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wishes for a joyous Christmas season and
health and happiness in the New Year.

ADJOURNMENT UNTIL 11 AM. TO-
MORROW, TUESDAY, DECEM-
BER 23, 1969

Mr. MANSFIELD. Mr. President, in
view of developments, I ask unanimous
consent that the order to stand in re-
cess until 10 o'clock tomorrow morning
be vacated, and that, instead, the Sen-
ate now stand in adjournment until 11
o’clock tomorrow morning.
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The PRESIDING OFFICER. Without
objection, it is so ordered.

Thereupon (at 11 o’clock and 34 min-
utes p.m.), the Senate adjourned until
tomorrow, Tuesday, December 23, 1969,
at 11 o'clock a.m.

CONFIRMATIONS

Executive nominations confirmed by
the Senate December 22, 1969:
IN THE CoAST GUARD

The nominations beginning David W.
Hiller, to be lleutenant commander, and
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ending Joseph O. Fullmer, to be lieutenant,
which nominations were recelved by the Sen-
ate and appeared in the CoONGRESSIONAL
Recorp on December 10, 1969,

WITHDRAWAL

Executive nomination withdrawn from

the Senate December 22, 1969:
D1PLOMATIC AND FOREIGN SERVICE

Robert Strausz-Hupé, of Pennsylvania, to
be Ambassador Extraordinary and Plenipo-
tentlary of the United States of America to
the Kingdom of Morocco, which was sent to
the Senate on August 5, 1969.

HOUSE OF REPRESENTATIVES—Monday,

The House met at 10:30 o’clock a.m.
The Chaplain, Rev. Edward G. Latch,
D.D., offered the following prayer:

Unto us a child is born, unto us a Son
is given; and His name shall be called
“Wonderful Counselor, Mighty God,
Everlasting Father, Prince of Peace.”—
Isaiah 9: 6.

Eternal Spirit, who hast been our
refuge and strength in every age and
who art our help in this hour of need,
grant unto us Thy blessing this advent
season and give to us the assurance of
gy presence as we draw near Christmas

Y.

May the joy and good will that passes
around the world at this time be ours and
may we respond to Thy love by giving
ourselves in greater devotion to the wel-
fare of our people and in deeper dedica-
tion to cooperation among the nations.
So may we learn to live at peace with
ourselves and in good will with all Thy
family.

“We hear the Christmas angels
The great glad tidings tell:
O come to us, abide with us,
Our Lord Immanuel.”

Amen.

THE JOURNAL

The Journal of the proceedings of
Saturday, December 20, 1969, was read
and approved.

MESSAGE FROM THE SENATE

A message from the Senate by Mr.
Arrington, one of its elerks, announced
hat the Senate has tabled the report of

e committee of conference on the dis-
boreeing votes of the two Houses on the
amendments of the Senate to the bill
H.R. 15149) entitled “An act making
hppropriations for foreign assistance
and related programs for the fiscal yvear
ending June 30, 1970, and for other pur-

urther insists upon its amendments to
e above-entitled bill, disagreed to by
he House of Representatives, and re-
uest a further conference with the
ouse on the disagreeing votes of the two
fouses thereon, and appoints Mr. McGEE,
r. ELLENDER, Mr. HoLLaND, Mr. MoN-
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TOYA, Mr. Fong, Mr. CorroN, and Mr,
PeArsoN to be the conferees on the part
of the Senate, with instructions.

PRINTING OF COMMITTEE ACTIV-
ITY REPORTS

Mr. FRIEDEL. Mr. Speaker, with ref-
erence of the printing of committee ac-
tivity reports for the session, I wish to
remind the chairmen of all committees
that the Joint Committee on Printing
has very properly ruled that the print-
ing of such reports both as committee
prints and in the ReEcorp is duplication,
the cost of which cannot be justified.

It is requested that committee chair-
men decide whether they wish these re-
ports printed as committee prints or in
the Recorp since the Government Print-
ing Office will be directed not to print
them both ways.

MERRY CHRISTMAS

(Mr. DORN 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. DORN. Mr. Speaker, Merry Christ-
mas and many thanks are in order to the
reporters, pages, doorkeepers, clerks, the
post office personnel, telephone operators,
and all other employees of the Congress.
I merely name a few of the many who
deserve our thanks and best wishes.

This has been a long hard session and
we simply could not function as the
world’s greatest deliberative body with-
out them. I am grateful for their cooper-
ation and dedication to the House and
the Senate. They are a vital part of this
great institution.

So, Mr. Speaker, a very Merry Christ-
mas to all of them. I wish for them a
joyous Christmas season and the very
best New Year of all.

CALL OF THE HOUSE

Mr. CONABLE, Mr, Speaker, I make
the point of order that a quorum is not
present.

The SPEAKER. Evidently a quorum is
not present.

Mr. ALBERT. Mr. Speaker, I move a
call of the House.
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A call of the House was ordered.

The Clerk called the roll, and the fol-
lowing Members failed to answer to their
names:

[Roll No. 348]

Farbstein
Fascell
Findley

Fish
Ford, Gerald R.
Ford

Abbitt
Addabbo
Anderson, Ill.
Anderson,

Tenn.
Andrews, Ala.
Andrews,

N. Dak.
Baring
Berry
Bevill
Biaggl
Blester
Bingham
Blackburn
Blatnik
Bolling
Caffery
Cahill
Carey
Celler
Clay
Collier
Colmer
Conyers
Corman
Coughlin
Cowger
Cramer
Davis, Ga.
Dawson
Dent
Downing
Eckhardt
Edwards, Calif.
Erlenborn
Esch

Rees

Reid, N.Y.
Riefel

Rhodes
Rostenkowskl
Roybal
Ruppe
Sandman
Saylor

Sikes

Bisk

Smith, Calif.
Snyder
Staggers
Stephens
Stokes
Sullivan
Teague, Tex.
Tunney
Watkins
Whitehurst
Wilson, Bob
Wright
Eshleman Wydler
Evins, Tenn. Miller, Calif. Zion

The SPEAKER. On this rollcall 319
Members have answered to their names,
a guorum.

By unanimous consent, further pro-
ceiedings under the call were dispensed
with.

THE TAX REFORM CONFERENCE
REPORT

(Mr. CONABLE asked and was given
permission to address the House for 1
minute and to revise and extend his re-
marks.)

Mr. CONABLE. Mr. Speaker, the tax
reform conference report is available
today, and I consider it a triumph of the
compromisers’ art. I will support it, and
urge its acceptance, despite the disap-
pointments which any individual feels
with the end product of a major com-
promise. I personally think it would be
disastrous if no compromise had been
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possible, after all these months of ex-
pectation and painstaking work for
greater tax equity. As in most matters of
government, in this issue there is no
absolute in the rightorwrong of it either
socially or fiscally. Nevertheless, I feel
the end product of the conference is con-
structive, in a relative sense ‘a step in
the right direction compared to the pres-
ent tax law if not the original House ver-
sion of tax reform. I want to congratu-
late the two major architects of this
viable compromise, our distinguished
chairman and our equally distinguished
ranking minority member, and to say
that it continues to be a great privilege
for me to serve under their leadership. I
hope this measure, enacted into law, will
be a harbinger of increasing reform-
mindedness on the part of our National
Legislature.

CONFERENCE REPORT ON H.R. 13111,
DEPARTMENTS OF LABOR, AND
HEALTH, EDUCATION, AND WEL-
FARE, AND RELATED AGENCIES
APPROPRIATIONS, 1970

Mr. FLOOD. Mr. Speaker, I call up the
conference report on the bill (H.R.
13111) making appropriations for the
Departments of Labor, and Health, Edu-
cation, and Welfare, and related agencies
for the fiscal year ending June 30, 1970,
and for other purposes, and ask unani-
mous consent that the statement of the
managers on the part of the House be
read in lieu of the report.

The Clerk read the title of the bill.

The SPEAKER. Is there objection to
the request of the gentleman from Penn-
sylvania?

There was no objection.

The Clerk read the statement.

(For conference report and statement,
see proceedings of the House of Decem-
ber 20, 1969.)
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The SPEAKER, pro tempore (Mr.
Boces). The gentleman from Pennsyl-
vania (Mr. Froon) is recognized for 1
hour.

Mr. FLOOD. Mr. Speaker, the bill that
this committee reported to the House
back in July totaled $16,651,039,700. As
you will recall, the bill was amended in
several places, mainly education items, so
that the bill, as it passed the House,
totaled $17,573,602,700, or approxXimate-
ly $1 billion more than recommended by
our Committee on Appropriations.

The Senate further added to the bill
to the extent of approximately $3.8 bil-
lion. However, I should point out in fair-
ness to the other body that they con-
sidered estimates totaling over $3.3 bil-
lion that were not considered by the
House due either to lack of authorization
or the fact that the estimates were not
submitted to Congress until after the bill
had passed the House.

The differences we had to work with
in conference were between the House bill
of $17,573,602,700 and the Senate bill of
$21,363,391,200. The conference agree-
ment is $19,747,153,200 which is $1,616,-
238,500 under the Senate bill and $2,173,-
550,500 over the House bill.

Most of the items in conference were
relatively small. There were only four
that exceeded $50 million. The largest
was the appropriation for the Office of
Economic Opportunity that was not con-
sidered by the House since neither the
House nor the Senate legislative commit-
tees had even reported an authorization
bill at the time the House was consider-
ing this appropriation bill. The budget
request was $2,048,000,000 and this
amount was approved by the Senate. In
conference this was reduced by $100 mil-
lion to $1,948,000,000, the amount of the
1969 appropriation.

The next largest item was the advance
for title I of the Elementary and Sec-
ondary Education Act for fiscal year
1971. The request was $1,226,000,000 and
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the Senate included $1,117,5680,000 in the
bill. In conference this item was dropped.
There is no authorization for this ad-
vance and it is obvious now that there
will not be authorization for at least
several weeks or a few months.

For “higher education” the budget
was $788,080,000 which the House in-
creased to $859,633,000 and the Senate
further increased to $1,006,874,000 or an
increase of $147,241,000. Of this increase
only $12,241,000 was agreed to in con-
ference,

The only other item which was in-
creased by as much as $50 million was
the appropriation for aid to schools in
federally impacted areas for which the
House included $600,167,000, or approxi-
mately 90 percent of entitlement. The
Senate increased this by $60 million. In
conference none of the Senafe increase
was agreed to and we bring you a con-
ference report at the same level as the
House bill.

Mr. Speaker, these are the highlights
of the conference report. I think we did
a good job under all the circumstances.
Leaving out the items that the Senate
considered, but which were not consid-
ered by the House we gained much better
than a 50-50 split. But I must not close
my remarks without mentioning a fact
that is most interesting under the cur-
rent circumstances. The conference
agreement is $87 million under the Pres-
ident’s budget. But I must also hasten
to add that, except for the deletion of
the appropriation for advance funding of
title I of the Elementary and Secondary
Education Act for fiscal year 1971, the
bill—even with the reductions made in
conference—would be more than $1 bil-
lion over the budget.

Mr, Speaker, I place in the Recorp a
table showing in much greater detail the
effects of the conference action.

(Mr. FLLOOD asked and was given per-
mission to insert a table showing in de-
tail the effects of the conference.)

DEPARTMENTS OF LABOR, AND HEALTH, EDUCATION, AND WELFARE, AND RELATED AGENCIES APPROPRIATION BILL, 1970 (H.R. 13111)

NEW BUDGET (OBLIGATIONAL) AUTHORITY
CONFERENCE SUMMARY

1970

Conference agreement compared with—

Budget
estimate 2

Agency and item 1969 enacted !

Conference

House bill Senate bill agreement

1969 Budget 1970

DEPARTMENT OF LABOR
MANPOWER ADMINISTRATION

Manpower development and train-
ing activities

Office of Manpower Administrator,
salaries and expenses.

Bureau of Apprenticeship and
Training, salaries and expenses.

$407, 492, 000
26, 635, 000
9,418, 000

ployment pensation for
Federal employees and ex-ser-

148, 200, 000
Trade adjustment activities 1, 300, 000
Bureau of Employment Security,
salaries and expenses..........
Trust fund transfer :
Advances to employment security
administration account
Grants to States for unemploy-
ment compensation and em-
ployment service administra-

tion (604, 073, 000)

$675, 605, 000
36,907, 000
6, 532, 000

135, 000, 000
600, 000

P e s
(20,938,000)  (18,766,000) (18,766, 000)

1 (657, 700, 000)

$655,605,000  $675,605, 000  $655, 605, 000
35, 325, 000 36, 907, 000 36, 116, 000
6, 532, 000 6, 532, 000 6, 532, 000

135, 000, 000 135, 000, 000 135, 000, 000
600, 000 600, 600, 000

" '

(18]765,000) " (18,765, 000)

(630,772,000) (657,700, 000)

(655,772,000) (51, 699, 000)

+3$248, 113, 000
+9, 481, 000

—2,758, 000
(—2,172,000)......

(—1,928,000) -+-(25,000,000) (—1,928,000

Total, Manpower Adminis-

tration 620, 803, 000

854, 644, 000

833, 062, 000

854, 544, 000

833, 853,000  -+-213, 050, 000

20,791, 000 +791,000  —20,791,000

LABOR-MANAGEMENT
RELATIONS
Labor-Management Services Ad-
ministration, salaries and
expenses
Footnotes at end of table.

9, 011,000

412, 426, 000

9, 585, 000 12, 426, 000 12, 335, 000

-3, 324, 000

T T

—91, 000 <2, 750, 000
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DEPARTMENTS OF LABOR, AND HEALTH, EDUCATION, AND WELFARE, AND RELATED AGENCIES APPROPRIATION BILL, 1970 (H.R. 13111)—Continued
NEW BUDGET (OBLIGATIONAL) AUTHORITY—Continued
CONFERENCE SUMMARY—Continued

1870 e ag

Budget ! Conference
Agency and item 1969 enacted ! eslimate 2 House bill Senate bill agreement Budget 1970 Senate

WAGE AND LABOR STANDARDS
Wage and Labor Standards Ad-

ministration, salaries and h
$11, 929, 000 $12, 473, 000 $12, 050, 000 $12, 300, 000 $12, 050, 000 +$121, 000 § —$250, 000

nses. 68, 591, 000 60, 116, 000 60, 116, 000 60, 116, 000 60, 116, 000 —8, 475,000 .
Wage and Hour Division, salaries
and expenses._..._.__... . 25, 303, 000 25, 960, 000 25, 960, D00 25,960, 000 25, 960, 000 +657,000 __........_

Total, wage and labor
standards , 823, 98, 549, 000 98, 126, 000 98, 376, 000 98, 126, 000 —7, 697, 000

BUREAU OF LABOR N
STATISTICS

Salaries and expenses............ 21,943, 000 23,704, 000 22,420, 000 22, 420, 000 22,420,000 4477, 000

BUREAU OF INTERNATIONAL,
LABOR AFFAIRS

Salaries and expenses............ 1, 400, 000 1,332, 000 1,332, 000 1,332, 000 1,332, 000

OFFICE OF THE SOLICITOR

Salaries and expenses 6, 147, 000 5,978, 000 5,978, 000 5,978, 000 5,978, 000
Trust fund transfer (144, 000) (144, 000) (144, 000) (144, 000) (144,000) ...

Total, Office of the Solicitor.... 6, 147, 000 5,978, 000 5,978, 000 5,978,000 5,978,000

OFFICE OF THE SECRETARY

Salaries and expenses 4,999, 000 5, 476, 000 5, 476, 000 476, 000 5,476, 000
Trust fund transfer__ . (556, 000) (557, 000) (557, 000) (55? 000) (557, 000)
Federal contract curnpnance and
civil rights program 943,000 926, 000 926, 000 926, 000 926, 000
Trust fund lmdns elr (535, 000) (564, 000) (564, 000 (564, 000) (564, 000)
P age discrim
b o 500,000 ® ® ® ©®

Total, Office of the Secretary_. B, 442, 000 6, 402, 000 6, 402, 000 6, 402,00 6, 402, 000

Total apprnpriatmns Depart-
ment of Labor__ ST 771,569,000 1,003, 035,000 976,905,000 1,001, 578,000 980, 446,000 --208, 877, 000 —22,589,000 --$3,541,000 —21, 132, 000

DEPARTMENT OF HEALTH,
EDUCATION, AND WELFARE

CONSUMER PROTECTION AND
ENVIRONMENTAL HEALTH
SERVICE
Food and drug control , 000 -3, 467, 500 45, —345, 500
Air pollution control 5 , 80O, H , -+-20, 067, 000 +1 +1 -8, 100, 000
Environmental control..____ 2,995, 5, 208 +12, 213, 000

Buildings and facilities 300, 000
Radiological health —18,150,000 .......

Salaries and expenses, Office of
the Administrator. 1 6, 162, 000 76, 162, 000 16, 162, 000 -6, 162, 000

Total, Consumer Protection

and Environmental Health
Service 218, 763, 000 229,477, 000 227,177, 000 250, 968, 000 242,522, 500 23,759, 000 , 045, -+15, 345, 500 —8, 445, 500

HEALTH SERVICES AND MENTAL
HEALTH ADMINISTRATION

Mental health 263, 540, 000 357,904, 000 360, 302, 000 385, 000, 000 360,302,000 96,762, 000
Community msn!xl health

72,553, 000 ¥ ) —72,553, 000
St EIIzahethsp ospital (indefinite). 13, 380, 000 10, 405,08 10, 4%.&3 10, 405.0%0 10, 405,098 —2, 975, 000
Health services research and
development____ 49,931, 000 44,975, 000 44, 975, 000 44,975, 000 44, 975, 000 —4, 956, 000
Trust fund tran (4, 320, 000) ® (U] ™ U] (—4 320 IJUJ)
Comprehensive health pl
and services 176, 290, 000 214, 033,000 207, 143, 000 224, 033, 000 224,033,000  -}-47,743,000
10 (4, 320, 030) 10 (4,320,000) w (4,320, C(igﬂ) (4, 320, 000) .32
100, 000,
33,538 000 38 638, 000
153, 923, 000 258 323.

12 (15, 000, 000) )

, 436, 72, 224, 000 72,224, 000 , 224, 72,224, 000 4
1 8, 230, 000 9, 641, 000 8, 841, 000 8,841, 000 8,841, 000 -+611, 000
Retired pay of commissioned

officers (indefinite) 13, 041, 000 16, 700, 000 16, 700, 000 18, 700, 000
Buildings and facilitie: 2,100, 000

> “the Administrator ; 9,898, 000 9, 898, 000 9, 898, 000 4518, 000

Total, Health Services and

Mental Health Mmlms-
tration_________________ 1,097,651,000 1,030,441,000 1,103,449,000 1,179,037,000 1,154,338, 000 -+56, 688, 000 --123,898, 000 -+-50, 830, 000 —24, 698, 000

Consisting of—
Definite appropriations__. 1,071,230,000 1,003,336,000 1,076,344,000 1,151,932,000 1, 12? 234 000 +56 004 000 -}-12‘3 898,000 +Sﬂ 390 000 —24, 698, 000
27, 105, 000 27, 105, 00 105, 000

Indefinite appropriations_ 26,421, 000 27,105, 000 103, ol 0 i

Footnotes at end of table.
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DEPARTMENTS OF LABOR, AND HEALTH, EDUCATION, AND WELFARE, AND RELATED AGENCIES APPROPRIATION BILL, 1970 (H.R. 13111)—Continued
NEW BUDGET (OBLIGATIONAL) AUTHORITY—Continued

CONFERENCE SUMMARY—Continued

1970

Budget . Conference
Agency and item 1969 enacted ! estimate 2 House bill Sanate bill agreement 1969 Budget 1970

NATIONAL INSTITUTES OF
HEALTH

Biologics Standards $8, 499, 000 $8, 225, 000 $8, 225, 000 33 225 000 38,225, Uﬁﬂ —SZN e et Preop s RS ke
National Cancer Institute . 185,149,500 180, 725, 000 180, 725, 000 200, D00, 000 130, 362, 500 5,213,600 ~ 39,637,500 439,637,500  —49,637,500
National Heart Institute 166,927, 500 160, 513, 000 160, 513, 000 182, 000, 000 171, 256, 500 H,SZS.DDU +10, 743, 500 +10, 743,500 —10, 743, 500

Nallnnal !nstrtute of Dental
29,983,500 29,269,000 29,289,000 32,000,000 30,644,500 466,000  +1,355,500 41,355,500  —1,355,500
Ilrltf 143,883,000 137,668,000 137,668,000 155,000,000 146,334,000 2,446,000 8,666,000 8,666,000  —8, 666,000
nstitute of

Dot 810 SUOKE. ... 128,934,500  101,25,000 101,256,000 112,700,000 105,978,000 —2 5 5 i
National Institute of Allergy and 8, 1,956,500 45,722,000 45,722,000 5,722, 000

\ ofectious Diseases. . .. 95,840,500 102,389,000 102,389,000 105,000,000 103,694,500 6,854,000 1,305,500  +1,305,500  —1,305,500

" Medical Sciences . 163,513,500 154,288,000 175,000,000 164,644,000 0,500 < 0 L
National lnsmute of Child Health +1,13 410,356,000  +10, 356, 000 10, 356, 000

and Human Development. 73,126, 500 , 852, 73, 098, 000 ; 43,822, 500 097, 000 3, 851, 000
National Eye Institute 23, 685, 000 25, 000, 000 \ +24, 342, 500 ++55? 500 g
Environmental heaith sciences. ... 17, 820, 000 , 328, 18, 328, 000 18, 328, 000 " 4508,

General research and services 84, 809, 500 s 73,658, 000 79, 658, 000 7 000 -8, 151, 500
John E. Fogarty International

Center for Advanced Study in

the Health Sciences......_... 600, 000 , 954, 2,954, 000 2, 954, 000 -2, 354, 000
Health manpower___._ .- 172,176,000 , 021, 218, 021, 000 251, 200, 000 , 470, , 294,

Dental health , 224, , 887, 10, 722, 000 11,887, 000 +1, 498, 000
Grants for construction of heaith

research facilities 2, 400, 000 (&) (O] —8, 400, 000
Construction of health educational,

research, and library facilities._ - 84, 800, 000 i 126, 100, 000 160, 000, 000 484, 250, 000
National Library of Medicine 18, 160, 500 682, 000 19, 682, 000 19, 682, 000 9,682, 000 +1, 521, 500
Buildings and faCI“llQSom 1, 000, 000 1, 000, 000 1,900, 000 1,900, +-1, 900, 000

ce

Salaries and expenses,

the Director Satmanesamensese 7,083, 000 7,093, 000 : -7, 093, 000
Scientific activities ovarseas (spe-

cial foreign currency program)... 15,000,000 3, 455, 000 3,455, 000 3,455, 000 3,455,000  —11,545,000
Payment of sales insufficiencies

and interest losses_ 200, 000 957,000 957,000 957,000 957, uoo
General research support grants...  (60,700,000)  (60,700,000)  (60,700,000)  (65,700,000) (60,700,000

Total Il“lhational Institutes of

1,452,065,000 1,453,106,000 1,632,839,000 1,549,699,500 --140,647,000 97,634,500 -96,593,500  —83,139, 500

OFFICE OF EDUCATION

El tary and seconda
m:guc;{mn 7 BRI T T S R S SR PO SO S S L A e
Advance appmprlahnn for 1970
(indefinite)__. e DRI I e e R e e R SO o s
Supp!sm;f?t:l s d 404,578,700 4 750,776, 700 702, 036, 700 717,036, 700 717,036, 700 000, 00C
a ation o 218, , 776, , 036, 312, 458, 000 —33, 740, 15,
Advance appropriation for 197 1,226, 000, 000 ) 1,117, 580,000 ... <3 T 35, 006, 000 140000 _ iS85 000
é:;tglcﬁnulhequ imhdtmm S e iieeo.... 1830240,000 48 740,000 48,740,000 148,740,000 = 48,740,000  —44, 500, 000
assistance in
affected areas.. RN 202, 167, 000 , 167, 600, 167, 000 79, 306, 000 +398me weeee---- =0, 000, 000
EdeGSspoeleIiulgds.... 90, 965, 000 —90, 965, 000 ESEETeRE

ment... g s s 1 . 95, 000, 12 ¥ 107,500,000 —64,400,000 412,500,000 12,500,000 —12, 500, 000
Teacher Corps , 900, = , 100, 21,737, 000 4887, 000 —9, 363, 000 . . —9,363,000
Higher educatlon = , 387, A ,633, , 006, 874, 871,874,000 171,487,000 --83,794,000 12, 241,000° —135, 000,000
Vocational education 248, 216, , 218, , 716, , 716, 488,716,000 -1-240, 500,000 --209, 500, 000 .
Lihmies !fl;d %‘ommunily servhm 3 DOCI , 394, » o -HJ. }‘.;g. % +13.487 000

2 = , 150,

Research aindilullnl 115, 000, 000 85, 750, 000
Education in foreign languages
B and w;rfdds:hlimt tasicial 15. ?DCI. 000 20, 000, 000 18, 000, 000 4 18, 000, 000
esearch and training (specia
foreign currency program). 1, 000, 000 1, 000, 000 1, 000, 000
Salaries and expenses.. A 43, 375, 000 42,157, 000
Student loan insuranca f 10, 826, 000 10, 826, 000 10, 826, 000 10, BZE. 000 -HIJ, 828. 000

Higher education facilities loa
und D B e e i e e el e m i e Rk eI, O 0D
Pa_yment of participation sales
insufficiencies 3,275, 000 2,918, 000 2,918, 000 2,918, 000 2,918, 000 —1357,000 _ | ooata

Tatal, Office of Education. 4,715,116,300 3,412,819,700 3,212,074,700 4, 647,489,700 3,265 302,700 —1,449,813,600 —147,517,000  --53,228, 000 —1, 382, 187, 000

Consisting of—
Definite appropriatlons
Regular. - .. ... .---- 3,613,337,000 2,188,819,700 3,212,074,700 3,529,909,700 3,265,302,700 —348, 034, 300 -1, 078, 483, 000 453,228,000 —264, 607, 000
1 :peclalfunda. - —90, 965, 000
1971 advance
Indefinite appropriation:
1970 advance

SOCIAL AND REHABILITATION
SERVICE

Grants to States for public
assista 6,416,546,000 7,351,551,000 7,351,551,000 7,351,551,000 7,351, 551,000 --935,005 000
Work incentive 7, 500, 129, 640, 000 129, 640, 000 100, 000, 000 120, 000, 000 +2, 500, 000 —9, 640, 000
J\r.ls!nnea for rapﬂrhtad us.
< 645, 000 700, 000 700, D00 700, 000 700, 000 455, 000
Gnnts ior rahlhllﬂ.albn services
and facilities 368, 990, 000 499, 783, 000 499, 783, 000 464, 783, 000 464,783,000  --95,793, 000
Mental retardation. Sk 32, 556, 000 33, 629, 000 37, 000, 000 39, 000, 000 37, 000, 000 44, 444, 000
Ma!ernal and child health and
far: 265, 400,000 =0 285, 300, 000 284, 800, 000 284, 800, 000 284, 800, 000 +18, 400, 000

28, 360, 000 (1) 36, 250, 000 28, 360, 000 -+5, 360, 000

Footnotes at end of table.
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Agency and item

1870

1969 enacted !

Budget
estimate 2

House bill

Senate bill

Conference
agreement

1969 Budget 1370

SUCIAL lND REHABILITATION
RVICE—Continued

and control

Rehabilitation research and
trainin

Cooperative research or demon-
stration projects

Research and training (special
foreign currency progrem)

[Salaries and expenses.__
Trust fund transfers..

