

1 Based on parallel runways at 3,500 feet separation, i.e., configuration 3, table la. Peaking factor is defined as the percentage of, 
daily activity occurring during the peak hour of the day (averaged for the two consecutive busiest hours of the day). 

Source: Federal Aviation Administration. 

CHART 13(b).-PROGRESSION OF DELAYS DURING PEAK 
HOURS OF THE DAY 

Airport 
~to 

~ hour 

Year delay may reach-

J4 to 1 to 
1 hour 2 hours lnfinityl 

Kennedy_________ 1966 1968 1970 1973 
La Guardia___ ____ 1970 1973 1976 1978 
Newark___ _______ 1969 1972 1974 1975 
National 2 _____ _ _____________ •• __ -- __ -- -- - - - - -- - _ - - -- - - -- -
O'Hare___ ___ ____ 1966 1969 1972 1974 
Los Angeles______ 19.70 1972 1975 1977 
San Francisco____ 1979 1984 ----------- -------- -
Oakland. ___ _____ 1985 _____________________ ____ • _. _. 

1 Delays will carry through from one year to the next. 
2 Leveling off of demand keeps the delay level less than ~ 

hour during peak periods. 

Source : Department of Transportation, 1967. 

VIIl. THE FEDERAL AIR TRAFFIC CONTROL AND 

NAVIGATION SYSTEMS 

The present air traffic control and naviga­
tion system is valued at $1.25 billion and 
requires about a half-billion dollars annually 
to operate and maintain. During fiscal year 
1966, the FAA obligated approximately $54.4 
million for the procurement and installation 
of new facilities and equipment of all types 
in the Federal airways system. Of this 
amount, $7.8 milllon was for projects under­
taken at the request of other Federal agencies 
(the military services predominantly) and 
local or State governemnt. 

Navigation 
Navigation facilities aid a pilot in directing 

his aircraft to his destination. Such equip­
ment is independent of attempts to control 
the flight of an aircraft by air traffic 
controllers. 

The first essential in navigation is for the 
pilot to be able to find his destination, an­
other airport. Conspicuous markings, lights, 
etc., were the first devices used. In addition 
to visual means, the simplest form is a non­
directional beacon from a radio station trans­
mitting its identity in a dot-dash code. The 
aircraft can use a direction finder radio to 

"home in" from any direction. This tech­
nique is now obsolete and is only found in 
remote locations. 

The best current available means for lo­
cating an airport is with a Very High Fre­
quency Omnidirectional Radio Range (VOR) 
station. This station provides 360 courses 
radiating like the spokes of a wheel, and 
with the proper airborne receiver, a pilot can 
fly any selected course to or from the station. 
As of June 30, 1967, there were 318 VOR sta­
tions. A similar military system (TACAN) is 
also available for properly equipped aircraft. 

The standard means of navigation between 
airports along the airways is the VORTAC 
station, which makes up the fundamental 
navigation system in the United States. 
VORTAC combines a VOR for civilian use 
with a TACAN station which provides at very 
high frequencies an omnirange facility used 
by military aircraft and a distance measuring 
system used by both civilian and military 
aircraft. As of June 30, 1967, there were 566 
VORTAC stations. Supplementing VORTAC 
and principally in remote locations are 62 
of the now obsolete low frequency ranges and 
304 homing beacons. 

The future offers three types of improved 
navigation equipment: 

The integrated Doppler-inertial-stellar­
radio navigation system with central digital 
computers, presently installed on all TWA 
fleet carriers and all of the PAA DC-8 fleet, 
(as of April, 1966, this constituted perhaps 
60% of the total fleet which operates across 
the Atlantic); Doppler equipment is reported 
to have a standard deviation of 12.2 miles; 

A more sophisticated ground reference nav­
igation system, particularly the VOR-DME­
T ACAN, which combines a very high fre­
quency omnirange with distance measuring 
equipment; 

Synchronous satellites which offer inter­
national air carriers an improved commu­
nications link. 

Air Traffic control-its use 
Air traffic con.trol is a "service provided for 

the purpose of keeping aircraft sa.fely sepa­
rated while operating in controlled airspace, 

which can include taking-off and climbing, 
en route, and approaching and landing at 
air terminals." Control is exercised by direct 
contact between pilots and air traffic oon­
trollers. 

Not all airspace is presently under control. 
The actual air traffic control is divided into 
air route traffic control centers (ARTCC) 
which handle the airplane from point to 
point en route and the airport traffic control 
towers (ACTCT) which handle them at the 
terminal area during landing and take-off. 
As of June 30, 1967, there were 28 ARTCC's, 
309 ATCT's and 65 combined station/towers 
(CS/T). (See Chart 14). 

There are some areas, usually surrounding 
the busiest terminals, where all aircraft en­
tering that area must come under the control 
of the air traffic controllers. 

When flying in adverse weather conditions 
less than 3 miles lateral visibility and/or less 
than a 1000 foot ceiling) or when flying above 
27,000 feet (an area populated exclusively by 
jets), the aircraft is required to fly under 
Instrument Flight Rules (!FR). In order to 
fly under !FR, a pilot must be licensed for 
this special type of flying and the aircraft 
must be equipped with properly calibrated 
instruments. All aircraft flying under !FR 
must be under the control of the air traffic 
controllers. 

When the weather conditions permit, or 
when not flying above 27,000 feet, a pilot may 
take the option to fly under visual flight rules 
(VFR). This "see and be seen'• concept means 
that aircraft separation and collision avoid­
ance are the responsibility by law of the pilot. 

A summary of control and flight rules 
follows: 

Conditions Flight rules 

Subject to 
air traffic 

control 

Above 27,000 __ _____________ IFR required ________ Yes. 
All areas-bad weather_ __________ do ____________ _ Yes. 
Nonrestricted areas in good Optional VFR _______ No. 

weather. or IFR ___ _________ _ Yes. 
Restricted areas in good Optional VFR. ______ Yes. 

weather-heavy traffic or IFR _______ ______ Yes. 
areas. 

Restricted areas in good IFR required ________ Yes. 
weather-highest priority 
traffic areas. 

One principle area of debate has been the 
continued use of VFR flying. Much of the 
criticism is based on the conclusion that 
VFR flying causes accidents. Some suggest 
that this is an inaccurate conclusion, based 
on the misconceptions that all air carriers 
are jets flying constantly at 300 mph thereby 
generating instantaneous closure rates, and 
that most flying occurs around crowded air­
ports. In reality, Federal Air Regulations re­
quire that airplanes flying in opposite direc­
tions above 3,000 feet must fly with vertical 
separation of 1,000 feet (jets with vertical 
separation of 2,000 feet), which means that 
only if they are going in the same direction 
can they be at the same altitude. The rele­
vant closure rate then, is the difference in 
air speed between the overtaking airplane 
and the one being overtaken, not "instan­
taneous". In addition, at low altitudes, reg­
ulations impose speed restrictions on jet air­
craft, VFR, many contend, is still a work­
able concept within the rules of its opera­
tion, though its applicability may diminish 
in the future as the types of aircraft change. 

The question of mixing VFR and !FR land­
ings at certain unrestricted airports is still 
vital. 

Air traffic control-equip_ment 
The first air traffic control was simply a 

matter of signaling to the pilots when they 
were in sight of the airport. This process 
remained crude until ground-air and later 
air-ground radio communications were feas­
ible. This basic system in terms of proce­
dures and control hw;; not changed funda­
mentally in 20 years, though it has been 
improved and electronic supplement.s. have 
been added to the system so that· a. top­
notch crew in a tower such as Chicago 
O'Hare International can maintain an an-
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nual rate of one operation every 70 seconds 
with peak rates of perhaps one every 30 sec­
onds (using parallel runways). 

Voice Communication is maintained. by 
RCAC (peripheral communications installa­
tions) which provides coverage to the pe­
riphery of the designated control. area (usu­
ally an area around an airport) by which 
the pilot and air traffic controller talk direct­
ly. In 1966, 361 airports were equipped with 
RCAC installations. 

Positioning is determined by radar, an 
electronic device that, in its primary form, 
locates an aircraft by transmitting radio 
energy pulses toward it and timing the echo's 
return. Reflected on the cathode-ray tube of 
a radar console, the echo, called a "blip", fur­
nished. the controller with the actual posi­
tion of the aircraft. Primary radar is distin­
guished from the radar beacon system ( or 
secondary radar), the latter dispensing with 
the echo and making use of a radio transmit­
ter/receiver (interrogator) on the ground and 
a radio receiver/transmitter (transponder 
aboard the aircraft. When radio pulses trans­
mitted. by the interrogator are received by 
the tnnsponder, they trigger transmission of 
a reply in the form of a distinctive signal 
which ls received at the site of the interroga­
tor and identifies the aircraft. (It does not 
identify altitude). The radar beacon system 
is more sophisticated and is being more ex­
tensively used. Pre1ently 532 air carriers (and 
all new equipment) are fitted with trans­
ponders, all military have transponders, and 
g-:neral aviation has 4,000. General aviation 
equipment is nqt required to be fitted with 
transponders. FAA estimates that it would 
cost $117 million to equip the total fleet, com­
mercial and general with transponders ( radar 
beacon)-$20 million for air carriers, $44 
:nilllion for general aviation, and $30 million 
for military. 

There are numerous types of radar equip­
ment all of which are designated to i:iffect an 
approach controlled from the ground. The 
ground controller communicates instructions 
to the pilot giving direction, distance, and 
elevation along a fixed approach path to an 
airport. 

Presently the equipment is sophisticated 
enough to affect an automatic landing up to 
1,600 feet visual range (200 foot ceiling and 
~ mile visibility). In some places, automatic 
landing can be used at 1.200 feet. 

As David Thomas said in April, 1966: "It 
will be several years before you will be able 
to buy a ticket on a plane that lands with­
. out visual reference, though we will be doing 
it on a test basis within a year."10 

Presumably air traffic capacity increases as 
the equipment enables landing the all visibil­
ities. Radar sophistication includes the fol­
lowing: 

1. Long Range Radar ( LRR) . This is a 
.·adar of approximately 150-mile radius used 
by air route traffic control centers to control 
air traffic between terminals. As of June 30, 
1966, 89 airports were equipped with LRR. 

2. Airport Surveillance Radar (ASR). This 
is a short range radar system which main­
tains constant surveillance over aircraft at 
the lower levels of flight, normally within a 
30-m.lle radius of an airport. The altitude 
coverage ranges from 10;000 to 30,000 feet. As 
of June 30, 1966, 81 airports were equipped 
with ASR. 

3. Airport Surface Detection Equipment 
(ASDE). This is radar that shows the move­
ment of aircraft and other vehicles on the 
ground at an airport. 

4. Instrument Landing System (!LS). This 
is a facility based on radar in the vicinity 
of an airport which radiates direction and 
position signals to approaching aircraft. The 
signals are received on an instrument in the 
aircraft and alert the pilot to any deviation 
from the safe approach path to the correct 
touchdown point on the runway. The signals 
can be fed directly to the autopilot for au-

Footnotes at end of article. 

tomatically controlled approaches. It is usu­
ally supplemented by a high-intensity ap­
proach light system, and normally the two 
installed together can permit approaches at 
200-foot ceiling and % mile of forward visi­
bility. As of June 30, 1966, 257 airports were 
equipped with !LS. At the same time, 223 
airports were equipped with an approach 
light system with sequence flashing (ALSF). 

5. Precision Approach Radar (PAR). This is 
radar used by traffic controllers to "talk'• a 
pilot on final approach down a prescribed 
path leading to the runway. The military 
uses the devices extensively but the airlines 
prefer to treat it only as a monitoring and 
emergency facility. As of June 30, 1966, 27 
airports were equipped with PAR. 

6. Military Radar Approach Control Facil­
ity (RAPCON or RATCC). This is a military 
radar station that controls arriving and de­
parting !FR traffic at Air Force and Navy 
bases. At certain locations RAPCON•s and 
RATCC•s are operated by FAA personnel. 
As of June 30, 1966, 36 airports of all types 
were equipped with RAPCON or RATCC. 

7. Alphanumerics. This is a "bureaucratic•' 
name for a sophistication of the read-out on 
the radar scope. Instead of lots of light spots 
and blips, each one is tagged with as much 
information as the accompanying computer 
equipment can digest. Indianapolis Air Route 
Traffic Control Center established alphanu­
merics in a device ·called SP AN which is now 
being moved to New York. Atlanta used a 
limited read out showing altitude and iden­
tity in a test program called ARTS. 

Regardless of how sophisticated radar 
equipment becomes, it is limited by runway 
capacity and air traffic control procedures. 
Radar can organize and sequence the traffic 
under adverse visibility conditions, thus 
creating a safer system, but safe clearance 
distances are greater in bad weather and 
traffic still slows down to half the rates used 
in clear weather. In weather restrictions 
in the New York area, for instance, the ac­
tual airport acceptance rate can be reduced 
from 120 movements (the acceptance rate 
under good weather conditions) to 40 or 50 
in weather restriction conditions. Transpon­
der assisted radar makes the controller•s job 
easier. 

Technologically, the air traffic control sys­
tem is still largely manual despite the in­
creased use of compu~rs. Navigation aids, 
voice communications, radar beacons, and 
"alphanumeric tags" on radar scopes are all 
improved tools for .the manual control of 
traffic and will enhance system performance. 
But use of computers to aid in directing traf­
fic has been n_otably absent to date. 

A very small beginning has been made in 
the form of an approach spacing computer. 
This present trial taking place at the FAA's 
National Navigation Facilities Experimental 
Center is demonstrating how a computer can 
aid a controller in computing vectors and 
in assigning speed control in order to space 
flights more accurately on final approach. 
Use of computers -in the more complex deci­
sion-making areas of control will provide 
broad opportunities in regulating and deter­
mining en route traffic patterns; in deter­
mining airport development plans; in acquir­
ing and disseminating weather information; 
in coordinating intermodal transportation; 
in finding solutions to air space use; in ex­
amining and controlling the interrelation­
ship of radar control with clearance limits, 
altitude and aircraft capability; and in ana­
lyzing terminal area bottlenecks. 

An adjunct · to future controlling systems 
will be an airborne collision avoidance system 
(CAS) to detect and analyze potential col­
lision threats, then to tell the pilot what 
evasive action to take if a collision threat 
does exist. The device is not intended to sub­
stitute for air traffic control, but to provide 
for safe separation if, for any reason, the 
air traffic control system's separation does 
not fulfill its role or if the aircraft is flying 
under visual flight rules. Research and de­
velopment has been somewhat successful in 

gaining the knowledge necessary to develop 
such a device, and Stuart Tipton said in 1967 
that "a practical CAS now appears to be 
within sight." 20 The SST will be the first 
aircraft to incorporate a CAS from the begin­
ning. It is hoped that the day is not far 
away when synchronous communications 
satellites will be utilized to exchange infor­
mation between plane and ground auto­
matically-akin to the telemetering principle 
common in space technology. In 1964, air­
line industry initiative started a program to 
make this goal a reality. Today it has grown 
into one of several major experiments in 
NASA's ATS-1 project. The project has the 
participation of seven airlines, valuable help 
from manufacturers of aircraft and airborne 
electronics equipment, and technical man­
agement from Aeronautical Radio, Inc.-the 
airline industry's own communications 
company. 

Inevitably all air traffic systems must begin 
and end at an airport. Like a chain, the air 
traffic control system is only as strong as its 
weakest link. In aviation the weakest link is 
the saturation level of the system-under a 
variety of weather and control conditions. 
As an airport approaches its saturation level, 
safety is reduced. 

There is also a financial cost of airport 
saturation. Based on 1960 figures by the 
Civil Aeronautics Board, the cost to the air­
lines due to airport crowding was $21,117,060 
due to cancelled mileage and $48,890,385 due 
to delayed flights (15 minutes) for a total 
of over $70,000,000 per year. A more recent 
survey by United Research Incorporated fore­
cast the average cost per diversion and can­
cellation for U.S. air carriers in 1965 and 
1970 as $2,140 and $2,760 respectively. 

Chart 14 itemized the predictable delays 
at major airports as they reach saturation. 
These are the statistics of convenience, but 
they imply a similar growth in tragedy. 

A national airspace system 
To meet the airspace system crises, FAA 

has undertaken "long range planning" under 
the program title of NAS, National Airspace 
System. Stage A proposes to spend $212 mil­
lion from fiscal year 1966 and prior to 1970. 
(See Chart 15). This will fund a configura­
tion of 15 en route air traffic control systems. 

FAA reassessed the plan in 1966 to de­
termine whether the proposed funding 
schedule will produce an operating improved 
air traffic control system in the shortest 
possible time. Their review indicated that 
fund availab111ty is not, at present, the con­
trolling factor: 

"The production capabilities of the elec­
tronics industry, the time required to man­
ufacture computer programs, field instal­
lation problems and the requirements for 
evolutionary phased implementation affect 
the implementation schedule to a greater 
degree than the funding schedule." 

However, money and FAA planning may 
have more to do with the state of the pro­
gram thi>"l. the above statement suggests. 
FAA, for instance, is presently redirecting 
their terminal area air traffic control program. 
Previous plans called for Chicago, Los An­
geles, Washington, Oakland, and New York 
to be equipped with a sophisticated and ex­
pensive TRACON "M" (Terminal Radar Ap­
proach Control) system involving the digi­
tizing of all radar returns, replacements for 
all displays, reconfiguration of !FR rooms, 
etc. The first TRACON "M" installation 
scheduled. for Chicago during 1970 had a 
price tag of $8.5 million. 

The TRACON "M" plan has now been re­
placed with a new modular (building block) 
automation plan which is far less costly per 
facility. It is envisioned that the $8.5 mil­
lion, plus additional monies yet to be ap­
propriated, will be spent to provide alpha­
numeric identity and altitude readout ca­
pability and certain other operational ca­
pabilities at 61 of the 117 busier radar 
equipped airports. The new system is kno't'm 
as "ARTS-3" (Automated Radar Traffic Con-
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trol System) . The group of airports affected 
handles about 90 % of all airline passengers 
and about 70% "fall IFR operations. 

It is envisioned that ARTS--3 can even­
tually evolve into a highly sophisticated level 
of automation. Additions to the system 
might include the capability to--

Display identity and other flight data in 
association with primary radar returns; 

Perform approach sequencing; 
Permit the integxation of additional radar 

sources into a single display system; 
Provlde weather contouring; and 
Offset data. blocks automatically to pre­

vent overlaps. 
A limited ARTS program, showing altitude 

and identity on the radar scope has been 
tested at Atlanta. A similar sys ;m called 
SPAN was established at the Indianapolis 
Air Route Traffic Control Center and has 
since moved to New York. 

There are some serious ,questions to be 
raised by the program now to be implemented 
by NAS. One is cost. It takes a tremendous 
amount of computer equipment to make 
alphanumerics work-to take the beacon 
code data, make it suitable for transmission 
over telephone lines, sort it out, reassemble 
the information, attach it to the radar re­
turn, and display it in the torm that the 
controller wants. David Thomas, in testi­
mony before a Subcommittee of the Com­
mittee on Government Operations, in 1966, 
said that "each center will have from $15 to 
$20 million worth of electronics to just make 
alphanumerics work." 21 This figure ls almost 
twice the estimates ($8.5 million) for 
TRACON "M" which was abandoned because 
of cost. 

Can the equipment justify the cost? At­
lanta Controller Dwayne B. Carlson says that 
there are weaknesses in the ARTS system­
"changes in headings are not as quickly 
detected and precipitation and other clutter 
is more pronounced;" 22 but he thinks it is 
here to stay and is an "improvement". Some 
ask whether such a huge expenditure bene­
fiting so few airports with such little im­
provement is the best approach to upgrading 
the airways system. Should the whole Na­
tional Airspace System be devoted to 117 
airports? As with the National Airport Plan 
(see Section X, Airport Construction and 
Use), the NAS is based on the rationale of 
passenger volume as the criteria for need 
when, in fact, a safe airways system is not 
solely the province of the busy airport. 

In addition, the NAS is less a design of a 
safe airways system, than it is an identifica­
tion and tally of a series of airports which 
need more equipment. NAS reflects limited 

imagination in gathering all the resources, control tower s-ervices, 421 radar installation 
in connecting all the components, 1n pro- facilities, and 337 instrument landing systems 
jecting t4e course of technology and in are needed to equip adequately the 526 air­
developing a comprehensive structure to line-served airporm. As of now, only 105 
fit the growth of safe and efficient use of the ot the airports served by airlines have radar, 
airways. only 234: have control tower services, and 

Stuart G. Tipton, President of the Air only 189 have any instrument landing system 
transport Association, suggests that 292 at all. 

CHART 14.-NUMBIR OF MAJOR AIR NAVIGATION FACRITIES OPERATED/FUNDED BY FAA AT END OF FISCAL YEAR 1966 
AND 1967 • 

.Number 

Major facility 
June 30, June 30, June 30, 

1967 1966 1965 

234 223 215 
83 81 76 

265 257 250 
26 27 29 

318 362 457 
566 517 396 

Approach light system with sequence flashing(ALSf) _____________________________________ _ 
Airport surveillance radar (ASR) ___________________________ _____ ________________________ _ 

i~!~~~~nat~~~o~gfisr~~~ ~WR>-~=============================::========================== VOR (including TVOR) 2 _________________ : __________ ---------------------- ______ ------ __ _ 

VORTAC _____ ----- _ -------- _ -- __ ---- -- - -- ---- ---------- -- -------- -- ------ --- - -- -- - - -
333 333 333 

12 12 13 
375 361 357 
28 28 29 

245 233 217 
59 65 67 
89 89 83 

36 36 40 
8 4 11 

Flight service station (FSS) _______ -------- __ ----------- --- ---- ---- ------------ ________ - - _ 
lnternational flight service station ( IFSS) __ __ ' ____ -------------------- ____________________ _ 
Peripheral communication installation (RCAG)_ --------- ____ ---------- __ -------- -- ________ _ 
Air route traffic control center (ART CC) a ___________ ------------ ---- -------------- ________ _ 
Airport traffic control tower (ATCT) _____ _______________ ------------------------ ___ _______ _ 
Combined station/tower (CS/T) _____________________ ------------ ____________ -- • _____ -- -- • 
Long-range radar (LRR) ________ ---------- ______________________________________________ _ 
Military radar approach control facility (RAPCON) or RATCC; figure includes center a11proach control). _________ • _________________________________________________________ ._ --- _. --

Airport surface detection equipment (ASDE)~----- ----------- __ -------- __ -------- -- __ -- -----

1 Figures shown include only facilities installed and/or maintained or op-erated with FAA funds; omitted are a small minority of 
military and/or non-Federal facilities that are part of the common civil-military air navigation and air traffic control system but not 
funded by FAA. 

2 Many of fhese facilities are being converted to VORTAC's. 
a Figures include all centers outside as well as within the contiguous 48 States. 
t Figures exdude San Francisco facility, which will be operated during the winter months only. 

Source: FAA. 

CHART 15. NAS stage "A" 
Fiscal year: Million 

1966 and prior years ___________ ____ $86. 1 
1967 ______________________________ 16.0 
1968 ______________________________ 33.2 
1969 ______________________________ 38.5 
1970 ______________________________ 38.3 

Total------------------------- 212. 1 
Our estimate indicates that the $212.1 mil­

lion will fund a configuration of 15 en route 
air traffic control centers. The first center to 
be completed with theNAS Stage "A" system 
will be at Jacksonville, Fla. Our installation 
schedule indicates that initial operating 
capability for the system at Jacksonville 
should be realized during the third quarter 
of fiscal year 1968. With respect to the other 
centers, the following installation schedule is 
furnished: 
Center No. : Initial operating capability 

2 _____________ _ 3d quarter, fiscal year 1970 
3 ____________ -4th quarter, fiscal year 1970 

Center No.: Initial operating capability 
4 ____________ Ath quarter, fiscal year 1970 
5 _____________ 1st quarter, fiscal year 1971 
6 ______________ 2d quarter, fiscal year 1971 
7 ______________ 2d quarter, fiscal year 1971 
8 ______________ 2d quarter, fiscal year 1971 
9 ____________ -4th quarter, fiscal year 1971 
10 __________ -4th quarter, fiscal year 1971 
11 ___________ -4th quarter, fiscal year 1971 
12 ____________ 1st quarter, fiscal year 1972 
13 _____________ 2d quarter, fiscal year 1972 
14 _____________ 3d quarter, fiscal year 1972 
15 _____________ 3d quarter, fiscal year 1972 

Source: FAA. 
CHART 16. Number of airports 

1930: Airports on record ___________ _ 
1940: Airports on record ___________ _ 
1950: Airports on record ___________ _ 
1960: Airports ,on record ___________ _ 
1965: Airports on record ___________ _ 
1966: Airports on record------------
1967: Airports on record ___________ _ 

Source: FAA. 

1,782 
2,331 
6,403 
6,881 
9,566 
9,482 

10,126 

CHART 17.-AlRPORTS ON RECORD WITH FAA, 1949- 66.t CHART 18 

Year 
With runway With paved Airports 

Total lights runways of entry 

1949 ___ -- -- -- -- -- ____ - - -- -- --- 6,414 1, 521 1, 357 47 
1950 _____ -- -------- ---- -- -- --- 6,484 1, 480 (2) 46 
1951. ________ --- - -- -- -- ------ _ 6, 403 1, 670 1, 422 46 
1952. -- ---- -- -- ___ --- ---- -- -- _ 6, 237 (2) (2) 47 1953 __________________________ 

6, 042 1, 858 1, 498 56 
1954 ___ -- _ --- -- ____ ___ --- - - -- - 6, 760 1, 050 1, 291 55 
1955 _______ -- ---- __ -- --- ------ 6, 977 1, 108 1, 084 56 
1956. ---- -- -- -- -- --- - ---- -- _ •• 6, 879 1, 247 1, 351 58 
1957 _ -- -- -- -- ---- -- -- --------- 7, 028 1, 399 1, 467 59 
1958_ ---- ---- __ ---- _ --- __ --- __ 6, 412 1, 713 1, 496 58 
1959 _ -- -- -- ______ -- -- -- _______ 6, 018 1, 809 1, 632 58 
1960 ___ __ -- -- -- -- -- ---- ------- 6, 426 1, 943 1, 757 58 
1961 _____ -- __ -- -- -- ---- -- --- -- 6, 881 2, 133 1, 893 58 
1962. __ ---- -- ____ ---- - - ____ --- 7, 715 2,299 2, 058 56 
1963. --- --- -- __ - - -- -- -- ____ -- _ 8, 084 2, 481 2, 355 61 
1964 __ ___ -- -- ---- -- -- --- _ -- ___ 8,814 2,672 2, 451 63 
1965 •• _ -- __ · _____ -- ---- __ -- -- _ 9, 490 2, 773 2, 620 363 
1966 ••• -- __ ---- -- -- -- --- ------ 9, 566 2, 878 2, 747 64 

1 _Includes seaplane bases, heliports, and subsequent to 1953 military fields having joint civil 
military use. For 1953 and prior yearstall military fields are included. 