$5, 000, 000
64, 000, 000
3,150,000
5,000, 000
27,617,000
(348, 000)

§$15, 000, 000
60, 000, 000
11, 500, 000

2,000,
22 34, 393, 000
(360, 000)

$5, 000, 000
60, 000, 000
11, 500, 000

, 000, 000
28,780, 000
(360, 000)

$15, 000, 000
60, 000, 000
11, 500, 000

31
(360, 000

2, 000, 000
, 673, 000)

$10, 000, 000
60, 000, 000
11, 500, 000

2000000
30, 226, 500

(360, 000)

+$5,000,000 —$5,000,000  -$5, 000, 000
~—4,000,000 ..._...
-8, 350, 000

—4, 166, 500 +1 4686, 500

—$5, 000, 000

Total, Social and Rehabilita-
tion Service

7,329,404, 000

8,451, 856,000 8,410,754,000 8,397,257,000 8,400,920,500 41,071,516, 500

—50, 935, 500 —39, 833, 500

-+3, 663, 500

SOCIAL SECURITY ADMINIS-
TRATION

Payment to trust funds for health
insurance for th

e aged
onsumer credit training__._..
imitation on salaries and ex-

1,360, 227, 000
105, 000, 000

1, 535, 413, 000
105, 000, 000

1,545,413, 000
105, 000, 000

1, 545, 413, 000
105, 000, 000

225, 545, 000 364151000 364, 151, 000 364, 151, 000
= 300, 000 300, 000

(807, 492, 000)

(921, 200, 000)

(301, 500, 000)

(921,200, 000)

(911, 350, 000) (--103, 858, 000)

364.151 DDCI +133 606,000 .._......

(—9,850,000) (49, 850, 000)

(9, 850, 000)

Total, Social Security Ad-
ministration

1,690,772,000 2,014, 864,000 2,014,564,000 2,014,864,000 2,014,564,000 --323,792,000

SPECIAL INSTITUTIONS

American Printing House for the
Blind, education of the blind.._.
ational Technical Institute for
the Deaf, salaries and expenses_
odel secondary school for the
deaf, salaries and expenses
flodel secondary school for the
deaf, construction

all&ud‘et Gollnsn. salaries and

expense
bellaudet Gollege construction
loward University, salaries and
x| S
oward Unwers:ty ‘construction__
reedmen’s Hospital..

1, 340, 000
800, 000
400, 000

18, 231, 000
2,209, 000
9, 030, 000

1, 404, 000
2, 851, 000
415, 000
351, 000

20, 445, 000
22?10000

1, 404, 000
2, 851, 000
415, 000
351, 000

4,332,000
1, 106, 000

20, 445, 000
22,710, 000
9, 109, 000

1, 404, 000
2, 851, 000
415, 000
351,000

4,332,000
1,106, 000

20, 445, 000
22,710, 000
9, 109, 000

464,000 _......
+2, 051, 000

+15, 000

~—94, 000

+641, 000

+1, 106, 000
214,000 . __
++2{2l:501,m0

+79

Total, special institutions

36, 146, 000

62, 409, 000

62,723, 000

62,723,000

+26, 577, 000

DEPARTMENTAL MANAGEMENT

Dffice of the Secretary, salaries
and ex
ransfer from trust funds. ...
ffice for Civil Rights, salaries
and expenses
ransfer from trust funds._.
ffice of Community and Field
Services, salaries and expenses..
Transfers.
ffice of the Comptroller, salaries
and expenses. _. ... _..._.....
Transfer from trust funds. ...
ffice of Administration, salaries
and expenses_. ... ==
Transfer from trust fund
urplus property utilization.
ffice of the General Counse
salaries and expenses.....
Transfers
ducational hrnedusllns Tacilities_

8,621, 000
(1,282, 000)

2,723, 000
(2, 079, 000)
8, 544, 000
(1,255, 000)

845, 000

2,
(302, 000)
1,243, 000

2,181, 000
(1,375, 000)
4,375, 000

5, 975, 000
(398, 000)

5,259, 000
(856, 000)

4,730, 000
(2, 486, 000)

10, 425, 000
“(ZEG{IDOD)

1(,255:, %00
2,282, 000

(1, 416, 000
(*)

5, 795, 000
(398, 000)

5, 259, 000
(856, 000)

4,510, 000
(2, 325, 000)

10, 425, 000
(1, 808, 000)

oy
1(, 255, %00
2,244,000

(1,396, 000)
=)

, 066, 000
(350‘{:00

( |

5,975, 000
(398, 000)

5, 259, 000
(856, 000)

4,510, 000
(2, 325, 000)

10, 425, 000
(2 060, 000)

350 356, 000)
255, 000

244,000

2
(3960013)

—2, 646, 000
(—884, 000)
+-5, 259, 000
(-850, 000) . _.

+1, 787, 000
(+426, 000)

41,881, 000
(805, 000y

2, 221, 000
= 000)

(-}-12.000

Gl

Tolal dapa:lmental manage-

Tutal new budget (obliga-
tmnat) aulhun(‘y Depart-
ment of Health, Education,
and Welfare

Consisting of—
Definite appropriations:
ite ular T
special funds.
1971 advance. ..
Indefinite appropria
tions:

19/0 advance

RELATED AGENCIES
fational Labor Relations Board ...
ational Mediation Board e

hilroad Retirement Boar:
Limitation on salaries and ex-

penses
Payment iur m:lﬂxnj “service
credits. . *

Footnotes at end of table.

30, 532, 000

26,421, 000
1,010, 814, 300

35,474, 000
2,492, 000

(14, 430, 000)
18, 445, 000

35,160, 000

27,105, 000

36, 880, 000
2,226, 000

(15, 092, 000)
19, 206, 000

34,734, 000

16, 518, 267, 000

16, 491, 162, 700

27,105, 000

36, 880, 000
2,226, 000

(15,172, 000)
19, 206, 000

34,734,000

34,734, 000

+4, 202, 000

18,219,911,700 16,724,805,200 197,368,400 35,713,500 --206, 537,500 —1, 495, 106, 500

17,075, 226,700 16,697, 700, 200 +1, 293,463 ?00 +1,261,713,500  4-206, 537, 500

880, 000
azsfzze.ooo

(15, 172, 000)
19, 206, 000

36, 880, 000
2,226, 000

(15,172, 000)
19, 206, 000

+1,406, 000 _.
—266, 000 ..

(-+682, 000)
-+760, 000

—377, 526, 500
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1970

Conference agreement compared with—

Agency and item 1969 enacted 1

estimate ¥

Budget Conference

House bill Senate bill agresment

1969 Budget 1970 House

RELATED AGENCIES—Con,
Federal Mediation and conciliation
1, e A S
United States Soldiers’ Home
(trust fund apnmpnabon)
Operation and maintenance__
Capital outlay__ 4
Office of Economic Dpportunlty =

Federal Radiation Council
President’s Committee on Con-

$8,215, 000

9,1

sumer Interests.
National Commissjon
Salety.._____-______.
President’s Council on Youth Op-
rtunity.
Inte rAAsency Committes on Mexi-
can-American Affairs___._ .
Payment to the Corporation for
Public Broadcasting..........

3
5

5, 000, 000

= §8, 452, 000

170, 000
2, 048, 000, 000
124, 000

450, 000
1,475, 000

% 15, 000, 000

$8, 240, 000 $8, 412, 000 $8,412, 000

49, 000 9,149, 000 9, 149, 000

170, 000
1,948, 000, 000
124, 000

9,149,000

124,
450, 000
1,475, 000
(o)
510, 000
(=)

450, 000
1, 475, 000
300, 000
510, 000
15, 000, 000

57, 000
10, 000
15, 000, 000

+%197, 000

10,000,000 _________......-

19,327,033,800 19,834,1

Grand total, new bud t(u!ﬂi-
gational) authorﬁs..- Lo
Consisting of—
Definite appropriations:
egular. ... _.
968 specml funds.
1971 adva
Indefinite npamprlahnns
L AT
1970 advance

13. 198, 833, 500
90, 965, 000

13 581, 0

26, 421, 000 2,1
1,010,814,300 .........

"1, 226,000,000 _

25,700 17,573,602,700 21,363,391,700 19,747,153, 200

20,700 17, 546, 497,700

"1, 117,580, 000 _
27, 105, 000

05, 000

27, 105, 000

27,105, 000

420, 119, 400

20,218,706,700 18, ?20,048 200 -H 55(1: 51545 ‘.B%ﬂ +1,139,027,500 +2,173, 550, 500

—86, 972, 500 +2,173, 550, 500 —1,616, 238, 500

—498, 658, 500
S.=1,117,580,000°

—1,226, 060,000 __ Zics

84,000 _
=1, llil] SH 300

ts do not re

d in H. Doc, 91-100, H. Doc
$26,928,000 (S. Doc. 81-41)

4

-41.
 Inel

dget
4 Includes budget amsndment af 5?50 000 (S. Doc. 91-41) which the House did not
& Included under Wage and Hour Division, Salaries and expenses, in 1970,
and “'salaries and expenses, Office of the Adminis-

¢ Included under “'Environmental control”’
trator" in 1970 _
T Formerly hudgeted under "Rldlnroglcai health,”

# Included under *‘Mental health'' in 1970.

# Included under *‘Comprehensive health planning and services’ in 1970.
“Health services resean:h and devslnnrnenl.

10 Forrnen!' budg&led Imder
o Ingl under "R
12 Considered in connection with the

grograms " in 1870.
econd S

flect reserves created pursuant to

sie 1 Includﬁ $78,740,000 prev
91-113, S. Doc, 91-34, and S. Doc.

500,000 prevmusly carried
budge

4

iously carried under **

tary and
under ‘Higher educa’ !

) |

Hause did not consider.

which the House did not consider.  1f Includes funds lnr “Ed

t of §7,241,000 (S. Dﬂ:_ 9]-41) for Federal City College which the

1h 4 sk

facilities,”

mental M
1% $60,000 not considered b
0 The budget requested §
Child Welfare."
a l:lut mnsuds;ad due to lack

y d under “'Depart:

House due to lack of authorization,
,500,000 for **Maternal and child health'’ and $56,800,000 fo

des budget d

.:’

nﬁ authomatlun
t of $2,893 000 (S. Doc. 91-34) which the House did not consider,

budget

t of 519 ?UO 000 (S. Doc. 91-34) which the House did not consider.

 |ncludes hudset amendment of $252,000 (S. Doc. 91- 34) which the House did not consider

3 Included under “Libraries and mmmunlly services'' in 1

1 §10,055,000 not considered
u $1,226,000,000 not consider

I tal Appropri
u Included under “Canstruction of health, educational, mmn:h an
House due to lack of authorization,
by House due to lack of authorization.

970.
t of $172,000 (S. Doc. 91-41) which the House did not consider.

budget
d ilblary facm:.es in1870, = Consideration deferred.

* |ncludes budget amendment of $15,000,000 (S. Doc. 91-41) which the House did not consider

CALL OF THE HOUSE

Mr. ROUDEBUSH. Mr. Speaker,
make the point of order that a quorum
is not present.

The SPEAKER pro tempore (Mr.
Boges). The Chair will count.

One hundred and ninety Members
are present, not a quorum. i

Mr. BENNETT. Mr. Speaker, I move a
call of the House.

A call of the House was ordered.

The Clerk called the roll, and the
following Members failed to answer to
their names:

[Roll No. 849]
Colmer

Abbitt Grover
Hall

Halpern
Harrington

Harvey
Hébert

HNelsen
O’Eonskl
O’'Neal, Ga.
Ottinger
Pettls
Philbin
Poage

Rostenkowski
Sandman
Saylor
Sikes
Sisk
Powell Smith, Calif.
Rees Smith, Iowa
Reid, N.Y. Staggers

The SPEAEKER pro tempore. On this
rollcall 340 Members have answered to
their names, a quorum.

By unanimous consent, further pro-
ceedings under the call were dispensed
with.

CONFERENCE REPORT ON H.R. 13111,
DEPARTMENTS OF LABOR, AND
HEALTH, EDUCATION, AND WEL-
FARE, AND RELATED AGENCIES
APPROPRTATIONS, 1970

Mr. FLOOD. Mr. Speaker, I yield 5
minutes to the distinguished ranking
minority member of the committee, the
gentleman from Illinois (Mr. MIicHEL).

Mr. MICHEL. Mr. Speaker, I apologize
for my tardy entrance this morning and
hope I did not cause too much consterna-
tion by my tardy arrival, due to the late-
ness of my plane,

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

Mr. MICHEL. I yield to the distin
guished chairman.

that basketball game in which your son

t.inctly it was 78 to 65.

Mr. FLOOD. Did you win?

Mr. MICHEL. The Yale Bulldogs wo
and my son did quite well scoring 14
points, hauling down 12 rebounds, and
making five assists.

I think we ought to have perhaps 4
capsule briefing on what the two bodie
did, so far as total figures are concerned
in this bill,

Members will recall that the Nixon re
vised budget with respect to this bill wsa
$16,495,000,000, rounding out the figures

You will remember the big hassle w
had here in the House adding nearly 4§
billion dollars to the committee’s figure
by way of the Joelson amendment. Thi
House ultimately passed a bill that ag
gregated $17,573,000,000 rounded ouf
and we ended up then with a bill
$1,078,000,000, rounded out, over th
Nixon budget.

When the measure was considered ove
in the other body there were significa
items that were not considered in
House because they were not authorize
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The biggest of these items was the OEO
money, and the budget figure there, you
will recall, was $2,048,000,000, There was
an item of advanced funding for educa-
tion of $1,226,000,000. Over and abave
that, there are two smaller items, $28,-
000,000, rounded out for aging, and $15,-
000,000 for public broadcasting. So for
all practical purposes the Senate was
considering budget figures considerably
larger than those that we had to contend
with in the House—as g matter of fact,
$3,300,000,000 give or take a bit one way
or the other over our estimates.

The Senate budget estimates, then,
totaled $19.834,000,000, but they passed
a bill totaling $21,363,000,000, rounded
out. In other words their bill was a
billion and a half over the Nixon budget.

What we ended up and agreed to in
conference is a bill that is $1,139,000,000
over the Nixon budget.

Broken down, $1,078,000,000 of this is
in education, $96 million, rounded out,
for NIH and health manpower, and then
yvou know we made a $100 million redue-
tion in poverty. When arriving at this
figure the Senate budget estimates
should be reduced by $1.226 billion for
advance funding because there is no
money in this bill for advanced funding
for education.

I voted apainst the House-passed bill
because I thought the increases were too
extreme, far more than I personally
could stomach. That is the reason why
I failed to sign the conference report.
But under any other given set of circum-
stances, I would certainly have to give
tremendous credit to your House man-
agers, and particularly the chairman of
our subcommittee, who chaired the con-
ference, the gentleman from Pennsyl-
vania (Mr. Froon), for doing an out-
standing job in getting the other body to
vield to the House-passed figures in most
cases. He was superlative.

So in that sense, the House managers
just did a tremendous and commendable
job. I wish circumstances were such that
I could be in support of the conference
report on the strength of the concessions
the House got from the Senate. But, as
I said, to back up and reaffirm my earlier
opposition to the House bill being more

an $1 billion over the budget, I have

o register my opposition to it.

With that, Mr. Chairman, unless other
IMembers would like to be heard, that is
all I have to say at this time, and I thank
Imy chairman for yielding.

Mr, FLOOD. Mr. Speaker, I yield such

me as he may consume to the gentle-
an from Mississippi (Mr. WHITTEN).

Mr. WHITTEN. Mr, Speaker, I am not
happy with this conference report. In
accepting it we must trust the executive
department to make great improvements
in many programs and eliminate others.
On this we have had some assurance.

ere are areas, however, where funds
must be made available, and for that rea-
ton we propose to vote for it.

Tum!ng to the sections where I have

he subcommitiee, it is never easy as we
eview history to understand the reason
CXV——2567—Part 30
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for the fall of empires, especially where
it is apparent it came about through de-
struction from within—you might say
from seli-destruction. It seems to me
that there is considerable evidence that
we are on that road; I would like to
point out here some of the danger sig-
nals as I see them.

But first, may I say thanks to all our
friends who have stood steadfast and
worked hard through these difficult days
of trying to hold the so-called Whitten
amendments. Those of us who live in the
sorely affected areas, and know condi-
tions firsthand, appreciate their stand
which we know was under pressure.

To those of you who were unable fo
see just what is happening to us which
of course will spread to you, or who for
some other reason were unable to sup-
port our views, we hope you will study
this problem for you will learn how seri-
ous this matter is, not merely to one
section of the country but to the Nation.

THE WHITTEN AMENDMENTS

For the Recorp I would like to repeat
the language of these amendments:

SEc. 408. No part of the funds contained in
this Act may be used to force busing of
students, the abolishment of any school or
the assignment of any student attending
any elementary or secondary school 1o a par=
ticular school against the choice of his or her
parents or parent.

Bec. 409. No part of the funds contained in
this Act may be used to force busing of
students, the abolishment of any school or
the assignment of students to a particular
school as a condition precedent to obtaining
Federal funds otherwise available to any
State, school district or school.”

I offered these amendments to the
HEW bill and they were adopted by the
House Appropriations Committee by a
vote of 34 to 11, They were retained on
the floor, and the bill containing these
provisions 'was passed by a vote of 158
to 141.

Our friends in the Senate, particularly
our Senator STENNIS, a member of the
committee and our senior Senator East-
Lanp, made a strong fight, presenting in
detail evidence of the destruction of the
public school system of our Nation, at the
moment primarily in our section; that
it was unfair to the people of all races
and to the Nation. Nevertheless a major-
ity of the Senate added to each of my
amendments the wor “except as re-
quired by the Constitution.” The vote was
52 to 37, which leaves it open to Supreme
Court determination—though that would
be no problem if the Court would follow
the Constitution as written.

Mr. Speaker, we lost because the Con-
gress reversed itself. Secretary Finch,
speaking for the administration, after
our amendments passed the House, and
was accepted in conference, went all
out against the amendments, in person,
by the press, by telephone, and telegraph.
Of course he changed votes. The record
shows it. As a consequence we lost.

Mr. Speaker, my amendments pro-
tected citizens of all races from being
forced by the Department of Health,
Education, and Welfare to bus, from be-
ing forced to close schools, from being
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forced to send their children to a partic-
ular school against the wishes of their
parents, or to withhold funds to make
schools willingly to do so.

What is wrong with that—nothing, and
you know it.

FIRST PROPERTY RIGHTS, THEN PERSONAL SAFETY,
NOW SCHOOLS DESTROYED

Mr. Speaker, the record of the debates
on this amendment show that school
after school has been closed; that there
is tremendous overcrowding; that, by a
partial count only, more than $100,000,-
000 of school facilities are made un-
available by order of courts, all in over-
crowded districts.

The press is full of such facts. Only
last Saturday Columnist Jenkin Lloyd
Jones, under the heading “The Dangers
of Good Intentions,” quoted a dissenting
judge in the noted Jefferson County
Board of Education in these words:

The freedom of the Negro child to attend
any public school without regard to his race
or color . . . is again lost—now he must go
where the Court tells him. In one school
there are over 1,000 vacant places and flve
other schools have 800 more students than
they were built to accommodate.

And so it goes over the southeastern
part of the United States. And judging
by the way Court-condoned crime has
spread, as has Court-promoted destrue-
tion of property, this destruction of the
publie schools will spread to you, too.

Look at a leading local paper, the Wash-
ington Post, which I shall not otherwise
describe. Each day it takes almost a half
page merely to list the rapes, murders,
robberies, and major crimes which oc-
curred in Washington alone for the pre-
ceding 'day, and in fine print, too. And
the Supreme Court action favoring crim-
inals led to a public school situation
which is perhaps described best by the
headlines of one of yesterday's leading
newspapers, the Daily News: “Doors Still
Chained in Some Schools During School
Hours.”

My friends, we continue to fly in the
face of recorded history, violating not
only the lessons we should have learned
from study of other nations but which
have had brought home to us in the
United States in recent years.

If we will stop and think we will real-
ize it was our Federal courts, following
or actually getting out ahead of the
Supreme Court, which in my section held
it to be-all right to prevent the use of
property by the owner who worked and
saved to pay for it, but to interfere with
the owner running his own business af-
fairs and thereby actually cause him
to lose his property. What was not real-
ized by the general public was that when
the court takes such a view it becomes
a precedent and that such decisions
will be followed in your courts, as are be-
ing done today. Such right to a man's
use of his property led these law violators
to take property; and the next step for
them, led on by court decisions was not
only the destruction of billions of dol-
lars of property, through the burning of
large sections of Detroit, Cleveland,
Washington, and hundreds of cities but
a great loss of human life.
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Mr. Speaker, surely we should have
learned from that. Next, however, we see
the same Supreme Court holding it is
all right for the criminal to be protected
from the police and for the Court to con-
stantly enlarge the privileges of the
criminal as against the authority deemed
necessary for the law enforcement officer
for hundreds of years. It has been esti-
mated this restriction of officer rights
occurred in 35 different phases of law en-
forcement all to the advantage of the
criminal.

Here, too, each time the courts acted,
it became a precedent and the result has
been a complete breakdown in law and
order, with murder, rape. robbery and
even assassination commonplace in the
cities of the Nation. The same Federal
courts, promoted and led on by the Su-
preme Court, are now destroying our pub-
lic school system. It is time we wake up.
If we are to remedy this situation, not
only do we need the amendments which
have been defeated in the existing bill;
but we must put the Supreme Court back
in the position provided for it by the
Constitution which was made clear in
debate dealing with the Constitution, in
the wording of the Constitution itself—
but was perhaps best described by a
maker of the Constitution, Alexander
Hamilton in the Federalist papers which
contributed so much to the adoption of
the Constitution itself.

THE PLACE OF THE SUPREME COURT

Mr. Hamilton described the place of
the Court in the Federalist as follows:

The Executive not only dispenses the
honors but holds the sword of the commu-
nity. The Legislative not only commands the
purse but prescribes the rules by which the
duties and rights of every citizen are to be
regulated. The Judiclary, to the contrary,
has no influence over either the sword or
the purse . . . and can take no active reso-
Iution whatever.

If we are to save a nation from judges
who by reason of lifetime appointment
seem to claim almost every right and
power, we must stop the members of the
Court from dictating to Congress, the
President, and the people. I cannot help
but say, knowing some of the members
socially if they were our relatives we
would realize they qualified for welfare
homes.

Mr. Speaker, it is up to us to stand up.
After all, we are the ones—for we are
the people’s branch, we must stand up if
a nation is to be saved.

Mr. Speaker, under leave to extend
my remarks, I repeat a speech I made
on June 18, dealing with this subject
in more detail.

I quote:

Mg, JusTICE WARREN VERSUS THE
CONSTITUTION
Mr. WHITTEN. Mr. Speaker, recorded his-

tory clearly shows that power breeds the
desire to have power and that no dictator
ever voluntarily stopped short of taking it
all.

Certalnly the action of the Supreme Court
on Monday of this week clearly demonstrates
that if you give them an inch they will take
a mile. This case, PoweLL against McCor-
smack, et al., might better be styled “U.B.
Supreme Court versus the Constitution, or
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the abortive effort of the Warren Court to
take over the legislative branch of Govern-
ment."

Mr. Speaker, there are literally hundreds
of questions left in the air following this
decision. It is to be noted that the Supreme
Court limited itself to a declaratory judg-
ment, merely jucging “because the issue was
Jjusticlable"—capable of being judged—but
left it up to the lower court to find ways and
means to have the Sergeant at Arms, the
Clerk, and the Doorkeeper—all employees of
the House of Representatives—to seek out
and provide an appropriate remedy. How can
any court claim that they can indirectly
control the people’s branch—the U.8. House
of Representatives—by orders to our em-
ployees under threat of jail when the Court
sidesteps any clalm they could control the
Speaker and various Members of Congress
directly?

Where lles the authority of administering
the oath of office of a Member to serve
in a Congress already expired? Where lles
the authority for the Sergeant at Arms to
pay a Member from funds appropriated for
the fiscal year and the fiscal year has expired?

Mr. Speaker, Chief Justice Warren doubt-
less took great pleasure in overruling his
successor as Chief Justice, Justice Burger—
particularly since Mr., Warren was thwarted
in his eflorts to force the Congress and the
President to name Justice Abe Fortas as
Chief Justice only a short time ago. Mr.
Fortas has since resigned.

CONGRESSIONAL DISTRICTS

Mr. Speaker, any nation must of necessity
defend itself at home as well as abroad. When
Mr. Warren and his Court first held that
the siz= and population of congressional dis-
tricts were subject to their regulation, I in-
troduced a resolution and urged the House
of Representatives to “thank the Court for
its advisory opinion,” on the ground that the
Constitution provides that the House is the
sole judge of the gqualifications of its Mem-
bers. I was unable to get such resolution
through the committee and through the
Congress. We could see then that to acknowl-
edge such power in the Court was to invite
a Court takeover in this field. This happened.
Pirst the courts sald a population variance
which did not exceed 10 percent would be
all right. After forcing that goal now the
judges say a variation of as much as 3 per-
cent is too much. Of course, this is thor-
oughly impractical and I think in the future
Congresses are going to have to seat whom
they wish and tell the Court to stay in its
own balliwick. Letting the Court get by with
its earller decision on the Congress itself
led to the completely out-of-bounds opinion
of Monday.

CRIME—BREAKDOWN IN LAW ENFORCEMENT

Let us look to the matter of crime. When
the Supreme Court and subordinate courts
set out to say it is all right to let somebody
prevent you from using your property—to sit-
in so that you would lose your business—it
disturbed many people, but many others
thought, “So what?” But if they let them
prevent the use of your property, the next
step is to let them take your property; and
the next is to burn and loot and destroy. We
have seen all these steps taken, beginning
with the original encroachment by the Court
of basic rights, until today you are not safe
to be out at night, man or woman, in half of
the United States, We are approaching the
conditions of the Middle Ages.

By allowing the Supreme Court and the
Federal courts to claim the sole right to in-
terpret the Constitution, they have virtually
set themselves up as a judicial dictatorship.
In an estimated 35 new decisions, privileges
of the individual criminal have been placed
ahead of the welfare of the public. The result
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has been a complete breakdown of law and
order. Murder, rape, robbery, burning of large
sections of our msajor cities, and even assassi-
nations, have been the result.

All this, if closely analyzed, comes because
we have stood by, both the legislative branch
and the executive branch, and let the Su-
preme Court assume the sole right of inter-
pretation of the Constitution, a right the
court does not have under the Constitution.

DESTRUCTION OF PUBLIC SCHOOLS

Let us look at our schools. An extensive
process of education is absolutely essential
to any continuing society. Our Nation has
had one of the finest educational systems
ever known.

In the Brown case, 1954, the Supreme Court
sald States could not provide for forced seg-
regation by law. What has happened since?

By exercising their claim of the power to

supervise the operation of local schools
open to all students—from day to day and
month to month. We see court orders closing
some school buildings, to force students into
one building, regardless of overcrowding, and
setting up quotas in others, directing the hir-
ing and firing and assignment of teachers
against the wishes of all parents and force
assignment by race against the wishes of a
parents.

Educational funds are withheld under
misgulded conception that in some way this
punishes school boards—when in fact it is
the children who are thus punished. This has|
happened because so far we have let the
courts get by with the claim that they have
the sole right to interpret the Constitution
Yet any study will show they have no such
exclusive power, for under the Constitution
the legislative and the executive branches
are equal and coordinate and have the right
to interpret for themselves, where their re
sponsibilities are concerned.

tives on the Constitution. This would give us
a forum in which we, too, could interpred
the Constitution, and would enable us
hold our own in the battle for public support
When House Resolution 51 was not voted ouf
by the committee, I filed Discharge Petition
No. 8. I now urge Members to sign this dis
charge petitilon. We then would have a
instrument with which to go before the ba
of public opinion. I think it is essential tha
we take this step and take it now. I know
the Congress, being an equal branch, cany
ignore the Court or limit its jurisdiction.
am convinced we will see this Court continug
to strike at the very bedrock of our soclety
unless we act now. They have already des
troyed law enforcement. They are in th
process of destroying the public school sys
tem, and in this opinion, they attempt to tea
down the people’'s branch—the Congress, de
stroying the separate but eaual doctrine ang
assuming further dictatorial powers, I
among other things, we might review th
announced statement by the Chief Justic
that he expects to continue on in the Su
preme Court Building, where doubtless h
will be continuing his efforts to influence th
Justices in their decisions.

‘We have had enough of Justice Warren and
we are fortunate that he did not get to pic
his successor. It is unfortunate that his firs
move is to claim the sole power in the ju
dicial branch to interpret the Constitution
even to the extent of controlling in effect, th
other two branches of Government whic
certainly were intended to be and have
power to be joint and coequal.

Again, may I say to my colleagues, I hop
you will all sign Discharge Petition No, 3
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Let us establish for us a Committee on the
Constitution, for as we all know, we swear
to uphold the Constitution as Members of
Congress—but to uphold it as it is written
and not as it might be interpreted by Mr.
Warren, Mr. Douglas, or any other members
of the Supreme Court.

We must renew our resolve to return the
Court to its proper place so that a citlzen
may enjoy the fruits of his labor, and to
make certain that the public interest again
becomes paramount. We must again make
education the prime purpose of our schools
by precluding their operation by the Federal
courts, either by the district courts or from
Washington. We must set up our own com-
mittees to interpret the Constitution. This
I have proposed in House Resolution 51.

While we fight political dictatorship

abroad, we must no longer permit dictator-
ship at home. What will it profit our Nation
to bring to others the rights we believe to be
thelrs, if it the same time we permit those
same rights to be taken away from our peo-
ple here at home?

Again, please sign Discharge Petition No.
3.

Mr. TUNNEY. Mr. Speaker, the House
is considering the conference report on
the bill to establish a Council on En-
vironmental Quality.

I introduced a similar bill in 1967 and
cosponsored the present bill which passed
the House on September 23, 1969, by a
near unanimous vote.

This legislation is important because
first and foremost there is a need to view
the entire environment and its total eco-
logical interaction. The understanding of
our ecology is essential if we are to make
the various individual Government pro-
grams relate effectively to one another
and to advance our activities in environ-
mental improvement. An effective over-
view of the environment and its ecology,
as proposed by this legislation, will enable
us to evaluate the effectiveness of our
present efforts throughout the Govern-
ment.

The Council which would be created by
this legislation will develop on a continu-
ing basis, creative concepts and plans for
the improvement of the environment. It
will also serve to appraise and coordinate
Government programs to insure that
environmental problems are considered.

The environmental problems of this
country are increasing daily and in
many areas have reached crisis propor-
tions. An effective overall view of the
environment and its ecology will enable

to evaluate the effectiveness of pres-
ent efforts throughout the Government.

The House is also considering the
abor-HEW appropriations conference

report. This legislation contains $19.7
billion in vital funds for education and
antipoverty programs. Both the House
and the Senate have recognized the im-
portance of these programs. It is there-
fore regrettable that the threat of a
Presidential veto hangs over this bill.
Any reduction in funds will affect the
following programs; elementary and
secondary education assistance, includ-

g the impacted area aid program, anti-
poverty assistance, higher education as-
Eistance, and job-training programs.

It is incongruous to me that the only
ime the administration has expressed
ts concern over inflation is when the
ongress has appropriated funds in be-
alf of or given tax relief to the middle
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and lower income American. Why is it
that we never hear this concern when
tax loopholes for the wealthy are left
open; why is there no concern over in-
flation when the administration recom-
mends funds for the SST which will
benefit only 1 percent of the population,
and up to $10 billion for an ABM which
is probably ineffective.

I believe it is time that all Americans—
and not simply the middle and lower in-
come citizen—bear equally the burden
of fighting inflation. It is my hope that
the Congress will enact this appropria-
tion bill and that the President will re-
assess his priorities and not veto funds
for education, jobs, health, and the poor.

Mr. COHELAN. Mr. Speaker, T rise in
support of the conference report for
H.R. 13111, the HEW-Labor appropria-
tions bill.

I commend my distinguished -col-
league, Chairman Dawnier Froop, from
Pennsylvania, for his capable handling
of this conference and for accepting the
Senate’s version of the Whitten lan-
guage as he was instructed by the House.

I must, however, admit my displeasure
at the more than $1.1 billion that was
slashed for the advanced funding of title
I, ESEA, for £scal year 1971, These funds
would have allowed for the orderly plan-
ning for many school districts in poverty
areas. In my own district I know these
funds could have been used for the or-
derly planning of our educational pro-
grams. But on balance, this conference
report is a good bill, and we can fight
for ESEA funds in the next session of
Congress.

As I pointed out in a press confer-
ence Saturday morning, the President’s
arguments on the inflationary aspects
of this conference report are fallacious.
Based upon the latest figures, the ap-
propriations bill that will finally be en-
acted will be $5.4 billion less than the
President’s request.

This conference report, together with
previous congressional actions, indicates
very strongly the fact that the Congress
of the United States has firmly decided
to make education one of our highest
national priorities. Thus I reject the
President’s attempt to give a very low
priority to the field of education.

In passing, we must realize that much
of the budget is uncontrollable. Interest
on the debt, Social Security, Medicare,
and the Department of Defense budget
are uncontrollable items. Thus this Con-
gress must enact this HEW-Labor ap-
propriation bill if funds are to be avail-
able for our pressing educational needs.
The surplus $5.4 billior. that this Con-
gress will give the President is within the
budgetary guidelines set by the Presi-
dent himself. Thus, we can pass this bill
and still have a surplus sufficient to com-
bat inflation.

Thus, Mr. Speaker, I feel that this
House can act constructively and re-
sponsibly by passing the HEW-Labor
appropriations conference report. In
doing so, we will again reaffirm our na-
tional commitment to quality educa-
tion for our citizens. The nation expects
no less of the Members of Congress. I
therefore urge the passage of the HEW-
Labor conference report.
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Mr. ROBISON. Mr. Speaker, I have
seriously considered a ‘‘no” vote upon
adoption of this conference report on
HR. 13111—the 1970 appropriation bill
for the Departments of Labor, Health,
Education, and Welfare, and related
agencies—but have decided against it for
reasons requiring some explanations.

All of us are familiar with the history
of this piece of legislation—especially,
will we recall the House vote some
months ago adopting the so-called Joel-
son amendment that, as a package to
which a few miscellaneous additions were
later made, brought the final total of the
House bill to a point $1.078 billion over
the revised Nixon budgetary requests
covering the items then before us.

The bill then went on to the other body
which considered an expanded list of
budgetary requests—including now,
among other things, funds for the anti-
poverty program—and its final action
brought the bill's total to a new high of
$1.529 billion, as I understand it, over the
revised Nixon budgetary requests it was
considering.

Now, as a result of the conference, the
bill is back before us with its final total
set, again as I understand it, at a point
still $1.139 billion over the budget, and it
is this fact, of course, that has stirred
rumors of a possible Presidential veto.

Quite obviously, the bill carries more
money with it than it should in some
areas—though the House conferees have
certainly done a commendable job in try-
ing to cut its final total down to a more
manageable size. It is impossible to pre-
diet whether or not there will still be a
Presidential veto and if, on balance, one
still tends to favor the bill—as I do not
think one should attempt to tailor his
vote to that uncertain possibility.

However, let it be noted that President
Nixon is right in his judgment that the
war against inflation is far from won,
and that it is essential that care be taken
not to release too much money into
spending hands during what remains of
this fiscal year. Therefore, if a Presiden-
tial veto is forthecoming—and if Mr.
Nixon's indications with respect to which
programs he believes are overfunded
happen to agree, in general, with my own
judgment in that respect—he can count
on my help in sustaining his position.

But what really disturbs me, Mr.
Speaker, about the bill again before us is
that the final result is an outstanding ex-
ample of the perils of “package” amend-
ments—or of “package” bills, for that
matter, like the tax bill we shall con-
sider in a few more hours.

It is very difficult to arrive at a con-
sensus over the proper ranking of priori-
ties as between competing programs in a
bill such as this. But such an effort
should always be made, and not sloughed
off as we did—when this bill was first
before us—in favor of a package contain-
ing a little something of everything, and
a little too much for most people to re-
sist, which is what the Joelson amend-
ment turned out to be. At the time that
amendment was being worked out, I was
glad to work with its eventual sponsors
in trying to arrange a cooperative plan
for offering and supporting specific—or
categorical—amendments aimed at in-
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creasing the funding for certain educa-
tional programs that, most of us felt, had
been cut too much by the revised Nixon
budget. That preliminary plan went
down the drain in favor of the all-or-
nothing “package” approach, and such a
strategy was successful, as we will re-
member, though we might well still have
had a chance at considering specific in-
creases had a key amendment I offered
at that time—and for that purpose—not
been voted down.

In short, Mr. Speaker, what I am say-
ing is that I do not believe we have han-
dled this bill in the most responsible
manner and that, if we had—though the
outcome would still have been uncer-
tain—we would not now be facing the
unhappy prospect of a Presidential veto.

I might add that I do not think, as
some have suggested, that this issue rep-
resents the first skirmish in a developing
battle to reorder our national priorities
as between military spending and domes-
tic spending, Such a battle is obviously
coming—in dimensions probably more
discernible next year. But, though mili-
tary spending has been reduced at con-
gressional direction this year, such re-
ductions have mostly come in defense
areas pointed out by the administration,
itself, and—except possibly as shown
during this year's long debate over
the anti-ballistic-missile system—neither
side in that projected contest would seem
to have yet really defined its own ideas
of priorities.

Instead, the issue here separating the
President from the Congress would seem
to be one falling into that more tradi-
tional pattern for debates over what is
called “fiscal responsibility,” wherein
there has always been at least a vague
line separating most Democrats from
most Republicans.

At the moment, that particular line is
even more difficult to find here in Con-
gress than usual, since some of us are
pointing to the reductions we have made
in the various appropriations bills—as
justification for increases made else-
where—while the President and the rest
of us, as someone must, have been con-
centrating on the other side of the budg-
etary ledger, namely at the spending col-
lumn, the figures in which determine the
ultimate inflationary effect of the overall
congressional budgetary actions,

I do not think the final result of our
actions in this respect can really be de-
termined by anyone other than the
President, and not even by him until he
has been sent all the appropriation bills
for this fiscal year. I would hope all such
bills would be sent him before this ses-
sion adjourns—though it now appears
that the leadership in the other body has
some different ideas about at least this
particular bill. If so, that would be most
unfortunate, for by our tardiness and
delay in finishing this essential house-
keeping task of ours we have already
placed an intolerable burden on Mr.
Nixon who must, somehow, and despite
all this, send us next fiscal year’s budget
before the end of next month.

I say, again, I am reluctant to pos-
sibly add to that burden by voting to
send this overladen vehicle on down to
the White House—though it is obvious

it is going to get there with or without
my vote—yet I think the President is the
only one who can really determine how
much spending under this bill we have
really mandated upon him in what re-
mains of this fiscal year, either by our
direct action or by shrugging off onto
his shoulders some political pressures we
were unwilling to carry. Therefore, since
I still favor this bill on balance, I will
vote for it in its final form and then
await his decision regarding it, follow-
ing which I will have to make my own
decision respecting what I can—or
should—do to help him in what has be-
come his rather lonely, if stubborn,
fight against inflation.

Mr. FLOOD. Mr, Speaker, I move the
previous question on the conference re-
port.

The previous question was ordered.

The SPEAEKER pro tempore. The
question is on the conference report.

The question was taken, and the
Speaker pro tempore announced that
the ayes appeared to have it.

Mr. GROSS. Mr. Speaker, I object to
the vote on the grounds that a quorum
is not present and make the point of or-
der that a quorum is not present.

The SPEAKER pro tempore. Evident-
1y & quorum is not present.

The Doorkeeper will close the doors,
the Sergeant at Arms will notify absent
Members, and the Clerk will call the
roll.

The question was taken; and there
were—yeas 261, nays 110, not voting 62,
as follows:

[Roll No. 350]
YEAS—261
Daddario
Daniels, N.J.
de la Garza

Delaney
Dellenback

Harsha
Hathaway
Hawkins
Hays
Hechler, W. Va.
Heckler, Mass.
Helstoskl
Henderson
Hicks
Holifield
Horton
Howard
Hungate
Ichord
Jacobs
Johnson, Callf.
Johnson, Pa,
Jones, Ala.
Jones, N.C.
Jones, Tenn.
Earth
Eastenmeler
Eazen
Kee
Eeith
Kleppe
Kluczynski
Koch
Kyros
Langen
Latta
Leggett
Long, Md.
Lowensteln
MceCarthy
MecCloskey
McClure
McDade
McDonald,
Mich.
McFall
McEneally
Macdonald,

Denney
Dent
Diggs
Dingell
Donohue
Dorn

Dulski
Duncan
Dwyer

Edmondson
Ellberg
Esch

Eshleman
Evans, Colo.
Fallon
Fascell
Feighan
Fish
Fisher
Flood
Foley
Ford,
William D.
Fountain
Fraser
Frelinghuysen
Friedel
Fulton, Pa.
Fulton, Tenn.
Fuqua
Galifianakis
Casey Gallagher
Chamberlain Garmats
Chisholm Gaydos
Clark Gettys
Clausen, Gilalmo
Don H. Gllbert
Clay Gongzales
Cleveland Green, Pa.
Cohelan Gude
Conte Halpern
Corbett Hamilton
Corman Hanley Mallliard
Hanna Mann
Hansen, Idaho Mathias
Hansen, Wash, Matsunaga

Burleson, Tex,
Burlison, Mo.
Burton, Calif,
Burton, Utah
Button

Byrne, Pa.
Cabell

Camp

Carter

Mass.
MacGregor
Madden
Mahon

Cowger
Culver
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Mayne

Olsen
O’'Nelll, Mass.
Ottinger
Patman
Patten
Pelly
Pepper
Perkins
Pettis
Pickle
Pike
Pirnie
Podell
Pollock

Abernethy

Adair

Anderson, 11,
ds

Abbitt
Anderson,
Tenn.
Andrews, Ala.
Andrews,
N. Dak.
Ashbrook
Berry
Bevill
Bolling
Caffery
Cahill
Carey
Celler
Colller
Colmer
Conyers
Davis, Ga.
Dawson
Downing
Eckhsrdt
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Preyer, N.C.
Price, 11l
Pryor, Ark.
Pucinski
Purcell
Quie
Quillen
Rallsback
Randall
Reid, N.Y.
Reuss
Riegle
Roberts
Robison
Rodino

Roe

Rogers, Colo.
Rooney, N.X.
Rooney, Pa.
Rosenthal
Roybal
Ruppe
Ryan

8t Germain
St. Onge
Bcheuer
Schwengel
Shipley
Shriver
Skubitz
Black
Smith, Iowa
Bmith, N.Y.
Springer
Stafford
Btanton
Steed
Stelger, Wis.

NAYS—110

Edwards, Ala.
Edwards, La.
Erlenborn
Flowers

Flynt
Ford, Gerald R.

Evins, Tenn.
Farbstein
Findley
Gibbons
Goldwater
Gray

Green, Oreg.
Griffiths
Hall

Harrington
Harvey
Hébert

Hull

Kirwan
Euykendall
Lipscomb
Lukens
MeClory
Martin
Miller, Calif.
Montgomery

Edwards, Calif. Morse
The Clerk announced

pairs:

Stratton
Stubblefield
Symington
Taylor
Teague, Callf.
Thompson, N.J.
Tiernan
Tunney

Udall

Ullman

Van Deerlin
Vander Jagt

NOT VOTING—62

Moss
Murphy, N.¥.
O'Neal, Ga.
Phiihin
Poage

Powell

Rees

Reifel
Rostenkowskl
Sandmean
Sikes

Bisk

Smith, Calif,
Staggers
Stephens
Stokes
Sullivan
Teague, Tex.
Watkins
Wright
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Mr, Moss with Mr. Eckhardt.

Mr. Rees with Mr. Lipscomb.

Mr. Conyers with Mr. Edwards of California.

Mr. Harrington with Mr. Kuykendall.

Mr. Teague of Texas with Mr, Hall.

Mr. Hull with Mr. Findley.

Mr. Evins of Tennessee with Mr. Goldwater.

Mr. Rostenkowski with Mr. Collier.

Mr. Carey with Mr. Cahill.

Mr. Caffery with Mr, Berry.

Mr. Wright with Mr. Andrews of North
Dakota.

Mr. Montgomery with Mr. Lukens,

Mr. Miller of California with Mr. Smith of
California.

Mr. Murphy of New York with Mr, Sand-
man.
Mrs. Sulllvan with Mr. Watkins.

Mr. Philbin with Mr, Morse.

Mr. Celler with Mr. McClory.

Mrs. Green of Oregon with Mr. Reifel.

Mrs. Griffiths with Mr, Martin,

Mr. Abbitt with Mr. Bevill.

Mr. Anderson of Tennessee with Mr. Glb-
bons,

Mr. Farbstein with Mr. Dawson.

Mr. Andrews of Alabama with Mr. Colmer.

Mr, Gray with Mr, Harvey.

Mr. Hébert with Mr. Downing.

Mr. Sisk with Mr. Stokes.

Mr. O'Neal of Georgia with Mr. Staggers.

Mr. Sikes with Mr. Stephens,

Mr. Davis of Georgia with Mr. Kirwan,

The result of the vote was announced
as above recorded.

The doors were opened.

The SPEAEKER. The Clerk will report
the first amendment in disagreement.

The Clerk read as follows:

Senate amendment No, 4: Page 2, line 24,
strike out ““$35,325,000" and insert *$36,907,-
000, to remain available until June 30, 1971."”

MOTION OFFERED BY MR, FLOOD

Mr. FLOOD. Mr. Speaker, I offer a
motion.

The Clerk read as follows:

Mr. Froop moves that the House recede
from its disagreement to the amendment of
the Senate numbered 4 and concur therein
with an amendment, as follows: In lieu of
the sum proposed by said amendment insert
“$36,116,000",

The motion was agreed to.

The SPEAKER. The Clerk will report
the next amendment in disagreement.

The Clerk read as follows:

Senate amendment No, 5: Page 3, line 11,
strike “title XV of the Soclal Security Act, as
amended,” and insert: “title 5, chapter 85 of
the United States Code,”

MOTION OFFERED BY MR, FLOOD

Mr. FLLOOD. Mr, Speaker, I offer a
motion.

The Clerk read as follows:

Mr. Froop moves that the House recede

from its disagreement to the amendment of
the Senate numbered 5 and concur therein.

The motion was agreed to.

The SPEAKER. The Clerk will report
the next amendment in disagreement.

The Clerk read as follows:

Senate amendment No. 68: Page 3, line 20,
strike “title XV of the Soclal Security Act, as
amended,” and insert: “title 5, chapter 85 of
the United States Code,”

MOTION OFFERED BY MR, FLOOD
Mr. FLOOD, Mr. Speaker, I offer a

The Clerk read as follows:
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Mr. Froop moves that the House recede
from its disagreement to the amendment of
the Senate numbered 6 and concur therein.

The motion was agreed to.

The SPEAKER. The Clerk will report
the next amendment in disagreement.

The Clerk read as follows:

Senate amendment No. 7: Page 5, line 14:
Strike out “XV of the Social Seeurity Act, as
amended (68 Stat. 1130 and insert: “5,
chapter 85 of the United States Code,”

MOTION OFFERED BY MR. FLOOD

Mr, FLOOD. Mr. Speaker, I offer a
motion.

The Clerk read as follows:

Mr. Froop moves that the House recede
from its disagreement to the amendment of
the Senate numbered 7 and concur therein,

The motion was agreed to.

The SPEAKER. The Clerk will report
the next amendment in disagreement.

The Clerk read as follows:

Benate amendment No. 16: Page 12, line
20: Insert: “, of which #45,000,000 shall re-
main avallable until expended to carry out
section 104 of the Clean Air Act."

MOTION OFFERED BY MR, FLOOD

Mr. FLOOD. Mr. Speaker, I offer a
motion.

The Clerk read as follows:

Mr. FLoop moves that the House recede
from its disagreement to the amendment of
the Senate numbered 15 and concur therein,

The motion was agreed to.

The SPEAKER. The Clerk will report
the next amendment in disagreement.

The Clerk read as follows:

Senate amendment No. 16: On page 13,
line 10, insert:

“BUILDINGS AND FACILITIES

“Such unexpended balances (including bal-
ances obligated but not disbursed) as the
Secretary of Health, Education, and Welfare
may determine to be available as of June 30,
1969, in the appropriation for “Bulldings and
facilities, Public Health Service"”, for Con-
sumer Protection and Environmental Health
Service activities, shall be transferred to an
account under this head. There shall be
merged with such account the unexpended
balance (including any balance obligated
but not disbursed) as of June 30, 1969, in the
appropriation for “Food and Drug Admin-
istration, bulldings and facilities”.”

MOTION OFFERED BY MR, FLOOD

Mr. FLOOD. Mr. Speaker, I offer a
motion.

The Clerk read as follows:

Mr. Froop moves that the House recede
from its disagreement to the amendment of
the Senate numbered 16 and concur therein.

The motion was agreed to.

The SPEAKER. The Clerk will report
the next amendment in disagreement.

The Clerk read as follows:

Senate amendment No. 25: On page 17,
line 11, insert:

“DISTRICT OF COLUMBIA MEDICAL FACILITIES

“For grants of $3,500,000 and loans of
$6,500,000 for nonprofit private facilities pur-
suant to the District of Columbia Medical
Facilitles Construction Act of 1968 (Public
Law 90-457) to remain available until ex-
pended.”

MOTION OFFERED BY MR. FLOOD

Mr. FLOOD. Mr. Speaker, I offer a
motion.
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The Clerk read as follows:

Mr. Froop moves that the House recede
from its disagreement to the amendment of
the Senate numbered 25 and concur therein.

The motion was agreed to.

The SPEAKER. The Clerk will report
the next amendment in disagreement;

The Clerk read as follows:

Senate amendment No. 26: On page 18, line
19, insert:

“BUILDINGS AND FACILITIES

“Such wunexpended balances (Including
balances obligated but not disbursed) as the
Becretary of Health, Education, and Wel-
fare may determine to be available as of
June 30, 1969, in the appropriation for
“Bulldings and facilities, Public Health
Services”, for Health Services and Mental
Health Administration aectlivities, shall be
transferred to an account under this head.
There shall be merged with such account
the unexpended balance (including any bal-
ance obligated but not disbursed) as of
June 30, 1969, in the appropriation for “Saint
Elizabeths Hospital, buildings and facili-
tles"."

MOTION OFFERED BY MR, FLOOD

Mr. FLOOD. Mr. Speaker, I offer a
motion.

The Clerk read as follows:

Mr. FLoop moves that the House recede

from its disagreement to the amendment of
the Senate numbered 26 and concur therein.

The motion was agreed to.

The SPEAKER. The Clerk will report
the next amendment in disagreement.

The Clerk read as follows:

Senate amendment No. 41: On page 24, line
15, Insert: *“: Provided, That such unex-
pended balances (including balances obli-
gated but not disbursed) as the Secretary of
Health, Education, and Welfare may deter-
mine to be available as of June 30, 1969, in
the appropriation for “Buildings and facili-
ties, Public Health Service” for National In-
stitutes of Health activities, shall be merged
with this appropriation.”

MOTION OFFERED BY MR. FLOOD

Mr. FLOOD. Mr. Speaker, I offer a
motion.
The Clerk read as follows:

Mr. FLoop moves that the House recede
from its disagreement to the amendment of
the Senate numbered 41 and concur therein.

The motion was agreed to.

The SPEAKER. The Clerk will report
the next amendment in disagreement.

The Clerk read as follows:

Senate amendment No. 50: On page 30, line
20, Insert:

“INSTRUCTIONAL EQUIPMENT

For carrying out title IIT-A of the National
Defense Education Act of 1958, as amended,
and title VI of the Higher Education Act of
1965, as amended, 893,240,000, of which £78,-
740,000 shall be for equipment and minor re-
modeling and State administrative services
under title IIT-A of sald National Defense
Education Act; $13,000,000 shall be for equip-
ment and minor remodeling under section
601(b) of saild Higher Education Act, and
£1,500,000 shall be for the acqulsition of
television equipment and for minor remodel-
ing under section 601(¢) of said Higher Edu-
cation Act: Provided, That allotments under
sections 302(a) and 305 of the National De-
fense Education Act for equipment and
minor remodeling shall be made on the basis
of $75,740,000 for grants to States and on the




40766

basis of 1,000,000 for loans to nonprofit pri-
vate schools, and allotments under section
302(b) of said Act for administrative services
shall be made on the basis of $2,000,000.”

MOTION OFFERED BY MR. FLOOD

Mr, FLOOD. Mr. Speaker, I offer a
motion.

The Clerk read as follows:

Mr. FLOOD moves that the House recede
from its disagreement to the amendment of
the Senate numbered 50 and concur therein
with an amendment, as follows: Strike out
the matter inserted by sald amendment and
insert the following:

“INSTRUCTIONAL EQUIPMENT

“For equipment and minor remodeling and
State administrative services, under title
IIT-A of the National Defense Education Act
of 1958, as amended, $48,740,000: Provided,
That allotments under sections 302(a) and
305 of the Natlonal Defense Education Act,
for equipment and minor remodeling shall be
made on the basis of 75,740,000 for grants to
States and on the basis of $1,000,000 for loans
to nonprofit private schools, and allotments
under section 302(b) of said Act for adminis-
trative services shall be made on the basis of
$2,000,000".

The motion was agreed to.

The SPEAKER. The Clerk will report
the next amendment in disagreement.

The Clerk read as follows:

Senate amendment No. 51: On page 31,
line 12, insert:

“SCHOOL ASSISTANCE IN FEDERALLY AFFECTED
AREAS

“For grants and payments under the Act of

September 30, 1950, as amended (20 U.8.C.,
ch. 13), and under the Act of September 23,
1950, as amended (20 U.8.C., ch. 19), $660,~
167,000, of which $645,000,000 shall be for

payments to local educational agencies for
the maintenance and operation of schools as
authorized by the Act of September 30, 1850,
as amended (20 U.S.C., ch. 13), and 815,~
167,000 which shall remain avallable until
expended, shall be for providing school fa-
cilities and for grants to local educational
agencies in federally affected areas as author-
ized by said Act of September 23, 1960: Pro-
vided, That this appropriation shall also be
available for carrying out the provisions of
section 6 of the Act of September 30, 1850."

MOTION OFFERED BY MR. FLOOD

Mr. FLOOD. Mr. Speaker, I offer a
motion.

The Clerk read as follows:

Mr. Froob moves that the Houses recede
from its disagreement to the amendment of
the Senate numbered 51 and concur therein
with an amendment, as follows: In leu of
the matter inserted by sald amendment in-
sert the following:

“SCHOOL ASSISTANCE IN FEDERALLY
AFFECTED AREAS

“For grants and payments under the Act
of September 30, 1050, as amended (20 U.s.0.,
ch. 13), and under the Act of September 23,
1950, as amended (20 U.8.C., ch. 19), 8600,-
167,000, of which $585,000,000 shall be for
payments to local educational agencies for
the maintenance and operation of schools as
authorized by the Act of September 30, 1950,
as amended (20 U.S.C., ch. 13), and 815,-
167,000 which shall remain available until
expended, shall be for providing school fa-
cilities and for grants to local educational
agencies in federally affected areas as au-
thorized by said Act of September 23, 1950:
Provided, That this appropriation shall also
be avallable for carrylng out the provisions
of section 6 of the Act of September 30,
1850."
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The motion was agreed to.

The SPEAKER. The Clerk will report
the next amendment in disagreement.

The Clerk read as follows:

Senate amendment No. 52: On page 32,
line 2, insert “section 504,".

MOTION OFFERED BY MR. FLOOD

Mr. FLOOD. Mr, Speaker, I offer a
motion.
The Clerk read as follows:

Mr. FLoop moves that the House recede
from its disagreement to the amendment of
the Senate numbered 52 and concur therein.

The motion was agreed to.

The SPEAKER, The Clerk will report
the next amendment in disagreement.

The Clerk read as follows:

Senate amendment No, 66: On page 32,
line 18, insert:

“For carrying out titles III and IV (except
parts D and F), part E of title V, and sec-
tion 1207 of the Higher Education Act of 1965,
as amended, titles I and III of the Higher
Education Facilities Act of 1963, as amended,
title II and IV of the National Defense
Education Act of 1958, as amended (20 U.B.C.
421-420), and section 22 of the Act of June
29, 1935, as amended (7 U.S.C. 329), $1,006,-
874,000, of which $175,600,000 shall be for
educational opportunity grants under part A
of title IV of the Higher Education Act of
19656 and shall remain available through
June 30, 1971, $63,900,000 to remain available
until expended shall be for loan insurance
programs under part B of title IV of that
Act, including not to exceed 1,500,000 for
computer services in connection with the in-
sured loan program, $154,000,000 shall be for
grants for college work-study programs un-
der part C of title IV of that Act (of which
amounts reallotted shall remain available
through June 80, 1971), including one per
centum of such amount to be available, with-
out regard to the provisions in section 442
of that Act, for cooperative education pro-
grams that alternate periods of full-time
academic study with periods of full-time
public or private employment, $125,000,000
shall be for grants for construction of pub-
lic community colleges and technical insti-
tutes and $75,000,000 shall be for grants for
construction of other academic facilities un-
der title I of the Higher Education Facilities
Act of 1963 which amounts shall remain
available through June 30, 1971, $11,750,000,
to remain available until expended, shall be
for annual interest grants under section 308
of that Act, $222,100,000 shall be for Federal
capital contributions to student loan funds
established In accordance with agreements
pursuant to section 204 of the National De-
fense Education Act of 1958, and $12,120,000
shall be for the purposes of section 22 of
the Act of June 29, 1935: Provided, That
$7,241,000 shall be for payments authorized
by section 108(b) of the District of Columbia
Public Education Act, as amended (D.C. Code,
sec. 31-1608).”

MOTION OFFERED BY MR. FLOOD

Mr. FLOOD. Mr. Speaker, I offer a mo-
tion.