2 Not available. 
s Includes 4 airports in Alaska. 

Source: FAA. 

Footnotes at end of article. 

PROJECTED NEED THROUGH 1973 (ALL NON-FEDERAL U.S. AIR CARRIERS- 525 AIRPORTS) 

Year Total 
With runway 

lights 
With paved 

runways 
Airports 
of entry 

Large hub. ______________________ $990, 000 23 $2, 262, 000 77 $2, 952, 000 --- -- -Medium hub _____________________ 280, 000 55 . 227, 000 45 507, 000 ----- -Small hub ___ __ _______ __ _________ 264, 000 57 196, 000 43 400, 000 -- --- -Nonh ub. ________________________ 750, 000 77 225, 000 23 975, 000 -- --- -
Total.. .. _______ ___________ 1, 984, 000 41 2, 910, 000 59 4, 894, 000 100 

ESTIMATED FUNDING REQUIREMENTS FOR DEVELOPMENT OF GENERAL 
AVIATION AIRPORTS 1 

1969-73 estimated 
requirements 2 

1974-78 estimated 
requirements s 

Number of Millions of Number of Millions of 
Purpose of expenditure units dollars units dollars 

1. Construction of new " ·reliever" airports_ 74 100 150 200 
2. Other new airport construction ________ 645 200 35 10 
3. Development of existing airports _______ 1, 574 265 750 80 

Total. __________________________ ____________ _ 
565 ------------ 290 

. 1 Total const~uction co~ts for all type~ ot development presently eligible for FAAP assistance at 
airports exclusively serving general av1at1on. · 

2 Recommended development contained in the 1966-67 national airport plan. 
s Preliminary estimate of additional and continuing development needed to meet forecast general 

aviation growth through 1980. 

Source: FAA. 
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CHART 19.-AIR CARRIER INVESTMENT AT JUNE 30, 1959-67 

Asset distribution (net) Capital distribution 

Buildings and 
ground 

equipment 
Flight 

equipment 
Working capital 

and other ,o; Total 
Stockholder Long-term 

equity debt Total 

Per· 
cent of 

Per· 
cent of 

------------Per­
cent of 

Per· 
cent of 

Per- Per· 
cent of cent of 

Millions total Millions total Millions total . Millions 

Per­
cent of 

total Millions total Millions total Millions total 

Certificated route air carriers: 
$931. 9 49 $987. 0 51 $1, 918. 9 100 
947. 5 41 1, 341. 9 59 2, 289. 4 100 
979. 2 36 1,749. 0 64 2, 728. 2 100 
948. 3 33 1, 956.6 67 2, 904. 9 100 
992.6 35 1, 822. 4 65 2, 815. 0 lOJ 

1, 192. 4 39 1, 876. 8 61 3, 069. 2 100 
1, 502. 5' 42 2, 101. 8 58 3, 604. 3 100 
2, 167. 0 46 2, 524. 2 54 4, 691. 2 100 
2, 681. 5 43 3, 549. 4 57 6, 230. 9 100 

1959 ___ •.• -- -- -- . _. _. -- - --- •... _ -- ....... _. _. 
1960 .• _. -- _ •. -- -- -- --- -- -- ••.. _. _ ... _. -- _. __ . • 
1961.. -- -- -- _ •• _ .• -- -- . _ .•.... -- ....... -- ... . 
1962 •. -- _. -- ____ .• __ • __ -- _ -- -- ___ •. _. ___ -- __ _ 
1963 .. --- --- •. -- ...•..•. -... -•.. - - . - - - -- -- - - • 
1964. ----- ·- _. -- ________ . -- _ -- • _____ -- ______ • 
1965 ____ -- ---· -·-· ------ ·--·---- -- -- --- _ -- __ _ 
1966 ________ -- --·------ --- . ----- -- -- -- -- . _ ... 
1967 ------------------ ------ -- -- -- --- - -- ___ _ • 

$160. 5 8 $1, 263. 3 66 $496. 1 26 $1, 918. 9 100 
192. 8 8 1, 764. 5 77 332.1 15 2, 289. 4 100 
203. 7 7 2, 155. 0 79 369. 5 14 2, 728. 2 100 
220. 8 8 2, 368. 6 81 315. 5 11 2, 904. 9 100 
219. 6 8 2, 304. 9 82 290. 5 10 2, 815. 0 100 
232. 9 8 2, 562. 2 83 274.1 9 3, 069. 2 100 
292.1 8 3, 009. 9 84 302. 3 8 3, 604. 3 100 
312. 2 7 3, 728. 4 79 650. 6 14 4, 691. 2 100 
398.1 6 4, 682. 7 75 1, 150.1 19 6, 230. 9 100 

Supplemental air carriers: 
1959 _____ ________________ ------ -------------- 1.9 27. 8 97 -1.2 -4 28. 5 100 -7. 4 -26 35. 9 126 28. 5 100 1960 ________________________________________ _ . 9 7 25. 2 194 -13.1 -101 13. 0 100 -10.6 -82 23. 6 182 13. 0 100 1961 ________________________________________ _ 1. 0 --- ----- 15. 6 -··-· ... -17.6 - --- ---- -1.0 -------- -17. 2 -- 16. 2 -------- -1.0 --------
1962. -- ---- -- -- -- __ _ -- ____ -- -- -- .. - - -- -- -- .. . 1. 0 6 16. 0 105 -1.7 -11 15. 3 100 5. 0 33 10. 3 67 15. 3 100 
1963. -- _ ----. -- -- __ -- ------. --- -- -- _ --- -- _ .. . .6 1 63. 9 135 -17.0 -36 47. 5 100 10. 0 21 37. 5 79 47. 5 100 1964 ________________________________________ _ . 7 1 64. 5 107 -4.8 -8 60.4 100 12. 6 21 47. 8 79 60. 4 100 
1965 _______________ ----- ---- --· -------------- .8 1 62. 0 93 3. 6 6 66. 4 100 29. 7 45 36. 7 55 66. 4 100 
1966 .. _ --- .. --- .. -- -- --- --- -- -- - - . - - - -- -- - -- - 1.1 1 84. 1 75 27. 6 24 112. 8 100 53.1 47 59. 7 53 1'21. 8 100 
1967 --- -- _. -- -- -- . ___ ..... _ -- ____ -- _ .... _ .. -- 2. 0 1 131. 6 71 52. 4 28 186. 0 100 83. 7 45 102. 3 55 186. 0 100 

Source: CAB. 
CHART 19A CHART 198 

THE NATIONAL AIRPORT PLAN, 1968-72-NATIONAL ECONOMIC INDICATORS TABLE f.-lTINERANT OPERATIONS AT FAA-OPERATED AIRPORT TRAFFIC CONTROL 
TOWERS, CALENDAR YEARS 1956-66 

Percent 

1965 1970 1975 1980 
growth 

1965- 80 
Number of itinerant operations 

Air General 
Calendar year Tota. carrier aviation Military 

21 

89 
1966 __ __ _____________________ _ 27, 769, 883 8, 206, 322 17, 985, 302 1, 578, 259 1965 ___ _______ ________________ 24, 212, 395 7, 819, 114 14, 706, 905 1, 686, 376 

407 
1964. __ _______ ____ ____________ 22, 182, 669 7, 447, 434 12, 982, 649 1, 752, 586 1963 ___________________ _____ __ 20, 714, 673 7, 339, 533 11, 636, 473 1, 738, 667 

418 
1962 ___________ _______________ 19, 202, 819 7, 059, 630 10, 376, 701 1, 766, 488 

325 
1.961. ________________________ _ 18, 232, 013 6, 980, 246 9, 417,764 1, 834, 003 
1960 ... . ... ----------- -------- 17, 992, ,:.27 7, 164, 394 8, 909, 153 1, 919, 280 

70 1959 .. . ·--------------- ------- 18, 357, 411 1, 352, 849 8, 637, 675 2, 366, 887 
137 1953 ... -- -------- · - ---------- - 17, 940, 296 6, 997, 079 7, 935, 575 3, 007, 642 
203 

1957 ________________________ __ 17, 070, 445 7, 112, 208 6, 616, 364 3, 341, 873 1956 ________ _________________ _ 15, 098, 619 6, 553, 366 5, 366, 175 3, 179, 078 

Popu:ation (millions) __ --------------- 194 206 220 235 
Gross national product (billions ot 1953 dollars). ________________________ __ 614 765 942 1, 160 
Air carrier enplaned passengers (mil-lions) __________________________ ___ 95 168 286 482 
Aircraft operations, FAA tower airports 

(millions). ____________________ ____ -35.6 69. 3 113. 4 184. 6 
Fuel consumption (billions of gallons) . . . 4 7. 7 12 17 
Civil aircraft: 

Air carrier.. ...... . ... __ . . _______ 2, 125 2, 540 3, 240 3,600 
General aviation __________________ 88, 742 128, 000 166, 000 210, 000 

Aircraft production. ______ . ________ ___ 11 , 050 2(, 850 26, 500 33, 500 

22 LARGE HUB FORECAST Of AVIATION DEMAND PERCENT CHANGE 

Percent 1966. ____ -- -- --- - -- ------ -- -- - +15 +5 +22 -6 
1965 1980 increase 1965 ... ----------------- ------ +9 +5 +13 -4 

Aircraft operations (millions) _____ _________ ~-- -
Enplaned passengers (millions) _______________ _ 
Air cargo tons ' millions) __________ ____________ _ 
General aviation aircraft (thousands). _________ _ 

20. 3 
69. 5 
1. 3 

20. 3 

IX. AIRPORT EQUIPMENT, CONSTRUCTION, AND 

FINANCING 

The FAA cited airports/airways as a re­
lated factor in 6% of the air carrier acci­
dents between 1960 and 1964 and 4.7 % of 
general aviation accidents between 1960 and 
1966. In a real sense, of course, the figures 
might be dramatically higher if they related 
to those accidents which were available if 
adequate airport facilities existed. 

The number of airports or landing areas 
in the United States has leaped from 1,782 
in 1930 to 10,126 as of December 31, 1967. 
(See Chart 16). These can be divided into 
three basic groups of about equal number: 

Percent 
Publicly owned (3,830) ----------------- 38 
Privately owned, open for public use) 

(3,056) ----------------------------- 30 
Privately owned (not open for public 

use) (3,231) ----------------------- 32 
Therefore, 63 % or 6,895 airports are open to 
public use. This total includes seaplane 
bases, heliports, and military fields shared 
with civilian traffic, but excludes those mili­
tary fields which allow civilian emergency 
use only. 

1964. -- -- __ . _ -- -- -- ___ --- ----- +7 +1 +12 +1 
1963. -- -- ____ -- -- -- ---- ------- + 8 +4 +12 -2 

74. 6 
370. 6 
19. 7 
50. 3 

269 1962 .. _. _. _ .. ---- -- -- -- . ------ +5 +1 +10 -4 
433 1961 . __ __ ___ ... _____________ •• +1 -3 +6 -4 

1, 377 1960. -- -- __ -- __ . _ -- -- _ -------- -2 -3 +3 -19 
146 1959. ---- ---- -- . _ -- --- _ -- ---- - +2 +5 +9 -21 1958 ___________ ________ ______ _ +5 -2 +20 -10 

1957 __ . -- -- _. ------- - -- ------- +13 +9 +23 +5 
1956 .. _ .. -- -- -------- -- -- -- -- • +13 +9 +18 +10 

Source: FAA. 

In the short span of one year, from Janu­
ary 1965 to January 1966, the number of air­
ports in the U.S. receiving scheduled airline 
jet service increased from 70 to 111. Based 
on recently announced equipment orders of 
scheduled carriers it is estimated that by 
1970 an additional 234 airports will require 
the capacity to receive jet aircraft in sched­
uled airline service. The tremendous growth 
of small jet aircraft in general aviation also 
contributes to the need for updated safety 
criteria for airport design, construction and 
maintenance. 

RUNWAYS AND OTHER AffiPORT FACil.ITIES 

The list of airport facilities which need 
attention is long: 

Only 223 (of 10,126 in 1967) airports had 
flight service stations. This is a facility which 
furnishes pilots with up-to-date preflight and 
in-flight weather information and flight 
following service-and which initiates search 
and rescue operations for overdue or unre­
ported aircraft. The station also relays 
notices to airmen concerning any conditions 
that might affect the safety of the flight. 
FAA maintains 12 additional international 
flight service stations. 

Airfield lighting systems need to be im-

proved and extended -to a large number of 
fields which do not have any lighting sys­
tems at all. Of the 9,566 airports on record 
with FAA as of 1966, only 2,878 had runway 
lights. (See Chart 17.) 

More exit taxiways and improved config­
uration can reduce the hazard of taxiing 
across active runways and provide a signifi­
can reduction in aircraft delays. 

Most airports have inadequate fire-fight­
ing equipment, despite the fact that CAB 
studies show that fire after a crash is gen­
erally more likely to be fatal than the crash 
itself. Teams of two or more crash rescue 
helicopters are on duty at more than 75 Air 
Force bases around the world, but no civilian 
airport in the U.S. has a crash rescue heli­
copter team of its own. 

Not only should towers be built at the 
more than 3,400 publicly bwned airports 
without control towers, ( only 307 airports 
have them), but existing towers have to be 
improved to allow for adequate controller 
views of the airfields and for up-dated 
facilities. · 

The FAA was well into a $20 million pro­
gram to build about 77 air traffic control 
towers. In 1961, Congress directed FAA to 
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finance and build its own i;owers (formerly 
airport owners provided the structure) . Un­
fortunately the program has not been fiscal­
ly responsible, and has provided few towers. 
In August 1963, FAA estimated construction 
costs of towers of Type O (five sided) at $180,-
000 but by 1966, 25 towers had been built at 
an average cost of $298,000 apiece. Conven­
tional four-sided towers cost about ,$200,000 
apiece, and as Type O has no known func­
tional value over the conventional type, 
GAO was advised that no more such towers 
were to be constructed. 

The most obvious and crying need, how­
ever, is in runway improvement. Of the 9,673 
civil and joint use airport runways on rec­
ord in 1966: 5,955 are under 3,000 feet; 1,743 
are 3,000-3,999; 725 are 4,00Q-4,999; 586 are 
5,000-5,999; 181 are 6,000-6,999; 112 are 7,000-
7,999; 71 are 8,000-8,999; 50 are 9,000-9,999; 
250 are 10,000 feet or over. 

This means that only 483 have the approxi­
mate 7,000 feet of runway length required for 
most safe jet operations. Most of these, of 
course, are among the 709 air carrier airports. 

The results of some overruns are more dis­
astrous than others, of course, but the po­
tential is evident: a Vanguard overrun at 
London in 1965 killed 36; a Convair 240 over­
run at Tokyo in 1964 killed 20; a 707 overrun 
at Orly in Paris in 1962 killed 131. The fol­
lowing overrun accidents occurred in a single 
six week period: 

November 1, 1967, a Pan American 707 
skidded off the end of a runway at Logan 
International-one hurt. 

November 2, 1967, a Seaboard World DC-8 
rolled off the end of the runway at Kennedy 
International-none hurt. 

November 5, 1967, a Cathay Pacific DC-8 
crashed into the harbor on take-off from 
Hong Kong and broke in half-one kllled. 

November 6, 1967, a TWA 707 aborted a 
take-off at Cincinnati anc rolled off the end 
of the runway and burned-11 injured; one 
subsequently died. 

December 3, 1967, a Pan Am 707 ran off the 
runway at London Airport and got stuck in 
the mud-none hurt. 

On April 6, 1964, there were reported three 
overruns in New York in a 12-hour period; 
two at Kennedy and one at LaGuardia. 

The causes of overruns vary; brake failure; 
asymmetric thrust reversal; water, slush, or 
ice on the runway; power failure on take-off; 
and other factors. But the Airline Pilots As­
sociation feels that the overrun problem 
stems less from pilot error than from a fail­
ure to give the pilot an adequate safety mar­
gin by making the length of the runway com­
mensurate with the type of aircraft, the load 
or weight of the aircraft, the conditions of 
environment (weather and altitude) and 
landing pattern procedures of the area. 

Runway extension will increase safety; so 
will clearing the runway of obstacles. The So­
ciety of Automotive Engineers Journal, April 
1966, says that "obstacles surrounding the 
sides and ends of runways were the major 
contributing factor in take-off and landing 
a-ecidents of commercial aircraft in which 
fire was involved. It is estimated that 79 per­
cent of the fire fatalities could have been 
avoided if the runway and overshoot areas 
would have been cleared of obstacles." 2:1 Ac­
cident statistics continue to increase due to 
lack of clear runways, and overrun and un­
der-run zones-free of ditches, correctable ir­
regularities, houses, wires, unnecessarily 
strong approach light fixtures, etc. It is inter­
esting to note that at NAFEC-FAA's experi­
mental center-;-the approach end of the run­
way has an adequate under-run area which is 
greater than the 10 percent of runway length 
recommended by the Airline Pilots Associa­
tion in 1956. 

Cost can be decreased and effectiveness in­
creased if runways are strengthened accord-
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Ing to use. Based on average strength o! 
existing runways, it ls estimated that 20 
per-cent of the 234 airports receiving jet traf­
fic in 1970 will require a three-inch overlay 
on approximately 95,000 sq. yards of pave­
ment for BAC-111 and DC-9 operations. A 
high stressed runway costs $1,000 per linear 
foot, and an inexpensive low .stress runway 
costs $10 per linear foot. Short landing areas 
for light aircraft do not need the benefits of 
a high stress $1,000 per foot runway. 

Parallel runways add significantly to the 
capacity of an airport in visual flight rule 
weather, but the magnitude of increase in 
instrument flight rule weather depends on 
whether or not the operations on one runway 
are controlled independently from operations 
on the other. A single run way in IFR can 
land about 36 aircraft per hour or 40 mixed 
operations (landing and taking-off) ; the 
capacity for close parallel runways (a separa­
tion of less than 3,500 feet) is about 60 for 
IFR and for runways separated by more than 
5,600 feet, 70 operations per hour. Additional 
close parallel runways will not increase the 
IFR capacity unless simultaneous instru­
ment approach is provided-with it facility 
capability can be increased to about 140 op­
erations per hour. 

Compacted shoulders along the sides of 
runways provide a margin of safety similar 
to those along the sides of highways. Air­
ports have been closed for extended periods 
of time due to one or both of the wheels of 
a large transport bogged down in the mud 
near ,the side of a runway-this type of 
accident is usually free from direct fatalities, 
but may result in extremely adverse safety 
conditions if traffic build-up is a result. 

FOl' some years the British have success­
fully reduced skidding of military aircraft 
landing on wet runways by having small 
grooves cut across these runways. Recent 
work by NASA has contributed grea.tly to 
our understaJ1ding of the causes of skidding 
and how grooving reduces skids. In 1966, the 
airlines began discussion with U.S. airport 
officials with the aim of having from three 
to five runways grooved so that the effects 
of grooving could be evaluated under climatic 
and operational conditions found in this 
country. More detailed studies are now in 
progress. 

Airport certification 
The Civil Aeronautics Act authorizes the 

Administrator to inspect, , classify, and rate 
any air navigation facility as to its suitability 
and to issue certificates for any navigation 
facility. But the act . does not require the 
issuance of Federal certificates to airports, 
nor does it make it unlawful to operate an 
airport without a certificate. As far back as 
1953 the report of the FAA's Doolittle Com­
mittee, "The Airport and Its Neighbors", ad­
vocated: "The Civil Aeronautics Ac:t should 
be amended to require that certifics,tion shall 
be issued for the operation of airports used 
in int&state commerce. Such certification 
should define the standards for safe operation 
and proper maintenance an.ct should be re­
voked if the standards a.J."e not me<t." iM 

The Airline Pilots Association has long 
advocated Federal airport certification which 
specifies minimum standards of runway 
lengths, runway surfaces, obskuction-free 
approach and circling patterns, adequate 
runway markings and lighting, safe, main­
tained runway overrun and under-run areas, 
adequate and properly maintained fire 
fighting equipment and kained fire :fighting 
crews, adequate snow removal equipment and 
procedures, positive conkol of airport vehi­
cular traffic and airport zoning regulations. 
Ca.pt. John McDona..ld, a United Airlines 
pilot has said, "because it does not certify 
airports, the FAA does not require them to 
have fire fighting equipment .••• A lot of 
airports do not even have a bucket of sand 
and yet air traffic is authorized into those 
airports." 2:. 

What seems equally important is that Mr­
port certification be tied with the kind of 
air.craft -which can opera,te at that airport, 
or the way an area in which aircraft may 
operate at the adrport. 

Most important of all, however, is the siin­
ple need for federal certificators for an air­
port with reasonably well defined standards 
on which tha:t certification is based. In the 
a.bsence of such a procedure the location and 
d·evelopment of airports will remain a local 
political football where the debates between 
convenience and safety too often will be 
resolved according to the predictable but in­
explicable passion of the moment for con­
venience. 

N ationaZ airpo1"t plan 
The Federal Airport Act of 1946, Public Law 

377, 79th Oongress, Sec. 4, states that~ 
"In order to bring about ... the establish­

ment of a Nation-wide system of public air­
ports adequate to meet the present and 
future needs of civil aeronautics, the Ad­
ministrator is authorized ... to make grants 
of funds to sponsors for airport develop­
ment ... " 

Airport development is further defined in 
Sec. 1(3) to mean "any work involved in 
constructing, improving, or repairing a public 
airport • . ." and "any acquisition of land 
... " Sec. 3 (a) further instructs the Admin­
istrator to "prepare and revise annually a na­
tional plan for the development of public 
airports," taking payments on a matching 
basis. The annual authoriza:tion and appro­
priation has always fallen short of the de­
mand, and the amount available in any one 
year has never exceeded $76 million. In 1968, 
for instance, the Administration received 778 
requests for a.id totaling $339.3 million but 
only $70.2 million in matching funds for 
grants were provided by the Federal Govern­
ment, less than a quarter of the amount re­
quested. During the 1950's, Federal assistance 
was available for both terminal area develop­
ment and runway construction, but since 
1961 the only items eligible have been those 
related to safety, such as runway and taxi­
way construction, land acquisition, and the 
purchase and installation of safety devices 
such as high intensity, in-runway lighting. 

Since its inception in 1947, the Federal 
grant program has contributed about $1 bil­
lion to the almost $6 billion investment made 
by State, local, and Federal Governments in 
public airports of the national airport sys­
tem. The National Association of State Avia­
tion Officials notes that "it is a popular mis­
conception that under the present Federal 
aid to airport programs the cost is divided 50 
percent Federal, 25 percent State, and 25 
percent local. The Federal government only 
participates within the limits of predeter­
mined priorities in selected items of develop­
ment." 26 A comparison of airport and high­
way aid programs in fiscal year 1966 indi­
cates how miniscule the Federal airport de­
velopment effort is. FAA grants-in-aid totaled 
$74,000,000 while the Bureau of Public Roads 
grants totaled $3,924,143,000; FAA approved 
460 projects while BPR approved 7,839. The 
Budget Bureau has consistently recom­
mended reduction in airport expenditures. 

The first National Airport Plan (NAP) 
in 1947 embraced 4,431 airports (Of which 
2,550 were proposed new ones) and the esti­
mated cost of development was $985.8 mil­
lion. Twenty years later the NAP still lists 
4,106 locations (of which 887 are proposed 
new airports) and the estiinated cost of de­
velopment is $1.3 billion. In the intervening 
period 6,199 projects ·went into 2,006 airports 
for a total Federal grant expenditure of 
$890.1 million (to 1965). 

Out of those 2,006 airports receiving aid 
in 1965, 716 or 36.7% took $744 million or 
86.3% of the money, an average of $1,039,000 
per airport to serve air carriers primarily. 
Six-hundred and seven million dollars or 
70.4% of that . money went into 240 kunk 
airline airports or an average of $2,530,000 
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per airport. One-hundred and th1rteen mil­
lion dollars or 13.7% of the money was dis­
tributed among the remaining 64.3 % or 1,290 
airports, at an average grant o:f $91,473 per 
airport. 

The 1966 Federal Aid Airport Program al­
located funds on about the same distribution 
basis as previous programs: 73.5% for air 
carrier airports, and the rest for general avi­
ation airports (13.5% for reliever airports as 
provided for in a. $7 million a year set-aside 
in the 1961 extension of the Federal Airport 
Act.) 

Thus, the FAA has spent 90% of the money 
originally envisioned and given aid to only 
45 % of the airports originally envisioned. 
The Aircraft Owners and Pilots Association 
charges that "it has given a lot of projects 
costing a lot of money to a few airports and 
neglected the development of a 'national sys­
tem of airports' which requires something 
more than a few big terminal airports at 
major metropolitan hubs." zr This growing 
concentration of air carrier airports and the 
mushrooming of non-air carrier airports is 
creating a serious gap in the system. Ti.lere 
are some 9,600 airports in the U.S. used by 
general aviation; the airlines serve only 
about 600. 

Air service to the remaining 9,000 is solely 
general aviation, and "one airline alone has 
estimated that 30,000 of its passengers last 
year connected at the major airports by air­
taxi or other general aviation aircraft." 28 

In hearings held in August 1967 by the 
Aviation Subcommittee of the Senate Com­
merce Committee, a full discussion focussed 
on the concept of the "hub" a.s the deter­
mining factor in the National Plan. The 
"hub" concept was perceived by the FAA 
to relate aviation needs to population den­
sity. The simple fact ls that it is unknown 
whether population caused the concentrated 
number. Using the "hub" pre,mise, the FAA 
oversaw a dramatic reduction in the number 
of air carrier a;irports. 