The Clerk read as follows:

Mr. Froop moves that the House recede
from its disagreement to the amendment of
the Senate numbered 56 end concur therein
with an amendment, as follows: In lieu of
the matter inserted by sald amendment in-
sert the following:

“HIGHER EDUCATION

“For carrying out titles III and IV (except
parts D and F), part E of title V, and sec-
tion 1207 of the Higher Education Act of
1965, as amended, titles I and IIT of the
Higher Education Facilities Act of 1963, as
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amended, titles II and IV of the National
Defense Education Act of 1958, as amended
(20 U.S.C. 421-429), and section 22 of the
Act of June 29, 1935, as amended (7 U.S.C.
329), $871,874,000, of which $164,600,000 shall
be for educational opportunity grants under
part A of title IV of the Higher Education
Act of 1965 and shall remain available
through June 30, 1971, $63,900,000 to remain
avallable until expended shall be for loan
insurance pr under part B of title
IV of that Act, including not to exceed 81,-
500,000 for computer services in connection
with the insured loan program, $154,000,000
shall be for grants for college work-study
programs under part C of title IV of that Act
(of which amounts reallotted shall remain
avallable through June 30, 1971), including
1 per centum of such amount to be avall-
able, without regard to the provisions in
section 442 of that Act, for cooperative edu-
cation programs that alternate periods of
full-time academic study with periods of
full-time public or private employment, $43,-
000,000 shall be for grants for construction
of public community colleces and technical
institutes and $33,000,000 shall be for grants
for construction of other academic facilities
under title I of the Higher Education Facili~
ties Act of 1963 which amounts shall remain
avallable through June 30, 1971, $11,750,000,
to remain avallable until expended, shall
be for annual interest grants under section
306 of that Act, $222,100,000 shall be for
Federal capital contributions to student loan
funds established in accordance with agree-
ments pursuant to section 204 of the Na-
tional Defense Education Act of 1958, and
$12,120,000 shall be for the purposes of sec-
tion 22 of the Act of June 29, 1935: Provided,
That $7,241,000 shall be for payments au-
thorized by section 108(b) of the District o
Columbia Public Education Act, as amend-
ed (D.C. Code, sec. 31-1608)."

The motion was agreed to.

The SPEAKER. The Clerk will report]
the next amendment in disagreement.

The Clerk read as follows:

Senate amendment No. 57: On page 34, line

6, insert
“YOCATIONAL EDUCATION

“For carrying out the Vocational Educa
tion Act of 1063, as amended (20 U.S.C. 1241
1891) (except part E of title I) and section
402 of the Elementary and Secondary Edu
catlon Amendments of 1967, $488,716,000,
which not to exceed $352,836,000 shall be fo
State vocational education programs unde
part B and $40,000,000 shall be for programs
under section 102(b) of sald Vocational Edu
cation Act of 1963, including developmen
and administration of State plans and evalu
ation and dissemination activities author
ized under sectlon 102(c) of said Act, and
$10,000,000 for work-study programs unde
part H of said Act, not to exceed $2,800,00(
for State advisory counclls established pur
suant to section 104(b) of sald Act, $13,
000,000 for exemplary programs under part I
of sald Act of which 50 per centum shall re
main available until expended and 50 pe|
centum shall remain available throug
June 30, 1971, $20,000,000 for consumer an
homemaking education programs under pa
P of sald Act, and $14,000,000 shall be for
operative vocational education programs un
der part G of sald Act.”

MOTION OFFERED BY MR, FLOOD

Mr. FLOOD. Mr. Speaker, I offer a mo
tion.

The Clerk read as follows:

Mr. Froop moves that the House

from its disagreement to the amendment d
the Senate numbered 57 and concur therely

The motion was agreed to.
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The SPEAKER. The Clerk will report
the next amendment in disagreement.
The Clerk read as follows:

Benate amendment No. 72: On page 41, line
13, insert “: Provided further, That such
grants to any State shall not be less than
grants made to the State under section 2
for the fiscal year 19689."

MOTION OFFERED BY MR. FLOOD

Mr. FLOOD. Mr, Speaker, I offer a
motion.
The Clerk read as follows:

Mr. Froop moves that the House recede
from its disagreement to the amendment of
the Senate numbered 72 and concur therein.

The motion was agreed to.

The SPEAKER. The Clerk will report
the next amendment in disagreement.

The Clerk read as follows:

Senate amendment No. 83: On page 59,
line 9, insert:
“ECONOMIC OPPORTUNITY PROGRAM

“For expenses necessary to carry out the
provisions of the Economic Opportunity Act
of 1964 (Public Law 88-452), approved
August 20, 1964), as amended, $2,048,000,000,

lus reimbursements: Provided, That this
appropriation shall be available for transfers
o the economic opportunity loan fund for
loans under title ITI, and amounts so trans-
ferred shall remain available until expended:
Provided further, That this appropriation
gshall be available for the purchase and hire
of passenger motor vehicles, and for construc-
fon, alteration, and repalr of bulldings and
other facilities, as authorized by section 602
pf the Economiec Opportunity Act of 1964,
and for purchase of real property for tralning
enters: Provided further, That this appro-
priation shall not be available for contracts

nder titles I, II, V, VI, and VII extending
for more than twenty-four months: Provided
further, That no part of the funds appropri-
hted In this paragraph shall be available for
pny grant until the Director has determined
hat the grantee is qualified to administer
he funds and programs involved in the
proposed grant: Provided further, That all
krant agreements shall provide that the Gen-

pon the Federal grant: Provided further,
hat these funds shall not be available until
bnactment into law of authorizing legisla-
fon.™

MOTION OFFERED BY MR. FLOOD

Mr. FLOOD. Mr, Speaker, I offer a

otion.

The Clerk read as follows:

Mr. Froop moves that the House recede
rom its disagreement to the amendment of
he Senate numbered 83 and concur therein
vith an amendment, as follows: In lieu of
he sum proposed by sald amendment insert
'$1,948,000,000”, and at the end of said
mendment strike out the period and insert
he following: ': Provided further, That
hose provisions of the Economic Opportunity
Amendments of 1967 and 1969 that set man-
atory funding levels shall not be effective
uring the fiscal year ending June 80, 1970."

The motion was agreed to.

The SPEAKER. The Clerk will report
he next amendment in disagreement.
The Clerk read as follows:

Senate amendment No. 84: Page 61, line 1,
nsert:

“PRESIDENT’'S COoUNCIL OoN YOUTH
OPPORTUNITY
“SALARIES AND EXPENSES

“For expenses to carry out the
rovisions of Executive Order 11330, dated
farch 5, 1967, including hire of passenger
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motor vehicles, and services as authorized by
5 U.8.C. 3109, 8300,000.”

MOTION OFFERED BY MR. FLOOD

Mr. FLOOD, Mr. Speaker, I offer a
motion.

The Clerk read as follows:

Mr. FrLoop moves that the House recede
from its disagreement to the amendment of
the Senate numbered 84 and concur therein.

The motion was agreed to.

A motion to reconsider the votes by
which action was taken on the confer-
ence report and on the several motions
was laid on the table.

GENERAL LEAVE TO EXTEND

Mr. FLOOD. Mr. Speaker, I ask unani-
mous consent that all Members may
have 5 legislative days in which to extend
their remarks on the conference report
just agreed to.

The SPEAKER. Is there objection to
the request of the gentleman from Penn-
sylvania?

There was no objection.

CONFERENCE REPORT ON H.R. 13270,
TAX REFORM ACT OF 1969

Mr. MILLS. Mr. Speaker, I call up the
conference report on the bill (H.R. 13270)
to reform the income tax laws, and ask
unanimous consent that the statement
of the managers on the part of the House
be read in lieu of the report.

The Clerk read the title of the bill.

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

There was no objection.

The Clerk read the statement, as fol-
lows:

ConrFEreNcE ReErorT (H. REPT. No. 91-T82)

The committee of conference on the dis-
agreeing votes of the two Houses on the
amendment of the Senate to the bill (H.R.
13270) to reform the income tax laws, having
met, after full and free conference, have
agreed to recommend and do recommend to
thelir respective Houses as follows:

That the House recede from its disagree-
ment to the amendment of the Senate and
agree to the same with an amendment as
follows: In lleu of the matter proposed to be
inserted by the Benate amendment insert the
following:

SecTION 1. SHORT TITLE, ETC.

(a) SHorT Trrre—This Act may be cited
as the “Tax Reform Act of 1969,

(b) TaBLE OF CONTENTS.—

TITLE I—TAX EXEMPT ORGANIZATIONS

BUBTITLE A—PRIVATE FOUNDATIONS

Sec. 101. Private foundations,

SuBTITLE B—OTHER TAX EXEMPT
ORGANTZATIONS

Sec. 121. Tax on unrelated business income,

TITLE II—INDIVIDUAL DEDUCTIONS

SUBTITLE A—CHARITABLE CONTRIBUTIONS
Sec, 201. Charitable contributions,

SvuerrTLe B—FarM Losses, ETc.

211. Gain from disposition of property
used in farming where farm
losses offset nonfarm income.

Sec. 212. Livestock.

. 213. Deductions attributable to activi-

tles not engaged In for profit.

214. Galin from disposition of farm land.

215. Crop insurance proceeds.

Sec.

Sec.
Sec.
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Sec. 216. Capitalization of costs of planting
and developing citrus groves.
SUBTITLE C—INTEREST
Sec. 221. Interest.
SueTITLE D—MoOVING EXPENSES
Sec. 231. Moving expenses,

TITLE III—MINIMUM TAX; ADJUSTMENTS
PRIMARILY AFFECTING INDIVDUALS
SUBTITLE A—MiNTMUM Tax

Sec. 301. Minimum tax for tax preferences.

SUBTITLE B—INCOME AVERAGING

Sec. 311, Income averaging. ¥
SUBTITLE C—RESTRICTED PROFERTY

Sec. 321. Restricted Property.

SUBTITLE D—ACCUMULATION TRUSTS, MULTIPLE

TrusT, ETC.
Sec. 331. Treatment of excess distributions by

trusts.

Sec. 332. Trust income for benefit of a spouse.
TITLE IV—ADJUSTMENTS PRIMARILY
AFFECTING CORFPORATIONS
SUBTITLE A—MULTIPLE CORPORATIONS

Sec. 401. Multiple corporations.

SUBTITLE B—DEBT-FINANCED CORPORATED AcC-

QUISITIONS AND RELATED PROBLEMS
Sec. 411. Interest on indebtedness incurred by
corporation to acquire stock or
assets of another corporation.

Sec. 412. Installment method,

Sec. 413. Bonds and other evidence of in-

debtedness.

Sec. 414. Limitation on deduction of bond

premium on repurchase.

Sec. 415. Treatment of certain corporation in-

terests as stock or indebtedness.
SueTITLE C—STOCK DIVIDENDS

Sec, 421, Stock dividends.

SUBTITLE D—FINANCIAL INSTITUTIONS

Sec. 431. Reserve for losses on loans; net op-
erating loss carrybacks,

Mutual savings banks, etc.

Treatment of bonds, etc., held by
financial instituttons.

Limitation on deduction for divi-
dends received by mutual savings
banks, etc,

Forelgn deposits in United States
banks.

SuBTITLE E—DEPRECIATION ALLOWED REGU-
LATED INDUSTRIES; EARNINGS ANp PrOFITS
ADJUSTMENT FOR DEPRECIATION

Sec. 441. Public utility property.

Bec. 501. Effect on earnings and profits.
TITLE V—ADJUSTMENTS AFFECTING IN-
DIVIDUALS AND CORPORATIONS
BUBTITLE A—NATURAL RESOURCES

Sec. 501. Percentage depletion rates.

Bec. 502. Treatment processes in the case of
oil shale.

Mineral production payments.

Exploration expenditures.

Continental shelf areas.

Forelgn tax credit with respect to
certaln forelgn mineral income.
SusrrTLE B—CAPITAL GAINS AND LoOssEs

Sec. 511. Increase In alternative capital gains

tax.

Sec. 512. Capital losses of corporations,

Bec. 513. Capital losses of individuals.

Bec. 514. Letters, memorandums, etc.

Bec. 515. Total distributions from qualified

pension, etc., plans.

Bec. 516. Other changes In capital gains treat-

ment.
SuBTITLE C—REAL ESTATE DEPRECIATION

Sec. 521. Depreciation of real estate.

BusTtrTLE D—SUBCHAPTER S CORPORATIONS

Sec. 531. Qualified pension, etc., plans of

small business corporations.

Sec. 432.
Bec. 433.

Sec. 434,

Bec. 435.

Sec. 503.
Bec. 504.
Sec, 505.
Sec. 508.
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TITLE VI—STATE AND LOCAL
OBLIGATIONS

Sec. 601. Arbitrage bonds.

TITLE VII—EXTENSION OF TAX SUR-
CHARGE AND EXCISE TAXES; TERMI-
NATION OF INVESTMENT CREDIT

Sec. T01. Extension of tax surcharge.

Sec. 702. Continuation of exclse taxes on
communiecation services and on
automohbiles.

Sec. 703. Termination of investment credit.

Bec. 704. Amortization of pollution control

L facilities,

Bec. 705. Amortization of rallroad rolling
stock and right-of-way improve-
ments.

Sec. T08. Expenditures in connection with
certain railroad rolling stock.

Sec. T07. Amortization of certain coal mine
safety equipment.

TITLE VIII—ADJUSTMENT OF TAX
BURDEN FOR INDIVIDUALS

BSec. 801. Personal exemptions.

Sec. 802. Low income allowance; increase in
standard deduction.

Sec. 803. Tax rates for single individualsg and
heads of household; optional tax.

Sec. 804. Fifty-percent maximum rate on
earned Income.

Bec. 805. Collection of income tax at source
on wages.

TITLE IX—MISCELLANEOUS PROVISIONS

SUBTITLE A—MISCELLANEOUS INCOME Tax
PROVISIONS

Sec. 901. Exclusion of additional lving ex-

penses,

Sec. 902. Deductibility of treble damage pay-

ments, fines and penaltles, etec.

Sec. 903. Accrued vacation pay.

Sec. 804. Deduction of recoveries of antitrust
damages, etc,

Corporations wusing appreciated
property to redeem their own
stock.

Reasonable accumulations by cor-
porations.

. 807, Insurance companies.

. 908. Certain unit investment trusts.

. 909. Foreign corporations not availed
of to reduce taxes.

Sales of certain low-Income hous-
ing projects.

. 911. Per-unit retain allocations.

. 912, Foster children.

. 913. Cooperative housing corporations.

. 914, Personal holding company divi-
dends.

Replacement of property involun-
tarlly converted within a 2-year
period.

Change in reporting income on in-
stallment basis.

Recognition of galn in certain
Hquidations.

SuBTITLE B—MISCELLANEOUS ExcIsE TAx
PROVISIONS

Sec. 931. Concrete mixers.

Sec. 932. Constructive sale price,

SusTITLE C—MISCELLANEOUS ADMINISTRATIVE

PROVISIONS

941. Filing requirements.

942, Computation of tax by Internal
Revenue Service.

Failure to make timely payment
or deposit of tax.

Declarations of estimated tax by
farmers.

. Portion of salary, wages, or other
Income exempt from levy,

Interest and penalties in case of
certain taxable years,

SUBTITLE D—UNITED STATES TAX COURT

Sec. 851. Status of Tax Court.

Sec. 852, Appointment; term of office,

Sec. 953. Salary.

Sec. 905.

. 9086.

. 810,

. 915.

. 916.

. 917.

Sec.
Bec.

. 943.

. D44,

. 9486,
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Bec. 854. Retirement.

Sec. 955. Survivors.

Sec. 056. Powers.

Sec. 957. Tax disputes involving $1,000 or less,
Sec. 858. Commissioners.

Sec. 859. Notice of appeal.

Sec. 960. Conforming amendments,

Sec. 961. Continuation of status,

Sec. 962. Effective dates.

TITLE X—INCREASE IN SOCIAL
SECURITY BENEFITS
Sec. 1001. Short title.
Sec. 1002. Increase in old-age, survivors, and
disability insurance benefits.
1003. Increase in benefits for certain in-
dividuals age 72 and over.
. 1004, Maximum amount of a wife's or
husband’s insurance benefit.
. 1005. Allocation to disability insurance
trust fund.
. 1006. Disregarding of retroactive pay-
ment of OASDI benefit increase.
1007. Disregarding of income of OASDI
recipients in determining need
for public assistance.

(c) AMENDMENT OF 1954 CopE—Except as
otherwise expressly provided, whenever in
this Act an amendment or repeal is ex-
pressed in terms of an amendment to, or
repeal of, a section or other provision, the
reference shall be considered to be made to
a section or other provision of the Internal
Revenue Code of 19564.

TITLE I—TAX EXEMPT ORGANIZATIONS
SUBTITLE A—FPRIVATE FOUNDATIONS
SEec. 101. PRIVATE FOUNDATIONS.

(a) In GeNErRAL—Subchapter F of chapter
1 (relating to exempt organizations) is
amended by redesignating parts II, III, and
IV as parts III, IV, V, respectively, and by in-
serting after part I the following new part:
“PART II—PRIVATE FOUNDATIONS
“Sec. 507. Termination of private foundation
status.
“Sec. 508, Special rules with respect to section
501(c) (3) organizations.
““Sec. 509. Private foundation defined.

“SEc. 507, TERMINATION OF PRIVATE FOUNDA-
TION STATUS.

“(a) GENERAL RULE—Except as provided in
subsection (b), the status of any organiza-
tlon as a private foundation shall be ter-
minated only if—

“(1) such organization notifies the Secre-
tary or his delegate (at such time and in
such manner as the Secretary or his delegate
may by regulations prescribe) of its intent
to accomplish such termination, or

“(2) (A) with respect to such organization,
there have been either willful repeated acts
(or failures to act), or a willful and flagrant
act (or fallure to act), giving rise to Hability
for tax under chapter 42, and

“(B) the Secretary or his delegate notifies
such organization that, by reason of sub-
paragraph (A), such organization is liable
for the tax imposed by subsection (c),
and either such organization pays the tax
imposed by subsection (¢) (or any portion
not abated under subsection (g)) or the
entire amount of such tax is abated under
subsection (g).

“(b) SPECIAL RULES.—

“(1) TRANSFER TO, OR OFERATION AS, PUBLIC
cHARITY —The status as a private foundation
of any organization, with respect to which
there have not been either willful repeated
acts (or failures to act) or a willful and flag-
rant act (or fallure to act) giving rise to
liabllity for tax under chapter 42, shall be
terminated if—

“(A) such organization distributes all of
its net assets to cne or more organizations
described in section 170(b) (1) (A) (other
than in clauses (vil) and (viil)) each of
which has been in existence and so described

Sec.

Sec.
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for a continuous period of at least 60 calen-
dar months immediately preceding such dis-
tribution, or

“{B) (i) such organization meets the re-
quirements of paragraph (1), (2), or (3) of
section 509(a) by the end of the 12-month
period beginning with its first taxable year
which begin after December 31, 1969, or for
a continuous period of 60 calendar months
beginning with the first day of any taxable
year which begins after December 31, 1969,

“(11) such organization notifies the Secre=
tary or his delegate (in such manner as the
Secretary or his delegate may by regulations
prescribe) before the commencement of such
12-month or 60-month period (or before the
g0th day after the day on which regulations
first prescribed under this subsection become
final) that it is terminating its private foun-
dation status, and

“(ii1) such organization establishes to the
eatisfaction of the Secretary or his delegate
(in such manner as the Secretary or his
delegate may by regulations preseribe) im-
mediately after the expiration of such 12-
month or 60-month period that such orga-
nization has complied with clause (1).
If an organization glves notice under sub-
paragraph (B) (ii) of the commencement of
a 60-month period and such organization
fails to meet the requirements of paragraph
(1), (2), or (3) of sectlon 509(a) for the
entire 60-month period, this part and chap-
ter 42 shall not apply to such organization
for any taxable year within such 60-month
period for which it does meet such require-
ments.

*(2) TRANSFEREE FOUNDATIONS.—FoOr pur-
poses of this part, in the case of a transfer o

tion, merger, redemption, recaptialization, o

other adjustment, organization, or reorga

nization, the transferee foundation shall noy
be treated as a newly created organization.

“(c) ImposrTioN oF Tax.—There is hereby
imposed on each organization which is re
ferred to In subsection (a) a tax equal tg
the lower of—

“{1) the amount which the private foun
dation substantiates by adequate records oj
other corroborating evidence as the aggregate
tax benefit resulting from the section 50
(c) (3) status of such foundation, or

“(2) the value of the net assets of sucH
foundation.

‘“(d) AGGREGATE TAx BENEFIT.—

“(1) In GENERAL.—For purposes of subsec
tion (c), the aggregate tax benefit resulting
from the section 501(c) (3) status of any pri
vate foundation is the sum of—

“(A) the aggregate increases In tax unde
chapters 1, 11, and 12 (or the corresponding
provisions of prior law) which would hav
been imposed with respect to all substantia
contributors to the foundation if deduction
for all contributions made by such contribu
tors to the foundation after February 28
1918, had been disallowed, and

“(B) the aggregate increases in tax unde|
chapter 1 (or the corresponding provision
of prior law) which would have been impose
with respect to the Income of the priva
foundation for taxable years beginning afte
December 31, 1912, If (1) it had not been ex]
empt from tax under section 501(a) (or th
corresponding provisions of prior law), an
(i) in the case of a trust, deductions undd
section 642(c) (or the corresponding pro
visions of prior law) had been limited to 2
percent of the taxable income of the trus
(computed without the benefit of section 6
(c) but with the benefit of section 170(b|
(1) (A)),and

“(C) interest on the increases in tax dete
mined under subparagraphs (A) and (B
from the first date on which each such
crease would have been due and payable {
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the date on which the organization ceases to
be a private foundation.

"(2) BUBSTANTIAL CONTRIBUTOR.—

“(A) DerFmvrTiION.—For purposes of para-
graph (1), the term ‘substantial contributor’
means any person who contributed or be-
queathed an aggregate amount of more than
$5,000 to the private foundation, if such
amount is more than 2 percent of the total
contributions and beguests received by the
foundation before the close of the taxable
year of the foundation in which the contri-
bution or bequest is received by the founda-
tion from such person. In the case of a trust,
the term ‘substantial contributor’ also means
the creator of the trust.

“(B) SPECTAL RULES.—FOT purposes of sub-
paragraph (A)—

“(1) each contribution or bequest shall be
valued at falr market value on the date it
was recelved,

“(11) in the case of a foundation which is
in existence on October 9, 1969, all contribu-
tions and bequests received on or before such
date shall be treated (except for purposes of
clause (1)) as if receiyed on such date,

“(iil) an individual shall be treated as
making all contributions and bequests made
by his spouse, and

“(iv) any person who Is a substantial
contributor on any date shall remain a sub-
stantial contributor for all subsequent pe-
riods.

“(3) RecurLAaTIONS—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 ac-
cordance with regulations prescribed by the
Secretary or his delegate.

“(e) VALUE oF AsseTs.—For purposes of
subsection (¢), 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 organization which
culminates in its ceasing to be a private
foundation, or (2) the date on which it
ceases to be a private foundation.

“(f) LIABILITY IN CASE OF TRANSFERS OF
Assers From Privare FouNparion.—For pur-
poses of determining liability for the tax im-
posed. by subsection (c) in the case of as-
sets transferred by the private foundation,
such tax shall be deemed to have been Im-
posed on the first day on which action is
taken by the organization which culminates
in its ceasing to be a private foundation.

“(g) ABaTEMENT OF Taxes.—The Secretary
or his delegate may abate the unpaid por-
tion of the assessment of any tax imposed by
subsection (¢), or any liabllity in respect
thereof, 1f—

“(1) the private foundation distributes
all of its net assets to one or more organiza-
tions described In section 170(b)(1)(A)
(other than in clauses (vil) and (viii) each
of which has been in existence and so de-
scribed for a continuous period of at least
60 calendar months, or

“(2) following the notification prescribed
in section 6104(c) to the appropriate State
officer, such State officer within one year no-
tifies the Secretary or his delegate, In such
manner as the Secretary or his delegate may
by regulations prescribe, that corrective ac-
tion has been initiated pursuant to State
law to Insure that the assets of such pri-
vate foundation are preserved for such chari-
table or other purposes specified in sectlon
501(c) (8) as may be ordered or approved by
a court of competent jurisdiction, and upon
completion of the corrective action, the Sec-
retary or his delegate recelves certification
from the appropriate State officer that such
action has resulted in such preservation of
assets.

“Sec. 508. SpEciAL RuULEs WITH RESPECT TO
SectroNn 501(c) (3) ORGANIZA-
TIONS.

“({a) NEw ORGANIZATIONS MusT NoTiFy SEC-

RETARY THAT THEY ARE APPLYING FOR RECOG-
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NITION ©OF BecrioN 501(c) (3) Srarus.—Ex-
cept as provided in subsection (c), an orga-
nization organized after October 9, 1969, shall
not be treated as an organization described
in section 501 (¢) (3)—

“{1) unless it has given notice to the Sec-
retary or his delegate, In such manner as the
Secretary or his delegate may by regulations
prescribe, that it is applying for recognition
of such status, or

“{2) for any period before the glving of
such notice, if such notice is given after the
time prescribed by the Secretary or his dele-
gate by regulations for giving notice under
this subsection.

For purposes of paragraph (2), the time pre-
scribed for glving notice under this subsec-
tion shall not expire before the 80th day
after the day on which regulations first pre-
scribed under this subsection become final.

“(b) PRESUMPTION THAT ORGANIZATIONS ARE
PrivaTE FOUNDATIONS,—EXcept as provided in
subsection (c), any organization (including
an organization in existence on October 9,
1969) which is described in section 501(c) (3)
and which does not notify the Secretary or
his delegate, at such time and in such man-
ner 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. The time prescribed for giving
notice under this subsection shall not ex-
pire before the 90th day after the day on
Which regulations first prescribed under this
subsection become final.

‘“{¢) EXCEPTIONS.—

“(1) MANDATORY EXCEPTIONS—Subsections
(a) and (b) shall not apply to—

*(A) churches, their integrated auxilliaries,
and conventions or associations of churches,
or

“(B) any organization which is not a pri-
vate foundation (as deflned in section 509
(a)) and the gross receipts of which in each
taxable year are normally not more than
$5,000.

*“(2) EXCEPTIONS BY REGULATIONS.—The
Becretary 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 subsec-
tion (a) or (b) or both—

“(A) eduecational 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
activities are regularly carried on; and

*(B) any other class of organizations with
respect to which the Secretary or his delegate
determines that full compliance with the
provisions of subsections (a) and (b) is not
necessary to the efficient administration of
the provisions of this title relating to private
foundations.

“(d) DISALLOWANCE OF CERTAIN CHARITABLE,
ETC., DEDUCTIONS. —

(1) GIFT OR BEQUEST TO ORGANIZATIONS
SUBJECT TO SECTION 507(C) TAX—No gift or
bequest made to an organization upon which
the tax provided by section 507(c) has been
imposed shall be allowed as a deduction under
section 170, 545(b)(2). 656(b)(2), 642(c),
2055, 2106(a) (2), or 2522, if such gift or be-
guest 1s made—

“{A) by any person after notification is
made under section 507(a), or

“(B) by a substantial contributor (as de-
fined in section 507(d)(2)) in his taxable
year which includes the first day on which
action is taken by such organization which
culminates in the imposition of tax under
section 507(c) and any subsequent taxable
year.

“(2) GIFT OR BEQUEST TO TAXABLE PRIVATE
FOUNDATION, SECTION 4947 TRUST, ETC.—NoO
gift or bequest made to an organization
shall be allowed as a deduction under sec-
tion 170, b545(b)(2), 566(b)(2), 642(c),
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20565, 2106(a)(2), or 2522, if such gift or
bequest is made—

“(A) to a private foundation or a trust
deseribed in sectlon 4947 in a taxable year
for which it fails to meet the requirements
of subsection (e) (determined without re-
gard to subsection (e)(2) (B) and (C)), or

“(B) to any organization in a period for
which it is not treated as an organization
described In section 501(ec)(3) by reason
of subsection (a).

*“{3) ExceprioN.—Paragraph (1) shall not
apply if the entire amount of the unpald
portion of the tax Imposed by section 507(c)
is'abated by the Becretary or his delegate
under section 507(g).

(e) GOVERNING INSTRUMENTS.—

“(1) GeneraL RULE.—A private foundation
shall not be exempt from taxation under
section 501(a) unless its governing instru-
ment includes provisions the effects of which
are—

“(A) to require its income for each tax-
able year to be distributed at such time and
in such manner as not to subject the foun-
dation 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 investments in
such manner as to subject the foundation to
tax under section 4944, and from making any
taxable expenditures (as defined in section
4945(d) ).