As a result of these hearings, the FAA 
redefined its criteria for preparing the list 
of locations and airports to be included in 
the new NAP for fiscal years 1969-1973. The 
new criteria are based on the principle of 
"need" of a community for air transporta­
tion in relation to a "national interest." 
Such national interest is assumed when one 
or more of the following conditions exist: 
( 1) requirement for scheduled airline pas­
senger service; (2) a substantial degree of 
non-local aviation activity; (3) lack of other 
modes of transportation; and ( 4) a local 
economy dependent upon air transportation 
for its contribution to the Gross National 
Product. 

Airports included in the NAP are broken 
down into two main functional categories: 

1. Airports to accommodate airline service 
which include: airports presently receiving 
airline service which need increased facili­
ties; new or supplemental air carrier airports 
!or areas in which a high degree of aero­
nautical activity indicates need; replacement 
airports where existing airports cannot be 
expanded to meet projected traffic; and re­
gional airports to serve two or more com­
munities where such is considered a feasible 
solution to meet long-range needs. 

2. Airports for general aviation which in­
clude: those which are an integral part of 
a metropolitan area airport system; "re­
liver" airports serving to divert general avia­
tion traffic from a congested airline-served 
airport; airports where total annual aircraft 
operations are in excess of 60 % of the ca­
pacity of the airport and include at least 
30,000 annual operations; airports where air­
taxi service is provided on a regular basis 
throughout the year with at least two flights 
a week; airports which serve the business 
community interests 1f there is evidence of 
considerable use by based aircraft which is 
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essential to the well-being of the area served; 
airports where there is evidence of inade­
quate access to another NAP airport by 
at least 10 aircraft owners or when owners 
would otherwise be at least 30 minutes 
ground travel time from the nearest ade­
quate airport; airports where access to a 
recreational area or facility indicate exten­
sive use by visitors; airports where a com­
munity may be isolated due to lack of ade­
quate surface transportation. 

Development criteria for airports is de­
termined by analysis of the forecast of aero­
nautical demands and includes the type 
of aircraft expected to use the field, the fre­
quency of use and "mix," the transporta­
tion role of the airport and its environmental 
relationship to the community it serves. 
The runway length, width, and strength de­
termination are designed on the basis of 
the most critical airline aircraft anticipated 
within the next 5 years at the particular 
location for airline-served airports. For gen­
eral aviation, determination is by basic util­
ity for safe landing and take-off of a repre­
sentative sampling, general utility to han­
dle all general aviation aircraft with the 
exception of transports and business jets, 
and larger general utility to service trans­
port-type aircraft and business jets. 

Considerations of airfield lighting, clear 
zones, apron areas, taxiways, second runways, 
heliport and sea plane facilities aa:-e also 
included in the plan. 

By these criteria the plan calls for new 
air carrier airports at 25 locations by 1980, 
147 general aviation airports designated as 
"reliever", STOL (Short Take-off and Land­
ing) ports as the need arises estimated at 25 
in the New York-Washington corridor and 
on the West Coast at a cost of $5 billion. 

These criteria appear to suffer from the 
same difficulty of the earlier plans-inatten­
tion to the needs of a total system and con­
centration on a few areas. 

Even if sufficient funds were available, it 
is questionable whether the National Airport 
Plan as now envisioned is the structure ade­
quate to ensure the greatest potential growth 
and development of a safe air system in the 
U.S. 

The National Association of State Aviation 
Officials (NASAO) for instance, charges that 
"the present plan ls little more than a list 
of anticipated airport construction projects." 
Arvin O. Basnight, Associate Administrator 
of FAA said, "This plan produces some very 
useful information. It identifies the compo­
sition of the national network of airports 
and those developments recommended at 
each location .... (the) plan identifies 
needed airport developments, but projects 
are limited to the eligibility and availability 
of Federal and local funds." 29 If this inter­
pretation is indeed the essence of the "plan", 
it falls far short of what is needed to create 
a quality aeronautical system. A plan to be 
successful must not only identify, but create 
and shape the system, then devise the means 
to implement it. It must also be relevant to 
all other aspects of the system-airspace 
traffic and route facilities, all transportation 
needs of the population, land use planning, 
weather systems, personnel availability, re­
search and development programs, and the 
type of aircraft being produced and utilized. 

E. Thomas Burnard, Executive Vice Presi­
dent, Airport Operators Council Interna­
tional, Inc. said that: 

"Histodcally, the airpo1:t planner has been 
the last to know what the characteristics of 
new aircraft will be as they relate to the air­
port ... the Federal government published 
its airport runway criteria changes (for jets) 
just 30 days before scheduled jet service 
began." 30 

The Aircraft Owners and Pilots Association 
takes a realistic view when they suggest that 
Federal funds will never be adequate to fill 
all the needs, and therefore, that priorities 
must be established as part of the plan. They 

disagree with the present priorities which 
concentrate funds at airports with a "signifi­
cant volume of commercial air traffic" be­
cause this ignores the fact that other air­
ports are needed to complete the system. 
They list priorities in the following order: 
( 1) purchase of land and initial development 
to public airports to complete the National 
Airport Plan; (2) provision of improvements 
for airport facilities; (3) provision of im­
provements to relieve congestion at major 
airports; (4) provision of Category I (see 
Section IV) capability at airports without 
any instrument capability; (5) improve­
ments to provide additional runway and 
ramp capacity at existing airports. 

The problem of financing 
In hearings before the Aviation Subcom­

mittee to the Committee on Commerce, 
United States Senate, August, 1967, most 
witnesses agreed that by the end of 1973 an 
additional $3 billion must be invested in the 
National Airport System by local, State and 
Federal governments and another $3 billion 
will be required by the end of 1975, making 
a total estimated investment over the next 8 
years of $6 billion--$5 billion of this amount 
is for air carrier airports. (See Chart 18). This 
will require the expenditure of as much 
money over an 8-year period as has been ex­
pended in total during this century for de­
velopment of the National Airport System. 

The figures above are accurate but may 
be somewhat misleading. In fact, State, lo­
cal, and Federal governments may have spent 
close to $6 billion to date, but given the fact 
that almost two-thirds of the airports in the 
U.S. are privately owned, this is no where 
near an accurate estimate of the expenditure 
to date, or the needs of the future. In addi­
tion, the fact that Federal expenditure has 
been limited to certain facets of airport de­
velopment further dilutes the figure of esti­
mated need. Finally, air carriers themselves 
invest about 7% of their capital ($400.1 mil­
lion in 1967) in buildings ~d ground equip­
ment and another $418 ($14.3 million or 
78%) in flight equipment some of which is 
for navigation and safety equipment. (See 
Chart 19). 

The present FAA 5-year plan for fiscal 
years 1967 through 1973 estimates the Fed­
eral share of this development alone would 
amount to $1.53 billion. This does not in­
clude matching funds from State and local 
governments for runway needs, nor the 
amount that must be spent for passenger 
handling facilities, nor money which will be 
required for the installation of airport con­
trol towers, instrument landing systems, 
terminal area radar, en route traffic control 
centers and parts of the National Airways 
System which are funded 100 percent by the 
Federal government out of general funds. 
Air carrier airports make up only 13 % of 
the projects, but account for $5 of the $6 
billion funds. Thus the same trend as in the 
past continues-concentration on develop­
ment of a few large airports to the possible 
detriment of a "system". 

Allocation of the funds would include 
about 23.2% for land a.cquisition, 38% for 
paving, 25% for site preparation, 5% for 
lighting, 1.8 % for safety buildings, and 7 % 
for miscellaneous. 

There have been various ways suggested to 
help finance the huge investment which will 
be needed. 

1. Federal Airport Loan Funds. The Fed­
eral government would extend long-term low 
interest rate loans for airport development. 

2. Federal Airport Loan Guarantee Pro­
grams. This program would be structured on 
the Federal Housing Administration ap­
proach, whereby the sponsor would be the 
local government and private financing 
would be sought with the Federal govern­
ment acting as a guarantor. 

3. Federal Airport Grants. For some time, 
a large share of Federal transportation gra~t 
money has been allocated to highways. This 
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90-10 highway rormu1a may not longer be 
practical when viewing the needs of the air­
ports; priorities should be reconsidered. 

4. Increased User Charges. Highways offer 
ample precedent that user charges are an ap­
propriate :financing tool. 

5. Head Tax. There are several alterna­
tives possible through the use of a head tax. 
A Feiteral head tax of $1.00 per passenger 
could be charged at the time of purchase of a 
ticket with the funds deposited in a trust 
fund and distributed on a need basis. A like 
charge could be made for each ton of cargo. 
Or the airports themselves could impose the 
tax and use funds to maintain, improve, or 
expand their facilities (though this would 
probably not channel the funds to the most 
needy airports) . 

6. Local Bonds. Local government has 
rightfully carried a substantial share of the 
costs of airport development through gen­
eral obligation or revenue bonds, and though 
this source is probably insufficient for the 
total program, they should continue to be 
utilized. 

At the present time the airport trust 
fund, similar in nature and operation to the 
successful highway trust fund, has the 
greatest support. Trust fund financing 
would provide a reasonably certain amount 
each year enabling airport operators to 
plan their capital investments with greater 
care and prudence. From the Federal gov­
ernment's standpoint, its share of airport 
development cost would no longer be a di­
rect drain on the Treasury or on the 
general taxpayer. Possible sources of revenue 
for the trust fund are head tax, an annual 
appropriation into the trust fund to reim­
burse the fund for military use of civil air­
ports (FAA currently states that Y:i of their 
budget supports military operations), 
ticket tax, fuel tax ( on jet fuel as well as 
regular), annual license fees both for gen­
eral aviation and air carriers, rental fees for 
use of terminal space by U.S. Customs De­
partment, and user fees. 

Whatever the means of financing, it must 
be equitable between general aviation and 
commercial aviation interests. There has 
been a great deal of criticism that general 
aviation has not paid its fair share. A look 
at the record, however, does not bear out 
these accusations. For example, in Rockford, 
Illinois the airport which is served by one 
commercial airline, receives 10 percent of 
its airport income from the airline, 60 per­
cent from general aviation and the re­
mainder from concessions. General aviation 
pays substantial fuel taxes (6¢ a gallon) 
while jet fuel ls not subject to a Federal 
tax. General aviation is also responsible for 
the development of the 6,296 (1967) pri­
vately owned airports in the U.S.; only half 
of these are used exclusively for private 
aircraft. 

The fuel tax, which is the only direct tax 
paid by the airlines (ticket taxes are ab­
sorbed by the passenger), is taxing general 
aviation more than the airlines, which is 
equitable, if contributions are compared 
with the number of aircraft using the sys­
tem.. On the other hand, the total airline 
contribution ($244 million in 1969) com­
pared with the total private aviation ($8.3 
million in 1969) does not seem inequitable 
in view of the Federal contribution to com­
mercial airport development rather than 
general aviation airport development. 
X. THE FEDERAL ROLE IN THE ADMINISTRATION 

OF Am SAFETY 

The major Federal administrative agencies 
involved in civil aviation operation are the 
Federal Aviation Administration (FAA), the 
Civil Aeronautics Board (CAB), the National 
Transportation Safety Board (NTSB), and 
the Department of Transportation (DOT). 

The interrelationship between these dif­
ferent agencies is at times elusive and the 
lines of authority since the creation of the 

Department of Transportati·on in 1968 have 
yet to be clearly drawn. 
The National Transportation Safety Board 

(NTSB) 
The NTSB was created by the Department 

of Transportation Act of 1966, Public Law 
89-670 and is housed within the DOT 
structure for operating and administrative 
purposes only, reporting directly to the Con­
gress annually. It consists of five members 
( no more than three of the same poll ti cal 
party), appointed by the President with the 
consent of the Senate for terms of five years. 
The NTSB's main functions in relation to 
aviation are to determine the probable cause 
of civil aircraft accidents (a function for­
merly performed by the Civil Aeronautics 
Board) and to review on appeal the sus­
pension, amendment, modification, revoca­
tion, or denial of any certiflca te or license 
issued by the Secretary of the Department of 
Transportation or by the Administrator of 
the Federal Aviation Administration. The or­
ganization in NTSB which investigates acci­
dents is the Bureau of Aviation Safety. 

The National Transportation Safety Board 
is charged with the responsibility of deter­
mining the probable cause of all aircraft 
accidents in the U.S. involving civil aircraft, 
a duty it may not delegate. It may delegate 
the investigation function; and it does in 
certain categories of light plane accidents. 

In addition to determining the cause of 
transportation accidents, the NTSB is also 
authorized to: 

Make recommendations to the Secretary 
or Administrators concerning rules, regula­
tions, and procedures for the conduct of acci­
dent investigations; 

Arrange for the personal participation of 
members or other personnel of the Board in 
accident investigations conducted by the Sec­
retary or Administrators in such cases as it 
deems appropriate; 

Insure that in cases in which it is required 
to determine cause or probable cause, re­
ports of investigations adequately state the 
circumstances of the accident involved; 

Make recommendations to the Secretary 
which, in its opinion, shall tend to prevent 
transportation accidents and promote trans­
portation safety. 

The organization in NTSB which investi­
gates accidents of civil aircraft is the Bureau 
of Aviation Safety. The Bureau maintains 
eleven field offices, located throughout the 
country, staffed by from three to ten investi­
gators. The field offices investigate general 
aviation accidents and the lesser accidents to 
air carrier aircraft and give administrative 
assistance to the investigations of major air 
carrier accidents. 

In its Washington offices, the Bureau has a 
staff of investigators specializing in meteor­
ology, metallurgy, structures, aircraft sys­
tems, electronics, aircraft maintenance, pilot­
ing, powerplants, flight and voice recorders. 
The Bureau has a total complement of 184 
employees comprised of 52 field investigators, 
55 investigators in Washington plus admin­
istrative and clerical personnel. 

The NTSB investigative procedure employs 
the "specialty group system" concept where­
by one of the Board's experienced investiga­
tors is dispatched to the scene where he is 
briefed on the known circumstances of the 
accident after which he appoints several spe­
cialty groups who often sub-contract part of 
the fact gathering and reporting operation. 

Most of the governments of the world now 
have established accident investigation staffs, 
policies, and procedures; and the vast major-
1 ty, with minor modifications follow the basic 
Investigator-in-charge, specialty group ap­
proach. The International Civil Aviation Or­
ganization with headquarters in Montreal 
and supported by over 100 nations, including 
the United States, has for many years now 
been the instrument through which accident 
notification, investigation, and reporting has 

been standardized on a near world-wide basis. 
The "bible" of these functions is Annex 13 
to the Convention on International Civil 
Aviation. 

Prior to 1963, the Bureau's investigating 
arm was made up of a combination of per­
sonnel from one or more field offices and 
from the Washington office. After the onsite 
portion of the investigation, during prepara­
tion for the public hearing and later in the 
analysis and final report phases, there was a 
degree of continuity lost in some areas 
of endeavor and duplication of effort in 
others. Therefore, in 1963, the so-called Team 
Concept came into being whereby four Su­
pervisory Air Safety Investigator positions 
are established in the Washington office to 
provide for Investigator-in-Charge on a ro­
tating assignment basis. On Friday of each 
week a "Go-Team" is established on a stand­
by basis made up of one of the Investigators­
in-Charge (!IC) and investigators in the 
several specialty areas, an Assistant IIC for 
Airworthiness and an Assistant !IC for op­
erations. 

The team which proceeds to the accident 
site for conduct of the investigation remains 
a unit, operating as a team, insofar as pos­
sible, throughout the field investiagtion, 
public hearing, analysis, and drafting of the 
Board's Aircraft Accident Report. The Bu­
reau has sufficient personnel to staff four 
such teams in most of the specialty areas, but 
in some areas such as air traffic control, flight 
recorder and weather, it has been and still 
is necessary for specialists to serve double 
and triple duty from team to team. 

Criticism has been directed toward the 
practice of admitting organizations whose 
functions, equipment, or service is involved 
to participate actively in the fact-finding 
phase of the investigation because of the 
danger of diluting the objectivity of the 
investigation. The Bureau has apparently 
not found this generally to be true. On the 
contrary, the Bureau cites two advantages 
to this practice of admitting participating 
parties: 

It permits a rapid and natural flow of in­
formation to the participating organization 
leading to early, coordinated corrective ac­
tion in many areas of design, manufacture, 
and operation of the aircraft and its com­
ponents, thus enhancing future safety. 

The government realizes a reduction in 
the cost of each investigation. It contends it 
would be impossible for the Bureau to main­
tain a staff large enough to contain up-to­
date knowledge of all the models of aircraft 
and their many systems. 

However, some have been critical of the 
Board's procedure by claiming that interested 
parties should be allowed to participate in the 
analysis phase as well, indicating that the 
NTSB, to the degree it inevitably must pass 
judgment on its sister governmental opera­
tions risks losing objectivity in its conclu­
sions. Here the Board and the Bureau believe 
that analysis is, in fact, a process of cause 
determination, a function which the Board 
is not permitted under law to delegate, that it 
would seldom be possible to get absolute 
agreement of all parties, and that the Bu­
reau's trained and experienced staff is the 
most eminently qualified to analyze accident 
data and should do so in a completely un­
obstructed atmosphere. 

In view of the elaborate investigations 
which the NTSB structure suggests, it is re­
markable that to date there has been little 
evidence that information gleaned from the 
investigations has been helpful in preventing 
further aviation accidents and promoting air 
safety. 

The lengthy investigations have been able 
to placate the public and provide an image 
that "something is being done," but it ls a 
fact that it usually takes two years for the 
NTSB to release a report which means that 
the conclusions reached usually are out­
dated before they are released. 
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One important question is the relationship 

between the NTSB and the FAA. Formal rela­
tions occur only when FAA provides a co­
ordinator for the investigation team that 
the NTSB appoints to determine the cause 
of an aviation accident, when the FAA initi­
ates corrective action as a result of informa­
tion gleaned from an investigation, and when 
an appeal is made due to the denial of a 
certificate or license by the FAA. 

FAA approves the operating manual, issues 
licenses, qualifies mechanics, installs and 
checks navigation aids, declares new aircraft 
airworthy, and reviews pilot qualifications on 
a semi-annual basis. As qualified and as fair 
as the NTSB may be in its procedures, the 
fact remains that not once since October, 
1958, has the NTSB (or its predecessor at 
CAB) found the FAA to be the probable cause 
of an airline accident. On at least two occa­
sions, the CAB accused the FAA of being a 
"contributing factor" in post-1958 accidents, 
but neither involved fatalities. 

One example of an NTSB report which sim­
ply ignored relevant factors relating to FAA 
personnel was issued on September 11, 1968, 
and covered an aborted take-off ( and re­
sulting crash) of a TWA jet from the greater 
Cincinnati airport on November 6, 1967. All 
29 passengers and 7 crew members escaped 
from the plane; 11 were treated for injuries; 
and one passenger died from injuries four 
days later. 

A Delta Airlines jet had landed and while 
taxiing slipped off the runway into a muddy 
area where it was positioned perpendicular 
to the runway, with its aft section only 
seven feet from the runway, and with the 
idling jet engine sending its exhaust from 
the tail directly aciross the runway. While 
the Delta jet appeared to be taxiing clear of 
the runway, the TWA jet was cleared for 
take-off by the FAA controller in the tower. 
Before the TWA plane started, the controller 
saw that the Delta plane was still surprising­
ly close to the runway, and he inquired of 
it: "Delta 379, you're clear of the runway, 
aren't you?" The Delta response was: "Yeah, 
we're in the dirt though." The controller 
then advised the TWA plane that the Delta 
plane was clear of the runway and cleared 
the TWA take-off. 

As the TWA plane passed the Delta plane, 
the latter's jet exhaust caused sufficient 
noise and yaw in the TWA jet to cause the 
first officer who was at the TWA controls to 
believe that there had been a collision and 
to attempt to abort the take-off despite the 
fact that he was beyond the safety point to 
do so. As the pilots worked to stop the plane 
it rolled 275 feet beyond the runway to the 
brow of a hill, became airborne for 67 feet, 
landed further down the hill and came to 
rest straddling a highway 421 feet from the 
end of the runway. Despite a fire, evacua­
tion was prompt and orderiy. 

The NTSB finding of cause is reprinted 
here in its entirety: 

"The Board determines that the probable 
cause of the accident was the inabiltiy of the 
TWA crew to abort successfully their take­
off at the speed attained prior to the at­
tempted abort. The abort was understand­
ably initiated because of the first officer 's be­
lief that his plane had collided with a Delta 
aircraft stopped just off the runway. A con­
tributing factor was the action of the Delta 
crew in advising the tower that their plane 
was clear of the runway without carefully 
ascertaining the facts, and when the fact 
their aircraft was not a safe distance under 
the circumstance of another aircraft taking­
off on that runway." ai 

The finding of probable cause had not one 
word to say on the actions of the FAA con­
trol tower-even though it was the tower's 
ultimate responsibility and no one else's to 
determine whe·ther the runway was or was 
not cleared and safe-even though it was 

Footnotes at end of article. 

visibly ascertainable that the Delta jet was 
much less than 100 feet from the runway, 
the distance which aircraft preparing for 
take-off must "hold" in order to keep the 
runway clear-even though a control tower's 
job is to control not to rely upon the casual 
judgment of others who are not in a dis­
tinctly better position to judge than the 
tower-and even though it surely is the 
tower's responsibility to resolve all questions 
of doubt on the side of caution. The failure 
of self-criticism in the government's report 
seems all the more serious, when it is real­
ized that while the Delta jet with engines 
idling remained perpendicular to and only 
off the runway by seven feet, and while one 
TWA plane was aborting its take-off, the 
tower without pause immediately cleared a 
second TWA jet to land on the same run­
way. 

Finally, it should be noted that the report 
of this crash, where the facts were readily 
attainable, did not appear until ten months 
later. The findings of the need for new reg­
ulations on runway clearance could have 
been made in five minutes. 

The Civil Aeronautics Board (CAB) 
The Civil Aeronautics Board was created 

by Title II of the Federal Aviation Act of 
1958, Public Law 85-726, but was really just 
an extension of the Civil Aeronautics Au­
thority already in existence by the 1938 Civil 
Aeronautics Act. The Board consists of five 
members appointed by the President with 
the consent of the Senate for terms of six 
years. CAB is an independent agency whose 
main function is the fostering of air com­
merce. To this end CAB awards routes and 
regulates fares. The law specifically gives 
CAB the power to regulate "air transporta­
tion in such a manner as to . . .. assure the 
highest degree of safety .. . . ", which cer­
tainly makes regulation of aircraft sched­
ules in accordance with safety standards 
well within its jurisdiction. CAB had the 
additional function of investigation of air­
craft accidents until the 1966 Department of 
Transportation Act transferred this func­
tion to the NTSB. 

As the air congestion problem grows, it 
becomes clear that there is a connection be­
tween route awards and fares and the opera­
tion of the civil aeronautical system, the 
jurisdiction of FAA. It could well be that the 
concept of CAB is a hangover from previous 
legislation and original Federal involvement 
'in civil aviation, that it is now outmoded, 
and that such a function would be better 
served as an integrated part of the develop­
ment of a safe air system under FAA. 
The Federal Aviation Administration-Its 

responsibilities 
The major function and responsibilities of 

operation and development of the air sys­
tem are given to the FAA by Public Law 85-
726, the Federal Aviation Act of 1958. At 
that time the FAA was an independent agen­
cy, and remained so until Public Law 89-670 
moved the FAA within the new Department 
of Transportation in 1966. 

The Federal Aviation Administration is 
headed by an Administrator who is appointed 
by the President with the consent of the 
Senate. The Administrat, r is not bound by 
the decisions or recommendations nor the 
approval of any other organization created 
by Executive order, but reports directly to 
the Congress. The main function of the FAA 
is the operation and development of a safe 
civil aeronautical system. 

The Federal Aviation Act of 1958, Public 
Law 85-726, grants large powers and a broad 
jurisdictional authority to the Federal Avi· 
ation Administration for the establishment 
and operation of civilian aeronautics in the 
U.S. Specifically, some of the areas are as 
follows: 

Sec. 305.-"development of civil aeronau­
tics and air commerce in the United States 
and abroad." 

Sec. 306.-"consideration to the require­
ments of national defense, and to commer­
cial and general aviation ..•. " 

Sec. 102.-"development of an air-trans­
portation system .•. the regulation of air 
transportation . . • promotion of safety . . . " 

Sec. 307-"supervision of air traffic and pro­
vision for air navigation facilities .•.. " 

Sec. 309-"no airport or landing area . . . 
shall be established . . • unless reasonable 
prior notice thereof is given to the Admin­
istrator ... so that he may advise ... " 

Sec. 310-"providing meteorological serv­
ice ... " 

Sec. 312-"The Administrator is directed to 
make long range plans for and formulate pol­
icy with respect to the orderly development 
and use of the navigable airspace ... land­
ing areas . . . airways . • . radar installa­
tions ... facilities." 

Sec. 601-"duty to promote safety . • . 
by prescribing standards of • • , design of 
aircraft . . . inspection . • . service of air­
men ... rules and regulations!' 

Sec. 602-"issue airman certificates • . ." 
Sec. 603-"issue type certificates ... pro­

duction certificates , • , airworthiness cer­
tificate." 

Sec. 604-"issue air carrier operating cer­
tificates ... " 

Sec. 605-"inspectors who shall be charged 
with the duty of making inspections (main­
tenance) .•. " 

Sec. 606-"inspect, clarify, and rate any air 
navigation facility." 

Sec. 607-"the examination and rating of 
civilian schools giving instruction , .. re­
pair stations." 

The FAA is given further authority un­
der the Federal Airport Act, Public Law 79-
377, "to provide Federal a.id for the develop­
ment of public airports", specifically. 

Sec. 3-"Administrator is hereby author­
ized and directed to prepare ... a national 
plan for the development of public airports 
... take into account the needs of both air 
commerce and private flying ... the probable 
technological development in the science." 

Unfortunately, the FAA has not inter­
preted its role as broadly as the powers dele­
gated to it allow. Repeatedly, the FAA has 
seen its jurisdiction to extend only as far as 
a narrow interpretation of "air safety" allows. 
Thus, while former FAA Administrator Gen­
eral William F. McKee said that "our basic 
responsibility is safety in aviation" 32 and saw 
FAA authority to manage the navigable aJ.r­
space, air traffic control system, air naviga­
tion facilities, certification and licensing 
system, enforcement program, and adminis­
:tration of airport grant-in-aid program, at 
the same time, FAA, has not interpreted its 
role in "air safety" as power to regulate air 
carrier schedules, airport certification stand­
ards, airport development plan, and the di­
rection of growth of civilian aeronautics. It 
is difficult not to conclude that the FAA h·as 
defined "safety" less from a vantage point of 
lives saved than of a compromise with the 
cost-benefit economics of commercial avia­
tion. Jurisdiction to impose stricter stand­
ards and codes and to develop and implement 
a plan of safe air management is clearly 
present to the extent which FAA wants to 
utilize it. 

The FAA has not interpreted its role to 
include regulating traffic at airports by 
amending existing airline schedules. Histori­
cally in awarding routes, the Civil Aeronau­
tics Board has prescribed minimum flight 
frequency between whole metropolitan areas, 
not maximum flight frequency between spe­
cific airports. Only in the last two or three 
years has the Civil Aeronautics Board 
awarded new routes on the condition that 
airlines serving them even land at specified 
airports. The airlines claim the exercise of 
the power of regulating flight frequency so 
specific airports would be tantamount to ex­
propriating private property. The question is 
not a legal one; it is whether the FAA wants 
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to use the power it has and in this instance 
risk alienating the airlines. As traffic con­
gestion mounts and delays increase, the air­
lines themselves will be the losers if changes 
do not occur. In this fear, several airlines at 
the encouragement of TWA President Til­
linghast, have recently entered into discus­
sion to coordinate their air schedules, but 
the attempt has thus far proved futile. 

The FAA has not. interpreted its role to 
exercise responsibility in airport development 
over State and local governments. One of the 
grave difficulties in developing a safe and 
rational airport system has been the lack of 
defined responsibility between local and Fed­
eral government. The FAA has claimed that 
it does not possess the whole responsibility. 
In tl;!stimony before the Committee on In­
terstate and For.eign Commerce of the House 
of Representatives on March 8, 1967, Mr. 
Oscar Bakke, Director, Eastern Region, FAA 
said: "The Agency not only does not possess 
the whole responsibility, I doubt very much, 
sir, whether we possess the primary responsi­
bility. In this respect we can only assist 
local and St;ate governments." :ia As a result 
of FAA's failure to interpret the airport sys­
tems development as critical to "air safety" 
and to exercise the responsibility it has to 
the fullest measure, within 50 miles of the 
Empire State Building there exist some 1,300 
separate political jurisdictions which in some 
manner have the capability of participating 
in the development of aviation facilities-­
but not one of the jurisdictions has the re­
sponsib111ty and it ends not being exercised 
at all . . 

The FAA has not interpreted its role to 
include coordination of the various Feder11,l 
agencies in the development of aviation fa­
cilities. Such development has been dis­
persed among, for example, the Department 
of Housing and Urban Development, the 
Bureau of Public Roads, the National Aero­
nautics and Space Administration and the 
Department of Health, Education and ·Wel­
fare. 

The FAA has not interpreted its role to 
include adequate planning for the orderly 
development of the civil aeronautical sys­
tem. Such responsibility is specifically dele­
gated to it in the Federal Aviation Act of 
1968, Sec. 102. Bill Gale, in his article in 
the Providence Sunday Journal of November 
26, 1967, entitled "Many Midair 'Incidents' 
Go Unreported" wrote: "The FAA has al­
lowed the air traffic control system to become 
undermanned, underequipped, and under­
maintained. It has allowed "controller exper­
tise' to make up for deficiencies." 3t Likewise, 
Senator Peter Dominick stated that: "The 
problems are not with personnel but with 
inferior planning at the top levels." :Jo 

The recent Administration did not prod 
FAA to do its Job. The White House in 1965 
announced the formation of a Presidential 
task force on the problems of airport develop­
ment. Senator Jacob Javits has charged that 
"the membership of the task force was secret, 
the goals of the task force were secret, and 
the report which allegedly went to the White 
House was secret." 36 With the failure of the 
FAA and the Presidency to come up with any 
concrete plan for action, the Senate Aviation 
Subcommittee of the Committee on Com­
merce of the U.S. Senate conducted a series 
of hearings in August, 1967 on the "main­
tenance of an Adequate Airport System" 
which concluded in a Senate Report and 
plans to hold more hearings. Later, the De­
partment of Transportation conducted a re­
port on airway modernization and in Jan­
uary, 1968, the press reported a briefing 
where "certain officials told of the Depart­
ment's plans to seek some legislation some­
time in the Spring." 37 It never came. 

The relationship between the Congress and 
the FAA has always been cordial but remote. 

Footnotes at end of article. 

The FAA has tended to ask what it thinks 
it can get, and its unaggressive and unim­
aginative policies have never stirred the ire of 
the appropriators. 

The Aircraft Owners and Pilots Association 
has charged that Congress itself has been 
negligent in its role in civil aviation develop­
ment. "The fashion in which the Federal 
Airport Aid Program was changed and ad­
ministered without effecti Vf' correction from 
Congress indicates to us a critical failure in 
legislative oversight ... The Congress and 
the Executive have both studiously avoided 
establishing objective standards for the 
measurement of safety." 38 

Perhaps the reason is that Congressional 
committees do not have the technical staff 
assistance to cope with the intricacies of 
the program; perhaps the legislative com­
mittees abdicate too much of the responsi­
biLty of oversight to the appropriations 
committees as is indicated by the substan­
tial differences b'etween what is authorized 
and what is appropriated; perhaps the com­
mittees merely need to be more demanding 
of compliance with legislative direction. 
Whatever the reason, Congress has not taken 
as active and responsible a role in aviation 
affairs as the present state of aeronautics 
suggests is desirable. 
The Federal Aviation Administration-Its 

efficiency 
The cost of administration per employee 

between FAA and the Bureau of Public 
Roads in 1965 was almost equal ($13,110-
FAA, and $12,434-BPR). (See Chart 20). 
But there is a marked difference in the effi­
ciency at dispensing grants in aid on either 
an administrative cost ("dollar of grant per 
dollar of administrative cost"-$7.77-FAA, 
and $83.89-BPR) or position basis ("dollars 
of grant per position"-$101,902-FAA, and 
$1 ,044,210-BPR). A substantial part of the 
FAA Airports Service administrative cost is 
composed of incomparable overhead burden 
allocated running to 25-30 %. But even with 
the adjustment on this score, the difference 
appears more than can be justified, accord­
ing to the Aircraft Owners and Pilots As­
sociation. 

In 1967, FAA employees numbered 42,354. 
This means that there were 2.5 active air­
craft per FAA employee, 13.0 active pilots per 
FAA employee. Working with a 1968 FAA 
budget expenditure estimate of $892,010, FAA 
cost per active aircraft ( omitting the SST) 
is $7,144 and FAA cost per active pilot (omit­
ting the SST) is $1,394. These figures may 
indicate the reason why FAA has been 
charged with being "an over-controlled bu­
reaucracy," and a "management monstros­
ity." 

Though the method of procurement policy 
has been relatively free of criticism, the 
category of procurement policy has from time 
to time been the object of criticism. As of 
June 20, 1967, the FAA owned a total of 101 
planes, about the same size as the fleet o! 
Delta Airlines, with an inventory value of 
$46,000,000 and a yearly maintenance cost of 
$14.5 million in 1967. The list includes large 
aircraft like the Boeing 720, the Boeing 727, 
the DC-9-planes that cost as much as 
$4,000,000 apiece, as well as a number of 
executive-type aircraft like the Beechcraft 

Quenn Aires, and the Lockheed Jet Star­
planes that cost about $1 ,360,000 apiece. 
These planes are used for calibrating and 
checking the navigational aids installed near 
airports, for "job performance" (a category 
which· has been vaguely defined), and for 
training purposes. Congressman Fletcher 
Thompson of Georgia has charged that the 
FAA fleet is too large; that FAA personnel 
who hold pilot rating, but whose jobs are 
not as pilots, have been using the aircraft 
as a means of continuing their pilot skills; 
that the theory that the FAA must have one 
of each type of aircraft for training purposes 
is questionable; and that some aircraft like 
the Convair 880 Model M which FAA owns 
has no purpose because it is the only one 
of its type in the world today. He also states 
that "GAO states that it was •unable to 
obtain complete information on all aircraft 
because the agency does not have a uniform 
cost reporting system for its ·aircraft 
operations'." 30 

Senaitor Peter Dominick reported in 1967 
that FAA had spent $267 ,000 in the Pacific 
Region "which could not be justified or could 
be justified only partially by conditions exist­
ing at the time of the procurement" , o while 
needed weather equipment was not procured. 
FAA has made a significant breakthrough in 
the method of procurement in the area of 
research and development contracting which 
deserves special note. It put a clause in the 
contract which allows that if the product 
has a commercial application and the com­
pany makes sales as a result of this, the com­
pany has to give FAA a royalty on their sales. 
In essence, FAA gets its money back for re­
search and development as Chart 21 
indicates. 

Engineering trade-offs which in essence 
increase comfort or some c,ther factor at the 
expense of safety have long been an accusa­
tion toward the aviation industry, FAA and 
NASA policy alike. Former FAA Administra­
tor McKee has said: "The primary mission of 
FAA is aviation safety. It is not our policy to 
trade-off other performance advantages to 
the detriment of safety." u The Administra­
tor of NASA has said: "NASA's role is to pro­
vide valid technical data from which trade­
off studies can be made by other agencies 
with confidence, to assist in proper inter­
pretation of these data, and when requested, 
to comment on the technical validity of 
arguments used to arrive at regulations." 4.l! 

Yet, Stuart Tipton, President of ATTAA says : 
"The basic responsibility for the safety of 
their operations rests with the airlines. Con­
sequently the ultimate resolution of such 
trade-offs as are available also rests with the 
airlines. However, unlike the case of other 
forms of transport, the government long ago 
decided to regulate safety and aviation in 
detail and thus must take some respon­
sibility in trade-offs." 43 The airlines contend 
that trade-offs are the responsibility of FAA; 
NASA contends that it can provide sugges­
tions as to how FAA can evaluate trade-offs; 
and FAA says that trade-offs do not exist. In 
fact, one of the most biting criticisms to date 
of FAA has been levied against the utilization 
o! the cost-benefit ratio concept: "Critics 
say the agency has gone too far-the agency 
says it is just trying to save the taxpayer's 
dollars." 44 

CHART 20.-COMPARISON OF AIRPORT ANO HIGHWAY AID PROGRAMS, FISCAL YEAR 1965 

i~t!}~i~~r:irve costs ___ -- -- -- ---- -- ---- -- ----- --------- ------ ------ -------- -- -- -=-= == = Positions __ ______________________________ _____ __________ __ ___ _____________ ____ ____ __ _ 
Projects ____________ __ __ __ _____ ________ __ __ ___ ____ _____________ _____________________ _ 
Ratios : 

Dollar of grant per dollar of administrative cosL-- ---------- ------------------- --- -- -

!i~l~:11:~i~~~l!f ff f 1if ~jiin~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~ 
Source: Federal Aviation Administration. 

FAA 

$75, 000, 000 
$9, 649, 000 

736 
460 

$7. 77 
$101, 902 
$163, 043 
$20, 976 
$13, 110 

BPR 

$3, 924, 143, 000 
$46, 727, 000 

3, 758 
7, 839 

$83. 98 
$1, 044, 210 

$500, 592 
$5, 961 

$12, 434 
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CHART 21.-PAYMENTS RECEIVED FROM CONTRACTORS HAVING CONTRACTS WITH "RECOVERY OF DEVELOPMENT COSTS" 

CLAUSE-MAY 9, 1966 

Contract number and contractor Amount Date 

U.S. supersonic transport delivery position agreementt ---------------------------------------$9, 600, 000. 00 

BRD-234, Wilcox Electric Co., Inc •••• ------------------------------------------------------ 4, 593. 60 
5, 289. 60 
8, 953. 20 

11, 840. 40 

May 

May 
Aug. 
Nov. 
Feb. 

4, 1966 

15, 1963 
15, 1963 
15, 1963 
11, 1964 
9, 1965 12, 180. 00 

22, 183. 59 
Apr. 
May 21, 1965 

FinaL _______ ---------- - - -------------------------------------- __ -------- __ ---- ---- __ ___ 77, 500. 00 Ocl 18, 1965 

Total ••• __ - ___ - -• -- -- -- -- -• - - -- - - - - -- - - -- -- -- -- -- - - - - - - - - - - -- - - - - -- - - -- - - -- - - - - -- - 142, 540. 39 

ARDS-476, Transco Products, Inc •• _------ -- --- --------- - ----------- -- -- - - -- -- -- ----------- 16, 000. 00 Apr. 12, 1965 
(2) FA-WA-4591, Aircraft Armaments, Inc _____ -- ---------------------- -- ---- -- ---- -- -- -- - _____ • 

8, 672. 96 Dec. 30, 1965 ARDS-558, Hazeltine Corp __________ ---- -- _ - -------- -- -------- ------ ---------- -- -- ---------

I Advance royalties paid by airlines for the purpose of reserving preferential delivery positions for production supersonic jet 
transports with the Government's airframe contractor. 

21n final stages of negotiation of ~n agreement covering Aircraft Armam~nts, Inc., licensing of Electronic _Modules ~or~. for the 
use of AAI technical and sales data m the manufacture and sale of electronic modules, module card assemblies, and c1rcu1t boards 
developed, at least in part, under the contract. 

Source: Federal Aviation Agency. 

XI. RESEARCH AND DEVELOPMENT 
There are significant gaps in the aero­

nautical research and development effort 
which could weaken the entire fabric of the 
aviation system i! attention is not immedi­
ately focused on them. 

1. A Comprehensive Plan for Aeronautical 
Research and Development: A single na­
tional plan for aeronautical research and 
development does not exist. The Federal gov­
ernment's policy is a composite of the sep­
arate policies of various agencies and com­
mittees. As a result, research and develop­
ment has touched components of the aero­
nautical system piece by piece, with little or 
no attention to how the components--equip­
ment, personnel, weather, the funding com­
mitment of the Nation-interact. An efficient 
and safe air system is dependent upon an 
accurate analysis of the entire fabric as well 

.as upon a prediction of what the needs of 
the system will be in order that the proper 
hardware can be developed. 

The National Airspace System is not the 
answer, as it is addressed only to increased 
input of already existing systems equip­
ment--more towers, more runways, more air­
ports. Entire areas directly related to the 
system--e.g., general aviation-have been 
ignored. 

A specific mechanism is needed to act as 
the focal point for the development of a 
more comprehensive and better coordinated 
aeronautical research and development 
policy. 

2. General Aviation Research and Develop­
ment: Insufficient attention has been given 
to the aeronautical area identified as "gen­
eral aviation." Smaller aircraft operations 
and private aviation is a growing segment of 
aeronautical operations and is becoming an 
essential part of our national transportatioil 
system. Little research is being done on gen­
eral aviation and the problem of traffic con­
trol, the inter-mixture of general aviation 
operations with large commercial aircraft, 
and improving utility and safety of these 
aircraft flown by less experienced pilots. 

3. Technological Utilization and Transfer: 
A purposeful effort to transfer space tech­
nology and military technology (the bits and 
pieces of know-how, not Just packages of 
equipment) needs to be initiated. Teams of 
competent technical people are needed to 
identify, evaluate, select, and apply tech­
nology from the space and military programs 
for transfer to and utilization in civil avia­
tion. 

4. Pilot Training for the SST: Electronic 
simulators that reproduce faithfully the per­
formance, visual and aural cues of aircraft 
in :flight have. long been a cornerstone of air­
line pilot training and will be even more 
important in preparing for the supersonic 
transport. Stuart Tipton says, "manufactur-

ers of flight simulators, airline training ex­
perts, NASA, and FAA officials should join 
forces now to develop a simulator that meets 
airline training requirements and FAA regu­
lator requirements to perform the maximum 
amount of SST qualification and proficiency 
training." t6 

5. Weather Information Systems: More 
basic knowledge is needed about weather 
phenomena as well as its prediction, inter­
action with aircraft, and communications 
advisability systems. This will be particularly 
important in relation to the SST, general 
aviation safety, satellite weather systems, 
all-weather landing systems, and the vexing 
phenomenon of clear air turbulence. 

6. Cargo: Little research has been done on 
cargo handling systems, cargo capabilities of 
new aircraft, cargo potential and predicted 
volume. This will probably be the area of 
most intense growth in the aeronautical op­
erations systems in the near future. 

The Report of The Committee on Aero­
nautical and Space Sciences, United States 
Senate, May, 1966, listed a number of other 
areas in which research and development will 
be vital for future advancement: 

Service to more cities and between fringe 
areas to separate cities; 

Efficient short-haul transport; 
Guidance and control improvements to aid 

commercial and general aviation pilots; 
Better over-water communications and 

navigation aids; 
Lower cost and less frequent maintenance; 
Better use of airspace through efficient 

traffic control and scheduling; 
. Decreased capital and direct operating 

costs through improvement in aerodynamic 
and propulsive efficiency; 

Decreased perceived noise and pollution 
levels; 

Passenger comfort, including effects of 
circadian rhythm due to · rapid time zone 
changes. 

The role of the Federal Government 
The Federal Government from the very 

beginning has been involved in the develop­
ment process of the transportation indus­
tries, from the early post roads and land 
grants to railroads to today's Northeast Cor­
ridor project and the supersonic transport. 

Although many Federal agencies are in­
volved in some form of aeronautical research 
and development, no single agency plays the 
lead role in planrung. As a result, the struc­
ture of aeronautical research and develop­
ment is highly fragmented. 

The leading groups which plan and over­
see aeronautical research and development 
are: 

Federal Aviation Administration (Depart­
ment of Transportation) 
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National Aeronautics and Space Adminis­
tration (National Aeronautics and Space 
Council) (Office of Science and Technology) 

Department of Defense. 
It has been suggested that the Bureau of 

the Budget might be considered the domi­
nant, though indirect force, in shaping pol­
icy because of its control over the funds for 
aeronautical R & D. Or it might be the Pres­
ident as he decides who will participate in 
planning. President Johnson tended to use 
the Space Council, the Office of Science and 
Technology, and even special committees to 
achieve his aims. In any case, an overall Fed­
eral architecture to effect quality compre­
hensive planning is lacking. 

The Federal Aviation Administration has 
been given broad statutory authority by the 
Federal Aviation Act of 1958, Public Law 85-
726 in the field of research and development. 

"SEC. 312(a) The Administrator is directed 
to make long-range plans for and formulate 
policy with respect to the orderly develop­
ment and use of the navigable airspace, and 
the orderly development and location of land­
ing areas, Federal airways, radar installa­
tions, and all other aids and facilities for air 
navigation .... 

"SEC. 312(b) The Administrator is em­
powered to undertake or supervise such de­
velopmental work and service testing as tends 
to the creation of improved aircraft, aircraft 
engines, propellers, and appliances. 

"SEC. 312(c) The Administrator shall de­
velop, modify, test, and evaluate systems, 
procedures, facilities, and devices as well as 
define the performance characteristics 
thereof, to meet the needs for safe and effi­
cient navigation and traffic control of all 
civil and military aviation except for those 
needs of military agencies which are peculiar 
to air warfare." 

Federal Aviation Administrator, William 
F. McKee has interpreted this statutory au­
thority as follows: 

"The FAA role is to identify the research 
and development needs for the system we 
operate and to do the testing and applica­
tion research in the development of our 
system, including our regulatory work, and 
to identify for NASA the aeronautical areas 
where we believe more R & D can be profit­
ably undertaken." 46 (Emphasis supplied.) 

As a result, the Federal Aviation Admin­
istration has one major research facility in­
volved primarily in aircraft operational prob­
lems, (The National Aviation Experimental 
Center, Atlantic City, N.J.) but it has no 
aircraft development facilities and relatively 
few scientists and engineers. 

Such interpretation of the FAA role has 
led to the FAA spending about one-third as 
much as NASA and about 3 percent as much 
as the Department of Defense in aeronautical 
r~search and development. (See Chart 22). 
FAA spent about $20 million between 1960 
and 1965 on research and development. 
About 85% of the FAA research and develop­
ment effort goes into the design, develop­
ment, and testing of equipment to improve 
the interface between aircraft and ground 
environment; the other 15 percent of the 
budget is spent for aviation safety and aero­
medicine. (See Chart 23). In addition, the 
proportion of the FAA budget devoted to re­
search and development has always been low 
(about 5 percent) and the proportion is de­
clining. (See Chart 24). 

The majority of the in-house research and 
development work of the Federal Aviation 
Administration has been conducted as a part 
of the Civil Aeromedical Research Program 
which is conducted by FAA at the Civil Aero­
medical Institute in Oklahoma City. There 
a staff of 30 professional scientists supported 
by 90 paramedical personnel produced more 
than 200 scientific reports in the 1964-66 
period. A listing of a few of . those which 
have made contributions to the body of in­
formation vital to air safety is instructive 
as to the scope of the effort: 
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1. Tests of the durability of some 37 dif­
ferent items of safety equipment in crash 
testing. 

2. Tests to evaluate the injury potential of 
present day commercial airline seats. 

3. Biomedical evaluation of air traffic con­
trollers, which showed that ATC personnel 
do physically differ in body size and physical 
measurements as a group and therefore pro­
vided a basis for improved design of work­
space area, equipment, and placement. 

4. Study to determine what can be pre­
dicted about the adequacy of present pilot 
experience and regulatory requirements, and 
how future safety and human factor prob­
lems can be anticipated in time to take cor­
rective action with the new generation of 
jet executive aircraft soon to be available 
to general aviation pilots. 

5. Study leading to recently tightened rules 
on passenger emergency evacuation require­
ments of airlines. 

6. Biomedical assessment of stress and 
fatigue in pilots. 

7. Evaluation of turbulence on air crews. 
8. Effect of simulated altitude on binocular 

fusion time in young men: ( A slower reac­
tion time of people at altitude may be sig­
nificant when a pilot's gaze is changed from 
the instrument panel to the sky and vice 
versa). 

9. Effects of age on binocular fusion time. 
10. Effects of commonly ,used (tranquil­

izers) drugs on aviation personnel. 
11. Effects of dieting on performance of air 

crews. 
12. Study of vertigo incurred in air crew 

by rotating beacons or sunlight on propellers. 
13. A study to examine the optimum work 

schedules at ATC facilities. 
14. Examination of the effect of schedul­

ing disruption in the physiological day-night 
cycling upon proficiency and health of air 
crew members. 

15. Controller selection analyses which re­
sulted in new selection procedures and apti­
tude tests which more accurately assigned 
individuals to training sections and thus im­
proved the output of training courses. 

16. Studies to ascertain the performance 
gap necessitated by using masks due to 
decompression. 

17. Development of a new ATC "System 
Error" reporting system, evaluation of train­
ing procedures and techniques, and apprais­
als of operating procedures at field instal­
lations. 

18. Consultation in ionizing radiation and 
other aspects relative to aircrew and passen­
ger safety in the supersonic transport. 

19. Study of the effect of blood, alcohol, 
altitude, and drugs on pilot performance. 

20. Development of fire prevention tech­
niques to allow passengers to get out of a 
crashed aircraft. 

FAA contracts out the major portion of 
aeronautical research and development to 
other government agencies like NASA or the 
Defense Department or attempts indirectly 
to stimulate research in the aircraft industry 
by tightening requirements, suggesting areas 
that need improvement, and sometimes by 
doing the initial phases prior to the later 
development and implementation by in­
dustry. 

The Space Act of 1958 placed the responsi­
bilities for research programs in both space 
and aeronautics in NASA. NASA's work has 
been mainly in basic research and in funda­
mental investigations that will lead to long­
range improvements rather than provide im­
mediate solutions to current problems. Some 
studies pertaining to aircraft safety are done 
in its research centers or other research lab­
oratories by contract. 

NASA's final decision on the distribution 
of its aeronautical research and development 
funds is dependent upon the needs. Of the 
total NASA budget, the amount of money de­
voted to aeronautics has been consistently 
less than 2 percent. During the period 1962-

65 $5,753,000 of the NASA aeronautics re­
search and development budget was spent 
on safety programs. In this same time period 
$2,963,000 was spent to develop a flying sim­
ulator to be used in one of the most basic 
aircraft safety program areas, i.e., research 
on aircraft flying qualities. 

Some examples of NASA projects related 
to air safety are: research on the operating 
environment; gust load efl'eots on structure; 
runway skidding; fire hazards from light­
ning; flight dynamics; aerodynamic stabil­
ity; pilot as a control mechanism; SST sim­
ulator; air-ground-air satellite communica­
tions; propulsion and engine noise; clear 
air turbulence; sonic boom. 

In 1969, aeronautical research will con­
tinue in V-STOL, subsonic, supersonic, and 
hypersonic technology in support of civ111an 
and military aircraft development. Increased 
empha-Sis will be placed on research in noise 
reduction. 

The Department of Defense spends more 
money in aeronautics than all other Govern­
ment agencies combined. As Chart 22 indi­
cates, fiscal year 1967 expenditure estimates 
for aeronautics at $1.2 blllion for DOD, $103 
million for NASA, and $43 million for FAA. 

The problem is deciding how to make the 
DOD aeronautics program more useful to 
civil aviation without compromising military 
requirements. Unfortunately, this may not 
be possible if the predictions of NASA Ad­
ministrator James E. Webb are correct: 

"As we look forward into the future, we 
see a growing divergence between the re­
quirements for civil and military aircraft 
systems ... With the changing nature of 
military aviation reducing the number of 
commercially usable concepts being proven 
through development, a civil aircraft tech­
nology must be established at a level of con­
fidence which is acceptable for the invest­
ment of private capital."" 

. The interrelationship between FAA, NASA, 
and DOD has been a pragmatic progression 
of communication links created as the need 
arose. Mos.t contact among these agencies has 
been through the Aeronautics and Astro­
nautics Coordinating Board co-chaired by the 
DOD and NASA where the largest amounts 
of funds are involved. The obvious weakness 
is that the Department of Transportation is 
not represented. The connecting link between 
this body and DOT has been through a 
NASA-FAA Coordinating Committee whose 
overall purpose has been more to avoid du­
plication than to develop policy. As special 
areas of interest have arisen where coordina­
tion and cooperation between various Fed­
eral agencies was needed, interagency com­
mittees have been set up on an ad hoc basis. 
For example, NASA alone participates in 27 
committees involved with one aspect or an­
other of aeronautics with one or more other 
Federal agencies or other groups. Needless 
to say, the sprawling nature of this struc­
ture and its momentary involvement with 
issues is not conducive for long-term and 
comprehensive planning and development. 