*(2) SPECIAL RULES FOR EXISTING PRIVATE
FOUNDATIONS.—In the case of any organiza-
tion organized before January 1, 1970, para-
graph (1) shall not apply—

“(A) to any taxable year beginning be-
fore January 1, 1972,

“(B) to any period after December 31,
1971, during the pendency of any judicial
proceeding begun before January 1, 1972,
by the private foundation which is neces-
sary to reform, or to excuse such foundation
from compliance with, its governing instru-
ment or any other instrument in order to
meet the requirements of paragraph (1), and

*{C) to any period after the termination
of any judicial proceeding described in sub-
paragraph (B) during which its governing
instrument or any other instrument does not
permit it to meet the requirements of para-
graph (1).

“Sec. 509. PrivaTE FounNpaTION DEFINED.

“(a) GenErAL RULE—For purposes of this
title, the term ‘private foundation’ means a
domestic or foreign organization described
in section 501(c) (3) other than—

(1) an organization described in section
170(b) (1) (A) (other than In clauses (vii)
and (viit));

*“(2) an organization which—

“{A) normally receives more than one-
third of its support in each taxable year from
any combination of—

“(1) gifts, grants, contributions, or mem-=-
bership fees, and

*(i1) 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 recelpts from any person, or from any
bureau or similar agency of a governmental
unit (as described in section 170(c) (1)), in
any taxable year to the extent such recelpts
exceed the greater of £5,000 or 1 percent of
the organization’s support in such taxable
year,
from persons other than disqualified per-
sons (as defined in section 4946) with respect
to the organization, from governmental units
described in section 170(¢) (1), or from orga-
nizations described in section 170(b) (1) (&)
(other than in clauses (vil) and (viil)), and

“(B) normally recelves not more than
one-third of 1ts support in each taxable year
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from gross investment income (as defined
in subsection (e));

“({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 specified
organizations described in paragraph (1) or
(2),

“(B) is operated, supervised, or controlied
by or in connection with one or more orga-
nizations 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 Orga-
nizations described in paragraph (1) or (2);
and

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

For purposes of paragraph (3), an organiza-
tion described in paragraph (2) shall be
deemed to include an tion described
in section 501(c) (4), (6), or (6) which would
be described in paragraph (2) If it were an
organization described in section 501(c)(3).

*(b) CONTINUATION OF PRIVATE FOUNDATION
Sratus—For purposes of this title, if an orga-
nization is a private foundation (within the
meaning of subsection (a)) on October 8,
1969, or becomes a private foundation on any
subsequent date, such organization shall be
treated as a private foundation for all periods
after October 9, 1969, or after such subsequent
date, unless its status as such is terminated
under section 507.

“(c) STATUS OF ORGANIZATION AFTER TER-
MINATION OF PRIVATE FOUNDATION STATUS—
For purposes of this part, an tion
the status of which as a private foundation
is terminated under section 507 shall (except
as provided in section 507(b) (2)) be treated
as an organization created on the day after
the date of such termination.

“(d) DEFINITION OF SUPPORT.—FoOr pur-
poses of this part and chapter 42, the term
‘support’ includes (but is not limited to)—

“(1) gifts, grants, contributions, or mem-
bership fees,

“{2) gross receipts from admissions, sales
of merchandise, performance of services, or
furnishing of facilities in any activity which
is not an unrelated trade or business (within
the meaning of section 513),

“(3) net income from unrelated business
activities, whether or mnot such activities
are carried on regularly as a trade or business,

“(4) gross investment income (as defined
in subsection (e) ),

“(5) tax revenues levied for the benefit of
an organization and either pald to or ex-
pended on behalf of such organization, and

“(8) the value of services or facilities (ex-

clusive of services or facilitles generally fur-
nished to the public without charge) fur-
nished by a governmental unit referred to in
section 170(c) (1) to an organization without
charge.
Such term does not Include any gain from
the sale or other disposition of property
which would be considered as gain from the
sale or exchange of a capital asset, or the
value of exemption from any Federal, State,
or local tax or any similar benefit,

“(e) DerFmyITION OF GROSS INVESTMENT
IncoMeE—For purposes of subsection (d),
the term °‘gross investment Income' means
the gross amount of income from interest,
dividends, rents, and royalties, but not in-
cluding any such income to the extent in-
cluded in computing the tax imposed by
section 511.”

(b) AmMENDMENT OF SusrTiTLE D.—Subtitle
D (relating to miscellaneous excise taxes)
is amended by adding at the end thereof the
following new chapter:
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“CHAPTER 42 —PRIVATE FOUNDATIONS

“Sec. 4940. Excise tax based on investment
income.

Taxes on self-dealing.

‘Taxes on fallure to distribute in-
come."

Taxes on excess business hold-
ings.

Taxes on investments which
Jeopardize charitable purpose.

Taxes on taxable expenditures.

Definitions and speclal rules.

Application of taxes to certain
nonexempt trusts.

Application of taxes and denial
of exemption with respect to
certain foreign organizations.

4940. Excise Tax BASED ON INVESTMENT

INcoME.

“(a) Tax-ExEmPT FOoUNDATIONS.—There is
hereby imposed on each private foundation
which is exempt from taxation under section
501(a) for the taxable year, with respect to
the carrying on of its activities, a tax equal
to 4 percent of the net investment income of
such foundation for the taxable year.

“(b) TaxaBrLE FoUNDATIONS.—There 1Is
hereby imposed on each private foundation
which is not exempt from taxation under sec-
tion 501(a) for the taxable year, with re-
spect to the carrying on of its activities, a
tax equal to—

“(1) the amount (if any) by which the
sum of (A) the tax imposed under subsec-
tion (a) (computed as if such subsection
applied to such private foundation for the
taxable year), plus (B) the amount of the
tax which would have been imposed under
section 511 for the taxable year if such pri-
vate foundation has been exempt from tax-
atlon under sectlon 501(a), exceeds

“(2) the tax lmposed under subtitle A on
such private foundation for the taxable year.

“(c) NeET INVESTMENT INCOME DEFINED.—

“(1) IN GENERAL.—For purposes of subsec-
tion (a), the net investment income is the
amount by which (A) the sum of the gross
investment income and the net capital gain
exceeds (B) the deductlons allowed by para-
graph (3). Except to the extent inconsistent
with the provisions of this sectlon, net in-
vestment income shall be determined under
the principles of subtitle A.

*{2) GRrROSS 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.—

“(A) IN GENERAL—FoOr purposes of para-
graph (1), there shall be allowed as a deduc-
tion all the ordinary and necessary expenses
paid or incurred for the production or collec-
tion of gross Investment income or for the
management, conservation, or maintenance
of property held for the production of such
Income, determined with the modifications
set forth In subparagraph (B).

“(B) MobprrFicaTioNs.—For purposes of sub-
paragraph (A)—

“(1) The deductlon provided by section
167 shall be allowed, but only on the basis
of the stralght line method of depreciation.

*“(ii) The deduction for depletion provided
by section 611 shall be allowed, but such
deduction shall be determined without regard
to section 613 (relating to percentage deple-
tion).

*“(4) CAPITAL GAINS AND LOSSES—For pur-
poses of paragraph (1) in determining net
capital gain—

“{A) There shall be taken into account
only gains and losses from the sale or other
disposition of property used for the produc-
tion of interest, dividends, rents, and royal-
tles, and property used for the production
of income included in computing the tax

“Sec. 4941
. 4942,

. 4043,
. 4944,
. 4945,
. 48486,
. 4947,

. 4948,
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imposed by sectlon 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).

“(B) The basis for determining gain In
the case of property held by the private
foundation on Decemwuer 31, 1969, and con-
tinuously thereafter to the date of its dis-
position shall be deemed to be not less than
the fair market value of such property on
December 31, 1969,

*(C) Losses from sales or other disposi-
tions of property shall be allowed only to the
extent of gains from such sales or other dis-
positions, and there shall be no capital loss
CAITYOVErs.

“{5) TAX-EXEMPT INCOME.—For p o5es
of this section, net investment income shall
be determined by applying section 103 (re-
lating to interest on certain governmental
obligations) and section 265 (relating to ex-
penses and interest relating to tax-exempt
income).

“Sec. 4941, Taxes onN SELF-DEALING.

*(a) INTTIAL TAXES.—

“(1) Own 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
respect to the act of self-dealing for each
year (or part thereof) in the taxable period.
The tax imposed by this parsgraph shall be
pald by any disqualified person (other than
a foundation manager acting only as such)
who participates in the act of self-dealing,
In the case of a government official (as de-
fined in section 4946(c)), a tax shall be
imposed by this paragraph only if such dis-
qualified person participates in the act 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 par-
ticipation 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 214
percent of the amount involved with respect
to the act of self-dealing for each year (or
part thereof) in the taxable period, unless
such participation is not wiliful and is due
to reasonable cause. The tax imposed by this
paragraph shall be pald by any foundation
manager who participated in the act of self-
dealing.

“(b) ApDITIONAL 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 shall be
paid by any disqualified person (other than a
foundation manager acting only as such)
who participated in the act of self-dealing.

*“(2) ON FOUNDATION MANAGER.—In any
case in which an additional tax is imposed
by paragraph (1), if a foundation manager
refused to agree to part or all of the correc-
tion, there is hereby imposed a tax equal to
50 percent of the amount involved. The tax
imposed by this paragraph shall be pald by
any foundation manager who refused to agree
to part or all of the correction.

*(¢) SpeciaL RuLes—For purposes of sub-
sections (&) and (b)—

*(1) JOINT AND SEVERAL LIABILITY.—If more
than one person is llable under any para-
graph of subsection (a) or (b) with respect
to any one act of self-dealing, all such per-
sons shall be jointly and severally liable un-
der 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
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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 ceNERAL—For purposes of this sec-
tion, the term ‘self-dealing’ means any direct
or indirect—

“(A) sale or exchange, or leasing, of prop-
erty between a private foundation and a dis-
qualified 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 relmbursement of expenses) by a
private foundation to a disqualified person;

“(E) transfer to, or use by or for the bene-
fit of, a disqualified person of the income or
assets of a private foundation; and

“{(F) agreement by a private foundation
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
service if such individual is terminating his
government service within a 90-day period.

“(2) SreciAL rRULES.—For purposes of para-
graph (1)—

“(A) the transfer of real or personal prop-
erty by a disqualified person to a 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
slmilar 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 disquali-
fied person to a private foundation shall not
be an act of self-dealing if the loan is with-
out interest or other charge and if the pro-
ceeds of the loan are used exclusively for
purposes specified In section 501(c) (3);

“(C) the furnishing of goods, services, or
faclilities by a disqualified person to a pri-
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 spec-
ified in section 601(c)/(3);

“(D) the furnishing of goods, services, or
facilities by a private foundation to a dis-
gualified person shall not be an act of self-
dealing if such furnishing is made on a basis
no more favorable than that on which such
goods, services, or facilities are made avail-
able 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) is not excessive;

“(¥) any transaction between a private
foundation and a corporation which is a dis-
qualified person (as defined in section 4946
(a)), pursuant to any liquidation, merger,
redemption, recapitalization, or other cor-
porate adjustment, organization, or reorgani-
zation, shall not be an act of self-dealing if
all of the securlties of the same class as that
held by the foundation are subject to the
same terms and such terms provide for
receipt by the foundatlon of no less than
fair market value; and

“(G) in the case of a government official
(as defined in sectlon 49846(c)), paragraph
(1) shall in addition not apply to—

“(1) prizes and awards which are subject
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to the provisions of section T4(b), if the
reciplents of such prizes and awards are
selected 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 151(e) (4),

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

“(iv) 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 services
or faclilities made available to, any such in-
dividual, If the aggregate value of such con-
tributions, gifts, services, and facilities to, or
made available to, such individual during
any calendar year does not exceed $25,

“(vil) any payment made under chapter 41
of title 5, United States Code, or

“(vil) any payment or reilmbursement of
traveling expenses for travel solely from one
point in the United States to another point
in the United States, but only if such pay-
ment or reimbursement does not exceed the
actual cost of the transportation involved
plus an amount for all other traveling ex-
penses not in excess of 125 percent of the
maximum amount payable under section
5702(a) of title 5, United States Code, for
like travel by employees of the United States.

“(e) OrHER DEFINITIONS—FoOr purposes of
this section—

“(1) TaxasrLE PERIOD.—The term ‘taxable
perlod’ 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 prop-
erty 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 preceding
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 occurs;
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 FERIOD.—The term ‘cor-
rection period' means, with respect to any
act of self-dealing, the period be with
the date on which the act of self-dealing
occurs and ending 90 days after the date of
malling 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 is reasonable and
necessary to bring about correction of the
act of self-dealing.

40771

“SEc. 4942, Taxes oN FamLure To DISTRIBUTE
INCOME.

“{a) InrTIAL Tax.—There is 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 day falls within the taxable period), a
tax equal to 15 percent of the amount of
such income remaining undistributed at the
beginning of such second (or succeeding)
taxable year. The tax imposed by this sub-
section shall not apply to the undistributed
income of a private foundation—

“{1) for any taxable year for which it is
an operating foundation (as defined in sub-
section (J)(3), or

“{2) to the extent that the foundation
failed to distribute any amount solely be-
cause of an incorrect valuation of assets un-
der subsection (e), if—

“(A) the fallure to value the assets prop-
erly was not willful and was due to reason-
able cause,

“(B) such amount is distributed as quali-
fying distributions (within the meaning of
subsection (g)) by the foundation during
the allowable distribution period (as defined
in subsecticn (}) (4)).

“{C) the foundation notifies the Secretary
or his delegate that such amount has been
distributed (within the meaning of subpara-
graph (B)) to correct such failure, and

“(D) such distribution is treated under
subsection (h)(2) as made out of the un-
distributed income for the taxable year for
which a tax would (except for this para-
graph) have been imposed under this sub-
section.

“(b) ApprrroNalL 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
any portion of such income remains undis-
turbed at the close of the correction period,
there is hereby imposed a tax equal to 100
percent of the amount remaining undistri-
buted at such time.

*“{e¢) UnpisTrRIBUTED INcOoME—For purposes
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 amount for such
taxable year. exceeds

*(2) the qualifying distributions made be-
fore such time out of such distributable
amount,

“(d) DisTRIBUTABLE AMOUNT—For pur-
poses of this section, the term ‘distributable
amount’ means, with respect to any founda-
tion for any taxable year, an amount eqgual
to—

“(1) the minimum investment return or
the adjusted net income (whichever is
higher), reduced by

“(2) the sum of the taxes imposed on such
private foundation for the taxable year under
subtitle A and section 4940,

“(e) MiNIMUM INVESTMENT RETURN.—

“(1) In GeENERAL—FoOr purposes of subsec-
tion (d), the minimum investment return
for any private foundation for any taxable
year is the amount deftermined by multi-
plying—

“{A) the excess of (1) the aggregate falr
market value of all assets of the foundation
other than those belng used (or held for use)
directly in carrying out the foundation’s ex-
empt purpose over (il) the acquisition in-
debtedness with respect to such assets (de-
termined under section 514(c) (1), but with-
out regard to the taxable year in which the
indebtedness was incurred), by

“(B) the applicable percentage for such
year, determined under paragraph (8).
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“{2) Vavvariow—For purposes of para-
graph (1) (A), the falr market value of se-
curities for which market quotations are
readily avallable 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 delegate shall by regulation prescribe.

“{3) APPLICABLE PERCENTAGE.—For purposes
of paragraph (1) (B}, the applicable percent-
age for taxable years beginning in 1970 is 6
percent, The applicable percentage for any
taxable year beginning after 1970 shall be
determined and published by the SBecretary or
his delegate and shall bear a relationship to
6 percent which the Secretary or his delegate
determines to be comparable to the relation-
ship which the money rates and investment
ylelds for the calendar year immediately pre-
ceding the beginning of the taxable year bear
to the money rates and investment ylelds
for the calendar year 1969.

*(4) TRANSITIONAL RULES.—

“For special rules applicable to organiza-
tlons created before May 27, 1969, see section
101(1) (3) of the Tax Reform Act of 1969.

“(f) ApsusTED NET INCOME.—

“(1) DerFmnep.—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 income modifiations
provided by paragraph (2)), over

“(B) the sum of the deductions (deter-
mined with the deduction modifications pro-
vided by paragraph (3)) which would be al-
lowed to a corporation subject to the tax
imposed by section 11 for the taxable year.

“(2) INcOME MODIFICATIONS.—The income
modifications referred to in paragraph (1)
(A) are as follows:

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

“(B) capital gains and losses for 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, and

*“(C) there shall be taken into account—

“(1) amounts received or accrued as re-
payments of amounts which were taken into
account as a qualifying distribution within
the meaning of subsection (g) (1) (A) for any
taxable year;

*(11) notwithstanding subparagraph (B),
amounts recelved or accrued from the sale or
other disposition of property to the extent
that the acquisition of such property was
taken into account as a qualifying distribu-
tlon (within the meaning of subsection (g)
(1) (B) ) for any taxable year; and

“(i11) any amount set aside under sub-
section (g) (2) to the extent it is determined
that such amount is not necessary for the
purposes for which it was set aside.

‘“{3) DEDUCTION MODIFICATIONS—The de-
duction modifications referred to in para-
graph (1) (B) are as follows:

*“(A) no deduction shall be allowed other
than all the ordinary and necessary expenses
pald or incurred for the production or col-
lection of gross income or for the manage-
ment, conservation, or maintenance of prop-
erty held for the production of such income
and the allowances for depreciation and de-
pletion determined under section 4940(c) (3)
(B), 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 basls (for purposes of
determining gain) of property held by a pri-
vate 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,
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“(g) QUALIFYING DISTRIBUTIONS DEFINED.—

“(1) In GENERAL—For purposes of this
section, the term ‘gualifying distribution'
means—

“(A) any amount (including administra-
tive expenses) paid to accomplish one or
more purposes described in section 170(c)
(2) (B), other than any contribution to (1) an
organization controlled (directly or indirect-
ly) by the foundation or one or more dis-
quallfied persons (as defined In section 40486)
with respect to the foundation, except as pro-
vided in paragraph (3), or (i) a private
foundation which is not an operating foun-
dation (as defined in subsection (j)(8)), ex~-
cept as provided in paragraph (3), or

“(B) any amount paid to acquire an as-
set 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 section
170(c) (2) (B) may be treated as a qualify-
ing distribution, but only if, at the time of
the set-aside, the private foundation estab-
lishes to the satisfaction of the Secretary or
his delegate that—

“(A) the amount will be pald for the spe-
cific project within 5 years, and

“(B) the project s one which can be bet-
ter accomplished by such set-aside than by
immediate payment of funds.

For good cause shown, the period for paying
the amount set aside may be extended by
the Secretary or his delegate.

*(3) CERTAIN CONTRIBUTIONS TO SECTION
501(c)(3) orcaNizaATIONS—FoOr purposes of
this section, the term ‘qualifying distribu-
tion' Includes a contribution to a section 501
(c) (3) organization described in paragraph
(1) (A) (1) or (1) Hf—

“(A) not later than the close of the first
taxable year after its taxable year in which
such contribution is received, such organiza-
tion makes a distribution equal to the
amount of such contribution and such distri-
bution is & qualifying distribution (within
the meaning of paragraph (1) or (2), without
regard to this paragraph) which is treated
under subsection (h) as a distribution out of
corpus (or would be so treated if such sec-
tion 501(c) (3) organization were a private
foundation which is not an operating foun-
dation), and

“(B) the private foundation making the
contribution obtains adequate records or
other sufficient evidence from such organiza-
tion showing that the qualifying distribu-
tion described in subparagraph (A) has been
made by such organization.

“{h) TREATMENT OF QUALIFYING DISTRIEU-
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 in-
come of the immediately preceding taxable
year (if the private foundation was subject
to the tax Imposed by this section for such
preceding taxable year) to the extent there-
of,

“(B) second out of the undistributed in-
come for the taxable year to the extent
thereof, and

“{C) then out of corpus.

For purposes of this paragraph, distribu-
tlons shall be taken into account in the
order of time in which made.

“(2) CoORRECTION 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 foun-
dation may elect to treat any portion of
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such distribution as made out of the un-
distributed income of a designated prior
taxable year or out of corpus. The election
shall be made by the foundation at such
time and In such manner as the Secretary
or his delegate shall by regulations prescribe.

“(1) ADJUSTMENT OF DISTRIBUTABLE AMOUNT
WHERE DISTRIBUTIONS DURING PRIOR YEARS
HAvVE EXCEEDED INCOME.—

“(1) In cENERAL.—If, for the taxable years
in the adjustment period for which an or-
ganization is a private foundation—

“(A) the aggregate qualifying distribu-
tions treated (under subsection (h)) as
made out of the undistributed income for
such taxable year or as made out of corpus
(except to the extent subsection (g) (3) with
respect to the recipient private foundation
or section 170(b) (1) (E) (i) applies) during
such taxable years, exceed

“(B) the distributable amounts for such
taxable years (determined without regard
to this subsection),
then, for purposes of this section (other
than subsection (h)), the distributable
amount for the taxable year shall be re-
duced by an amount equal to such excess.

“(2) TAXABLE YEARS IN ADJUSTMENT PE-
rIoD—For 'purposes of paragraph (1), with
respect to any taxable year of a private
foundation the taxable years In the adjust-
ment perlod are the taxable years (not ex-
ceeding 5) beginning after December 31,
1969, and immediately preceding the taxable
year.

“(}) Orzer DeFINITIONS.—FOr purposes of
this section—

*“{1) TaxaBLE PERIOD.—The term ‘taxable
perlod' means, with respect to the undistrib-
uted income for any taxable year, the period
beginning with the first day of the taxable
year and ending on the date of mailing of a
notice of deficlency with respect to the tax
imposed by subsection (a) under section
6212,

*{2) ComrecTiON FPERIOD.—The term ‘cor-
rectlon perlod’ means, with respect to any
private foundation for any taxable year, the
period beginning with the first day of the
taxable year and ending 90 days after the
date of maliling of a notice of deficlency (with
respect to the tax imposed by subsection
(b)) under section 6212, extended by—

“{A) any period in which a deficiency
cannot 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.—FoOr pur-
poses of this section, the ferm ‘operating
foundation' means any organization—

“{A) which makes qualifying distributions
(within the meaning of paragraph (1) or
(2) of subsection (g) directly for the active
conduect of the activitles constituting the
purpose or function for which it is organized
and operated equal to substantially all of its
adjusted net income (as defined in subsec-
tion (f)); and

“(B) (1) substantially more than half of
the assets of which are devoted directly to
such activities or to functionally related
business (as defined in paragraph (5)), or
to both, or are stock of a corporation which
is controlled by the foundation and sub-
stantially all of the assets of which are so
devoted.

“(i1) which normally makes qualifying dis-
tributions (within the meaning of paragraph
(1) or (2) of subsection (g)) directly for
the active conduct of the activities constitut-
ing the purpose or function for which it is

and operated in an amount not
less than two-thirds of its minimum invest-
ment return (as defined in subsection (e)),
or
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*(i11) substantially all of the support
(other than gross investment income as de-
fined in section 508(e)) of which is normally
received from the general public and from
6 or more exempt organizations which are
not described in section 4946(a) (1) (H) with
respect to each other or the reciplent foun-
dation; not more than 25 percent of the
support (other than gross investment in-
come) of which is mormally received from
any one such exempt organization; and not
more than half of the support of which is
normally received from gross investment
income.

“(4) ALLOWABLE DISTRIBUTION FERIOD.—The
term ‘allowable distribution period’ means,
with respect to any private foundation, the
period beginning with the first day of the
first taxable year following the taxable year
in which the incorrect valuation (deseribed
in subsection (a)(2)) occurred and ending
90 days after the date of malling of a notice
of deficlency (with respect to the tax im-
posed by subsection (a)) 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 is reasonable and
necessary to permit a distribution of undis-
tributed income under this section.

“{5) FUNCTIONALLY RELATED BUSINESS.—The
term ‘functionally related business’ means—

“(A) a trade or business which is not an
unrelated trade or business (as defined in
section 513), or

“(B) an activity which is carried on with-
in a larger aggregate of similar activities or
within a larger complex of other endeavors
which is related (aside from the need of the
organization for income or funds or the use
it makes of the profits derived) to the ex-
empt purposes of the organization.

"“BEc. 4943. Taxes oF Excess BusiNgss HoLp-
INGS,

“(a) INITIAL TAX—

(1) ImrpostTioN.—There Is hereby im-
posed on the excess business holdings of any
private foundation in a business enterprise
during any taxable year which ends during
the taxable period a tax equal to 5 percent
of the value of such holdings.

“(2) SpeciaL rULES.—The tax imposed by
paragraph (1)—

“(A) shall be imposed on the last day of
the taxable year, but

“(B) with respect to the private founda-
tion’s holdings in any business enterprise,
shall be determined as of that day durlng
the taxable year when the foundation's ex-
cess holdings in such enterprise were the
greatest.

“(b) Apprrrowar Tax—In any case In
which an initial tax Is imposed under sub-
section (a) with respect to the holdings of a
private foundation in any business enter-
prise, if, at the close of the correction period
with respect to such holdings, the founda-
tion still has excess business holdings In
such enterprise, there is hereby imposed a
tax equal to 200 percent of such excess busi-
ness holdings.

“({c) Excess BUsINEssS HoLpiNGs.—For pur-
poses of this section—

“(1) In cENERAL—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 disgualified person in
order for the remaining holidays 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—
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*(1) 20 percent of the voting stock, reduced

vy

“(ii) the percentage of the voting stock

owned by all disqualified persons.
In any case in which all disgualified persons
together do not own more than 20 percent of
the voting stock of an incorporated business
enterprise, nonvoting stock held by the pri-
vate foundation shall also be treated as per-
mitted holdings.

“(B) 35 PERCENT RULE WHERE THIRD PERSON
HAS EFFECTIVE CONTROLS OF ENTERPRISE,—If—

“(1) the private foundation and all dis-
qualified persons together do not own more
than 35 percent of the voting stock of an In-
corporated business enterprise, and

“(11) it is established to the satisfaction of
the Secretary or his delegate that effective
control of the corporation is in one or more
persons who are not disqualified persons with
respect to the foundation,
then subparagraph (A) shall 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-
tlon 4946(a) (1) (H)) owns not more than 2
percent of the voting stock and not more
than 2 percent in value of all outstanding
shares of all classes of stock.

“(3) PERMITTED HOLDINGS IN PARTNERSHIPS,
eTc—The permitted holdings of a private
foundation 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
consistent in principle with paragraphs (2)
and (4), except that—

“(A) in the case of a partnership or joint
venture, ‘profits interest’ shall be substituted
for ‘voting stock’, and ‘capltal 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) PRESENT HOLDINGS.—

“(A) (1) In applying this section with re-
spect to the holdings of any private founda-
tion in a business enterprise, if such founda-
tion and all disqualified persons together
have holdings in such enterprise in excess of
20 percent of the voting stock on May 286,
1969, the percentage of such holdings shall
be substituted for ‘20 percent,’ and for ‘35
percent’ (if the percentage of such holdings
is greater than 35 percent), wherever it ap-
pears in paragraph 2, but in no event shall
the percentage so substituted be more than
50 percent.

“(ii) If the percentage of the holdings of
any private foundation and all disqualified
persons together in a business enterprise (or
if the percentage of the holdings of the pri-
vate foundation in such enterprise) decreases
for any reason, clause (i) and subparagraph
(D) shall, except as provided in the next
sentence, be applied for all periods after such
decrease by substituting such decreased
percentage for the percentage held on May
26, 1969, but in no event shall the per-
centage substituted be less than 20 percent.
For purposes of this clause, any decrease in
percentage holdings attributable to issuances
of stock (or to issuances of stock couplied
with redemptions of stock) shall be deter-
mined only as of the close of each taxable
year of the private foundation unless the
aggregate of the percentage decreases attrib-
utable to the issuances of stock (or such
issuances and redemptions) during such
taxable year equals or exceeds 1 percent.

“({i1i) The percentage substituted under
clause (i), and any percentage substituted
under subparagraph (D), shall be applied
both with respect to the voting stock and,
separately, with respect to the value of all
outstanding shares of all classes of stock.
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“(iv) In the case of any merger, recapi-
talization, or other reorganization involving
one or more business enterprises, the appli-
cation of clauses (i), (ii), and (iii) shall be
determined under regulations prescribed by
the Secretary or his delegate.