Suggested solutions to this problem have 
been either to improve existing communica­
tion links, or to create a new structure en­
tirely. 

Advocates of retaining (and improving) 
the existing structure cite the following 
points: 

1. The Department of Defense aeronautical 
research anci development results might be 
made more directly available to civil aviation 
through the creation of a DOD technology 
utilization program similar to the one at 
NASA. For example, DOD might offer its un­
classified information to NASA, and NASA, 
through its own technology transfer program 
could release the information to industry. 

The Aircraft owners and Pilots Associa­
tion representative in hearings before the 

Footnotes at end of article. 

Committee on Aeronautical and Space Sci­
ences, U.S. Senate in January 1967 said that 
Defense aeronautics programs should be co­
ordinated from the outset because there is no 
valid reason why defense-type aircraft must 
be extensively modified to meet civil air­
worthiness standards. The FAA Administra­
tor agreed and said that he believed that if 
they were in close contact with DOD in the 
early stages of the development of a system, 
they would be able to avoid some duplication 
in systems development. 

The Air Transport Association of America 
spokesman disagreed. It was his opinion that 
requiring more coordination of defense aero­
nautics programs with civil aircraft needs at 
the outset only compromises the military 
capability of the resulting aircraft without 
making it suitable for civil use. He did agree 
that within the limits of national security, 
civil aviation should be kept fully informed 
of technological advancements from military 
research and development. 

2. It has been suggested that NASA's ap­
proach of supporting ma.inly basic research 
in aeronautics is too limited in scope and 
therefore its definition and commitment 
should be enlarged. In the hardware demon­
stration phase of aeronautical research and 
development the willingness to take risks in 
order to make new advances is becoming a 
critical part of the aviation environment, and 
only through the Federal government or 
through collective arrangements of govern­
ment and industry can adequate amounts of 
risk capital be developed. Stuart Tipton 
called for such an enlargement of effort 
when he said: "of the ten research and de­
velopment areas listed in our statement of 
January 26, at least eight either require new 
resea.rch and development or acceleration of 
present effort'S." 48 

3. Another suggestion simply advocates a 
redefinition of NASA's responsibilities. One 
approach is that in the field of basic research, 
NASA and its advisory committees should 
choose and support aeronautical projects, 
but in the field of advance development 
projects 'Should be selected for support only 
after extensive consultation between agen­
cies such as DOT, DOD, FAA, NASA, and the 
user industries. 

4. It has been suggested that NASA be 
given a specific assignment for research in 
aeronautical safety. There were two distinct 
opinions-one from industry and one from 
government. The Admini'Strator of the Na­
tional Aeronautics and Space Administration 
sa.id that NASA should not be given a spe­
cific safety assignment: "We are doing a 
good deal of work in safety now ... I think 
that it would be quite hard to improve on 
the relationships between the agencies 
where safety is involved." 4e The FAA Ad­
ministrator agreed a.nd sa.id, "I do not believe 
that it is necessary or desirable to give 
NASA a 'Specific assignment." oo 

5, Another suggestion is that FAA be rep­
resented at the Aeronautics and Astronautics 
Coordination Board. Dr. John S. Foster, Jr., 
Director, Defense Research and Engineering, 
testified before the Committee on Aeronauti­
cal and Space Sciences, U.S. Senate: 

"I agree that there should be a convenient 
-procedure whereby the aeronautical activi­
ties of the DOD and NASA can be presented 
for exchange with the FAA and in the future 
the Department of Transportation ... The 
Aeronautics Panel of the Aeronautics and 
Astronautics Coordination Board i'S the group 
most heavily engaged in coordinating the 
activities of the two agencies which are likely 
to encompass any areas of interest to the 
FAA. Even though the preponderance of the 
activities of this Panel are of primary in­
terest to NASA and DOD, I believe it might 
be useful for the FAA to have a representa­
tive at the Aeronautics Panel meetings." 1S1 

6. Dr. Edward C. Welsh, Executive Secre­
tary, National Aeronautics and Space Ooun­
cil, advocates DOT representation on the 
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Aeronautict and Space Council requiring an 
amendment to the National Aeronautics and 
Space Act. 

The other approach to possible improve­
ments in the Government's part of the 
process of aeronautical research and de­
velopment advocates the designation of a 
Federal lead agency in aeronautical research 
and development and the organization of 
aeronautics as a separate program in the 
U.S. budget. 

The desirability of one organization be­
coming the focal point for coordinating the 
Nation's aeronautical research and develop­
ment is not free from divergent views. The 
Administrator of the National Aeronautics 
and Space Administration said: "My own 
view is that it would be very, very difficult 
for one intelligence to encompass all of this 
and attempt to do a job of coordination." 52 

The Executive Secretary of the National 
Aeronautics and Space Council said: "It 
makes good sense for NASA to join with FAA 
on the civilian side and to join with DOD 
on the military side," but "it would prob­
ably be an inefficient use of the FAA's time 
and DOD's time to have each in on all the 
examination and discussion of the aero­
nautical issues of the other." 53 

Alan S. Boyd, first Secretary of the De­
partment of Transportation, argues: "It has 
been suggested that there be a separate 
agency created to direct all the research 
efforts of the aeronautical research and de­
velopment effort . . . but I would like to 
see if the P-P-B (Program-Planning-Budget­
ing) approach within the Department of 
Transportation cannot solve the problem." M 

Secretary Boyd, however, cited two obstacles 
to his own solution-first, the difficulty in 
finding people with the competence to do that 
sort of planning, and second, the objectives 
are much more difficult to establish in the 
civilian economy than in the Defense De­
partment where P-P-B has become a stand­
ard tool in the development of weapons 
systems. 

The role of private industry 
Most of the aeronautical research and de­

velopment is performed in profit-making or­
ganizations today. (See Chart 25). Funding 
ls provided largely (65.6 percent) by the De­
partment of Defense; and most of the R & D 
ls defense-oriented. Company funded re­
search has the purposes of obtaining new 
business and backing up on-going produc­
tion work. No authentic subdivision of this 
funding is available, but because Govern­
ment production contracts often have a 
built-in research and trouble-shooting fac­
tor, it might be inferred that much of the 
$300 million in private industry R & Dis di­
rected toward ultimate application in civil 
aviation. The scientific and engineering tal­
ent, and most facilities of private industry 
are quite ad·equate when given the task to 
perform. An example of how the FAA and 
industry work together in a program of air 
safety, is provided by the Aerospace Indus­
tries Association, ( AIA) -an association of 
aircraft industries producers in their "Crash­
worthiness Development Program." In this 
instance the development program was con­
tingent upon th1 enactment by FAA of cer­
tain regulatory changes. AIA/FAA coordi­
nation planned during the program so that 
as major tests or decision milestones were 
reached, program progress could be moni­
tored. AIA submitted test reports and pro­
posed wording for regulatory changes to the 
FAA in each technical area; AIA proposed 
incorporation of the necessary hardware to 
comply with the suggested regulation 
changes on all new jet transport aircraft. 

The objectives of the AIA Crashworthi­
ness Development Program were improve­
ments in the state-of-the-art as it applies to 
aircraft crashworthiness and the determina-
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tion and evaluation of new and improved 
methods, equipment, and design character­
istics that would substantially increase the 
passenger's chance of survival in an air­
craft accident. The areas to be covered in the 
12-month development program were: (1) 
fire resistant materials; (2) fire -suppres­
sion systems and smoke and fume protec­
tion; (3) emergency lighting and exit .aware­
ness; (4) evacuation improvement. 

The problem of the role of private industry 
is the old one-from the source of the funds 
comes the mentality that guides their use. 
Today the Federal government provides 73% 
of the money for aircraft industry research 
and development. To the extent that re­
search and development is a product itself, 
useful for decision making in public purpose 
missions, this percentage is understandable. 
But many opportunities in civil aeronautics 
could be approached without any Federal 
backing. Thinking that a military require­
ment may come along to pay for or accel­
erate a certain improvement is a faulty basis 
for policy planning. Industry leadership is 
needed to preserve as much of a free enter­
prise environment as possible, as well as to 
lend another viewpoint in the definition of 
goals and the direction of effort. 

Various ideas have been suggested to goad 
private industry into increased participation. 
One is to consider providing incentives and 
disincentives so that the industry wlll con­
tinue to advance its capability to meet op­
portunities. Some of these might be: (1) 
making new technology economically avail­
able for incorporation into aircraft; (2) pro­
gressive governmental procurement policies; 
(3) instituting regulatory measures that re­
quire upgrading aircraft; (4) tax credits for 
research and development; (5) providing for 
the prototype construction of aircraft and 
systems financed with funds obtained from 
the general public rather than from the U.S. 
Treasury (by sale of development bonds to 
the public with the Government guarantee­
ing repayment of the investment in the 
event of default). 

The role _of the universities 
Prior to World War II, the university re­

search programs were primarily geared to the 
needs of graduate students and the interests 
of individual members of the staff. After the 
war there were changes: Federal laboratories 
or research centers were built and continu­
ously funded by the government but man­
aged by a university; the university-spon­
sored laboratory became principally sup­
ported by government contracts. 

Control of university research l:s much 
looser than that exercised over industry. It 
depends importantly upon the ambitions or 
interests of the researchers, though the re­
quests for grants tend to appear where the 
dollars are. 

Besides providing much of the ba.c:;ic work 
in concepts, techniques, devices and mate­
rials, the university scientists extend their 
usefulness through government committees 
and advisory boards such as the Von Neu­
mann Committee, the Air Force Scientific 
Advisory Board, and the FAA Technical Ad­
visory Board, and through consultation 
agreements with industry. 

In addition there are many private or­
ganizations which lend their efforts to the 
pursuit of air safety development. High 
among them is the Flight Safety Founda­
tion, Inc., an independent, non-government, 
non-profit organization which devotes its 
entire effort to the improvement of air 
safety. It functions as an "Air Safety In­
formation Interchange," working closely 
with manufacturers in the production of all 
types of aviation products. It also sponsors 
some independent research through one of 
its divisions in Phoenix, Arizona. 

The SST 
Finally, it might be well to recognize what 

motivates the U.S. government to heavy com-

mitments in R & D. As Fortune Magazine 
said in the February 1967 issue relating to 
the SST: "there seems little doubt that the 
U.S. will proceed eventually with an SST­
not, however, as the world's richest and most 
advanced nation asserting technological lead­
ership, but more as a country engaged in a 
program conceived as an economic defense 
against the threat of a superior new product 
from abroad.55 

Our purpose is not to question the military 
or economic or political or scientific or psy­
chological motivations which may justify or 
be used to justify the appropriation of mas­
sive R & D funds for the SST. Our purpose 
is at once to point to the opportunities and 
problems which will flow from that techno­
logical advance and to suggest that it is lu­
dicrous to deny 10 percent as many funds to 
research the means by which we might safely 
manage the technology it signals-to say 
nothing of the need to manage safely the 
technology in use. 

The SST will use a Boeing design for the 
air frame and a General Electric concept for 
the engines. Ironically, the 18-month delay 
caused by President Johnson's order in 1965 
for 18 more months of design competition 
pushing the completion date until 1974 (the 
Concorde 1971), permitted a drastic over­
haul of U.S. designs and the evolution of a 
probably superior plane. (see Chart 26). 

The SST will probably: be able to carry 
more passengers to and from Europe in a 
year than six Queen Marys (350 per trip); 
draw Asia as close in time to the U.S. as 
Europe today (speed of 1,780 mph); be so 
big (six feet longer than a football field) 
that the pilot will sit 175 feet ahead of the 
main landing gear; behave so much like a 
missile-requiring about 220 miles to make 
a 180° turn-that computerized inertial nav­
igation will probably be necessary; fly so 
high (64,000 feet on the average) that a spe­
cial watch will be needed on solar radio­
activity to signal the pilot to descend to 
denser atmosphere during periods of danger­
ous intensity; and dwarf other aircraft in 
revenues and work capacity. 

FAA estimates that the program will re­
quire an investment of some $4 to $4.5 bil­
lion before the first SST can be delivered to 
an airline. In 1961, Congress appropriated an 
initial $11 million for exploratory research; 
$1.1 billion is expected to be expended on 
advanced design, construction and flight 
test of two prototypes; $2.8 to $3.3 billion 
more will be needed for such costs as cer­
tification, tooling up and accumulating in­
ventories; manufacturers hope for some ad­
ditional help in the production phase, all of 
which is expected to boost the government's 
investment to $4 billion. 

Boeing estimates an SST market running 
as high as $50 billion by 1990; 26 U.S. and 
foreign airlines have paid deposits of $11,-
400,000 to reserve 114 "positions in the 
quest for the American SST (though these 
are not binding). Market estimates are that 
300 to 400 planes could be sold at a produc­
tion cost of $26-$37 million per plane at 
300 planes. 

A Boeing study projects free world air 
travel in 1974 at a "possible" 500 billion 
passenger miles, which would mean a "travel 
glut so bad that there would be a 2-hour wait 
for runway clearance." 56 One expert esti­
mates that the average passenger would be 
willing to pay an additional $8 for each hour 
saved of travel time, all of which leads to 
the conclusion that there would be adequate 
demand for such an aircraft. 

Besides the expense, the sonic boom has 
created the other public area of controversy 
around the SST. The SST will create a "car­
pet" of thunderclaps beneath its :flight path, 
which is an inescapable by-product of forc­
ing any large, heavy object through the air 
at speeds greater than the velocity of sound 
(Mach 1). The sonic boom is an abrupt 
change in air pressure, interpreted by the 
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ear a.s a startling noise and by structural 
materials as a force which may, if the in­
tensity of the boom is high enough, exceed 
their strength. 

Boeing says the SST can be limited to 1.5 
psf (pounds of pressure per square foot) at 
cruising speed and altitude (60 to 70 thou­
sand feet), or 2 psf while accelerating to 
cruise speed, meeting present FAA require­
ments. "The issue is whether booms of that 
magnitude will be annoyance enough to lead 
to a ban on supersonic flights over populated 
areas." GI (It would be possible to eliminate 
the boom by flying the plane at subsonic 
speeds over population centers, though this 
would boost seat-mile operating costs so 
much it could apparently be done profitably 
only on short segments.) 

The experts' consensus is that sonic boom 
ls not a deadend problem, since there is good 
evidence suggesting that continued research 
can solve the problem, if given the financial 
support it deserves. (NASA fiscal year 1967 
expenditure for sonic boom was $1.7 million). 

1. In order to provide the pilot with better 
visibility during the take-off and landing 
modes than he has today, the SST will pro­
vide a movable nose fairing. 

2. More powerful engines and design re­
finements using aerodynamic direct lift con­
trol systems, to effect better pitch response 
and controllability, will, we are told, make 
the SST safer in the take-off and landing 
phases than today's jets. 

3. Four separate and independent air con­
ditioning and pressurization systems will be 
provided in order, we are told, to insure an 
absolutely failsafe cabin situation. 

4. To assure integrity of the pressure shell 
the dimensions of titanium structure and 
thermal cycling in testing have been added 
as well a.s a thorough and massive effort to 
validate material selection. 

5. Solar activity and the resulting radia­
tion hazard is being studied by the Commit­
tee on Radiation Biology Aspects of the SST, 
a joint FAA/NASA/Air Force research proj­
ect. 

6. Flight characteristics that will permit 
the SST to flt into the normal air traffic con­
trol procedures and patterns are being 
studied with a flight simulator at NASA's 

Langley Research Center linked with the air 
traffic control simulation facilities at the 
FAA's National Aviation Facilities Experi­
mental Center at Atlantic City. 

An official FAA publication tells us that 
"the entire cost of the forma1 system safety 
program effort will be paid for many times 
over in the prevention of just one SST acci­
dent." 68 A sensitive person would probably 
find the prospects inherent in that state­
ment as horrifying as the statement is true. 
And it certainly is true, given the fact that 
"just one SST accident" would risk the lives 
of more pasengers than the mid-air collision 
of 3 or even 4 of the largest commercial jets 
now in service. Of course, the SST seating 
capacity will seem small compared to the 
Boeing 747 ( 490 passengers) and the Lock­
heed L-500 (750-1,000 passengers) which wm 
precede it into service. 

Regardless of the position one holds on the 
wisdom of the government's sense of pri­
orities in underwriting the costs of develop­
ing the SST, it is an undeniable fact that this 
plane is not only the symbol of America's 
mastery of aeronautical technology-the SST 
ls also a symbol of America's concern for air 
safety. 

The SST contracts include a requirement 
to implement and maintain a formal sys­
tem safety program, The group responsible 
for safety management is responsible for 
identifying safety hazards, keeping up on 
current aviation safety development, estab­
lishing subcontractor safety requirements, 
and monitoring suppliers' designs and tests 
to ensure compliance with General Electric, 
Boeing and Government standards. 

CHART 22.-AERONAUTICS RESEARCH AND DEVELOPMENT BUDGET 

(In thousands of doll a rs) 

Safety will be insured by establishing 
safety evaluation criteria and ut111zing fail­
ure mode and effect analyses of subsystems 
and component designs in order to identify 
and classify real or potential hazards and 
operationally critical failures, singly or in 
combination. 

DOD (obligations) (all services>------------------
NASA (NOA)'---------------------------------
FAA (NOA) _______ ----------------------------

Total._-------- ______ ----- --- -- ---- -- ---

19641 

1, 081, 968 
53, 400 
37, 700 

1, 173, 077 

1966 2 
19651 actual 

1, 135, 785 1, 096, 700 
82, 100 80, 400 
32, 124 30, 693 

1,250, 000 1, 207, 793 
Areas of safety improvement already iden­

tified and being worked on include the fol­
lowing: 1 S. Doc. 90: DOD, table 51, p. 182; FAA, table 56, p. 210. 

, President's budget request of Jan. 24, 1967. NASA includes R. & D., C of F, and AO. 
Footnotes at end of article. Source: FAA, DOD, NASA. 

CHART 23.-FAA EXPENDITURES FOR RESEARCH AND DEVELOPMENT IN AERONAUTICS t 
(In thousands of dollars) 

1958 1959 1960 1961 1962 1963 1964 

Research and development ___________ 12,322 18, 946 41,200 42,077 52,817 59, 113 37, 709 

Breakdown by activities: 
32, 140 33, 621 43, 386 20,390 Air traffic control and navigation------------------------------- 32, 382 

Aviation weather __ ------------------------------------------ 5,554 6,272 8,827 4,333 940 
Aircraft safety •••• _______ ------ ________ ---- ______ -------- ___ 1,047 581 4, 774 6,931 3,010 
Airports __ _____ --------------------------------------------- 1,m 1,636 4, 160 2,472 2,560 
Aviation medicine. ______ _____________ ----------------------- 1,448 1,435 1, 991 1,809 

1 Taken from the Budget of the United States. 

Source: Bureau of the Budget 
CHART 24.-FEDERAL AVIATION ADMINISTRATION BUDGET OUTLAYS, RESEARCH AND DEVELOPMENT 

(In thousands of dollars) 

1962 1963 1964 1965 1966 

1965 

32, 124 

22,624 
1,571 
4, 766 
1,385 
1, 778 

1967 

19671 Request 
estimate for 1968 2 

1, 291, 200 1, 098, 000 
103, 400 119,600 
43, 489 35, 500 

1, 428, 089 1, 253, 100 

1966 1967 

48, 682 35, 000 

36, 150 25, 969 
3,020 2,434 
5,063 4, 100 
2,042 1,047 
1, 750 1, 750 

1968 1969 (est) 

Research and development_______________________________________ 48, 372 54, 953 51, 534 35, 768 32, 315 36, 241 37, 738 39, 000 
Supersonic___________________________________________________________________ 6, 792 4, 993 47, 922 99, 244 145, 332 99, 673 126, 405 

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~-

Total FAA budget·--·----------------------------------·-· 698, 410 726, 311 750, 550 794, 613 803, 919 882, 941 895, 788 l, 096, 800 

Source: Bureau of the Budget 

CHART 25.-FUNDING SOURCES AND PERFORMERS OF AERONAUTICAL R. & D., FISCAL YEAR 1967 (ESTIMATES BASED ON NEW OBLIGATIONAL AUTHORITY REQUESTS IN THE BUDGET, FISCAL 
YEAR 1967) 

(Dollars in millions) 

Performers 

Sources DOD NASA FAA Industry 

2igA_==========:::::::::::::::::::::::·::::::::::::::::::::::::::::::::::::: _________ $26S _ ----------$50 :::::=::::::: $\~g 
r ~d~stry _-:.:::::::::::::.:::::.:::::::::::::::::::::::::.:::::=::::========--------- (t) -=====-======----------$

29 
_ ti~ 

Other_------------------------------------------------------------------------------------------------------------------------------
Total ______________________________________________________ ·------------

Percent ___ ------------------------------------------------------------
$258 
17.1 

$50 
3.2 

$29 
1.8 

a Includes $80 million for the supersonic transport 

Other• Total Percent 

$100 $1, 028 65.6 
$1 $103 6. 6 
(2) $126 8. 0 
(2J $300 19. 2 

$1 $10 .6 

$lll 
7.1 

$1, 567 100. 0 
100. 0 --- ------ -----

11 ncludes universities, foundations, research institutes, and nonprofit organizations. 
: Less than $0.5 million. 

Source: Science Policy Research Division, Legislative Reference Service, Library of Congress. 
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AIRLINE PROFIT PLAN FOR A SUPERSONIC FLEET 

Post-tax Return at 
Average Direct Indirect Total return on 15 percent 

Hours Average seat Available Passenger Cargo Total operating operating operating Interest Net invest- tare sur-
in use trip capacity seat-miles revenue revenue revenue costs costs costs cost revenue ment charge 

Airplane per day speed per trip per day per day per day per day per day per day per day per day per day (percent) (percent) 

707-3208: 
Maximum cruis-

ing speed: 540 
miles per hour; 
price: $7,700,-

11;!4 485 140 783, 000 000 ... . . .. .. . • . $22, 300 $4, 600 $26, 900 $9, 900 $11, 900 $21, 800 $300 $4, 800 23. 0 · --------- -
747: 

Maximum cruis-
ing speed: 595 
miles per hour; 
price: $20 

10% 525 2, 108, 000 million •..... .•• 370 60, 400 7, 400 67, 800 18, 900 29, 600 48, 500 900 18, 500 33. 0 -- ------ ---
Concorde 

Maximum cruising 
speed: 1,450 
miles per hour; 
price: $18 

8}2 1, 025 million ........ . 130 1, 139, 000 32, 750 5, 550 38, 300 17, 600 16, 000 33, 600 745 4, 000 . 10.0 19 
U.S. SST: 

Maximum cruising 
speed: l, 780 
miles per hour; 
price: $36 

8;!4 1, 125 2, 720, 000 million •.. . ....• 300 77, 000 6, 500 83, 500 33, 300 34, 700 68, 000 1, 500 14, uOO 15. 5 26 

Note: In 1967 dollars. Source: John Mecklin, "The $4-Billion Machine That Reshapes Geography," Fortune magazine, February 1967. 
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(Mr. ADAIR asked and was given per­
mission to address the House for 1 
minute, to revise and extend his remarks 
and include extraneous matter.) 

Mr. ADAIR. Mr. Speaker, the visit of 
the President and the First Lady to Sai­
gon is an inspiration to the entire free 
world. The very fact that the Frst Lady 
can visit orphans and the sick and 
wounded in a city that only a short year 
ago was under siege is ample proof of 
American gains during that period. 

It should lend renewed confidence to 
American and South Vietnamese :fight­
ing men, and should also give second 
thoughts to the North Vietnamese and 
to those who insist the Communists are 
invincible. 

In addition, the courage and concern 
of the First Lady in accompanying her 
husband and in visiting the wounded 
casts a lustre on the White House. 

Americans can take deep pride in the 
leadership of the President and the com­
passion of the First Lady. 

NATIONAL FOREST TIMBER 
SUPPLY ACT 

(Mr. WYATT asked and was given 
permission to extend his remarks at this 
point in the RECORD and to include ex­
traneous matter.) 

Mr. WYATT. Mr. Speaker, yesterday 
at Seattle, Wash., the Western Gover­
nors' Conference concluded its 1969 
annual meeting. The chief executives of 
13 Western States, including Washing­
ton, Oregon, California, Montana, Idaho, 
Colorado, New Mexico, Arizona, Nevada, 
Utah, Wyoming, Alaska, and Hawaii, 
met to examine regional and national 
public issues. 

Among those issues was the effective 
management of our natural resources, 
including public timber. 

After a full hour of careful discussion 
by all of the Governors with Edward P. 
Cliff, Chief of the Forest Service, of the 
U.S. Department of Agriculture, and 
other noted timber management author­
ities, the conference unanimously en­
dorsed the general policy stated in the 
National Forest Timber Supply Act of 
1969 as presently written and urged its 
immediate enactment into law. 

This act, H.R. 12025, which I have the 
honor of cosponsoring, will provide the 
means for the Forest Service to apply 
modern management techniques to the 
vast commercial timber holdings in its 
care and afford assurances that the 
wood fiber needs of the Nation will be 
met. 

The significance of this unanimous 
action by this distinguished body of 
public servants is that they are all 
directly concerned, and the States they 
represent are the principal source of 
the softwood lumber and plywood re­
quired to meet our national housing 
goals. The resolution adopted by the 
conference took cognizance of the fact 
that the Nation faces a desperate need 
for housing, particularly for low- and 
moderate-income families, and that 
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softwood lumber and plywood are the 
basic materials for meeting that need. 

It further noted that 60 percent of the 
total national softwood timber inventory 
is on national forests, largely concen­
trated in the West. 

Relying upon Chief Cliff's own testi­
mony that the yield on certain national 
1orests can be increased by as much as 
two-thirds, and nnderstanding that in­
tensive forest management can be prac­
ticed without impairing other forest 
values such as recreation, fish and wild­
life, grazing and watershed, the Western 
Governors' Conference took its forth­
right stand. 