“(B) Any interest in a business enterprise
which a private foundation holds on May 26,
1969, if the private foundation on such date
has excess business holdings, shall (while
held by the foundation) be treated as held by
a disqualified person (rather than by the pri-
vate foundation) —

*“(i) during the 20-year period beginning
on such date, if the private foundation has
more than a 956 percent voting stock interest
on such date,

“{ii) except as provided in clause (i), dur=
ing the 156-year period beginning on such
date, if the foundation and all disqualified
persons have more than a 76 percent voting
stock interest (or more than a 75 percent
profits or beneficial interest in the case of
any unincorporated enterprise) on such date
or more than a 75 percent interest in the
value of all outstanding shares of all classes
of stock (or more than a 75 percent capital
interest in the case of a partnership or joint
venture) on such date, or

“(iil) during the 10-year period beginning
on such date, in any other case.

“(C) The 20-year, 15-year, and 10-year pe-
riods described in subparagraph (B) for the
disposition of excess business holdings shall
be suspended during the pendency of any
judicial proceeding by the private foundation
which is necessary to reform, or to excuse
such foundation from compliance with, its
governing instrument or any other instru-
ment (as in effect on May 26, 1969) in order
to allow disposition of such holdings.

“(D) (1) If, at any time during the second
phase, all disqualified persons together have
holdings in a business enterprise in excess of
2 percent of the voting stock of such enter-
prise, then subparagraph (A) (1) shall be ap-
plied by substituting for ‘60 percent’ the fol~
lowing: ‘60 percent, of which not more than
25 percent shall be voting stock held by the
private foundation’.

“{i1) If, immediately before the close of
the second phase, clause (1) of this subpara-
graph did not apply with respect to a busi-
ness enterprise, then for all periods after
the close of the second phase subparagraph
{A) (1) shall be applied by substituting for
‘50 percent’ the following: '35 percent, or if
at any time after the close of the second
phase all disqualified persons together have
had holdings in such enterprise which exceed
2 percent of the voting stock, 35 percent, of
which not more than 25 percent shall be
voting stock held by the private foundation’.

“(111) For purposes of this subparagraph,
the term ‘second phase’ means the 15-year
period immediately following the 20-year,
15-year, or 10-year period described in sub-
paragraph (B), whichever applies as modi-
fied by subparagraph (C).

“(E) Clause (ii) of subparagraph (B) shall
not apply with respect to any business en-
terprise if before January 1, 1871, one or
more individuals who are substantial con-
tributors (or members of the family (within
the meaning of section 4946(d)) of one of
one or more substantial contributors) to the
private foundation and who on May 26, 1969,
held more than 15 percent of the voting stock
of the enterprise elect, in such manner as the
Secretary or his delegate may by regulations
prescribe, not to have such clause (ii) apply
with respect to such enterprise.

*(5) HOLDINGS ACQUIRED BY TRUST OR
WILL.—P ph (4) (other than subpara-
graph (B) (1)) shall apply to any interest In
a business enterprise which a private founda-
tion acquires under the terms of a trust
which was irrevocable on May 26, 1969, or
under the terms of a will executed on or be-
fore such date, which are in effect on such
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date and at all times thereafter, as if such
interest were held on May 26, 1089, except
that the 15-year and 10-year period pre-
seribed in clauses (ii) and (iii) of paragraph
(4) (B) shall commence with respect to such
interest on the date of distribution under the
trust or will in lleu of May 26, 1969.

““(8) 5-YEAR PERIOD TO DISPOSE OF GIFTS, BE-
QUESTS, ETC.—Except as provided In para-
graph (5), if, after May 26, 1969, there is a
change in the holdings in a business enter-
prise (other than by purchase by the private
foundation or by a disqualified person)
which causes the private foundation to
have—

“(A) excess business holdings in such en-
terprise, the Interest of the foundation in
such enterprise (immediately after such
change) shall (while held by the founda-
tion) be treated as held by a disqualified
person (rather than by the foundation) dur-
ing 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 Iincrease
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—

“(1) BuUsSINESS 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 consid-
ered as being owned proportionately by or for
its shareholders, partners, or beneficiaries.
The preceding sentence shall not apply with
respect to an income or remainder interest
of a private foundation in a trust described
in section 4947(a)(2), but only if, in the
case of property transferred in trust after
May 26, 1969, such foundation holds only
an income interest or only & remainder in-
terest in such trust.

“{2) TaxasLE PERIOD.—The term ‘taxable
period' means, with respect to any excess
business holdings of a private foundation in
a business enterprise, the period beginning
on the first day on which there are such ex-
cess holdings and ending on the date of
mailing of a notice of deficlency with re-
spect to the tax imposed by subsection (a)
under section 6212 in respect of such hold-
i .
nﬁs[:i] CORRECTION PERIOD.—The term ‘cor-
rection period’ means, with respect to excess
business holdings of a private foundation in
a business enterprise, the perod ending 80
days after the date of malling of a notice of
deficiency (with respect to the tax imposed
by subsection (b)) under section 6212, ex-
tended 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 orderly disposition
of such excess business holdings.

“(4) BusiNESS ENTERFRISE—The term ‘busi-
ness enterprise’ does not include—

“(A) a functionally related business (as
defined in section 4842(j) (5)), or

“(B) a trade or business at least 95 per-
cent of the gross income of which is derived
from passive sources.

For purposes of subparagraph (B), gross in-
come from passive sources includes the items
excluded by section 512(b) (1), (2), (3), and
(5), and income from the sale of goods (in-
cluding charges or costs passed on at cost to
purchasers of such goods or income recelved
in settlement of a dispute concerning or in
lleu of the exercise of the right to sell such
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goods) if the seller does not manufacture,
produce, physically receive or deliver, nego-
tiate sales of, or maintain inventories in
such goods.

“SEC. 4044. Taxes oN INVESTMENTS WHICH
JEOPARDIZE CHARITABLE PURPOSE.

“({a) INITIAL TaAxES.—

“(1) ON THE PRIVATE FOUNDATION.—If & pri-
vate foundation invests any amount in such
a8 manner as to jeopardize the carrying out
of any of its exempt purposes, there is hereby
imposed on the making of such investment a
tax equal to 5 percent of the amount so
invested for each year (or part thereof) in
the taxable period. The tax imposed by this
paragraph shall be pald by the private foun-
dation.

“(2) ON THE MANAGEMENT.—In any case in
which a tax is imposed by paragraph (1),
there is hereby imposed on the participation
of any foundation manager in the making of
the investment, knowing that it is jeopardiz-
ing the carrying out of any of the founda-
tion's exempt purposes, a tax equal to 5 per-
cent of the amount so invested for each year
(or part thereof) in the taxable period, un-
less such participation is not wiliful and is
due to reasonable cause. The tax imposed by
this paragraph shall be paid by any founda-
tlon manager who participated in the making
of the investment.

“(b) ADDITIONAL TAXES—

“(1) ON THE FOUNDATION.—IN any case in
which an Initial tax is imposed by subsec-
tion (a) (1) on the making of an Investment
and such investment iz not removed from
Jeopardy within the correction perlod, there
is hereby imposed a tax equal to 25 percent
of the amount of the investment. The tax
imposed by this paragraph shall be paid by
the private foundation.

“(2) ON THE MANAGEMENT.—In any case
in which an additional tax 1s imposed by
paragraph (1), if a foundation manager re-
fused to agree to part or all of the removal
from jeopardy, there is hereby imposed a tax
equal to 5 percent of the amount of the in-
vestment. The tax imposed by this paragraph
shall be paid by any foundation manager who
refused to agree to part or all of the removal
from jeopardy.

“(e) EXCEPTION FOR PROGRAM-RELATED IN-
VESTMENTS.—FoOr purposes of this sectlon, in-
vestments, the primary purpose of which is
to accomplish one or more of the purposes
described in section 170(c)(2)(B), and no
significant purpose of which is the produc-
tion of income or the appreciation of prop-
erty, shall not be considered as investments
which jeopardize the carrying out of exempt
purposes.

“(d) Sreciar Rures.—For purposes of sub-
sections (a) and (b)—

“(1) JOINT AND BEVERAL LIABILITY.—If more
than one person is llable under subsection
(a) (2) or (b)(2) with respect to any one
investment, all such persons shall be jointly
and severally liable under such paragraph
with respect to such investment.

“{2) LiMIT FOR MANAGEMENT.—With
respect to any one investment, the maximum
amount of the tax imposed by subsection
(a) (2) shall not exceed $5,000, and the maxi-
mum amount of the tax imposed by subsec-
tion (b) (2) shall not exceed $10,000.

*“(e) DerintTIONS.—FOr purposes of this
section—

“(1) TaxABLE PERIOD.—The term ‘taxable
period’ means, with respect to any invest-
ment which jeopardizes the carrying out of
exempt purposes, the period beginning with
the date on which the amount is so invested
and ending on whichever of the following is
the earlier: (A) the date of malling of a
notice of deficiency with respect to the tax
imposed by subsection (a) (1) under section
6212, or (B) the date on which the amount
8o Invested i1s removed from jeopardy.
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“(2) REMOVAL FROM JEOPARDY.—AN Invest-
ment which jeopardizes the carrying out of
exempt purposes shall be considered to be re-
moved from jeopardy when such investment
is sold or otherwise disposed of, the proceeds
of such sale or other disposition are not in-
vestments which jeopardize the carrying out
of exempt purposes.

“(8) CorrecTION PERIOD.—The term ‘cor-
rection period' means, with respect to any in-
vestment which jeopardizes the carrying out
of exempt purposes, the period beginning
with the date on which such investment is
entered into and ending 90 days after the
date of malling 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 deflclency can-
not be assessed under section 6213(a), and

“(B) any other period which the Secretary
or his delegate determines is reasonable and
necessary to bring about removal from
Jeopardy.

“Sec. 4045. Taxes oN TAXABLE EXPENDITURES

“{a) INITIAL TAXES—

“(1) O THE FOUNDATION.—There is hereby
imposed on each taxable expenditure (as
defined in subsection (d)) a tax egual to
10 percent of the amount thereof. The tax
imposed by this paragraph shall be paid by
the private foundation,

“(2) ON THE MANAGEMENT—There is
hereby imposed on the agreement of any
foundation manager to the making of an
expenditure, knowing that 1t is a taxable
expenditure, a tax equal to 2% percent of
the amount thereof, unless such agreement
is not willful and is due to reasonable cause,
The tax imposed by this paragraph shall be
pald by any foundation manager who agreed
to the making of the expenditure.

“(b) ApDITIONAL TAXES—

“(1l) ON THE FOUNDATION.—In any case in
which an initial tax is Imposed by subsec=-
tlon (a)(1) on a taxable expenditure and
such expenditure is not corrected within the
correction period, there is hereby imposed a
tax equal to 100 percent of the amount of
the expenditure. The tax imposed by this
paragraph shall be pald by the private foun-
dation.

“(2) ON THE MANAGEMENT.—IN any case
in which an additional tax is imposed by
paragraph (1), If a foundation manager re-
fused to agree to part or all of the correction,
there is hereby imposed a tax equal to 50
percent of the amount of the taxable ex-
penditure. The tax imposed by this para-
graph shall be paid by any foundation man-
ager who refused to agree to part or all of
the correction.

“(e) SreciaL Rures.—For purposes of sub-
sectlons (a) and (b)—

‘(1) JOINT AND SEVERAL LIABILITY —If more
than one person is liable under subsection
(a) (2) or (b) (2) with respect to the making
of a taxable expenditure, all such persons
shall be jointly and severally liable under
such paragraph with respect to such ex-
penditure.

“(2) LIMIT FOR MANAGEMENT—With re-
spect to any one taxable expenditure, the
maximum amount of the tax imposed by
subsection (a)(2) shall not exceed $5,000,
and the maximum amount of the tax im-
posed by subsection (b)(2) shall not ex-
ceed $10,000.

“{d) TAxaBLE EXPENDITURE.—FOr purposes
of this sectlon, the term ‘taxable expendi-
ture’ means any amount pald or incurred
by a private foundation—

“(1) to carry on propaganda, or otherwise
to attempt, to influence legislation, within
the meaning of subsection (e),

“(2) except as provided in subsection (f),
to influence the outcome of any specific
public election, or to carry on, directly or in-
directly, any voter reglstration drive,
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“(3) as a grant to an individual for travel,
study, or other similar purposes by such in-
dividual, unless such grant satisfies the re-
quirements of subsection (g),

‘(4) as a grant to an organization (other
than an organization described In paragraph
(1), (2), or (3) of section 509(a)), unless
the private foundation exercises expenditure
responsibility with respect to such grant in
accordance with subsection (h), or

*(5) for any purpose other than one speci-
fled in section 170(c) (2) (B).

“(e) ActiviTiES WITHIN SuBsEcTiOoN (d)
(1) —For purposes of subsection (d)(1),
the term ‘taxable expenditure’ means any
amount paid or incurred by a private foun-
dation for—

*(1) any attempt to influence any legisla-
tion through an attempt to affect the opin-
fon of the general public or any segment
thereof, and

“(2) any attempt to influence legislation
through communication with any member
or employee of a legislative body, or with
any other government official or employee
who may participate in the formulation of
the legislation (except technical advice or
assistance provided to & governmental body
or to a committee or other subdivision
thereof in response to a written request by
such body or subdivision, as the case may
be),
other than through making available the
results of nonpartisan analysis, study, or
research, Paragraph (2) of this subsection
shall not apply to any amount pald or in-
curred 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 private foundation, its powers and
duties, its tax-exempt status, or the deduc-
tion of contributions to such foundation.

“(f) NONPARTISAN ACTIVITIES CARRIED ON
BY CERTAIN ORGANIZATIONS.—Subsection (d)
(2) shall not apply to any amount pald or in-
curred by any organization—

“(1) which is described in section 501(c)
(3) and exempt from taxation under section
501(a),

“(2) the activities of which are nonparti-
san, are not confined to one specific election
period, and are carried on in 5 or more States,

“(8) substantially all of the income of
which is expended directly for the active
conduct of the activitles constituting the
purpose or function for which it is organized
and operated,

“(4) substantially all of the support
(other than investment Income as de-
fined in section 509(e)) of which is recelved
from exempt organizations, the general pub-
lic, governmental units deseribed 1n section
170(c) (1), or any combination of the fore-
golng; not more than 25 percent of such sup-
port is received from any one exempt orga-
nization (for this purpose treating private
foundations whiclh are described in section
4046(a) (1) (H) with respect to each other as
one exempt organization); and not more
than half of the support of which is received
from gross investment income, 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, or
that they may be used in only one specific
election period.

In determining whether the organization
meets the requirements of paragraph (4) for
any taxable year of such organization, there
shall be taken into account the support re-
celved by such organization during such tax-
able year and during the immediately pre-
ceding 4 taxable years of such organization
(excluding therefrom any preceding taxable
year which begins before January 1, 1970).
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Subsection (d) (4) shall not apply to any
grant to an organization which meets the
requirements of this subsection.

“(g) INDIVIDUAL GraNTsS.—Subsection (d)
(3) shall not apply to an individual grant
awarded on an objective and nondiscrimina-
tory basls 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—

“(1) the grant constitutes a scholarship or
fellowship grant which is subject to the pro-
visions of section 117(a) and is to be used
for study at an educational institution de-
scribed in section 151(e) (4),

“(2) the grant constitutes a prize or award
which is subject to the provisions of section
74(b), if the reciplent of such prize or award
is selected from the general publie, or

“(3) the purpose of the grant is to achleve
a specific objective, produce a report or other
similar product, or improve or enhance &
literary, artistic, musical, scientific, teaching,
or other slmilar capacity, skill, or talent of
the grantee.

“(h) EXPENDITURE RESPONSIBILITY.—The
expenditure responsibility referred to In
subsection (d)(4) means that the private
foundation is responsible to exert all reason-
able efforts and to establish adequate pro-
cedures—

“(1) to see that the grant ls 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

“(8) to make full and detalled reports
with respect to such expenditures to the
Becretary or his delegate.

“(1) OrmEr DeEFINITIONS.—FoOr purposes of
this section—

“{1) CorrecTioN.—The terms ‘correction’
and ‘correct’ means, with respect to any tax-
able expenditure, (A) recovering part or all
the expenditure to the extent recovery is
possible, and where full recovery is not pos-
sible such additional corrective action as is
prescribed by the Secretary or his delegate
by regulations, or (B) in the case of a fallure
to comply with subsection (h)(2) or (h)(83),
obtaining or making the report in question.

*(2) CorreECTION PERIOD.—The term ‘cor-
rection period’ means, with respect to any
taxable expenditure, the period beginning
with the date on which the taxable expendi-
ture occurs and ending 90 days after the date
of maliling of 4 notice of deficiency with re-
spect to the tax imposed by subsection (b) (1)
under sectlon 6212, extended by—

“{A) any period in which a deficlency can-
not be assessed under section 6213(a), and

*(B) any other period which the Secretary
or his delegate determines is reasonable and
necessary to bring about correction of the
taxable expenditure (except that such deter-
mination shall not be made with respect to
any taxable expenditure within the meaning
of paragraph (1), (2), (3), or (4) of subsec-
tion (d) because of any action by an appro-
priate State officer as defined in section 6104
(e)(2)).

“Sec. 4046. DEFINITIONS AND SPECIAL RULES,

‘“(a) DISQUALIFIED PERSON.—

“(1) In GENERAL—For purposes of this
chapter, the term ‘disqualified person’ means
with respect to a private foundation, a person
who is—

“({A) asubstantial contributor to the foun-
dation,

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

*{C) an owner of more than 20 percent of—

“(1) the total combined voting power of a
corporation,

“(il) the profits interest of a partnership,
or

*(1i1) the beneficial interest of a trust or
unincorporated enterprise,
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which is a substantial contributor to the
foundation,

“(D) a member of the family (as defined in
subsection (d)) of any individual 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-
seribed 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-
seribed in subparagraph (A), (B), (C), or
(D) hold more than 35 percent of the bene-
ficial interest,

“(H) cnly for purposes of section 4943, a
private foundation—

“(1) which is effectively controlled (di-
rectly or indirectly) by the same person or
persons who control the private foundation
in question, or

“(11) 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-
section (d)), who made (directly or indi-
rectly) substantially all of the contributions
to the private foundation in guestion, and

“(I) only for purposes of section 4941, a
government official (as defined in subsec-
tion (¢)).

*“(2) BUBSTANTIAL CONTRIBUTORS—For pur-
poses of paragraph (1), the term ‘substantial
contributor’' means a person who is described
in sectlon 507(d) (2).

“(3) BSrockHOLDINGS.—For purposes of
paragraphs (1) (C) (i) and (1)(E), there
shall be taken into account indirect stock-
holdings which would be taken into account
under section 287(c), except that, for pur-
poses of this paragraph, section 287(c) (4)
shall be treated as providing that the mem-
bers of the family of an individual are the
members within the meaning of subsec-
tion (d).

“(4) PARTNERSHIPS; TRUSTS.—FOr purposes
of paragraphs (1) (C) (ii) and (ii1), (1) (F),
and (1)(G), the ownership of profits or
beneficial interests shall be determined in
accordance with the rules for constructive
ownership of stock provided in section 267
(c) (other than paragraph (3) thereof), ex-
cept that section 267(c) (4) shall be treated
as providing that the members of the family
of an individual are the members within
the meaning of subsectlon (d).

“{b) FoUNDATION MaNAGER.—For purposes
of this chapter, the term ‘foundation man-
ager’ means, with respect to any private
foundation—

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

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

“{c) GOVERNMENT OFFICIAL.—For purposes
of subsection (a)(1)(I) and section 4841,
the term ‘government official’ means, with
respect 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
Government 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 Govern-
ment of the United States,

*“(2) An office In the executlive or judicial
branch of the Government of the United
States, appointment to which was made by
the President,
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“(3) a position in the executive, legisla~
tive, 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 B,
United States Code,

“(4) a position under the House of Rep-
resentatives or the Senate of the TUnited
States held by an individual recelving gross
compensation at an annual rate of $15,000
or more,

“(5) an elective or appointive public office
in the executlive, legislative, or judicial
branch of the government of a State, posses-
sion of the United States, or political sub-
division, or other area of any of the fore-
going, 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 as-
sistant or secretary to any of the foregoing.

“(d) MemsBERs OF FamM1Ly —For purposes of
subsection (a) (1), the family of any individ-
ual shall include only his spouse, ancestors,
lineal descendants, and spouses of lineal de~
scendants,

“Sreo, 4047, APPLICATION OF TAXES TO CERTAIN
NonexemPT TRUSTS.

“(a) APPLICATION TAX.—

*({1) CHARITABLE TRUSTS.—For purposes of
part IT of subchapter F of chapter 1 (other
than section 508(a), (b), and (¢)) and for
purposes of this chapter, a trust which is
not exempt from taxation under section 501
(a), 8ll of the unexpired interests in which
are devoted to one or more of the p
allowed In section 170(c)(2)(B), =and
for which a deduction was allowed under sec~
tion 170, 545(b) (2), 566(b) (2), 642(c), 2055,
2106(a) (2) or 2522 (or the corresponding pro-
visions of prior law), shall be treated as an

organization, described in section 501(c) (3).
For purposes of section 509(a) (3) (A), such

a trust shall be treated as if o on
the day on which it first becomes subject to
this paragraph.

“(2) SPLIT-INTEREST TRUSTS.—In the case
of a trust which is not exempt from tax un-
der sectlon 501(a), not all of the unexpired
interests In 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 allowed
under section 170, 545(b)(2), 556(b)(2),
642(c), 2055, 21068(a) (2), or 2522, section 507
(relating to termination of private founda-
tion status), section 508(e) (relating to gov-
erning instruments) to the extent appli-
cable to a trust described in this paragraph,
section 4941 (relating to taxes on self-deal-
ing), section 4943 (relating to taxes on ex-
cess business holdings) except as provided
in subsection (b)(3), sectlon 404 (relating
to Investments which jeopardize charitable
purpose )except as provided in subsection
(b) (3), and section 4945 (relating to taxes
on taxable expenditures) shall apply as If
such trust were a private foundation. This
paragraph shall not apply with respect to—

“(A) any amounts payable under the
terms of such trust to income beneficlarles.
unless a deduction was allowed under sec-
tlon 170(f) (2) (B), 2055(e) (B), or 2522(c)
(2) (B),

“(B) any amounts In trust other than
amounts for which a deduction was allowed
under section 170, 545(b) (2), 6566(b) (2), 642
(c). 20565, 21068(a) (2), or 25622, if such other
amounts are segregated from amounts for
which no deduction was allowable, or

“(C) any amounts transferred in trust
before May 27, 1969.

“{8) SEGREGATED AMOUNTS.—For purposes
of paragraph (2) (B), a trust with respect to
which amounts are segregated shall sepa-
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rately account for the various. income, de-
duetion, and other items properly atribu-
table to each of such segregated amounts.

“(b) SpEcIAL RULES.—

*(1) RecuraTiONS.—The Secretary or his
delegate shall prescribe such regulations as
may be necessary to carry out the purposes
of this section.

“(2) LIMIT TO SBEGREGATED AMOUNTS.—If any

amounts in the trust are segregated within
the meaning of subsection (a) (2) (B) of this
section, the value of the net assets for pur=
poses of subsections (c) (2) and (g) of sec-
tion 507 shall be limited to such segregated
amounts,

*(3) SECTIONS 4943 AND 4944.—Sections
4943 and 4944 shall not apply to a trust which
is described in subsection (a) (2) if—

“(A) all the income interest (and none
of the remainder interest) of such trust is
devoted solely to one or more of the purposes
described in sectlon 170(c) (2) (B), and all
amounts in such trust for which a deduction
was allowed under section 170, 545(b) (2),
B56(b) (2), 642(c), 2055, 2108(a) (2), or 2522
have an aggregate value not more than 60
percent of the aggregate fair market value
of all amounts in such trust, or

*(B) a deduction was allowed under sec-
tion 170, 545 (b) (2). 656(b) (2), 642(c), 2055,
2106(a) (2), or 2522 for amounts payable
under the terms of such trust to every re-
mainder beneficlary but not to any income
beneficiary.

“BEC, 4948. APPLICATION OF TAXES AND DENIAL
oF EXEMPTION WITH RESPECT TO
CErTAIN FOREIGN ORGANIZATIONS.

“{a) Tax oN INCOME oF CERTAIN FOREIGN
OrcANIZATIONS —In lHeu cf the tax imposed
by section 4940, there is hereby imposed for
each taxable year on the gross investment
income (within the meaning of section
4840(c) (2) ) derived from sources within the
United States (within the meaning of sec-
tlon 861) by every foreign organization
which is a private foundation for the taxable
¥year a tax equal to 4 percent of such income.

“(b) CERTAIN SECTIONS INAPPLICABLE.—Sec=
tlon 607 (relating to termination of private
foundation status), section 508 (relating to
special rules with respect to section 501(c)
(3) organizations), and this chapter (other
than this section) shall not apply to any
forelgn organization which has received sub-
stantially all of its support (other than gross
investment income) from sources outside the
United States.

“(c) DENIAL OF EXEMPTION TC FOREIGN OR-
GANTZATIONS ENGAGED IN PROHIBITED TRANS-
ACTIONS.—

“{1) GeENERAL RULE—A forelgn organiza-
tion described in subsection (b) shall not be
exempt from taxation under section 501(a)
if it has engaged in a prohibited transaction
after December 31, 1969,

“{2) PROHIBITED TRANSACTIONS.—FOr pur=
poses of this subsection, the term ‘prohibited
transaction’ means any act or fallure to act
(other than with respect to section 4842(e)
which would subject a forelgn organization
described in subsection (b), or a disqualified
person (as defined in section 4946) with re-
spect thereto, to liability for a penalty under
section 6684 or a tax under section 507 if
such foreign organlzation were a domestic or-
ganization.

““(3) TAXABLE YEARS AFFECTED.—

“(A) Except as provided in subparagraph
(B), a foreign organization described in sub=-
gection (b) shall be denied exemption from
taxation under section 501(2) by reason of
paragraph (1) for all taxable years beginning
with the taxable year during which it is noti-
fied by the Secretary or his delegate that it
has engaged in a prohibited transaction. The
SBecretary or his delegate shall publish such
notice in the Federal Register on the day
on which he so notifies such foreign organiza-
tion.
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“(B) Under regulations prescribed by the
Secretary or his delegate, any foreign organi-
zation described in subsection (b) which is
denied exemption from taxation under sec-
tlon 501(a) by reason of paragraph (1) may,
with respect to the second taxable year fol-
lowing the taxable year In which notice is
given under subparagraph (A) (or any tax-
able year thereafter), file claim for exemption
from taxation under sectlon 501(a). If the
Secretary or his delegate 1s satisfled that
such organization will not knowingly again
engage in a prohibited transaction, such or-
ganization shall not, with respect to taxable
years beginning with the taxable year with
respect to which such clalm is filed, be
denied exemption from taxation under sec-
tion 501 (a) by reason of any prohibited trans-
action which was engaged in before the date
on which such notice was given under sub-
paragraph (A).

“(4) DISALLOWANCE OF CERTAIN CHARITABLE
DEpUCTIONS.—NO gift or bequest shall be
allowed as a deduction under section 170,
545(b) (2), 556(Db) (2), 642(c), 2055, 2106(a)
(2), or 2522, if made—

“(A) to a foreign organization described
in subsectlon (b) after the date on which
the Secretary or his delegate publishes notice
under paragraph (3) (A) that he has notified
such organization that it has engaged In a
prohibited transaction, and

“(B) In a taxable year of such organiza-
tlon for which it is not exempt from tax-
ation under section 501(a) by reason of
paragraph (1)."”

(c) AssEssABLE PENALTIES FOR REPEATED,
OR WILLFUL AND FLAGRANT, ACTS UNDER CHAP-
TER 42.—Subchapter B of chapter 68 (relating
to assessable penalties) is amended by add-
ing at the end thereof the following new
section:

“Sec. 6684. AssSEsSABLE PENALTIES WITH RE-

“If any person becomes liable for tax under
any section of chapter 42 (relating to private
foundations) by reason of any act or failure
to act which is not due to reasonable cause
and either—

“(1) such person has theretofore been li-
able for tax under such chapter, or

*(2) such act or failure to act is both
willful and flagrant,

then such person shall be llable for a pen=-
alty equal to the amount of such tax.”

(d) INFORMATION RETURNS OF EXEMPT OR-
GANIZATION ,—

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

“(a) OmgawizaTioNs REquIrep To FiLE.—

*{1) IN cEwNERAL.—Except as provided in
paragraph (2), every organization exempt
from taxation under section 501(a) shall file
an annual return, stating specifically the
items of gross income, receipts, and disburse-
ments, 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 returms, and
comply with such rules and regulations as
the Secretary or his delegate may from tlme
to time prescribe; except that, in the discre-
tion of the Secretary or his delegate, any or-
ganization described in section 401(a) may
be relleved from stating in its return any
information which is reported in returns filed
by the employer which established such or-
ganization.

*(2) ExXCEPTIONS FROM FILING.—

“(A) MANDATORY EXCEPTIONS.—Paragraph
(1) shall not, apply to—

"(1) churches, their integrated auxiliaries,
and conventions or associations of churches,

“(ii) any organization (other than a pri-
vate foundation, as defined in section 509
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(a)) described in subparagraph (C), the
gross receipts of which in each taxable year
are normally not more than $5,000, or

“(ii1) the exclusively religious activities of
any religious order.

“(B) DISCRETIONARY EXCEPTIONS.—The Sec-
retary or his delegate may relieve any orga-
nization required under paragraph (1) to file
an information return from filing such a re-
turn where he determines that such filing is
not necessary to the efficient administration
of the internal revenue laws,

“(C) CErRTAIN ORGANIZATIONS—The orga-
nizations referred to in subparagraph (A)
(1) are—

“(1) a religious organization described in
section 501(c) (3);

“(i1) an educational organization de-
scribed in section 1T70(b) (1) (A) (ii);

“(iii) a charitable organization, or an or-
ganization for the prevention of cruelty to
children or animals, described in section 501
(¢) (8), if such organization is supported, in
whole or in part, by funds contributed by
the United States or any State or. political
subdivision thereof, or is primarily supported
by contributions of the general public;

“(iv) an organization described in section
501(c) (3), if such organization is operated,
supervised, or controlled by or in connection
with a religlous organization described in
clause (1);

“(v) an organization described in section
601(c) (8); and

“(vi) an organization described In section
501(c) (1), if such organization is a corpora-
tion wholly owned by the United States or
any agency or instrumentallity thereof, or a
wholly-owned subsidiary of such a corpora-
tion."

(2) ApprTIoNAL INFORMATION —Section

6033 (b) (relating to certain organizations de-
scribed 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 recelved by 1t during the year, and
the names and addresses of all substantial
contributors,

*(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 de-
scribed in paragraph (6).”

(3) AnnNvAL REPORT—Part III of subchap-
ter A of chapter 61 (relating to information
returns) ls amended by adding after subpart
C, the following new subpart:

“SUBPART D—INFORMATION CONCERNING

PrIVATE FOUNDATIONS

“Sec. 6056. Annual reports by private foun-
dations,

“Sec. 6056. ANNUAL REPORTS
FouNDATIONS.

*“(a) GeENErRAL—The foundation managers
(within the meaning of section 4946(b)) of
every organization which is a private foun-
dation (within the meaning of section 509
(a)) having at least $5,000 of assets at any
time during a taxable year shall file an an-
nual report as of the close of the taxable year
at such time and in such manner as the
Secretary or his delegate may by regulations
prescribe.

“(b) ContENTS.—The foundation man-
agers of the private foundation shall set forth
in the annual report required under subsec-
tion (a) the following information:

“(1) its gross Income for the year,

“(2) its expenses attributable to such In-
come and Incurred within the year,
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“(8) its disbursements (including admin- ganization failing to file under paragraph

istrative expenses) within the year.

“(4) a balance sheet showing its assets,
liabilities, and net worth as of the beginning
of the year,

“(5) an itemized statement of its secur-
itles and all other assets at the close of the
years, showing both book and market value,

“{B8) the total of the contrlbutions and
gifts received by it during the year,

“(7) an itemized list of all grants and con-
tributions made or approved for future pay-
ment during the year, showing the amount of
each such grant or contribution, the name
and address of the recipient, any relation-
ship between any individual reciplent and
the foundation's managers or substantial
contributors, and a concise statement of the
purpose of each such grant or contribution.

“(8) the address of the principal office of
the foundation and (if different) of the
place where 1ts books and records are main-
tained,

*{9) the names and addresses of its foun-
dation managers (within the meaning of sec-
tion 4946(b)), and

“(10) a list of all persons described in par-
agraph (9) that are substantial eontributors
(within the meaning of section 507(d) (2))
or that own 10 percent or more of the stock
of any corporation of which the foundation
owns 10 percent or more of the stock, or
corresponding interests in partnerships or
other entlties, in which the foundation has a
10 percent or greater interest,

“(e) Form.—The annual repoert may be
prepared in printed, typewritten, or any other
legible form the foundation chooses. The
Becretary or his delegate shall provide forms
which may be used by a private foundation
for purposes of the annual report.

“(d) SpeEcIAL RULES.—

*{1) The annual report required to be filed
under this section is in addition to and not
in leu of the Information required to be filed
under section 6033 (relating to returns by
exempt organizations) and shall be filed at
the same time as such information.

“(2) A copy of the notice required by sec-
tlon 6104(d) (relating to public inspection
of private foundations' annual )}, to=
gether with proof of publication thereof,
shall be flled by the foundation managers
together with the annual report.

“{3) The foundation managers shall fur-
nish coples of the annual report required by
this section to such State officials and other
persons, at such times and under such con-
ditions, as the Secretary or his delegate may
by regulations prescribe.”

(4) PENALTY FOR LATE FILING OF CERTAIN
INFORMATION RETURNS.—Section 6652 (relat-
ing to failure to file certain information
returns) is amended by relettering 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 fallure to file a return re-
quired under section 6033 (relating to re-
turns by exempt organizations), section 6034
(relating to returns by certain trusts), or
section 8043(b) (relating to exempt organiza-
tions), on the date and in the manner preé-
scribed therefor (determined with regard to
any extension of time for filing), unless it is
shown that such fallure 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 exempt
organization or trust falling so to file, $10
for each day during which such failure con-
tinues, but the total amount imposed here-
under on any organization for failure to file
any return shall not exceed $5,000.

“{2) ManaGeERs.—The Secretary or his dele-
gate may make written demand upon an or-

(1) speciiying 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 fallure so
to file 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 person failing so to file,
$10 for each day after the expiration of the
time specified in the written demand during
which such fallure 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, trus-
tee, employee, member, or other individual
who is under a duty to perform the act in
respect of which the violation occurs.

“(3) ANNUAL REPORTS.—In the case of a
failure to file a report required under section
6056 (relating to annual reports by private
foundations) or to comply with the require-
ments of section 6104(d) (relating to public
inspection of private foundations' annual re-
ports), on the date and in the manner pre-
seribed therefor (determined with regard to
any extension of time for filing), unless 1t is
shown that such failure is due to reasonable
cause, there shall be paid (on notice and
demand by the SBecretary or his delegate and
in the same manner as tax) by the person
failing so to file or meet the publicity re-
quirement, 10 for each day during which
such fallure continues, but the total amount
imposed hereunder on all such persons for
such failure to file or comply with the re-
quirements of section 6104(d) with regard to
any one annual report shall not exceed §5,-
000. If more than one person is liable under
this paragraph for a failure to file or comply
with the requirements of section 6104(d), all
such persons shall be jointly and severally
liable with respect to such fallure. The term
‘person’ as used herein means any officer,
director, trustee; employee, member, or other
individual who is under a duty to orm
the act In respect of which the violation
occurs.”

(e) PUBLICITY OF INFORMATION REQUIRED
By CerTAIN EXEMPT ORGANIZATIONS.—

(1) NAMES AND ADDRESSES OF CONTRIBU=
ToRs.—Sectlon 6104 (relating to publicity of
information required from certain exempt
organizations and certain trusts) ls amended
by inserting at the end of subsection (b), the
following sentence: “Nothing in this sub-
section ghall authorize the Secretary or his
delegate to disclose the name or address of
any contributor to any organization or trust
(other than a private foundation, as defined
in section 509(a)) which is required to fur-
nish such information.”

(2) PUBLICATION TO STATE OFFICIALS —Sec-
tion 6104 is amended by adding after sub-
section (b) the following new subsection:

“(€) PUBLICATION TO STATE OFFICIALS.—

“(1l) GENERAL RULE—In the case of any
organization which is described in section
B501(c) (3) and exempt from taxation under
section 501(a), or has applied under section
508(a) for recognition as an organization
described in section 501(¢) (8), 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 such organization as
an organization described In section 501(c)
(3), or of the operation of such organization
in & manner which does not meet, or no
longer meets, the requirements of its exemp-
tion,

“(B) notify the appropriate State officer of
the mailing of a notice of deficlency of tax




40778

imposed under sectlon 507 or chapter 42,
and

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

““(2) APPROPRIATE STATE OFFICER.—FOr pur-
poses of this subsection, the term ‘appropri-
ate State officer’ means the State attorney
general, State tax officer, or any State official
charged with overseeing organizations of the
type described in sectlon 501 (c) (3)."

(3) ANNUAL REPORTS.—Section 6104 is
amended by adding after subsection (c),
as added by paragraph (2) of this subsection,
the following new subsection:

“(d) PusLic INSPECTION OF PRIVATE FoUN-
DATIONS" ANNUAL REPoRTS.—The annual re-
port required to be filed under section 6056
(relating to annual reports by private foun-
dations) shall be made avallable by the foun=-
dation managers for inspection at the princi-
pal office of the foundation during regular
business hours by any citizen on request
made within 180 days after the publication
of notice of its avallability. Such notice shall
be published, not later than the day pre-
scribed for filing such annual report (deter-
mined with regard to any extension of time
for fillng), in a newspaper having general
circulation in the county in which the
principal office of the private foundation
is located. The notice shall state that the
annual report of the private foundation is
avallable at its principal office for inspection
during regular business hours by any citizen
who requests it within 180 days after the
date of such publication, and shall state the
address of the private foundation’s principal
office and the name of its principal manager.”

(4) WILLFUL FAILURE TO PROVIDE INFORMA-
TION REGARDING PRIVATE FOUNDATIONS —Sub-
chapter B of chapter 68 (relating to assess-
able penalties) is amended by adding after
section 6684 (added by subsection (c) of this
section) the following new section:

“SeEc. 6685. AssESsAPLE PENALTIES WITH RE-
SPECT TO PRIVATE FOUNDATION
ANNUAL REPORTS.

“In addition to the penalties imposed by
section 7207 (relating to fraudulent returns,
statements, or other documents), any person
who 1s required to file the report and the
notice required under section 6066 (relating
to annual! reports by private foundations)
or to comply with the requirements of section
6104(d) (relating to publie Inspection of pri-
vate foundations" annual reports) and who
falls so to file or comply, if such fallure is
willful, shall pay a penalty of $1,000 with
respect to each such report or notice.”

(5) Section 7207 (relating to fraudulent
returns, statements, or other documents) is
amended by striking out “section 6047 (b)
or (¢)" and inserting in lleu thereof “sec-
tion 6047 (b) or (c), 6056, or 6104(d)”.

(f) Perrron To Tax Cover; DeFICIENCY
PROCEDURES MADE APPLICABLE. —

(1) Section 6211(a) (relating to definition
of a deficlency) Is amended—

(A) by striking out “and gift taxzes™ and
inserting in leu 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 deficlency letters restricted) is amended
by striking out “or™ before *“of estate tax"™
and by inserting after “the same decedent,”
the following: "of sectlon 4040 tax for the
same taxable year, or of chapter 42 tax (other
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than under sectlon 4940) with respect to any
act (or faflure to act) to which such petition
relates,”.

(3) BSectlon 6213 (relating to restrictions
applicable to deficlencies; 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) SusSPENSION OF FILING PERIOD FOR
CERTAIN CHAPTER 42 Taxes—The running of
the tlme prescribed by subsection (a) for
filing a petition in the Tax Court with respect
to the taxes imposed by section 4841 (relat-
ing to taxes on self-dealing), 4942 (relating
to taxes on fallure to distribute income),
4943 (relating to taxes on excess business
holdings), 4944 (relating to investments
which jeopardize charitable purpose), or
4045 (relating to taxes on taxable expendi-
tures) shall be suspended for any period
during which the Secretary or his delegate
has extended the time allowed for making
correction under section 4041(e)(4), 4043
(§) (2), 4943(d) (3), 4044(e) (3), or 4945(h))
(2)."

(g) LIMITATIONS ON ASSESSMENT AND COL=
LECTION .—

(1) Section 6501 is amended by adding at
tlhe end thereof the following new subsec-

on:

“(n) SreciAL RULE FOR CHAPTER 42 TAXES.—

“(1) In GENERAL—For purposes of any tax
imposed by chapter 42 (other than section
4940), the return referred to in this section
shall be the return filed by the private foun-
dation for the year in which the act (or
failure to act) giving rise to liability for such
tax occurred. For purposes of section 49840,
such return is the return filed by the private
foundation for the taxable year for which the
tax is imposed.

“(2) OCERTAIN CONTRIBUTIONS TO SECTION
501(C) (3) ORGANIZATIONS.—In the case of a
deficiency of tax of a private foundation
making a contribution in the manner pro-
vided in section 4942(g) (3) (relating to cer-
taln contributions to section 501(c) (3) or-
ganzlations) attributable to the fallure of a
section 501(c)(3) organization to make the
distribution prescribed by section 49842(g)
(3), such deficiency may be assessed at any
time before the expiration of one year after
the expiration of the period within which a
deficiency may be assessed for the taxable
year with respect to which the contribution
was made.”

(2) Section 8501(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 sectlon
507, such tax may be assessed, or a
ing in court for the collection of such tax
may be begun without assessment at any
time."”

(3) Section 6501(e) (3) is amended by add-
ing at the end thereof the following sentence:
“In determining the amount of tax omitted
on a return, there shall not be taken into
account any amount of tax imposed by
chapter 42 which is omitted from the return
if the transaction giving rise to such tax
is disclosed in the return, or in a statement
attached to the return, in a manner adequate
to apprise the Secretary or his delegate of
the existence and nature of such item.”

{4) Section 6503 (relating to suspension
of running of period of limitation) is amend-
ed by relettering subsection (h) as subsec-
tion (1) and inserting immediately after
subsection (g) the following new subsection:

“(h) SusPeNsioN PENDING CORRECTION.—
The running of the periods of limitations
provided in sections 6501 and 6502 on the
making of assessments or the collection by
levy or a proceeding in court in respect of
any tax imposed by chapter 42 or section 507
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shall be suspended for any period described
in section 507(g)(2) or during which the
Becretary or his delegate has extended the
time for making correction under section
4941 (e) (4), 4942(]) (2), 4943(d) (3), 4044(e)
(8), or 4845(h) (2)."

(h) LIMITATIONS ON CREDITS OR REFUND.—
Section 6511 (relating to limitations on
credits or refunds) is amended by relettering
subsection (f) as subsection (g) and insert-
ing immediately after subsection (e) the fol-
lowing new subsection:

“(1) SpeciaL RULE FOrR 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
6601(n) (1).”

(1) Cvit Acrmion ¥ForR REFUND—Section
T422 (relating to civil actions for refund) is
amended by relettering 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.—With re-
spect to any act (or fallure to act) giving
rise to liability under section 4841, 4942, 4943,
4944, or 4945, payment of the full amount of
tax imposed under section 4941(a) (relating
to initial taxes on self-dealing), section
4042(a) (relating to initial tax on fallure to
distribute income), section 4843 (a) (relating
to initial tax on excess business holdings),
section 4944(a) (relating to initial taxes on
investments which jeopardize charitable pur-
pose), section 4945(a) (relating to initial
taxes on taxable expenditures), section
4941(Db) (relating to additional taxes on self-
dealing), section 4942(b) (relating to addi-
tional tax on fallure to distribute income),
sectlon 4043(b) (relating to additional tax
on excess business holdings), section 4044 (b)
(relating to additional taxes on investments
which jeopardize charitable purpose), or sec-
tion 4045(b) (relating to additional taxes on
taxable expenditures) shall constitute sufi-
clent payment in order to maintain an action
under this section with respect to such act
(or failure to act).

"(2) LIMITATION ON SUIT FOR REFUND.—NO
suit may be maintalned under this section
for the credit or refund of any tax Imposed
under section 4941, 4042, 4043, 4044, or 4045
with respect to any act (or failure to act)
giving rise to liability for tax under such sec-
tions, unless no other suit has been main-
tained for credit or refund of, and no peti-
tion has been filled in the Tax Court with
respect to a deficiency in, any other tax
imposed by such sections with respect to such
act (or failure to act).

“(3) FINAL DETERMINATION OF ISSUES.—FOT
purposes of this section, any sult for the
credit or refund of any tax Imposed under
section 4941, 4042, 4943, 4944, or 4945 with
respect to any act (or fallure to act) glving
rise to liability for tax under such sections,
shall constitute a suit to determine all ques-
tions with respect to any other tax imposed
with respect to such act (or failure to act)
under such sections, and failure by the par-
ties to such sult to bring any such question
before the Court shall constitute a bar to
such guestion.”

(J) TEcENICAL CONFORMING, AND CLERICAL

MENTS.—

(1) Section 101(b) (2) (B) (1ii) (relating to
nonforfeitable rights) Is amended by strik-
ing out “section 503(b) (1), (2), or (3)" and
inserting in lleu thereof “section 170(b) (1)
(A) (i1) or (vl) or which is a religious or-
ganization (other than a trust)”.

(2), Section 170(1) (relating to dlsallow-
ance of deductlons in certain cases) (as re-
designated by section 201(a) (1) (A) of this
Act) 1s amended—

(A) by striking out paragraph (1), and

(B) by striking out *“(2) For disallowance”
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and inserting in leu thereof “For disallow-
ance’.

(3) 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".

(4) 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.—AnD organi-
zation exempt from taxation under subsec-
tion (a) shall be subject to tax to the ex-
tent provided in parts II and III of this sub-
chapter, but (notwithstanding parts II and
III of this subchapter) shall be considered
and organization exempt from income taxes
for the purpose of any law which refers to
organizations exempt from income taxes,”

(5) Bection 501(c) (16) (relating to list of
exempt organizations) is amended by strik-
ing out “part III” and inserting in lleu
thereof “part IV".

(8) Section 501(e) (relating to cooperative
hospital service organizations) is amended
by striking out in the last sentence thereof
“gection 503(b)(5).” and inserting in lleu
thereof “section 170(b) (1) (A) (iti).”.

(7) Section 503(a) (1) (relating to general
rule) is amended to read as follows:

“(1) GENERAL RULE.—

“(A) An organization described In sec-
tlon 501(c)(17) shall not be exempt from
taxation under section 501(a) if it has en-
gaged in a prohibited transaction after De-
cember 31, 1959,

“(B) An organization described in section
401(a) if it has engaged in a prohibited
transaction after March 1, 1954."

(8) Section 503(a)(2) (relating to tax-
able years affected by denial of exemption)
is amended by striking out “section 501(c)
(8) or (17)” and inserting in lleu thereof
“section 501(c) (17)"

(9) Section b503(d) (relating to future
status of organizations denied exemption) is
amended by striking out “section 501(c) (8)
or (17)" and inserting in lieu thereof “sec-
tion 501(¢) (17) .

(10) Section 503(g) (relating to speclal
rule for loans) is amended by striking out
“subsection (c¢)(1),” and inserting in lleu
thereof “subsection (b) (1),".

(11) Section 503(h) (relating to special
rules relating to lending by section 401(a)
and section 501(c) (17) trusts to certain
persons) is amended—

(A) by striking out In the heading thereof
“SPECIAL RULES RELATING TO LENDING BY SEC-
TION 401(a) AND SECTION 501(C)(17) TRUSTS
TO CERTAIN PERsoNS.—", and inserting in lleu
thereof “SPECIAL RULES,—"",

(B) by striking out “subsection {c)(1),”
and inserting in lleu thereof “subsection
(b) (1).",

(C) by striking out “acquired by a trust
described in section 401(a) or section 501(c)
(17)”, and

(D) by striking out in paragraph (3) “sub-
section (c)” and inserting in lleu thereof
“subsection (b)".

(12) Section 503(1) (relating to loans with
respect to which employers are prohibited
from pledging certain assets) is amended-—

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

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

(18) Section 503(]) (1) (relating to pro-
hibited transactions) is amended by striking
out “subsection (c)” and inserting in leu
thereof “subsection (b)".

(14) Section 503 (relating to requirements
of exemption) is amended by striking out
subsections (b), (e), and (f) and by redes-
ignating subsections (c), (d), (g). (h), (1),
and (j) (as amended), as subsections (b),
(e), (d), (e), (1), and (g), respectively.
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(15) Sectlon 504 (relating to denilal of ex-
emption) is repealed.

(16) Section 542(a) (2) (relating to stock
ownership requirement) is amended—

(A) by striking out in the second sentence
“gection 503(b)" and inserting in lieu there-
of “section 401(a), 601(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, 1850, if at all times on br 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.”

(17) Section 663(a) (2) (relating to chari-
table, etc., distributions) is amended by
striking out “section 681" and inserting in
lieu thereof “sections 508(d), 681, and 4948
(c) (4)".

(18) Section 681 (b) and (¢) (relating to
operations of trusts and accumulated in-
come) Is repealed.

(19) Section 681(d) (relating to cross ref-
erence) is redesignated as subsection (b),
and as so redesignated is amended by strik-
ing out "section 503(e)” and inserting in
lieu thereof ‘“sections 508(d) and 4948
(c) (%)™,

(20) Section 878 (relating to foreign edu-
cational, charitable, and certain other exempt
organizations) is amended by—

(A) striking out “unrelated business in-
come of”, and

(B) striking out “trusts, see section 512
(a)'" and inserting in lieu thereof “organiza-
tions, see sections 512(a) and 4948".

(21) Bection 884 (relating to cross refer-
ences) is amended by striking out paragraph
(1) and by redesignating paragraphs (2),
(3), (4), (6), and (8) as paragraphs (1), (2),
(8), (4), and (5), respectively.

(22) Bection 1443 (relating to foreign tax-
exempt organizations) is amended by—

(A) inserting *“(a) INCOME SUBJECT TO
Secrion 511.—" before “In the case of”, and

(B) adding subsection (b) to read as fol-
lows:

“(b) IncoME SUBJECT TO SECTION 4048.—
In the case of income of a foreign organiza-
tion subject to the tax imposed by section
4048(a), this chapter shall apply, except that
the deduction and withholding shall be at
the rate of 4 percent and shall be subject to
such conditions as may be provided under
regulations prescribed by the BSecretary or
his delegate.”

(23) Bection 2089(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 “sectlon 170(b) (1) (A) (i) or (v1),
or which is a religious organization (other
than a trust),"”.

(24) Section 2617(a) (3} (relating to gen-
eral rule for certain annuities under qualified
plans) is amended by striking out “section
503(b) (1), (2), or (8).,” and inserting in lleu
thereof “section 170(b) (1) (A)(il) or (vi),
or which is a religlous organization (other
than a trust),”.

(25) Section 4057(b) (relating to the
definition of nonprofit educational organiza-
tlon) is amended by striking out *“section
503 (b) (2)" and inserting in lleu thereof
“section 170(b) (1) (A) (i)™

(26) Section 4221(d) (5) (relating to the
definition of nonprofit educational organiza-
tion) is amended by striking out “section
503(b) (2)" and imserting in lieu thereof
“section 170(b) (1) (A) (H)".

(27) Bection 42563 (h) (relating to nonprofit
hospitals) is amended by striking out “sec-
tion 503 (b) (5) " and inserting in lieu there-
of “section 170(b) (1) (A) (i11)".

(28) Section 4204(b) (relating to the
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definition of nonprofit educational organiza-
tion) i1s amended by striking out “section
503(b) (2)" and inserting in lieu thereof
“section 170(b) (1) (A) (11) ™.

(29) Section 5214(a) (3) (A) (relating to
purposes for withdrawal of distilled spirits
from bonded premises free of tax or without
payment of tax) is amended by striking out
“section 503(b)(2)" and inserting in leu
thereof “section 170(b) (1) (A) (i1)".

(30) Section 6033(b) (4) (as redesignated
by subsection (d) (2) of this section) (relat-
ing to certain balance sheet items on returns
by exempt organizations) is amended by
striking out “and" at the end thereof.

(31) Sectlon 6033 (c) (relating to cross ref-
erence) 15 amended by inserting the follow=-
ing at the end thereof:

“For reporting requirements as to certain
liguidations, dissolutions, terminations, and
contractions, see section 6043 (b). For provi-
sions relating to penalties for failure to file
a return required by this section, see section
6652 (d).”

(82) Sectlon 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:

“Sgc. 6034. RETURNS BY TRUSTS DESCRIBED IN
BSEcTioN 4947(a) OR CLAIMING
COHArITABLE DEDUCTIONS UNDER
Secrron 642(c).

“(a) GENERAL RULE.—Every trust described
in section 4047(a) or claiming a charitable,
ete., deduction under section 642(c) for the
taxable year shall furnish such information
with respect to such taxable year as the SBec-
retary or his delegate may by forms or regu=-
lations prescribe, including—".

(33) Section 6034(a)(1) (relating to re-
turns by certaln trusts) is amended by strik-
ing out “(showing separately the amount of
such deduction which was paid out and the
amount which was permanently set aside for
charitable, etc., purposes during such year)".

(84) Section 6034 (relating to returns by
certain trusts) is amended by adding the
following new subsection at the end thereof:

“(c) Cross REFERENCE.—

“For provisions relating to penalties for
failure to flle a return required by this sec-
tion, see section 6652(d).”

(85) Sectlon 6043 (relating to return re-
garding corporate dissolution or liquidation)
is amended—

(A) by striking out the heading and in-
serting in lleu thereof “RETURNS REGARDING
LIQUIDATION, DISSOLUTION, TERMINATION, OR
CONTRACTION,"”,

(B) by striking out “Every corporation”
and inserting in lieu thereof “(a) CORPORA-
rioNs.—Every corporation”, and

(C) by adding the following new subsec=
tlons at the end thereof:

“(b) ExEMPT ORGANIZATIONS.—Every or-
ganization which for any of its last 5 tax-
able years preceding its liquidation, dissolu-
tion, termination, or substantial contraction
was exempt from taxation under section
501(a) shall file such return and other in-
formation with respect to such liquidation,
dissolution, termination, or substantial con-
traction as the Secretary or his delegate shall
by forms or regulations prescribe; except
that—

“(1) no return shall be required under
this subsection from churches, their inte-
grated auxiliaries, conventions or assocla-
tions of churches, or any organization which
is not a private foundation (as defined in
section 509(a)) and the gross receipts of
which in each taxable year are normally not
more than $5,000, and

“{2) the Secretary or his delegate may
relieve any organization from such fling
is not necessary to the efficlent administra-
tion of the internal revenue laws or, with
respect to an organization described in sec-
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tion 401(a), where the employer who estab-
lished such organization files such a return,

“(c) Cross REFERENCE.—

“For provisions relating to penalties for
failure to flle a return required by subsec-
tion (b), see section 66562(d).”

(36) Section 6104(b) (relating to inspec-
tion of annual information returns) Iis
amended by striking out “section 6033(b)
and 6034,” and inserting in lieu thereof “sec-
tions 6033, 6034, and 60586,".

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

(A) by striking out in paragraph (1)
“chapter 1 or 12,” and inserting in lleu
thereof “chapter 1, 12, or 42,", and

(B) by striking out “chapter 1,” the last
time it appears and inserting in lieu thereof
“chapter 1 or 42",

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

(39) Section 6211(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 43",

(40) Section 6212(a) (relating to notice
of deficlency) is amended by striking out
“subtitles 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 deficlency) is amended—

(A) by striking out In the title thereof
“AND GIFT TAXES" and inserting in Heu thereof
““AND GIFT TAXES AND TAXES IMPOSED BY CHAP-
TER 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 “chap-
ter 12,” the last place it appears,

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

(43) Section 6214 (relating to determina-
tion by the Tax Court) is amended by re-
lettering subsection (c¢) as subsection (d)
and by inserting after subsection (b) the
following new subsection:

“(c) Taxes Imrosep BY SecTioN 507 or
CHAPTER 42.—The Tax Court, in redetermin-
ing a deficiency of any tax imposed by section
507 or chapter 42 for any perlod, act, or fail-
ure to act, shall consider such facts with
relation to the taxes under chapter 42 for
other perlods, acts, or fallures 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 the taxes under chapter 42
for any other period, act, or failure to act
have been overpald or underpaid.”

(44) Bectlon 6214(d) (as relettered) is
amended by inserting *, chapter 42", after
“chapter”.

(45) Section 6344(a) (1) (relating to cer-
taln cross references) is amended by insert-
ing “and taxes imposed by chapter 42, after
“gift taxes;”.

(46) Section 6503(a) (1) (relating to issu~
ance of statutory notice of deficlency) 1Is
amended by striking out “and gift taxes” and
inserting in lieu thereof "“gift and chapter 42
taxes”.