I am heartened by this new evidence 
of the soundness of this proposed legis­
lation in the public interest. My own 
district lies in the heart of these Pacific 
Coast States which have the highest 
concentration of commercial forest land 
and the highest proportion of lands 
where intensive management can ma­
telially increase productivity. Under 
present restraints of policy and funding 
the national forests will be unable ~ 
realize the substantial benefits which 
will accrue to the Nation from applica­
tion of modern forestry methods to 
these fertile forests. 

The direct concern of the Western 
Governors in this public business is 
wholly understandable. The West has 57 
percent of the growing stock and 72 per­
cent of the sawtimber in the entire Na­
tion. These States also contain 86 per­
cent of the total softwood sawtimber 
which can provide the lumber and ply­
wood necessary if our people are to be 
adequately housed. 

The National Forest Timber Supply 
Act of 1969 is, therefore, directly perti­
nent not only to the fulfillment of our 
national housing goals of 26 million units 
in the next decade but to the realiza­
tion of the tremendous untapped poten­
tial for improved growth and harvest on 
these public lands. 

The passage of the National Forest 
Timber Supply Act is of critical concern 
to the Governors and people of the West­
ern States, because 79 percent of the na­
tional forest lands covered by the act 
lie within their State boundaries. It is of 
clitical concern to the rest of the Na­
tion, because without its passage we will 
never be able to achieve the housing 
goals we set in the Housing and Urban 
Development Act of 1968. 

I commend the Western Governors' 
Conference for its wisdom in adopting 
the resolution and submit it for the 
RECORD: 
III. NATIONAL FOREST TIMBER SUPPLY ACT OF 

1969 
Whereas the western states and the na­

tion face a desperate need for housing par­
ticularly housing for low and moderate in­
come families; and 

Whereas wood products, primarily of soft­
wood species, continue to be the basic ma­
terials for residential construction; and 

Whereas 60 percent of the nation's t:.oft­
wood timber inventory is on national forest.s, 
and concentrated in the western states; and 

Whereas the yield from the national for-
ests can be increased by as much as two­
thirds by intensive forest management with· 

out impairing other forest values such at 
recreation, fish and wild life, grazing and 
watershed; and 

Whereas the National Fores•t Timber Sup­
ply Act establishes policies and provides 
!unds to improve timber production, while 
insuring that other multiple-use values of 
the national forests are protected; 

Now, therefore, be it resolved that the 
1969 Annual Meeting of The Western Gov­
ernort' Conference in Seattle, Washington, 
endorses the general policy as stated in the 
National Forest Timber Supply Act of 1969 
as presently written and urges its immedi­
ate enactment into law. 

WHEN IS A SURPLUS NOT A 
SURPLUS? 

(Mr. WYATT asked and was given per­
mission to address the House for 1 
minute, to revise and extend his re­
marks and include extraneous matter.) 

Mr. WYATT. Mr. Speaker, the time 
has come to ask, "When is a surplus not 
a surplus?" 

The answer is, that a surplus is not a 
surplus when you include in the operat­
ing budget funds you cannot spend. 

Mr. Speaker, it is time to set the 
record straight about the so-called sur­
plus. It is a phony surplus. 

Our major trust funds-the highway 
fund, the social security fund, and others 
ended the fiscal year with an $8 billion 
surplus. Which is fine. But the Treasury 
tells us that our total surplus was only 
about $3 billion. 

This means that, no matter how you 
add it up, you come up with about a 
$5 billion operating deficit. 

No, Mr. Speaker, the budget was not 
balanced in fiscal 1969. Instead we went 
$5 billion deeper into debt. The publicity 
unfortunately generated during the past 
week has given many people the im­
pression that fiscal 1969 ended with a $3 
billion surplus. Everyone in the United 
States should know that in real terms we 
ended with a $5 billion deficit. 

The President is determined this will 
not happen in 1970. I, for one, intend to 
help him in his efforts to give us the 
balanced budget we need if the fight on 
inflation is to be successful. 

ADDRESS OF RICHARD KLABZUBA 
ON AffiLINE FARES AND EARNINGS 

(Mr. SISK asked and was given per­
mission to extend his remarks at this 
point in the RECORD and to include ex­
traneous matter.) 

Mr. SISK. Mr. Speaker, on April 21, 
20 Members of Congress filed a complaint 
with the Civil Aeronautics Board re­
questing, among other things, a general 
rate hearing plus the suspension and in­
vestigation of a number of fare changes 
then being proposed by five airlines. On 
May 8, the Board announced that it had 
decided by a 3 to 2 margin to suspend the 
proposed changes and institute an in­
vestigation as to their lawfulness. 

A,s part of our complaint, we proposed 
a cost-value oriented formula using a 
t~e-distance approach to ratemaking. 
Smee this approach is inherently more 
amiable to airline operations, the Mem-

bers' formula eliminates many of the 
acknowledged inequities in the present 
fare structure on a more rational fair 
and just basis. ' ' 

For example, our formula is designed 
to take into consideration the many 
varying characteristics of the different 
markets such as their composition of 
vacation, pleasure, and business travel 
their elasticity of demand or probability 
of pricing certain services-particularly 
the short-haul traffic-out of the mar­
ket, thei~ state of market development, 
and density of traffic. 

Density of traffic and elasticity of de­
mand are especially important to the 
commercial success of any airline ven­
ture. Historically I am informed that the 
bulk of airline passenger traffic has been 
concentrated within the shorter dis­
tances. As a result, the demand for air 
travel has generally shown a tendency 
to decline with distance. This in turn has 
been demonstrated by the airlines in a 
need for a larger proportion of disconnt 
fares in the long-haul markets to attract 
business, and less of an ability to attain 
as high load factors on long-haul non­
stop flights. 

This fact, of course, has meant that a 
greater percentage of long-haul traffic 
must be served with multistop and con­
necting flights. On the o,ther hand the 
higher occupancy rates achieved ti.sing 
these multistop and connecting services 
has been, and will continue to be par­
tially offset by a greater amount of cir­
cuitry and a higher proportion of inter­
line transfers, both of which tend to 
dilute a fare's actual yield. 

With regards to this latter point, I be­
lieve it is important to point out that the 
Members' formula does recognize the 
fact that the net yield to the carrier is a 
more significant indicator of the prevail­
ing price level and airline revenues than 
the fare per se. It does this with not just 
one, but three different elements: the 
load factor, value adjustment, and time­
distance factors. 

The value adjustment factor, however, 
is really the key element. First, it com­
pensates for the increased dilution 
usually encountered in long-haul mar­
kets from the social and commercial re­
quirement for more common-rating and 
prorating of fares between airlines. Next, 
of course, there is the purely commercial 
need for a greater variety and number of 
discount and promotional fares to bring 
in customers as the unit price per sale 
increases. And finally, the variations in 
yield caused by the changing distribution 
of longhaul traffic between nonstop and 
multistop services. 

From a cost standpoint, Members' 
formula is also designed to compensate 
for the higher costs now being incurred 
in some congested areas by adjusting the 
fare according to the actual cost differ­
ential being experienced in each particu­
lar market. Consequently, it does not 
arbitrarily penalize traffic in different 
city pairs of the same size or at similar 
mileage intervals where no such conges­
tion is being experienced. 

The Member's formula is geared to 
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facts-not assumptions nor presump­
tions. It measures the cost differential by 
individual markets, and by degree of con­
gestion in that market, rather than_ any 
arbitrary grouping. 

Furthermore, the Members' formula is 
designed to give separate attention to 
changes in out-of-pocket costs for such 
items as labor, materials, fuel, landing 
fees, and other services not accompanied 
by improvements in productivity, as well 
as to changes in the rate of return re­
quired to provide an adequate return to 
investors in whatever is the prevailing 
money market. No other formula so far 
put forward by either the carriers or the 
CAB has offered the investor this type of 
protection. 

In other words, unlike all other pro­
posals, the Members' formula provides 
guidelines for fare changes where justi­
fied by changes in the cost and value of 
a service, density of traffic, or dilution of 
the fare. · 

Recently this formula was put to the 
acid test for the first time. In a presen­
tation to a group of Wall Street analysts, 
Mr. Richard W. Klabzuba applied the 
Members' formula to 22 of the top airline 
markets in the United States, and one 
"hypothetical" airline. In his talk, Mr. 
Klabzuba first observed that the airlines 
financial need for increased allowed 
earnings is just and reasonable, and that 
rising cost of labor, materials, and other 
services has not been, and probably could 
not be, off-set by increased productivity. 
On the other hand, when he turned his 
attention to capacity or sales side of the 
formula, he stressed the need for our air­
lines to raise their load factors in order to 
reduce the cost per seat sold, and the 
economic waste caused by conjestion, 
overscheduling, and overcapacity. 

The full text of Mr. Klabzuba's re­
marks follows: 

AN AIR FARE PROPOSAL-ITS IMPACT ON 
EARNINGS 

(By Richard W. Klabzuba) 
It is indeed a pleasure to be with you again 

to discuss the possible impact of the events 
of recent days upon the future earnings po­
tential of our domestic airlines. 

As you are probably well aware, twenty 
Members of Congress and five airlines are 
now engaged in an adversary proceeding.1 
And, as you have so astutely surmized, I am 
allied with these Congressmen in an advisory 
capacity. It is in this latter position that I 
come before you today-to discuss with you, 
as representatives of the investors' interests, 
the issues involved in this case, and to seek 
your advice and counsel as to the recom­
mendations which should be made to these 
Congressmen in the pursuit of this investiga­
tion. 

There is no point in reviewing the events 
leading up to this investigation; they are 
already well documented in great detail in 
the complaint, answers and Board order. 
Rather, let us devote our time to the issues 
involved, to the proposals which I plan to 

· make to the Members of Congress, and to the 
impact of these proposals on carrier earnings. 

First, however, let me clarify one point: 
the revenue-hour is not a formal issue in this 
proceeding. At this time, the two principal 
issues appear to be load factor standards and 
Board procedure. 

Footnotes at end of article. 

Second, I want it clearly understood at 
the outset that the primary objective of the 
recommendations which I plan to make to 
the Congressmen wm be to improve net 
earnings and cash-flow by ( 1) widening the 
operating- and profit-margins in some cases, 

· (2) increasing load factors and (3) reducing 
the cash operating costs . and overhead per 
seat sold or passenger carried. 

As in the past, I will continue to put the 
public interest, investor and consumer, first. 
Which is exactly why I am here today-to 
inform you as representatives of the investors 
of these recommendations and to get your 
comments and suggestions. We have estab­
lished a line of communications which I 
would like to keep open during the critical 
days ahead. For my part, you may be assured 
that your views, favorable and unfavorable, 
will be made known to the Representatives. 

Turning now to those recommendations 
themselves, they will of course be based in 
part upon the revenue-hour approach and 
the cost-value oriented formula. incorporated 
in the Congressmen's complaint. As I in­
formed you the last time I was here, it was 
my inability to accurately project earnings 
( on a mileage basis) which initially sparked 
my interest in this problem. I stili cannot 
project earnings accurately and consistently 
on such a basis, and know of no one else 
who can. 

In formulating these proposals, the first 
step was to determine exactly what the need 
of the air carriers is for revenue sufficient to 
enable them (under honest, efficient and 
economical management) to provide ade­
quate and efficient airline service.2 Since 
earnings, profit and net-income are all deter­
mined by their relationship to costs,3 and the 
Board has repeatedly held that "rates must 
at all times be reason.ably related to costs," • 
it makes eminently good sense to begin by 
determining (A) what the relationship 
should be between profit and cost, and then 
(B) what are the costs. 

Starting with the relationship, it must 
first be noted that the Board has already 
fixed the income element as approximately 
a 10.5 % rate-of-return on investment.6 How­
ever, as many of you who have been faith­
fully following my recent discussion of this 
issue are aware, I am not in total agreement 
with the present approach--specifically, the 
fact that it does not recognize changes in 
the market price of capital. Therefore, for 
the purpose of these recommendations it is 
my intention to use a higher rate-of-return 
which will reflect about an 11 % increase 
since 1960 in the security cost of equity and 
new debt capital.8 I feel the result reached 
using this approach is more fair and reason­
able to the investor. 

Second, as previously observed in the Gen­
eral Passenger Fare Investigation, the mar­
gin-of-return and rate-of-return are math­
ematically related by and through the rate 
of capital-turnover.7 Hence to establish a 
relationship between rate-of-return and cost, 
it is necessary to first fix a rate of investment 
or financial structure turnover. In the case 
at hand, a 1.2 financial structure turnover, 
or 1.4 investment-turnover, is utilized. Con­
sidering debt service as an operating expendi­
ture, the resulting equation produced a 13 % 
operating-margin ( earnings on sales before 
taxes), or a 15% mark-up on costs. 

Finally, regarding the operating expenses, 
the latest published data of the Civil Aero­
nautics Board was used,8 with debt service 
being added in as an operating cost. 

You may recall that the last time I ap­
peared before this distinguished group of 
working analysts, you were given a schedule 
of the revenue requirements for various 
classes of aircraft. I would like to bring that 
schedule up to date. 

Two quick observations: First, operating 
costs have risen during the last year and a 
half for various and sundry reasons whi-ch 
we need not explore here. Second, in accord­
ance with the return formula just outlined, 

·it is necessary to reduce the operating-mar­
gin from 20% (including debt service)to 
13 % , excluding debt service. This is the 
main reason why the changes are so rela­
tively small; I was purposefully more liberal 
last time. 

Anyway, uslng about a 13% operating-mar­
gin or 15 % mark-up, it now appears that a 
2-engine prop-jet requires $460 to $500 per 
hour; a 2-engine jet, $950 an hour; a 3-en­
gine jet, $1,200 to $1,250 per hour; and a 
4-engine jet, $1,600 to $1,650 an hour. The 
two a-engine wide-body jets may need some­
thing in excess of $2,250 to $2,500 an hour 
plus, while a guess on the 747 is probably 
more than $3,000 to $3,400 per hour. Unless 
cash operating costs are brought under con­
trol, it may become necessary to apply a sur­
charge on these aircraft just to break-even. 

One again, the revenue required per pas­
senger-hour to attain these or similar levels 
will vary depending upon differences in op­
erating philosophies between carriers, seating 
configurations, density of traffic, load fa-c­
tors, and value-of-service. Which of course 
brings us to an extremely important part of 
the equation: the need in the public interest 
for adequate and efficient airline service at 
the lowest cost in the sense of the lowest 
fare--and therefore the issue of load factors. 9 

If there is any one issue _which is going to 
be fought tooth and. nail in this investiga­
tion, my guess it is this one-load factors. 

Why? Because the relationship between 
cost, price and load factors underlies the 
whole area of airline profitab111ty, and Mem­
bers of Congress in their complaint have 
specifically requested the Board to take load 
factors into consideration in determining the 
just and reasonable fa.re.10 

As far as you ar·e concerned as financial 
analysts, the main thing at stake in the 
load factor issue is the possibility of a major 
shift in operating philosophy, with the prin­
cipal emphasis shifting from production or 
capacity to sales ... and from revenue to 
earnings. 

Our scheduled airlines are engaged in what 
Edward Chamberlin refers to as "monopo­
listic competition". Since this is something 
different from pure competition or pure 
monopoly, revenues are governed by differ­
ent factors. Under monopolistic competition, 
sales are limited by (1) price, (2) service, 
and (3) the advertising and sales effort, so 
that depending upon demand and costs, 
earnings are determined. by adjustments in 
price, service or selling costs, or a combina­
tion thereof. 

In addition, a distin-ction is drawn between 
the concept of "competitive prices" and 
"competitive profits". The monopoly element 
produce higher rates, but not greater earn­
ings because the competitive element tends 
to bring about greaiter costs. To quote Mr. 
Chamberlin, "Competition, in so far as it 
consists of a movement of resources into the 
industry, reduces profits to the competitive 
level, but leaves prices higher to a degree de.­
pendent upon the strength of the monopoly 
element. Competitive profits, then, never 
mean competitive prices under monopolistic 
competition, for the demand curve is never 
tangent to the cost curve at its lowest 
point." 11 

In this regard, it ls no industry secret that 
the airlines have traditionally considered 
business travel as their primary market. Nor 
that they consider this market to be price in­
elastic. As a result, their primary efforts to 
improve earnings have logically been in the 
direc,tion of adjustments in service and sell­
ing costs, rather than price adjustments. 
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"More and more is price competition evaded 
by turning the buyer's attention towards a 
trade-mark, or by competing on the basis of 
quality or service (or by advertising •.. ) .u 

Nevertheless, as the Supreme Court has so 
eloquently pointed out, it is not the theory 
but impact of the rate order which counts. 

It is rather obvious that the power and 
effect of today's intense airline competition 
is not producing low air fares-the recent 
wave of applications for rate increases attest 
to that. Instead, competition has resulted in 
over-capacity, over-scheduling, low load fac­
tors, smaller operating-margins, and numer­
ous extra ancillary services such as private 
clubs, gourmet dining on certain flights, five 
abreast coach seating, etc. 

In its now famous staff study, the Bureau 
of Economics noted at page 70, "(T) hat the 
fare level affects the volume of service offered 
by the several carriers in the market and that 
a fare set well above cost, based on a rea­
sonable load factor, may contribute to the 
operation of excessive capacity and resulting 
inefficient use of resources. The data devel­
oped in this study suggest that long haul jet 
coach fares are quite high in relation to cost 
of service at even the relatively low load fac­
tors prevailing in the transcontinental mar­
kets. The latter suggests that excess capacity 
is being provided in these areas. It is reason­
able inference that the high level of long 
haul jet coach fares at least tend to support 
such overscheduling which in turn creates 
a need for a higher fare level than would 
otherwise be necessary." 

In their complaint of April 21, the Con­
gressmen pointed out to the Board that 
TWA's passenger load factor between San 
Francisco and New York during the calen­
dar year 1966 was 43%, and 46% in 1967. The 
load factors for the other two principal car­
riers in this market were: American, 52 % 
and 46% respectfully; United 38% and 45%. 

In the larger Los Angeles-New York mar­
ket, the results were considerably better: 
American had a 58 % load factor both years; 
TWA raised its load factor from 46% in 1966 
to 53% in 1967; with United doing about as 
well, climbing from 40% to 45% .13 

On the other hand, it must be remembered 
that dollarwise these are two of the mos'& 
lucrative markets in the United States. To­
gether they probably account for 4 to 5 per­
cent of our total domestic passenger-miles. 
On a revenue-hour basis, the percentum of 
course would be smaller. 

The point, however, is simply this-in two 
of the most lucrative markets in the U.S., 
where the number of competing lines has re­
mained unchanged and a strong rivalry be­
tween carriers contributes to one of the 
:fiercest and most competitive markets in the 
world, the airlines themselves continue to 
compete on the basis of adjustments in 
service and selling costs, not low fares­
with the result that the overall load factor 
for the group was little better than that ex­
perienced by our local service airlines in the 
least lucrative markets. 

By the way, 1966 was a relatively good year, 
one of the two in the last decade when the 
airlines' return exceeded the allowable 10.5 % 
standard. 

Low load factors obviously have an adverse 
affect on cost and fare levels, and conse­
quently are not in the best interest of con­
sumers. Their adverse impact on investors, 
however, is frequently overlooked. Low load 
factors associated with high utilization tend 
to dilute earnings by spreading them over a 
larger operating base; increase current-liabil­
ities at a more rapid rate than other source 
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of funds, thereby making the ailine more 
vulnerable financially to short-term demand 
fluctua tions.1' 

In other words, the total effect of the pres­
ent fare policy can be said to be "unjust 
and unreasonable" because the result 
reached is adverse to the vital interests of 
the consumer and investor. 

To correct this situation, it is my intention 
to suggest to the Members of Congress that 
they continue to press the Board to establish 
certain load factor guidelines in setting fares. 
Specifically, that in markets averaging more 
than 3,000 passengers per day,15 a load factor 
of 70 % be used as the standard; in markets 
larger than 250 to 500 passengers per diem, 
depending upon the size of equipment nor­
mally assigned, a 60% load factor seems rea­
sonable. In the other markets less than 250-
500 passengers per day, it may be necessary 
to adjust the load factor standard somewhat 
downward to provide an adequate minimum 
frequency of service; i.e., 3 to 4 flights per 
day. 

With regards to frequency of service, the 
foregoing load factors should permit the car­
riers to proffer a minimum of 30 to 40 fre­
quencies per day in the larger markets using 
todays equipment, and 12 to 17 flights per­
day with wide-body aircraft. Enough in other 
words to assure the public adequate service 
and viable competition between carriers. 

Finally, of course, the inherent advantages 
of air transportation to the user, and the ef­
fect of rates upon the movement of traffic 
(value-of-service), must not be overlooked, 
at least in the United States where they are 
statutory standards.16 

Some traffic is price inelastic, others are 
not, so that discounts which increase traffic 
and raise load factors should be provided. 
Furthermore, the degree of price elasticity 
tends to shift from market to market, being 
greater in long-haul markets than short-haul 
services. Consequently, base fare levels have 
to be adjusted accordingly. This is accom­
plished with the "value adjustment" element. 

In the recommendations at hand, an 85 % 
value adjustment ( or 15 % discount) is used 
for most short- to medium-haul services. 
An 80% adjustment, or 20% overall discount, 
is used for the longer services to allow for a 
greater proportion of pleasure travel and 
greater degree of circuity in travel. 

Given the foregoing, it appears that a just 
and reasonable level of fares in the s-ixty per­
cent load factor markets should be $22.50 
per passenger-hour where the value adjust­
ment is 85 % , and $24 per passenger-hour 
where there is an 80% value adjustment. 

Where the load factor is 70 % , an incen­
tive should be proffered to the carrier be­
cause of the greater productivity, larger risk 
and lower fare. Granting such an incentive 
in. the range of 11 to 12 percent, it appears 
that on high-density routes fares should be 
$20 per passenger-hour with an 85% value 
adjustment, and $22 per passenger-hour 
with the larger 80% adjustment. 

In the case of high-density economy or 
thrift-fare services, where few discounts are 
proffered other than children's fares, a 90 % 
adjustment seems more reasonable, so that 
the base fare should be $18.50 per passenger­
hour. 

These fares should yield an average rev­
enue of about $19.20 per pas'Senger-hour at 
60% load factors; $16.75 at the 70% load 
factor. The gross earnings will be about $2.40 
to $2.50 per passenger-hour, with a net of 
$1.20 to $1.25 before investment and other 
tax credits. In other words, an adequate and 
consistent level of earnings th-at will enable 
the airlines to compete vigorously for capi-

tal funds in the open market without any 
need to resort to changes in accounting tech­
niques to bolster results. 

The internal cash generation, or cash-flow, 
will be somewhere between $2.60 and $2.95 
per passenger-hour, with a return on invest­
ment (the Board's test of reasonableness) 
ranging from $1.50 to $1.60 per passenger­
houl'. 

The return per mile will of course vary de­
pending upon the block speed of the air­
craft. Unfortunately due to the numerous 
variations in operating characteristics, block 
speeds do not at all times vary uniformly 
with mileage, so a specific yield per mile by 
mileage-blocks has no reasonable value. It 
is worthless data. Nevertheless, because some 
of you might find the return per mile by 
block speed increments of some limited use 
for comparative purposes, I have included 
them in the hand-out. 

If you use this schedule, use it with a great 
deal of caution. Remember, you cannot use 
the data on a cumulative or average basis­
it has value only for a specific block speed. It 
has no relevance to length of haul; e.g., since 
United's flight time between New York­
Washington is about the same as that be­
tween San Francisco-Los Angele.s, it needs 
about the same revenue per passenger, re­
gardless of the difference in mileage. 

Returning to the revenue-hour basis, where 
an aircraft is leased, it appears the leasdng 
payments will range from $2.80 per passen­
ger-hour at a 70% load factor, to around 
$3.40 at 60%, leaving a net-earnings, cash­
flow and return on investment of between 
55¢ to 60¢ per passenger-hour. 

To give you a "feel" for these fare levels 
from another angle, I have applied them to 
22 of the top 25 markets in the U.S. in 1967 
in terms of number of passengers airlifted.17 

The number of passengers have been in­
creased by 28% per market to reflect a 13 % 
per year traffic growth. 

Please note, you are not being quoted 
just a fare or its potential revenue-you are 
being handed its projected level of earn­
ings, cash-ftow, service on debt (interest plus 
principal, the latter computed at one-half of 
the annual depreciation allowance) and lease 
payments. The leasing payments were in­
cluded because, among other things, the de­
gree of leasing has a material impact on 
earnings, cash-fl.ow and debt service. 

This is the kind of evidence I will suggest 
the Members of Congress offer the Board. 
It is the kind of evidence I would expect the 
carriers to come forth with too, so that the 
Board will be able to render an enlightened, 
intelligent, business like decision that pro­
tects your interest. ' 

Some of the fares in the schedule are equal 
to those now in effect or proposed. Many are 
less. Others may be greater. Where the fares 
are the same, I shall recommend its approval. 
Where the hourly fare ls greater, I shall sug­
gest the Congressmen move for its adoption 
Just the same as when it is lower. 

Your attention is invited to another fact. 
If you used the 50% load factor rate with 
an 85 % value adjustment--the $27 per pas­
senger-hour fare level-and multiplied it by 
5% aircraft-hours, you will come up with a 
$144 fare. The present transcontinental fare 
is $145. Thus you can see that the projected 
reduction in some fares is primarily attribut­
able to the adjustment in the level of service, 
or load factors, not the ratemaking formula. 
The revenue-hour equation, a cost-value 
oriented formula, merely explains what is 
going on . . . and what specific corrective ac­
tion should be taken. 

Second, you will observe that this $27 fare 
level does not produce any greater earnings, 
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cash-flow, etc. per available seat-hour than 
the $22.50 level. It just reqUires more seat­
hours, more aircraft-hours, and a greater 
cash expenditure to provide the same amount 
of service. 

In its order granting suspension of the 
fare proposals, the Board observed "Another 
significant aspect of an unnecessary increase 
in unused capacity ls the corresponamg 
growth in investment and fixed charges." 
High fare levels produce larger investments. 
Large investments can mean greater poten­
tial dilution in earnings per share when traf­
fic turns sour, reduce appreciation when the 
market turns around. 

On the liability side of the Balance Sheet 
and Income Statement, larger fixed charges 
narrow the margin of safety, while greater 
cash costs associated with over-scheduling 
increase current-liabilities, thereby increas­
ing short-term financial hazards and lessen­
ing the chance of turning revenues into 
earnings. 

Higher fares are not in the consumers' in­
terest. Are they in the investors' interest if 
they cannot be turned consistently into earn­
ings? 

It should also be noted that there seems to 
be some difference of opinion at the Board 
with regards to this question of over-capac­
ity. The Chairman seems to feel there may be 
some excess capacity, while Member Adams 
has specifically not associated himself with 
respect to certain statements regarding 
equipment purchases or excess capaclty.1a 

Who ls right? Probably both gentlemen. 
The Chairman ls correct with respect to 

the long- and medium-haul routes where 
the yield per hour ls high. Member Adam's 
opinion, however, is equally valid; there 
probably ls not too much excess capacity in 
the short- and medium-haul markets where 
the yield per hour is lower. Two opposing 
views, yet both are probably equally right. 
Please observe again, however, you can only 
really arrive at the reason for this conclu­
sion on the revenue-hour basis. 

To give you yet another "feel" for these 
fare levels and their impact on earnings, this 
time from an investor viewpoint, they have 
been applied to the 1969 fleet of one of the 
Big-4 carriers . . . United. For the purposes 
of this demonstration the following two oper­
ational parameters were used in addition to 
the presumption of a 60% load factor; ut111-
zation of aircraft on-hand, 2,800 hours per 
annum (7% hours per diem); aircraft deliv­
ered during 1969, one half the annual rate or 
1,400 hours per annum. 

The results: Gross earnings of $162 million 
on sales of $1,348 million, with an after tax 
profit before investment and other tax credits 
of $81 million. Assuming 19 million shares of 
stock to be outstanding, the earnings per 
share comes to $4.26. 

Thus you have now been given an air fare 
proposal and its impact on earnings in five 
different ways-by available seat, by pas·sen­
ger, by aircraft-class, by market and by car­
rler--on both a mileage as well as hourly 
basis, plus per share. As the song says, "Who 
could ask for anything more?" 

In support of their recent proposals, the 
airlines have repeatedly asserted' that it ls 
generally known and accepted in the air car­
rier industry that there ls an urgent need for 
additional revenues because, among other 
things, the carriers' rate-of-return has been 
alarmingly low and now shows every indica­
tion of being lower than had been expected 
last February. According to C.A.B. statistics, 
only twice during the last decade has the in­
dustry's return exceeded the allowable 10.5%, 
and it has never reached that level on the 
basis of a 5-year weighted average. 

While it is true the Supreme Court has said 
that a public utility ls entitled to such rates 
as will permit it to earn a return equal to 
that being made on investments in other 
business undertakings attended by corre­
sponding risks and uncertainties, the Board 
does not have the power to arbitrarily hold 
up earnings to some fixed level, for the Court 
has also held "It cannot be said that a cor­
poration is entitled, as of right, and witnout 
reference to the public, to realize a given 
percent upon its capital stock." 

For this reason, even though I may be per­
sonally sympathetic to the carriers' need for 
greater earnmgs, I do not believe that an 
airline can demonstrate to the Board, the 
Members of Congress, an Administration try­
ing to fight inflation, nor the farepayer him­
self, the justification for increasing its earn­
ings by way of a rate increase when it has not 
even sold 55 to 60 percent of its production 
during the best years in the most lucrative 
market in the United States. They just are 
not going to buy that argument! 

From what has just been said, it may ap­
pear that I am being critical of management, 
but I am not. Before you criticize manage­
ment look at the facts. 

Monopolistic competition and a fixed re­
turn both discourage economy and efficiency. 
Independently, each ls a powerful deterrent 
to efficiency. Fuse them together with a spice 
of licensing restrictions and you unleash a 
potent new destructive economic force which, 
like an A-bomb, is capable on inflicting un­
told economic and social devastation on 
society. 

It is the combination of these forces work­
ing upon management, rather than undis­
ciplined management action, that has 
brought us to the financial crises we face to­
day. It ls the combination of these forces 
which must be harnessed for the benefit of 
the investor and consumer, instead of his 
destruction. This can come only from recog­
ni tlon of the cause of the effect, followed by 
enlightened, intelligent, well-informed, to­
tally objective and unbiased regulation. 

In summary, it ls my opinion that there 
will be no general fare increase this year. 
There may be some selective increases where 
the yield per hour ls not sufficient, at reason­
able load factors, to enable the carriers to 
provide adequate and efficient service at a 
fair profit. There will be increasing pressure 
to improve load factors in order ( 1) to lower 
the cost per seat sold even though this will 
probably temporarily increase the cost per 
available seat, 111 (2) to reduce the economic 
waste of our resources--alrcraft, airports, air­
ways 20-and most important of all ( 3) to en­
able the nation to get more productivity out 
of its public expenditures, a matter which 
ls at present of vital interest to the Adminis­
tration and Congress who are pressed for 
funds, looking for ways to curb inflation, ,and 
trying to hold down taxes • . . especially 
since such improvements in load factors can 
lower fa.res and improve earnings to investors. 

Like other men before me, I too have a 
dream, one which can become a reality later 
this year. It ls simply this: any man or 
woman can fly round-trip to anywhere in 
the continental U.S. for an excursion fare of 
$200 or less, whether that be from Presque 
Isle, Maine to San Diego, or Key West to 
Aberdeen, Washington. That John Q. Public, 
traveling at his own expense can go any­
where and back in the entire United States 
(with the possible exception of some out­
lying points in Alaska) for no more than 
t400. One nation, one people, without regards 
to race, creed or location. And may be, Just 
may be, such a sales oriented attitude a.a 
the "contlnental-100" and "natlonal-200" 

will be as financially rewarding to the alr 
carriers a.s the $1 phone rate has been to the 
communications carriers. 

Gentlemen, tha,t's it. I have done my thing. 
I have had my say. Now, how say you? 

FOOTNOTES 

1 Rep. John E. Moss, Richard T. Hanna, 
Harold T. Johnson, George E. Brown, Jr., 
Edward R. Roybal, John T. McFall, Phillip 
Burton, Charles H. Wilson, Lionel Van Deer­
lin, George P. Miller, Glenn M. Anderson, 
Robert L. Leggett, Chet Holifield, Jerry L. 
Pettis, Don Edwards, Augustus F. Hawkins, 
Walter S. Baring, Jeffery Cohelan, B. F. Sisk 
and William S. Mailliard, and American Air­
lines, Braniff Airways, Trans World Airlines, 
United Air Lines and Western Air Lines. 

2 Sec. 1002(e} (5) of the Federal Aviation 
Act of 1958. 

a Richard W. Klt1.bzuba, "Airline Fare Struc­
ture and Future Earning Power," Congres­
sional Record, vol. 113, pt. 22, pp. 30488-
30490. 

'Air Freight Rate Investigation, decided 
April 21, 1948; C.A.B. Reports, Vol. 9, pp. 
921, 924. 

& General Passenger Fare Investigation, de­
cided November 25, 1960; C.A.B. Reports, 
Vol. 32, p. 291. 

• Richard W. Klabzuba, "Earnings Tests 
Should Promote Efficiency," Air Trans'[)O'T"t 
Worl4, Washington, Vol. 6, No. 4 (Aprll 1969) 
pp. 53-54. 

1 General Passenger Fare Inv·estigation, 
op. cit., 295. 

s Civil Aeronautics Board, Aircraft Oper­
ating Cost and Performance Report, supple­
ment dated April 15, 1969; 12 months ended 
June 30, 1968. 

e Sec. 1002(e) (2) of the Federal Aviation 
Act of 1958. 

10 "Complaint of Members of Congress and 
Air Transportation Users with Request for 
Tariff Suspension and a. Genera.I Rate In­
vestigtaion," Congressional Record, Washing­
ton (April 23, 1969), pp. 10120-10133. 

u Edward Chamberlin, The Theory of Mo­
nopolistic Competition, Harvard University 
Press, Cambridge, Massachusetts (1933) 
p. 88. 

lll Ibid., 73. 
1s Peter Clegg, "The New American," Aero­

plane, London, Vol. 116, No. 2962 (July 24, 
1968) pp. 4, 8. 

u In 1968, for example, American Airlines 
increased its current-liabilities by about 
11.5%, while its passenger load factor was 
dropping 5.8 % • 

151,095,000 passengers per annum. 
ie Sec. 1002(e) (1) and (4) of the Federal 

Aviation Act of 1958. 
11 The two Miami markets are excluded be­

cause they involve peak-responslblllty pric­
ing problems that necessitate more than jus·t 
Excursion fares and Value adjustments, and 
hence are beyond the scope of the case at 
hand. The San Francisco-Los Angeles market 
ls not included because the rate is established 
by the intra-state carrier, and its block time 
for ratemaklng is approximately 0.75 air­
craft-hours as opposed to 0.97 aircraft-hours 
for the trunklines. 

lB "Report on Meeting Between the Civil 
Aeronautics Board and the Domestic Trunk­
line Carriers on Domestic Passenger Fares,'' 
Civil Aeronautics Board, Washington (no 
date), pp. 7, 8. 

19 "(V) lewed as a cost problem, it ls evi­
dent that trimming flight assignments over 
long-haul routes would tend to produce the 
greatest cost savings per flight removed ...• 
Measured in dollars, the economic waste will 
continue to increase if scheduling continues 
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as it has in the past." Ronald E. Miller, Do­
mestic Airline Efficiency, The M.I.T. Press, 
Cambridge, Massachusetts (1963) , p . 134. 

20 "1. In general, the greater the total de­
mand between city-pairs, the greater the ab­
solute amount of overscheduling. 2. In gen­
eral, the smaller the intervening distance 
between city-pairs (i.e., the shorter the 
route), the greater the amount of oversched­
uling .•.. 1. The most competitive routes 
always exhibit a great deal of overschedul­
ing; the more competitive the route, the 
worse this overscheduling becomes." Ibid., 
108, 109. 

TABLE !.-Relative revenue requirements for 
various types of aircraft equipment per 
aircraft hour flown, U.S. Domestic Services 

Equipment type: 

2-engine prop-jet ____ __ _ 
2-engine jet ______ _____ _ 
3-engine jet _______ ____ _ 
4-engine jet _____ ______ _ 
3-engine wide-body jet __ 
4-engine wide-body jet __ 

Y i eld requi red 
per aircraft-hour 

$460 to $500 
$950 

$1, 200 to $1,250 
$1 , 600 to $1,650 
$2,250 to $2,500 
$3,000 to $3,400 

TABLE 6.-Price and earnings paradigms for 
U.S. domestic air carrier service by carrier, 
1969 projected fleet of Uni ted Air Lines 

Operating revenues _____ __ __ $1, 348, 000, 000 
Gross earnings___________ __ $162,000,000 
Net earnings before invest-

ment and other tax credits 
Cash-flow ---------------- -
Return on investment ____ __ _ 
Shares of stock outstanding 
Net earnings per share _____ _ 

$81 , 000, 000 
$179,000, 000 
$105, 000, 000 

19,000,000 
$4. 26 

TABLE 2.- PRICE AND EARNINGS PARADIGMS FOR U.S. DOMESTIC AIR CARRIER SERVICE BY AVAILABLE SEAT-HOUR AND 
PASSENGER-HOUR 

Per seat 

$10. 00 
1. 50 

Dollars per revenue-hour 

Per passenger (load factor) 

50 percent 

$20. 00 
3. 00 

60 percent 

$16. 70 
2. 50 

Statutory revenue need _________________ -------- - - - - - --- 11. 50 23. 00 19. 20 
Rate level required after value adjustment for circuity and pro-

motional discounts: 
80 percent adjustment___ ______ _____________ ___________________________ _ 29. 00 24. 00 
85 percent adjustment_______ ____________________ ________ __________ _____ 27. 00 22. 50 
90 percent adjustment_ ___________________________________________________ ___ _____________ _________ _ 

Estimated average yield per unit : 
Revenue ____ ___ ___ ____ _________________ -------------- - -- 211. 50 23. 00 19. 20 
Gross earnings ___ ----_______________________________ _____ 21. 50 3. 00 2. 50 
Net earnings(at 50 percent>---- --------------------------- 2 . 75 1.50 1.25 
Cash flow (internal cash generation)_________ _______________ 21. 75 3. 50 2. 95 
Return on investment (CAB test)___________________________ 21. 00 2. 00 1. 60 

70 percent 

$14. 35 
12. 40 

16. 75 

22. 00 
20. 00 
18. 50 

16. 75 
2. 40 
1. 20 
2. 60 
1. 50 

• Includes $0.25 per passenger incentive for lower rates than 60 percent load factor ; that is, 11 to 12 percent lower fares. 
2 Yield per seat greater at 70 percent load factor fares. 

TABLE 3.-PRICE AND EARNINGS PARADIGMS FOR U.S. DOMESTIC AIR CARRIER SERVICE BY PASSENGER-MILE ACCORDI NG 
TO BLOCK SPEED 

Dollars per revenue-hour and mile per passenger 

Load factor 50 Load factor 60 
percent percent Load factor 70 percent 

80 85 80 85 80 85 90 
Va lue adjustment for circuity and discounts percent percent percent percent percent percent percent 

Rate per passenger-hour _____________________ ___ $29. 00 $27. 00 $24. 00 $22. 50 $22. 00 $20. 00 $1 8. 50 
Rate per mile at block-speed of-

~~~ ~:::: ~=~ ~~~~ =: :: :: :: :: : : : : == :: : ==:::: 
• 145 . 135 . 120 . 113 • 110 .100 . 093 
• 097 . 090 . 080 • 078 • 073 . 067 . 062 

;~~ ~:::: ~:~ ~~~~=::: :: :::::::::=::::::::= 
. 072 . 068 • 060 . 056 • 055 • 050 . 046 
• 058 • 054 . 048 • 045 • 044 . 040 . 037 

TABLE 4.-PRICE AND EARNINGS PARADIGMS FOR U.S. DOMESTIC AIR CARRIER SERVICE BY MARKETS, 1969 

Market 

Chicago- St. Louis 1 ___ -------------------- -- - - - --- --- ----
Chicago- Baltimore/Washington 1 __ _____ ___ ______ __ _____ __ _ 

~~~a~~;~~ivueJ~~~ /_-:: =: := ==== : = ===: === =========== == == := = 

~~f c::_eJl:fi;de:1~~~a-( ===:: =: =: = =: : :: =:: =: = = == ==: = = =: = = == New York-Atlanta ____ ___ ____ ________________ __________ _ _ 

Value 
Blocktime Load factor adjustment 

hours percent percent 
Jet coach 

fare 
Excursion 

fare 
Sales 

(millions) 

Gross 
earning Cash flow 

(millions) (mill ions) 

Debt 
service 

{millions) 

Lease 
payment 

(millions) 

0. 84 70 85 $17 $26 $43. 9 $6. 0 $6. 3 $2. 4 $0. 7 
. 91 70 85 20 30 41. 9 5. 7 6. 0 2. 3 . 7 

2.00 70 85 42 63 74.1 10.1 10.6 4. 0 1.1 
. 97 70 90 - -- -- -- -- -- - - -- ____ -- _ -- ----- -- -- -- __ -- __ __ - - - - - -- - -- - - -- -- - - -- ------ - - -- -- -- ____ __ -

2. 60 -- - ------ ---- --------------- - -------------- - - - - ------------------- - - - ------ --- - -- -- - --------- - ---- - ---------
5. 33 60 80 128 192 123. 5 15. 2 17. 5 6. 9 1. 9 
. 78 60 85 18 27 16. 7 2. 1 2. 4 • 9 • 2 

1. 44 60 85 33 50 28. 3 3. 5 4. 0 1. 6 . 4 
3. 90 60 80 94 141 70. 9 8. 8 10. 0 4. 0 1. 1 
1.10 60 85 25 38 20. 3 2. 5 2. 9 1.1 . 3 
5.33 60 80 128 192 88.0 8.4 11.4 5.1 1.4 
1. 15 60 85 26 39 19. 5 2. 4 2. 8 1. 1 . 3 
• 93 50 85 21 32 15. o r. 9 2. 1 • 8 . 2 

1. 33 60 85 30 45 20. 6 2. 5 2. 9 1. 2 . 3 
1.20 60 85 27 41 17.3 2. 1 2. 4 .9 . 3 
2. 67 --- -- -- -- ---- ---- -- -- ____ -- __ -- _ --- -------------- ------------ -- -- ------ ---------- -- ---- -- -- -- ---- -- - - - - - - -
3. 90 60 80 94 141 52.3 6.5 7.4 2.9 .8 
1. 63 60 85 37 56 21. 5 2. 7 3. 0 1. 2 . 3 
• 95 60 85 22 33 12. 0 1. 5 1. 7 • 7 . 2 

1. 67 60 85 38 57 27. 7 3. 4 - 3. 9 1. 6 . 4 
1.10 60 85 25 38 13.2 1.6 1. 9 .7 .2 
1. 05 60 85 24 36 12. 1 1. 5 1. 7 • 7 • 2 
2. 15 60 85 49 74 24. 1 3. 0 3. 4 1. 4 . 4 
1. 84 60 85 42 63 20. 4 2. 5 2. 9 1.1 . 3 
2. 00 60 85 45 67 20. 7 2. 6 2. 9 1. 2 . 3 

1 Markets involved in CAB docket No. 20928. Block time: ratemaking time not actual flight time. Jet coach fare : one-way. Excursion fare : round trip. 10 percent of equipment leased. 

SUCCESS OR FAILURE-NEIGHBOR­
HOOD DEVELOPMENT PROGRAMS 

(Mr. BUTTON asked and was given 
permission to address the House for 1 
minute, to revise and extend his remarks 
and include extraneous matter.) 

Mr. BUTTON. Mr. Speaker, I have to­
day introduced H.R. 13271 which seeks 
to give the city of Schenectady, N.Y., in 
my congressional district, more time to 
win Federal approval for its neighbor­
hood development program. This would 
be accomplished by safeguarding sub­
stantial credits in excess of $2 million 
generated by construction of school fa­
cilities in the NDP project area. 

Schenectady's NDP application has re­
ceived approval in the New York Re­
gional Office and is now awaiting review 
and evaluation here in Washington. But, 
Mr. Speaker, a very serious time prob­
lem exists with respect to approval of 
this application. The problem was not 
created by the application itself, but by 
the city's good-faith reliance on the abil­
ity of the Department of Housing and 
Urban Development to fund neighbor­
hood development programs. HUD last 
year urged many cities, Schenectady in­
cluded, to convert their renewal pro­
grams to NDP, and they did convert. 
They converted their programs and then 

HUD froze all NDP grant approvals after 
April 30, 1969. In other words, Mr. 
Speaker, had Schenectady gone ahead 
with its original plans and not applied 
under the new NDP, which was said at 
the time to be sufficiently funded, the 
city presumably would not be in this 
predicament of possible loss of these con­
siderable credits--conditioned, of course, 
on later approval of its NDP application. 

Mr. Speaker, the city's share of the 
cost of this program depends upon the 
use of these credits developed as a re­
sult of the construction of the Martin 
Luther King Elementary School and the 
modernization of the Steinmetz Junior 
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High School. Construction of these two 
schools began on August 1, 1966, so that 
the credits will expire today, August 1, 
1969. Without these credits, little possi­
bility exists of the essential renewal work 
proceeding inasmuch as Schenectady's 
financial resources are barely sufficient 
to meet current operating costs. Because 
of this inequity, Mr. Speaker, something 
must be done to preserve these credits if 
the program is improved at a later date. 

Interest and enthusiasm for this proj­
ect in the community are at a high level. 
It is extremely important, Mr. Speaker, 
that the Congress face the crisis of our 
cities. If we hold out hope one day and 
retreat the next, residents in our deteri­
orating, older, core cities of the Nation 
will continue to view with suspicion the 
Federal Government's sincerity in pro­
viding better environment and a new 
life for many of its citizens. 

It is my understanding that there are 
up to 20 cities throughout the Nation 
which are facing similar loss in credits 
which will also impair their renewal 
plans. 

Mr. Speaker, Schenectady is not alone 
in this problem. Since H.R. 13271, the bill 
I introduced today, is designed to only 
assist Schenectady with its long-term 
neighborhood development program, I 
would urge other Members of Congress 
to join with a similar measure affecting 
cities similarly situated. Or, better yet, 
Mr. Speaker, the Housing Subcommittee 
of the Banking and Currency Commit­
tee might consider some general legisla­
tion, when it next meets in executive 
session, that would cover all these cities 
which have lost or will lose credits. Such 
action by the committee would cure the 
administrative problem resulting from 
changeovers from renewal to neighbor­
hood development programs. 

Perhaps a 1-year extension of the 3-
year period in the case of any community 
facing loss of credits would be an equi­
table solution. In any case, Mr. Speaker, 
something must be done. 

At this point in the RECORD, Mr. 
Speaker, I include the contents of H.R. 
13271. 

H.R. 13271 
A bill to permit expenditures in connection 

with certain schools in Schenectady, New 
York, to be counted as local grants-in­
aid to federally assisted urban renewal 
projects and neighborhood development 
programs in Schenectady 
Be it enacted by the Senate and Ho1tse of 

Representatives of the United States of 
America in Congress assembled, That, not­
withstanding the date of the commence­
ment of construction of the Martin Luther 
King Elemer_tary School and the Steinmetz 
Junior High School in Schenectady, New 
York, local P.Xpenditures made in connection 
with such schools shall, to the extent other­
wise eligible, be counted as local grants-in­
aid for federally ascis';ed urban renewal 
projects and neighborhood development 
programs in Schenectady that will be served 
by such schools. 

WARSAW UPRISING DAY AUGUST 1, 
1969 

The SPEAKER. Under a previous or­
der of the House, the gentleman from 
New York (Mr. ROONEY) is recognized 
for 20 minutes. 

Mr. ROONEY of New York. Mr. Speak­
er, today we are privileged to join with 
the membership of our patriotic Polish­
American societies in commemorating 
one of the greatest acts of heroism to 
be recorded in modern history. Today 
marks the 25th anniversary of the War­
saw uprising. 

Few times in history have the en­
slaved and oppressed people of a coun­
try given such an heroic account them­
selves in such a valiant fight as did the 
thousands of citizens of Warsaw in an 
effort to free themselves of the Nazi 
rapists and butchers who held them in 
intolerable subjugation. 

With a sudden and impassioned zeal 
of patriotic fervor PoHsh men, women, 
and children with full realization of the 
overwhelming odds against them rose up 
en masse against their oppressors. For 
63 days they fought the Nazis with every 
conceivable weapon which they could 
acquire, hoping to dislodgP the overlords 
from their beloved capital. If this goal 
were achieved, they hoped Poles 
throughout the Nation would join in a 
massive revolt. 

For 2 months the streets were daubed 
with patriots' blood as day after day 
courageous Poles gave their lives to at­
tain freedom. 

So it was that more than 200,000 of 
these heroic people perished at the hands 
of the Nazis while Russian Communist 
troops stood by and saw them die. 

It should not be said that these noble 
fighters died in vain. Their valor and 
their dedication to a precious ideal gave 
new heart to the fighting forces of the 
Allies and new courage to all the people 
mobilized to halt the Nazi waves of ter­
ror and bring an end to the reign of suf­
fering and horror which the mad Fuhrer 
had launched. 

How tragic it is that once the Nazis 
had been overcome and the people of 
Poland regained some of their freedom 
that all too soon they would find them­
selves once more being ruled by an alien 
power and deprived of all self-de­
termination. 

Mr. Speaker, the people of Poland to­
day need the help and sympathetic 
understanding of every American. They 
need our help to see them through one 
painful experience after another. Even 
though there have been some social and 
economic improvements which they have 
attained in spite of the Kremlin's domi­
nation of their lives, the Polish people 
are far from content with their false 
leaders and the existence which they 
are forced to endure. 

The hunger for freedom by every 
Polish patriot can never be sated by the 
rule of aliens no matter how tolerant or 
benign that rule might be-which it is 
not. The thirst for complete independ­
ence cannot be slaked by occasional pal­
liatives or partial concessions. 

No, Mr. Speaker, for centuries the peo­
ple of Poland have kept the spark of 
liberty glowing even in the face of pro­
longed and bitter adversity. Because of 
this great love for freedom which ante­
dates our very existence, and because of 
the great help given by Polish patriots to 
the attainment of our own freedom, we 
must not let the Polish people down in 

their present tragic hour of need. We 
must join with all Polonia throughout 
this country to do our utmost to bring to 
Poland a measure of that freedom for 
which the citizens of Warsaw fought so 
gloriously. 

NEED FOR WAGE-PRICE 
GUIDEPOSTS 

The SPEAKER. Under a previous or­
der of the House, the gentleman from 
Wisconsin (Mr. REuss) is recognized for 
20 minutes. 

Mr. REUSS. Mr. Speaker, I have pre­
pared for introduction today H.R. 13278, 
a bill to reinvigorate wage-price guide­
post policy the Nixon administration has 
rejected. 

The recent steel price increase and 
other price increases in copper, nickel, 
zinc, and aluminum in the past several 
months will, unless rolled back, lead to 
another round of price increases in 
everything from automobiles to safety 
pins. 

Yet the Nixon administration stub­
bornly sticks to its doctrinaire position, 
contradicted by every fact of economic 
life, that monetary and fiscal policy is 
alone enough to fight inflation. 

My bill directs the Council of Eco­
nomic Advisers to prepare wage-price 
guideposts "after full consultation with 
representatives of business and orga­
n ized labor." A three-man price-wage 
stabilization board is then "to study 
actual or imminent price and wage be­
havior inconsistent with the guideposts, 
to hold public hearings on their justi­
fication, and to report to the Govern­
ment and the public whenever such 
price or wage behavior in fact threatens 
economic stability together with its rec­
ommendations for action." 

R estrictive fiscal and monetary meas­
ures are appropriate and effective for 
controlling price and wage behavior 
caused by overall excessive demand, but 
may be ineffective with respect to indi­
vidual price and wage behavior, particu­
larly in industries with large firms or 
unions. My bill provides a mechanism 
for bringing to bear an informed public 
opinion in order to restrict such price or 
wage behavior when it threatens na­
tional economic stability by causing in­
flation. 

The text of H.R. 13278 follows: 
H .R. 13278 

A bill to amend the Employment Act of 1946 
to bring to bear an informed public opin­
ion upon price and wage behavior which 
threatens national economic stability 
Be it enacted by the Senate and House of 

Representatives of the United States of 
America in Congress assembled, 

DECLARATION OF POLICY 
SECTION 1. The Congress hereby declares 

that a new mechanism is needed to carry out 
the aims of the Employment Act of 1946 to 
promote maximum employment, production, 
and purchasing power (which includes the 
concept of reasonable price stability). Re­
strictive fiscal and monetary measures are 
appropriate and effective for controlling 
price and wage behavior caused by overall 
excessive demand, but may be ineffective 
with respect to individual price and wage 
behavlor in industries with large firms or 
unions. This Act provides a mechanism for 
bringing to bear an informed public opin-
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ion in order to restrain such price or wage 
behavior when it threatens national eco­
nomic stab111ty by causing inflation. 

DETERMINATION OF PRICE-WAGE GUIDEPOSTS 

SEC. 2. (a) Section 4(c) of the Employment 
Act of 1946 is amended by &triking out the 
period at the end of paragraph (5) and In­
serting a semicolon, and by adding at the end 
thereof the following new paragraph: 

"(6) to transmit to the joint committee 
not later than January 20 of ea,ch year prlce­
wage guideposts which would, if observed, 
achieve noninflationary price and wage be­
havior. Such price-wage guideposts shall be 
arrived at after full consideration of proba­
ble productivity increases, and after full con­
sultation with representatives of business 
and organized labor.'' 

(b) Section 5(b) of the Employment Act 
of 1946 is amended by striking out "and" at 
the end of paragraph (2), by striking out the 
period at the end of paragraph (3) and in­
serting a semicolon, and by adding at the end 
thereof the following new paragraph: 

"(4) to review the price-wage guideposts 
transmitted to it by the Council. If the joint 
committee determines that such guideposts 
are not appropriate to thei:!' purpose, it shall 
promptly report to the Senate and House of 
Representatives a bill or resolution setting 
forth appropriate price-wage guideposts. The 
price-wage guideposts transmitted to the 
joint committee by the council shall take 
effect upon transmittal, and shall remain in 
effect until such bill or resolution is enacted, 
or until superseded by the Council. Any bill 
or resolution relating to price-wage guide­
posts shall be referred to the joint committee. 
Such bill or resolution shall be eligible to be 
reported to the Senate by the members of 
the joint committee who are Members of 
the Senate, and to the House of Representa­
tives by the members of the Joint commit­
tee who are Members of the House of Repre­
sentatives." 

DETERMINATION OF PRICE-WAGE BEHAVIOR 
INCONSISTENT WITH GUIDEPOSTS 

SEC. 3. (a) The Employment Act of 1946 
ls amended by adding at the end thereof the 
following new section: 

"SEC. 6. (a) There ls hereby created in the 
Executive Office of the President a Price­
Wage Stabllization Board made up of three 
distinguished citizens recognized for their 
devotion to the public interest, who shall be 
appointed by the President, by and with the 
advice and consent of the Senate. The Presi­
dent shall designate one of the members of 
the Board as Chairman. 

"(b) It shall be the duty of the Board to 
study actual or imminent price and wage be­
havior, particularly in industries with large 
firms or unions, inconsistent with the prlce­
wage guideposts; to hold public hearings 
where necessary on such actual or imminent 
price or wage behavior which threatens na­
tional economic stability; and to report 
promptly to the President, the Joint Com­
mittee, the Council and the public any such 
price or wage behavior which does in fact 
threaten national economic stablllty, to­
gether with findings and recommendations 
on action in the public interest to be taken 
by the President, the Congress, or the parties 
concerned. 

"(c) For the purposes of carrying out Its 
functions under subsection (b) above, the 
Wage-Price Stablllzation Board may admin­
ister oo.ths, and require, by subpena or other­
wise, the attendance and testimony of such 
witnesses and the production of such books, 
records, correspondence, memorandums, pa­
pers, and documents as the Board may deem 
advisable. The provisions of sections 102 
through 104 of the Revised Statutes of the 
United States (2 U.S.C. 192-194) shall apply 
in the case of any failure of any witness to 
comply with any subpena or to testify when 
summoned under authority of this section. 

CXV--1378-Part 16 

"(d) To enable the Board to exercise its 
powers, functions, and duties under this Act, 
there are authorized to be appropriated such 
sums as may be necessary." 

PUERTO RICAN CONSTITUTION DAY 
The SPEAKER. Under a previous order 

of the House, the gentleman from New 
York (Mr. RYAN) is recognized for 10 
minutes. 

Mr. RYAN. Mr. Speaker, I wish to 
extend hearty congratulations and good 
wishes to the people of the great Com­
monwealth of Puerto Rico on the oc­
casion of the 17th anniversary of their 
attainment of self-government which 
took place July 25. In celebrating Puerto 
Rican Constitution Day, we commemo­
rate far more than the constitution 
which went into effect on July 25, 1952, 
·making Puerto Rico virtually autono­
mous. That event-made possible by the 
enactment of U.S. Public Law 600 of the 
81st Congress-a landmark in Puerto 
Rican history, saw the emergence of 
"a new political mutation"-in the words 
of Luis Mufi.oz Marin-which is the 
distinctive contribution of the Puerto 
Rican Commonwealth whose status "as 
n. free and associated state or community 
is a new dimension", according to Carl 
J. Friedrich, "in Federal Government." 
Here was created a self-governing com­
munity established by a mutually agreed­
upon compact, a contractual relation­
ship defining the conditions of freedom 
and self-government in terms which ad­
mit of no change without mutual con­
sent. Whatever the future may hold, the 
Commonwealth ideal as enunciated by 
Governor Mufi.oz in 1950-"a union of 
peoples which increases the freedom of 
peoples"-will remain as an inspiring 
example of enlightened public policy. 

The attainment of self-government 
was itself the result of a process closely 
bound up with the extraordinary social 
and economic development of Puerto 
Rico over the past several decades-an 
era of "peaceful revolution" with far­
·reaching consequences for other devel­
oping lands throughout the world. To a 
remarkable extent this peaceful revolu­
tion was directed and led by one man, 
Mufi.oz Marin, a brilliantly effective in­
novator in a transitional society. Com­
bining 1n his person the values and tradi­
tions of both Puerto Rico and America, 
he was able to develop and strengthen 
the self-confidence of his people in ways 
both impressive and lasting. The 
achievement of commonwealth status in 
1952 represented the fulfillment of his 
aspirations for autonomous status after 
many years of effort. As early as 1929 he 
spoke of that ''vision of opulence" which 
had come to the people of Puerto Rico 
and the growing gulf between "what 
they-the people-have and what they 
can imagine." He thus addressed himself 
to the need for a decent standard of liv­
ing for all, and by 1938 had virtually a 
single-minded emphasis on popular wel­
fare-land reform, education, health, 
and economic development--in a land 
traditionally beset with poverty, disease, 
misery, and ignorance. His dedication 
to commonwealth status reflected his 
belief that Puerto Rico-if it continued 
in association with the United States-

could become a cultural bridge between 
North America and the Latin America 
community. The advantages of a com­
mon market and common citizenship 
with the United States, as well as of :fis­
cal autonomy, were held to outweigh the 
status of independence. He has lived to 
see Puerto Rico virtually transformed 
from the depressed "stricken land" of 
Gov. Rexford Tugwell's famous book to 
a condition of prosperity unprecedented 
in its past, under a unique status. 

From the beginning, the story of 
Puerto Rico-discovered by Columbus in 
1493, a year after his more famous voy­
age-has been inextricably bound up 
both with Europe and mainland America, 
foreshadowing its special relationship in 
later history to the United States and 
the Hispanic cultural world. The ante­
cedents of constitution day are to be 
found in the relationship of Puerto Rico 
to the kingdom of Spain, a relationship 
extending back in time to the first Span­
ish settlement in 1508 by Ponce de Leon, 
the discoverer of Florida. The mercan­
tilist policies of the Spanish Crown were 
repeated by a decree of 1815, which re­
sulted in the promotion and growth of 
colonization: from 221,000 in 1815 the is­
land population grew to 330,000 by 1832. 
In 1870 Puerto Rico was recognized as a 
Province of Spain with the right to elect 
deputies to the Cortes, a constitutional 
advance withdrawn in 1874 due to chang­
ing political conditions in Spain. How­
ever, under the constitution of 1876, 
Puerto Rico received the Autonomous 
Charter of 1897 which granted a large 
measure of autonomy and local self­
government, including a bicameral, 
elected Parliament which met for the 
first, and only, time in the fateful year 
of the Spanish-American War, 1898. To 
a large extent, the charter of 1897 was 
the result of vigorous leadership on the 
part of Luis Mufi.oz Rivera, father of 
Mufi oz Marin and often ref erred to as 
the "George Washington of Puerto Rico." 

The coming of the Americans, in July 
of 1898, marked the end of Spanish rule 
which had lasted over four centuries. By 
the Treaty of Paris in 1899, Puerto Rico­
which, mercifully, had witnessed only 3 
weeks of actual :fighting-was ceded to 
the United States. A wholly new dimen­
sion thus entered Puerto Rican life, and 
the subsequent history of the island is 
one of cultural conflict and synthesis. At 
first there was a policy of all-out Ameri­
canization by the military, and subse­
quent civil, administration, leading to 
inevitable stress and strain. The ensuing 
crisis in culture has been sensitively por­
trayed by Henry Wells in his recent 
study, "The Modernization of Puerto 
Rico." 

Congress early recognized the need for 
the development of self-governing insti­
tutions, however, and in 1900 the Foraker 
Act established minimal forms of self­
government-popular election to the 
lower house in a bicameral legislature; 
the upper house, the Governor, the ju­
diciary, and so forth, all were to be 
appointed by the President of the United 
States. The act was widely resented in 
Puerto Rico. Nevertheless, it marked the 
first step in a 50-year process of evolu­
tion culminating in plenary self-govern-
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ment in the Commonwealth Act we now 
commemorate. 

In 1909, under the Olmsted Act, the 
War Department was given the super­
vision of Puerto Rican affairs. Signifi­
cantly, Mufi.oz Rivera was eventually 
designated as the first Resident Com­
missioner. In large part through his ef­
forts, the Jones Act of 1917 further ex­
tended self-government--including a 
popularly elected senate-to the island, 
affirmed the Bill of Rights as a part of 
the organic statutes, and granted Amer­
ican citizenship collectively to all who 
wished to claim it. Appointment of the 
Governor and his cabinet, as well as the 
supreme court, was reserved to the Pres­
ident. In 1947, the Jones Act was amend­
ed to permit election of the Governor, 
and cabinet, with the auditor and su­
preme judiciary only still appointive. 
Luis Mufi.oz Marin became the first pop­
ularly elected Governor, reelected regu­
larly until 1965. In 1950, the Resident 
Commissioner, Antonio Fernos Isern, in­
troduced legislation for a constitutional 
convention--confirmed by referendum in 
1951. 

In July of 1950, President Truman 
signed Public Law 600 of the 8lst Con­
gress, which set into motion the proce­
dures leading to formal Commonwealth 
status, July 25, 1952. That status was 
sustained in the plebiscite of 1967-often 
called "the election everybody won"-in 
which 60.5 percent of the voters sup­
ported that status, 38.9 percent voted for 
statehood, and 0.6 percent for independ­
ence. 

The evolution of political self-govern­
ment, symbolized by the observance of 
Constitution Day, should be viewed 
against the background of economic and 
social development during the past half­
century or more. American presence, 
from 1898 on, brought about a dramatic 
broadening of public education, a vast 
expansion of the sugar industry, and 
the beginning of a comprehensive pub­
lic health program. As a direct result 
of the decrease in the mortality rate, 
paradoxically enough, unemployment 
steadily rose. The need for industrial 
development became acute. The result 
was "Operation Bootstrap", fathered by 
Luis Munoz Marin in the 1940's in the 
hope of creating a modern, industrial 
society with a diversified economic base, 
as against the underdeveloped agricul­
tural society of 1920 with its one- or 
two-crop economy. Lacking significant 
fuel or mineral deposits and limited by 
a relatively small land, Puerto Rico pos­
sessed one great attribute-its people. 

Through the efforts of the Fomento, 
the Puerto Rico Economic Development 
Administration, and the genius of Mufi.oz 
Marin, the face of the island was trans­
formed. Creative leadership called forth 
the energy, the initiative, and the adapt­
ability of the Puerto Rican people. In 
1968-69 alone, over 551 new factory proj­
ects-with the promise of 42,000 new 
jobs-were begun, 11 percent more than 
in 1967-68, and 75 percent more jobs. 
Personal income has risen from about 
$118 a year in 1940 to some $1,200 today. 
There are today-over 1,500 Fomento fac­
tories with over 100,000 employees. The 
gross national product rose by 11.2 per-

cent in 1967 alone, over 1966. Puerto Rico 
today is the fifth largest market for U.S. 
goods. There seems little doubt that the 
rate of euonomic growth and industrial 
development will continue at least into 
the 1980's without interruption-barring 
external crisis. 

The level of education has also been 
transformed. Only 16.6 percent of the 
population was literate in 1899. Today, 
however, some 90 percent of all children 
between the ages of 6 and 18 attend 
public schools. Public health and educa­
tion together have increased the life 
expectancy to approximately that of the 
United States-70. A burgeoning profes­
sional bureaucracy and the proliferation 
of voluntary associations also symbolize 
the advent of modern civilization. To a 
large extent, the progress of industriali­
zation has been made possible by the 
special tax incentives and aids, together 
with the absence of Federal taxes, which 
are part of the fiscal autonomy provided 
by commonwealth status. 

The future of commonwealth status 
appears clouded in the opinion of many 
observers, despite the benefits of com­
mon citizenship, currency, defense, and 
trade as well as various Federal tax ex­
emptions. The absence of complete mu­
tuality; for example, in trade relations, 
and the lack of any voting representa­
tion in American elections are felt 
keenly by an increasing number who, 
sensitive to certain inequalities and 
paradoxes of the present system, yet 
are anxious to retain American help 
during the crucial years of transition 
which lie ahead. Broadly speaking, 
there appear to be three alternatives 
confronting the island: First, full 
statehood, the desire of increasing 
numbers; second, independence, the de­
sire of a distinct minority at present; 
and third, commonwealth status. The 
last might be conceived as leading to 
either of the first two. Probably, how­
ever, common citizenship with the 
United States should be seen, realisti­
cally, as an intermediate step toward 
statehood or some form of ultimate as­
sociation not yet perceived. The elec­
tion of Gov. Luis A. Ferre in 1969, an 
outspoken proponent of statehood and 
the first statehood-minded Governor, 
may be taken as indicative of the pres­
ent direction. Close and continued as­
sociation with the United States repre­
sents the desire of an overwhelming 
majority, regardless of the disputes sur­
rounding the present status. 

Constitution Day, 1969, is a convenient 
watershed from which to survey the past 
and to look in hope toward the future. 
The traditional heritage of Puerto Rico­
her Hispanic culture with its ideals of 
respeto-respect--and dignidad-digni­
ty--of personalismo-personalism-and 
individuality-belong to a proud and 
ancient people, blessed with an island 
home of surpassing beauty, linked in a 
hundred significant ways with Europe 
and Latin America as well as with the 
United States. Aspects of this culture, 
such as its fatalism, and its tendency to 
disvalue the empirical and the prag­
matic, have come into conflict with the 
more aggressive North American culture 
and its emphasis upon wealth, well-be-

ing, skill, group activity, and the like. In 
this clash of culture may we not see an 
opportunity for mutual influence and en­
richment. Both have much to offer. The 
humanism associated with the ideal of 
the hidalgo is still a vital force in Puerto 
Rico: we recall that Luis Mufi.oz Marin 
was widely known as el Vate-the bard­
for his early poems, while Governor Ferre 
is himself a distinguished patron of the 
arts, having founded the Ponce Museum 
of Art. 

Certainly Puerto Rico is changing . 
Yet the pattern of change has not ap­
peared to destroy the underlying vitality 
of her tradition, her language, and her 
culture, which all make her an integral 
part of the Latin American community. 
A, the same time she faces grave prob­
lems, which demand bold responses and 
new programs. Some 10 to 13 percent of 
the labor force is still unemployed, a 
problem especially severe in the rural 
towns. The "new life" program of Gov­
ernor Ferre has recognized the need for 
a "successful way to be collectively gen­
erous" beyond the traditions of private, 
personal generosity. The presence of the 
first woman ever to hold a cabinet posit 
also marks the pace of change in a land 
once dominated by machismo-male 
superiority. 

, There is, in summary, a real sense in 
which Puerto Rico is a test case for our 
American democracy. Hitherto, the dom­
inant cultural patterns in our society has 
presumed to absorb and to assimilate di­
vergent cultures-with varying degrees 
of success. Now we are confronted with 
prideful Spanish-speaking people, freely 
and intimately associated with our Na­
tion as citizens and, indeed, present on 
the American mainland in ever increas­
ing numbers, no longer a special presence 
only in the Southwest, but more and 
more a major national community. Puer­
to Rico and her people may yet teach 
us all the lesson so finely expressed by 
Luis Mufi.oz Marin in his advocacy of 
Operation Serenidad. He said: 

To remind us that man is man and not 
just a. consumer, a society in which Opera­
tion Serenity has been successful, would use 
its economic power increasingly for the ex­
tension of freedom and knowledge rather 
than for multiplication of goods in hot pur­
suit of a still more vertiginous multiplicat ion 
of wants. 

SPECIAL ORDERS GRANTED 
By unanimous consent, permission 

to address the House, following the legis­
lative program and any special orders 
hereto! ore entered, was granted to: 

(The following Members (at the re­
quest of Mr. ANDERSON of California), to 
revise and extend their remarks and in­
clude therein extraneous matter:) 

Mr. REuss, for 20 minutes, today. 
Mr. RYAN, for 10 minutes, today. 
Mr. GONZALEZ, for 10 minutes, today. 
Mr. ROONEY of New York, for 20 min-

utes, today, to revise and extend his re­
marks and to include extraneous matter. 

EXTENSION OF REMARKS 
By unanimous consent, permission to 

revise and extend remarks was granted 
to: 
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Mr. MADDEN and to include extraneous 

matter. 
Mr. DADDARIO and to include extraneous 

matter. 
(The following Members (at the re­

quest of Mr. ·MILLER of Ohio), to extend 
their remarks and include additional 
matter:) 

Mr. HASTINGS. 
Mr. McEWEN in 10 instances. 
Mr. GUBSER. 
Mr. STEIGER of Wisconsin. 
Mr. KEITH in two instances. 
(The following Members (at the re­

quest of Mr. ANDERSON of California). 
to extend their remarks and include ad­
ditional matter:) 

Mr. PREYER of North Carolina. 
Mr. ROONEY of New York. 
Mr. LONG of Maryland in three in-

stances. 
Mr. CORMAN in five istances. 
Mr. FRASER in two instances. 
Mr. DADDARIO in five instances. 
Mr. GRIFFIN in two instances. 
Mr. BURKE of Massachusetts. 
Mr. CHARLES H. WILSON. 
Mr. GONZALEZ in two instances. 
Mr. HELSTOSKI in two instances. 

SENATE ENROLLED JOINT RESOLU­
TION SIGNED 

The SPEAKER announced his signa­
ture to an enrolled joint resolution of 
the Senate of the following title: 

S.J. Res. 85. Joint resolution to provide 
for the designation of the period from August 
26, 1969, through September 1, 1969, as "Na­
tional Archery Week." 

ADJOURNMENT 

Mr. ANDERSON of California. Mr. 
Speaker, I move that the House do now 
adjourn. 

The motion was agreed to; accordingly 
(at 12 o'clock and 23 minutes p.mJ , un­
der its previous order, the House ad­
journed until Monday, August 4, 1969, 
at 12 o'clock noon. 

REPORTS OF COMMITI'EES ON PUB­
LIC BILLS AND RESOLUTIONS 

Under clause 2 of rule XIII, reports of 
committees were delivered to the Clerk 
for printing and reference to the proper 
calendar, as follows: 

Mr. COLMER: Committee on Rules. House 
Resolution 509. Resolution for consideration 
of H.R. 9951, a bill to provide for the collec­
tion of the Federal unemployment tax in 
quarterly installments during each taxable 
year; to make status of employer depend on 
employment during preceding as well as cur­
rent taxable year; to exclude from the com­
putation of the excess the balance in the 
employment security administration account 
as of the close of fiscal years 1970 through 
1972; to raise the limitation on the amount 
authorized to be made available for expend­
iture out of the employment security ad­
ministration account by the amounts so 
excluded; and for other purposes (Rept. No. 
91-412). Referred to the House Calendar. 

PUBLIC BILLS AND RESOLUTIONS 
Under clause 4 of rule XXII, public 

bills and resolutions were introduced and 
severally referred as follows: 

By Mr. ANDERSON of California: 
H.R. 13269. A bill to amend chapter 3 of 

title 38, United States Code, in order to pro­
vide for a veterans outreach services program 
in the Veterans' Administration to assist eli­
gible veterans, especially those recently sep­
arated, in applying for and obtaining bene­
fits and services to which they are entitled, 
and education, training, and employment, 
and for other purposes; to the Committee 
on Veterans' Affairs. 

By Mr. MILLS (for himself and Mr. 
BYRNES of Wisconsin): 

H.R. 13270. A bill to reform the income tax 
laws; to the Committee on Ways and Means. 

By Mr. BUTTON: 
H.R. 13271. A bill to permit expenditures in 

connection with certain schools in Schenec­
tady, N.Y., to be counted as local grants-in­
aid to federally assisted urban renewal proj­
ects and neighborhood development programs 
in Schenectady; to the Committee on Bank­
ing and Currency. 

By Mr. DADDARIO (for himself and 
Mr. MOSHER) : 

H.R. 13272. A bill to establish a national 
policy for the environment and to establish 
a Citizens' Advisory Committee on Environ-

mental Quality; to the Oom.mittee on Science 
and Astronautics. 

By Mr. FRASER: 
H.R. 13273. A bill to amend section 312 of 

the Housing Act of 1964 to eliminate the pro­
vision which presently limit.s eligibility for 
residential rehabilitation loans thereunder to 
persons whose income is within the limits 
prescribed for below-market-interest-rate 
mortgages insured under section 221 ( d) ( 3) 
of the National Housing Act; to the Com­
mittee on Banking and Currency. 

By Mr. HASTINGS (for himself and 
Mr. SMITH of New York) : 

H.R. 13274. A bill to amend the Social Se­
curity Act to establish a national program of 
income maintenance payments to needy in­
dividuals who are aged, blind, or disabled 
and Federal-State programs of public assist­
ance to all other needy individuals and fam­
ilies, to provide grants to States for services 
to all needy individuals and families, to 
strengthen Federal support of the State med­
ical assistance programs, and for other pur­
poses; to the Committee on Ways and Means. 

By Mr. HENDERSON: 
H.R. 13275. A bill to amend title 39, United 

States Code, to exclude from the U.S. mails as 
a special category of nonmailable matter cer­
tain obscene material sold or offered for sale 
to minors, and for other purposes; to the 
Committee on Post Office and Civil Service. 

By Mr. mcKS (for himself, Mr. MEEDS, 
and Mr. PELLY): 

H.R. 13276. A bill to amend the Tariff 
Schedules of the United States with respect 
to the rate of duty on whole skins of mink, 
whether or not dressed; to the Committee on 
Ways and Means. 

By Mr. MONTGOMERY: 
H.R. 13277. A bill to amend the Food Stamp 

Act of 1964, as amended; to the Committee 
on Agriculture. 

By Mr. REUSS: 
H.R. 13278. A bill to amend the Employ­

ment Act of 1946 to bring to bear an in­
formed public opinion upon price and wage 
behavior which threatens national economic 
stability; to the Committee on Government 
Operations. 

By Mr. MILLS: 
H. Res. 510. Resolution authorizing the 

printing of additional copies of a basic report 
(pt. I) accompanying the Tax Reform Act of 
1969; to the Committee on House Adminis­
tration. 

H. Res. 511. Resolution authorizing the 
printing of additional copies of a supple­
mentary report (pt. II) accompanying the 
Tax Reform Act of 1969; to the Committee 
on House Administration. 

SENATE-Friday, August 1, 1969 

The Senate met at 11 o'clock a.m., on 
the expiration of the recess, and was 
called to order by Hon. JAMES B. ALLEN, 
a Senator from the State of Alabama. 

The Chaplain, the Reverend Edward 
L. R. Elson, D.D., offered the following 
prayer: 

Hear and help us, Eternal Father, to 
·appropriate the promise of Thy word: 
"They that wait upon the Lord shall re­
new their strength." When times are 
tense and nerves are taut, when the body 
is weary and the going is hard, help us 
to know that "the Eternal God is our 
refuge and underneath are the everlast­
ing arms." So may we lean upon the 
arms which support ·and strengthen us 
hour by hour that we may love Thee and 
serve Thee, and by loving and serving 
Thee minister to the needs of this Re­
public. May the words of our mouths, 

(Legislative day of Wednesday, July 30, 1969) 

the meditations of our hearts, and the 
motives determining our deeds be 
acceptable in Thy sight, O Lord, our 
strength and our Redeemer. Amen. 

DESIGNATION OF ACTING PRESI­
DENT PRO TEMPORE 

The assistant legislative clerk read the 
following letter: 

U.S. SENATE, 
PRESIDENT PRu TEMPORE, 

Washington, D.C., August 1, 1969. 
To the Senate: 

Being temporarily absent from the Senate, 
I appoint Hon. JAMES B. ALLEN, a Senator 
from the State of Alabama, to perform the 
duties of the Chair during my absence. 

RICHARD B. RUSSELL, 
President pro tempore. 

Mr. ALLEN thereupon took the chair as 
Acting President pro tempore. 

THE JOURNAL 
Mr. MANSFIELD. Mr. President, I ask 

unanimous consent that the Journal of 
the proceedings of Thursday, July 31, 
1969, be approved. 

The ACTING PRESIDENT pro tem­
pore. Without objection, it is so ordered. 

LIMITATION ON STATEMENTS DUR­
ING TRANSACTION OF ROUTINE 
MORNING BUSINESS 

Mr. MANSFIELD. Mr. President, I ask 
unanimous consent that, at the conclu­
sion of the remarks of the distinguished 
Senator from Connecticut <Mr. DODD), 
there be a brief period for the transac­
tion of routine morning business, with 
statements therein limited to 3 minutes. 

The ACTING PRESIDENT pro tem­
pore. Without objection, it is so ordered. 
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