(47) Section 6512(a) (relating to effect of
petition to 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 lleu 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 failure
to act) to which such petition relates,”.
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(48) Section 6512(b) (1) (relating to juris-
diction to determine overpayment deter-
mined by Tax Court) is amended 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 failure to act) to which such petition
relates,”.

(49) Section 6601(d) (relating to suspen-
sion of Interest in certaln cases) Is
amended— -

(A) by striking out in the title thereof
“AND GrFr Tax Cases.” and in lieu
thereof “GiFT, AND CHAPTER 42 TaAx Cases.”,
and

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

(50) Sectlon 6653(¢) (1) (relating to defi-
nition of underpayment) is amended—

(A) by striging out in the heading thereof
“AND GIFT Taxes.” and inserting in leu
thereof “GIFT, AND CHAPTER 42 TAXES.”, and

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

(61) Sectlon 6659(b) (relating to proce-
dure for assesslng certain additions to tax)
is amended by striking out “and gift taxes"
and Inserting in lieu thereof “gift, and chap-
ter 42 taxes".

(62) Section 6676(b) (relating to defl-
ciency procedures not to apply) is amended
by striking out “and gift taxes” and insert-
ing in lieu thereof *gift, and chapter 42
taxes”,

(53) Section 6677(b) (relating to defi-
clency procedures not to apply) is amended
by striking out “and gift taxes” and insert-
ing in lieu thereof “gift, and chapter 42
taxes",

(64) Sectlon 6679(b) (relating to defi-
ciency procedures not to apply) is amended
by striking out "“and gift taxes" and insert-
ing in lleu thereof “gift, and chapter 42
taxes”.

(66) Section 6682(b) (relating to defi-
clency procedures not to apply) ls amended
by striking out “and gift taxes"” and insert-
ing in lleu thereof “gift, and chapter 42
taxes'.

(66) Sectlon T422(e) (relating to stay of
proceeding in ecivil actions for refund) is
amended by. striking out “or gift tax'" the
first time it appears and inserting in leu
thereof “gift tax, or tax imposed by chap-
ter 42",

(57) Section 7454 (relating to burden of
proof in fraud and transferee cases) 1Is
amended—

(A) by striking out “Fravp AND TRANS-
FEREE Cases” and inserting in lieu thereof
“FravUD, FOUNDATION MANAGER, AND TrRANS-
FEREE Cases",

(B) by redesignating subsection (b) as
subsection (c), and

(C) by inserting after subsection (a) the
following new subsection:

“(b) FounpaTioN MawNAcERS.—In any pro-
ceeding involving the issue whether a foun-
dation manager (as defined in seciion 4946
(b)) has ‘knowingly’ participated in an act
of self-dealing (within the meaning of sec-
tion 4941), participated in an investment
which jeopardizes the carrying out of ex-
empt purposes (within the meaning of sec~
tlon 4044), or agreed to the making of a
taxable expenditure (within the meaning of
section 4945), the burden of proof in respect
of such issue shall be upon the Secretary
or his delegate.”

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

“SUBCHAPTER F.—EXEMPT ORGANIZATIONS

“Part I. General rule.
“Part II. Private foundations.
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“Part III. Taxation of business income of
certain exempt organizations.

“Part IV. Farmers’ cooperatives.

“Part V. Shipowners' protection and in-
demnity assoclation.”

(59) The table of chapters for subtitle D is
amended by adding at the end thereof the
following new item:

“Chapter 42, Private foundations,"”

(60) The table of sections for subchapter
B of chapter 68 is amended by adding at the
end thereof the following new items:

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

“Sec. 6685. Assessable penalties with respect
to private foundation annual
reports.”

(61) The table of sections for part I of
subchapter F of chapter 1 is amended by
striking out the item relating to section 504.

(62) The heading of subchapter B of chap-
ter 63 1s amended by striking ouf “anp Grer
Taxes" and inserting in lieu thereof “Grrr,
AND CERTAIN Excise Taxes”.

(63) The table of subchapters for chapter
63 is amended by striking out “and gift
taxes” in the item relating to subchapter B
and inserting in lieu thereof *“gift, and cer-
taln excise taxes”.

(64) The table of subparts for part III of
subchapter A of chapter 61 is amended by
adding at the end thereof the following new
item:

“Subpart D. Information concerning private
foundations.”

(k) EFFECTIVE DATES.—

(1) In cENERAL—EXcept as otherwise pro-
vided in this subsection and subsection (1),
the amendments made by this section shall
take effect on January 1, 1870.

(2) PROVISIONS EFFECTIVE FOR TAXABLE
YEARS BEGINNING AFTER DECEMBER 31, 1969.—
The following provisions shall apply to tax-
able years beginning after December 31, 1969:

(A) Sections 4940, 4942, 4943, and 4948
of the Internal Revenue Code of 1954 (as
added by this section), and

(B) The amendments made by subsection
(d) and paragraphs (3), (16), (16), (20),
(21), (80), (81), (32), (33), (34), (35), and
(61) of subsection (J).

(3) SecrioNs s08 (&), (b), AWD (c).—Sec-
tions 508 (a), (b), and (¢) of the Internal
Revenue Code of 1954 (as added by this sec-
tion) shall take effect on October 9, 1965,

1) SAviNGs PROVISIONS.—

(1) REFERENCES TO INTERNAL REVENUE CODE
PROVISIONS.—Except as otherwise expressly
provided, references in the following para-
graphs of this subsection are to sections of
the Internal Revenue Code of 1054 as amend-
ed by this section.

(2) BEcTiON 4941.—Section 4841 shall not
apply to—

(A) any transaction between a private
foundation and a corporation which is a
disqualified person (as defined In section
4948), pursuant to the terms of securities
of such corporation in existence at the time
acquired by the foundation, if such securi-
ties were acquired by the foundation before
May 27, 19689;

(B) the sale, exchange, or other dlsposi-
tlon of property which is owned by a private
foundation on May 26, 1968 (or which is ac-
quired by a private foundation under the
terms of a trust which was irrevocable on
May 26, 1969, or under the terms of a will
executed on or before such date, which are
in effect on such date and at all times
thereafter), to a disqualified person, if such
foundation 1is required to dispose of such
property in order not to be liable for tax
under section 4943 (relating to taxes on
excess business holdings) applied, in the
case of a disposition before January 1, 1975,
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without taking section 4943(c) (4) into ac-
count and it receives in return an amount
which equals or exceeds the fair market value
of such property at the time of such disposi-
tion or at the time a contract for such dis-
position was previously executed in a trans-
action which would not constitute a pro-
hibited transaction (within the meaning of
section 503(b) or the corresponding provi-
sions of prior law);

(C) the leasing of property or the lending
of money or other extension of credit be-
tween a disqualified person and a private

renewals of such a contract), until taxable
years beginning after December 31, 1879, If
such leasing or lending (or other extension
of credit) remains at least as favorable as
an arm’s-length transaction with an unre-
lated party and if the execution of such
contract was not at the time of such execu-
tion a prohibited tramsaction (within the
meaning of section 6503(b) or the corre-
sponding provislions of prior law);

(D) the use of goods, services, or facllities
which are shared by a private foundation
and a disqualified person until taxable years
beginning after December 31, 1979, if such
use is pursuant to an arrangement in effect
before October 9, 1969, and such arrange-
ment was not a prohibited transaction (with-
in the meaning of section 503(b) or the cor=-
responding provisions of prior law) at the
time it was made and would not be a pro-
hibited transaction if such section continued
to apply; and

(E) 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
October 9, 1969.

(3) SecTION 4942.—In the case of organiza-
tions organized before May 27, 1969, section
4942 shall—

(A) for all purposes other than the deter-
mination of the minimum investment return
under section 4942(j) (3) (B) (ii), for taxable
years beginning before January 1, 1972, apply
without regard to section 4942(e) (relating
to minimum investment return), and for tax-
able years beginning in 1972, 1873, and 1974,
apply with an applicable percentage (as pre-
scribed in section 4942(e) (3) ) which does not
exceed 415 percent, 5 percent, and 5% per-
cent, respectively;

(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 26, 1969, and at all times there-
after) of an instrument executed before May
27, 1969, with respect to the transfer of in-
come producing property to such organiza-
tion, except that section 4942 shall apply to
such organization if the organization would
have been denied exemption if section 504(a)
had not been repealed by this Act, or would
have had its deductions under section 642(c)
limited if section 681(c) had not been re-
pealed by this Act. In applying the preceding
sentence, in addition to the limitations con-
tained in section 504 (a) or 681(c) before its
repeal, section 504(a) (1) or 681(c) (1) shall
be treated as not applying to an organiza-
tlon to the extent its income is required to
be accumulated pursuant to the mandatory
terms (as in effect on January 1, 1851, and
at all times thereafter) of an instrument ex-
ecuted before January 1, 1951, with respect
to the transfer of income producing property
to such organization before such date, if
such transfer was irrevocable on such date;

(C) apply to a grant to a private founda-
tion described in section 4842(g) (1) (A) (i1)
which is not described in section 4942(g) (1)
(A) (1), pursuant to & written commitment
which was binding on May 26, 1969, and at
all times thereafter, as if such grant is a
grant to an operating foundation (as de-
fined in section 4942(]) (3)), If such grant
is made for one or more of the purposes de-
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scribed in section 170(¢) (2) (B) and is to be
pald out to such private foundation on or
before December 31, 1974;

(D) apply, for purposes of section 4942(f),
in such a manner as to treat any distribution
made to a private foundation in redemption
of stock held by such private foundation in a
business enterprise as not essentially equiva-
lent to a dividend under section 302(b) (1)
if such redemption is described In paragraph
(2) (B) of this subsection; and

(E) not apply to an organization which is
prohibited by its governing instrument or
other Instrument from distributing capital
or corpus to the extent the requirements of
section 4942 are inconsistent with such pro-
hibition.

With respect to taxable years beginning after
December 31, 1871, subparagraphs (B) and
(E) shall apply only during the pendency of
any judicial proceeding by the private foun-
dation which is necessary to reform, or to
excuse such foundation from compliance
with, its governing instrument or any other
instrument (as in effect on May 26, 1969) in
order to comply with the provisions of sec-
tion 4842, and in the case of subparagraph
(B) for all periods after the termination of
such judicial proceeding during which the
governing instrument or any other Instru-
ment does not permit compliance with such
provisions.

(4) SecTION 4943 —

(A) In the case of a private foundation—

(1) which was incorporated before Janu-
ary 1, 1951;

(1) substantially all of the assets of which
on May 26, 1969, consist of more than 90
percent of the stock of an Incorporated busi-
ness enterprise which is licensed and regu-
lated, the sales or contracts of which are
regulated, and the professional representa-
tives of which are licensed, by State regula-
tory agencles in at least 10 States; and

(iil) which acquired such stock solely by
gift, devise, or bequest,
sectlon 4943(c) (4) (A) (1) shall be appiled
with respect to the holdings of such founda-
tion in such incorporated business enterprise
by substituting “51 percent” for “50 percent”,
and section 4943(c)(4) (D) shall not apply
with respect to such holdings, For purposes
of the preceding sentence, stock of such en-
terprise in a trust created before May 27,
1969, of which the foundation is the remain-
der beneficlary shall be deemd to be held by
such foundation on May 26, 1969, if such
foundation held (without regard to such
trust) more than 20 percent of the stock of
such enterprise on May 26, 1969.

(B) Bubparagraph (A) shall apply to a
private foundation only if—

(1) the foundation does not purchase any
stock or other interest In the enterprise de-
scribed In subparagraph (A) after May 26,
1969, and does not acquire any stock or other
interest In any other business enterprise
which constitutes excess business holdings
under section 4943; and

(ii) in the last 5 taxable years ending on
or before December 31, 1970, the foundation
expends substantially all of its adjusted net
income (as defined in section 4942(1)) for
the purpose or function for which it is or-
ganized and operated.

(C) For purposes of section 4943(c) (6),
the term “purchase"” does not include an
exchange which is described in paragraph
(2) (B) of this subsection and which is pur-
suant to a plan for disposition of excess busi-
ness holdings.

(b) SEcTION 4945.—Section 4945 (d) (4) and
(h) shall not apply to a grant which is de-
scribed in paragraph (3)(C) of this sub-
section.

(8) SecTiON 508(e).—Section 508(e) shall
not apply to require inclusion in governing
instruments of any provisions inconsistent
with this subsection.

(7) SecrioN 509(a).—In the case of any
trust created under the terms of a will or a
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codieil to a will executed on or before March
30, 1924, by which the testator bequeathed all
of the outstanding common stock of a cor-
poration in trust, the income of which trust
is to be used principally for the benefit of
those from time to time employed by the
corporation and their families, the trustees
of which trust are elected or selected from
among the employees of such corporation,
and which trust does not own directly any
stock in any other corporation, if the trust
makes an irrevocable election under this
paragraph within one year after the date of
the enactment of this Act, such trust shall
be treated as not being a private foundation
for purposes of the Internal Revenue Code
of 1954 but shall be treated for purposes of
such Code as if it were not exempt from tax
under section 501(a) for any taxable year
beginning after the date of the enactment
of this Act and before the date (if any) on
which such trust has complied with the re-
quirements of section 507 for termination of
the status of an organization as a private
foundation.

(8) CERTAIN REDEMPTIONS—FOr purposes
of applying section 302(b) (1) to the deter-
mination of the amount of gross investment
income under sections 4840 and 4948(a), any
distribution made to a private foundation
in redemption of stock held by such private
foundation in a business enterprise shall be
treated as not essentially equivalent to a
dividend, if such redemption is described in
paragraph (2)(B) of this subsection.

SUBTITLE B—OTHER TAX EXEMPT
ORGANIZATIONS
SEec. 121. TAx oN UNRELATED BUSINESS INCOME.

(a) ORGANTIZATIONS SUBJECT TO TAX.—

(1) CorroraTE RATES.—Section 511(a)(2)
(A) (relating to certaln organizations sub-
ject to tax on unrelated business income at
corporate rates) is amended to read as
follows:

“(A) ORGANIZATIONS DESCRIBED IN SECTIONS
401(a) AND 501(c).—The taxes imposed by
paragraph (1) shall apply in the case of any
organization (other than a trust described
in subsection (b) or an organization de-
scribed in section 501(c) (1)) which is ex-
empt, 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 511(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
TaXx.—The tax imposed by paragraph (1) shall
apply in the case of any trust which is ex-
empt, except as provided in this part or part
II (relating to private foundations), from
taxation under this subtitle by reason of sec-
tion 501(a) and which, if it were not for
such exemption, would be subject to sub-
chapter J (sec. 641 and following, relating to
estate, trusts, beneficlaries, and decedents).”

(8) SECTION 501(cC) (2) CORPORATIONS.—Sec-
tion 511 (relating to tax on unrelated busi-
ness income) is amended by striking out sub-
section (c) and inserting in lieu thereof the
following new subsection:

“(c) SpeciaL RULE For SECTION 501(c) (2)
CorPORATIONS.—If & corporation described in
section 501(c) (2)—

“(1) pays any amount of its net income
for a taxable year to an organization exempt
from taxation under section 501(a) (or
which would pay such an amount but for the
fact that the expenses of collecting its in-
come exceed its Income), and

“(2) such corporation and such organiza-
tion file a consolidated return for the taxable
year,
such corporation shall be treated, for pur-
poses of the tax imposed by subsection (a),
as being organized and operated for the same
purposes as such organization, in addition to
the purposes described in section 501(c) (2).”
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(4) CoNFORMING AMENDMENT—Section
1504 (relating to definitions for purposes of
consolidated returns) ls amended by adding
at the end thereof the following new subsec-
tion:

“(e) INCLUDIELE TAX-EXEMPT ORGANIZA-
TIoNs.—Despite the provisions of paragraph
(1) of subsection (b), two or more organi-
zations exempt from taxation under section
501, one or more of which is described in sec-
tion 501(c)(2) and the others of which
derive income from such 501(c)(2) organi-
zations, shall be considered as includible
corporations for the purpose of the applica-
tion of subsection (a) to such organizations
alone.”

(b) DeFINITION OF UNRELATED BUSINESS
TAXABLE INCOME.—

(1) In cENERAL—Section 512(a) (relating
to definition of unrelated business taxable
income) is amended to read as follows:

“(a) DerFinrrioNn.—For purposes of this
title—

“(1) GENERAL RULE—Except as otherwise
provided in this subsection, the term "un-
related business taxable income’ means the
gross income derived by any organization
from any unrelated trade or business (as
defined in section 513) regularly carried on
by it, less the deductions allowed by this
chapter which are directly connected with
the carrying on of such trade or business,
both computed with the modifications pro-
vided in subsection(b).

“(2) SPECIAL RULE FOR FOREIGN ORGANIZA-
TIoNS.—In the case of an organization de-
scribed in section 511 which is a foreign orga-
nization, the unrelated buslness taxable in-
come shall be—

“(A) its unrelated business taxable income
which is derived from sources within the
United States and which is not effectively
connected with the conduct of a trade or
business within 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-
'xt’xons DESCRIBED IN SECTION 501(c) (7) oR

9).—

"“(A) GENERAL RULE—In the case of an
organization described in section 501(c) (7)
or (9), the term ‘unrelated business taxable
income' means the gross income (excluding
any exempt function income) , less the deduc-
tions allowed by this chapter which are di-
rectly connected with the production of the
gross income (excluding exempt function
income), both computed with the modifica-
tions provided In paragraphs (6), (10), (11),
and (12) of subsection (b).

“(B) EXEMPT FUNCTIONS INCOME.—For pur-
poses of subparagraph (A), the term ‘exempt
function income’ means the gross income
from dues, fees, charges, or similar amounts
pald by members of the organization as con-
sideration for providing such members or
their dependents or guests goods, facilities, or
services in furtherance of the purposes con-
stituting the basis for the exemption of the
organization tc which such income is paid.
Such term also means 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 organization were subject to
paragraph (1)), which is set aside—

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

“(i1) in the case of an organization de-
seribed in section 501(c) (9), to provide for
the payment of life, sick, accident, or other
benefits,
including reasonable costs of administration
directly connected with a purpose described
in clause (i) or (ii). If during the taxable
year, an amount which is attributable to
income so set aside is used for a purpose other
than that described in clause (1) or (ii), such
amount shall be included, under subpara-
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graph (A), in unrelated business taxable in-
come for the taxable year.

“(C) APPLICABILITY TO CERTAIN CORPORA=
TIONS DESCRIBED IN SECTION b601(c) (2) —In
the case of a corporation described in section
501(c) (2), the income of which is payable to
an organlzation described in section 501 (c)
(7) or (9), subparagraph (A) shall apply as
if such corporation were the organization to
which the income is payable. For purposes
of the preceding sentence, such corporation
shall be treated as having exempt function
income for a taxable year only if it files a
consolidated return with such organization
for such year,

“(D) NoN RECOGNITION OF GAIN.—I{ prop-
erty used directly in the performance of the
exempt function of an organization de-
scribed in section 501(c) (7) or (9) is sold
by such organization, and within a period
beginning 1 year before the date of such
sale and ending 3 years after such date, other
property Is purchased and used by such or-
ganization directly in the performance of
its exempt function, gain (if any) from such
sale shall be recognized only to the extent
that such organization’s sales price of the
old property exceeds the organization’s cost
of purchasing the other property. For pur-
poses of this subparagraph, the destruction
in whole or in part, theft, selzure, requisi-
tion, or condemnation of property shall be
treated as the sale of such property, and rules
similar to the rules provided by subsections
(b), (e), (e), and (j) of section 1034 shall
apply.”

(2) MODIFICATIONS.—

(A) RENTS AND DEBT-FINANCED PROFERTY.—
Section 512(b) (3) (relating to modifications
with respect to renis from real property)
and section 512(b) (4) (relating to modifica-
tions with respect to business leases) are
amended to read as follows: “(3) In the case
of rents—

“(A) Except as provided in subparagraph
(B), there shall be excluded—

*(1) all rents from real property (including
property described in section 1245(a) (3(C)),
and

“(ii) all rents from personal property (in-
cluding for purposes of this paragraph as
personal property any property described in
section 1245(a) (3) (B)) leased with such real
property, if the rents attributable to such
personal property are an incidental amount
of the total rents received or accrued under
the lease, determined at the time the per-
sonal property is placed in service.

“(B) Subparagraph (A) shall not apply—

“{1) if more than 50 percent of the total
rent received or accrued under the lease is
attributable to personal property described
in subparagraph (A) (i1), or

“(11) if the determination of the amount
of such rent depends in whole or in part on
the income or profits derived by any person
from the property leased (other than an
amount based on a fixed percentage or per-
centages of receipts or sales).

“(C) There shall be excluded all deductions
directly connected with rents excluded under
subparagraph (A).

“(4) Notwithstanding paragraph (1), (2),
(38), or (56), in the case of debt-financed
property (as deflned 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 & deduc-
tion, the amount ascertained under section
b14(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 operating loss under section 172 and
paragraph (6), there shall be allowed a
specific deduction of $1,000. In the case of a
diocese, province of a religlous order, or a
convention or assoclation of churches, there
shall also be allowed, with respect to each
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parish, individual church, district, or other
local unit, a specific deduction equal to the
lower of—

*(A) 81,000, or

“(B) the gross income derived from any
unrelated trade or business regularly car-
ried on by such local unit.”

(C) SPECIAL RULES FOR CERTAIN ORGANIZA-
TIoNS.—Section 512(b) (relating to modifi-
cations in determining unrelated business
taxable income) is further amended by add-
ing at the end thereof the following:

“(16) Notwithstanding paragraphs (1),
(2), or (3), amounts of interest, annuities,
royalties, and rents derived from any orga-
nization (in this paragraph called the ‘con-
trolled organization') of which the organiza-
tion deriving such amounts (in this para-
graph called the ‘controlling organization’)
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 derived represents a trade
or business or is regularly carried on) in an
amount which bears the same ratio as—

*“(A) (1) in the case of a controlled organi-
zation which is not exempt from taxation
under section 501(a), the excess of the
amount of taxable income of the controlled
organization over the amount of such orga-
nization's taxable income which if derived
directly by the controlling organization
would not be unrelated business taxable in-
come, or

“(i1) in the case of a controlled organiza-
tion which is exempt from taxation under
sectlon 501(a), the amount of unrelated
business taxable income of the controlled
orgnization, bears to

“(B) the taxable income of the controlled
organization (determined in the case of a
controlled organization to which subpara-
graph (A) (i) applies as if it were not an
organization exempt from taxation under
section 501(a)), but not less than the
amount determined in clause (1) or (ii), as
the case may be, of subparagraph (A),
both amounts computed without regard to
amounts paid directly or indirectly to the
controlling organization. There shall be al-
lowed all deductions directly connected with
amounts included in gross income under the
preceding sentence.

*“(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
excluded all gross income derived from a
trade or business and all deductions directly
connected with the carrying on of such trade
or business if such trade or business was
carried on by such organization or its prede-
cessor before May 27, 1969.

*“(17) Except as provided in paragraph (4),
In the case of a trade or business—

“(A) which consists of providing services
under license issued by a Federal regulatory

agency,

“(B) which is carried on by a religious
order or by an educational institution (as de-
fined in section 151(e)(4)) maintained by
such religious order, and which was so carried
on before May 27, 1959, and

*“(0C) less than 10 percent of the net income
of which for each taxable year is used for
activities which are not related to the pur-
pose constituting the basis for the religious
order's exemption,

there shall be excluded all gross income de-
rived from such trade or business and all
deductlons directly connected with the carry-
ing on of such trade or business, so long as
it is established to the satisfaction of the
Becretary or his delegate that the rates or
other charges for such services are competi-
tive with rates or other charges charged for
similar services by persons not exempt from
taxation.”

(D) TECHNICAL AMENDMENT —Section 512
(b) (relating to exceptions, additions, and
limitations in determining unrelated busi-
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ness taxable income) is amended by striking
out s0 much thereof as precedes paragraph
(1) and inserting in leu thereof the fol-
1 -

“(b) MonmwricaTioNs.—The modifications
referred to in subsection (a) are the fol-
lowing:"

(3) RELATED AMENDMENT,—

(A) 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:

“S8gc. 277. DEDUCTIONS INCURRED BY CERTAIN
MEMBERSHIPF ORGANIZATIONS IN
TraNSACTIONS WITH MEMBERS.

“(a) GENERAL RULE.—In the case of a 8O-
clal 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 attributable to furnishing serv-
ices, insurance, goods, or other items of
value to members shall be allowed only to
the extent of income derived during such
year from members or transactions with
members (including income derived during
such year from institutes and trade shows
which are primarily for the education of
members). If for any taxable year such de-
ductions exceed such Iincome, the excess
shall be treated as a deduction attributable
to furnishing services, insurance, goods, or
other items of value to members paid or in-
curred in the succeeding taxable year.

“(b) ExceprioNs.—Subsection (a)
not apply to any organization—

“(1) which for the taxable year is sub-
ject to taxation under subchapter H or L,

“(2) which has made an election before
October 9, 1969, under section 456(c) or
which is affiliated with such an organization,

shall

or

*“(3) which for each day of any taxable
year is a national securities exchange sub-
jeet to regulation under the Securities Ex-
change Act of 1934 or a contract market sub-
ject to regulation under the Commodity Ex-
change Act.”

(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. 277. Deductions incurred by certain

membership organizations in
transactlons 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, which is the selling by the
organization of items of work-related clothes
and equipment and items normally sold
through vending machines, through food dis-
pensing facilities, or by snack bars, for the
convenience of its members at thelr usual
places of employment; or”.

(6) VOLUNTARY EMPLOYEES' BENEFICIARY AS-
SOCIATIONS AND CERTAIN FRATERNAL SOCIE-
TIES.—

(A) In GENErRAL—Section 501(c) (relating
to list of exempt organizations) is amended
by striking out paragraphs (9) and (10)-and
inserting in lieu thereof the following:

“{9) Voluntary employees’ beneficlary as-
soclations providing for the payment of life,
sick, accident, or other benefits to the mem-
bers of such association or thelr dependents
or designated beneficlaries, if no part of the
net earnings of such assoclation Inures
(other than through such payments) to the
benefit of any private shareholder or indi-
vidual.

“(10) Domestic fraternal socleties, orders,
or assoclations, operating under the lodge
system—

“(A) the net earnings of which are devoted
exclusively to religious, charitable, sclentific,
literary, educational, and frafernal purposes,
and
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“(B) which do not provide for the payment
of life, sick, accident, or other benefits."”

(B) CONFORMING AMENDMENTS.—Section
801(b) (2) (relating to life insurance re-
serves) is amended—

(i) by inserting “and” at the end of sub-
paragraph (A),

(1) by striking out subparagraph (B), and

(iii) by redesignating subparagraph (C)
and (B).

Section 810 (relating to rules for certain re-
serves) is amended by striking out subsection
(e).

{6) CERTAIN FUNDED PENSION TRUSTS.—

(A) EXEMPTION FROM TAXATION.—Section
501(c) (relating to list of exempt organiza-
tions) is amended by adding at the end
thereof the following new paragraph:

“(18) A trust or trusts created before June
25, 1959, forming part of a plan providing for
the payment of benefits under & pension plan
funded only by contributions of employees,
f—

“(A) under the plan, it is impossible, at
any time prior to the satisfaction of all lia-
bilities with respect to employees under the
plan, for any part of the corpus or income to
be (within the taxable year or thereafter)
used for, or diverted to, any purpose other
than the providing of benefits under the
plan,

“(B) such benefits are payable to employ-
ees under a classification which is set forth
in the plan and which is found by the Secre-
tary or his delegate not to be discriminatory
in favor of employees who are officers, share-
holders, persons whose principal duties con-
sist of supervising the work of other employ-
ees, or highly compensated employees, and

“(C) such benefits do not discriminate in
favor of employees who are officers, share-
holders, persons whose principal duties con-
sist of supervising the work of other em-
ployees, or highly compensated employees. A
plan shall not be considered discriminatory
within the meaning of this subparagraph
merely because the benefits received under
the plan bear a uniform relationship to the
total compensation, or the basic or regular
rate of compensation, of the employees cov=-
ered by the plan.”

(B) CONFORMING AMENDMENTS.—

(1) Section 503(a) (1) as amended by sec-
tion 101(j) (7) of this Act) is amended by
inserting after subparagraph (B) thereof the
following new paragraph:

“(C) An organization described in section
501(c) (18) shall not be exempt from taxation
under section 501(a) if it has engaged in a
prohibited transaction after December 31,
1969."

(1) Section 503 (as so amended) 1is
amended by striking out *“(e)(17)" each
place it appears therein and inserting In
lieu thereof “(c) (17) or (18)".

(7) SPECIAL RULES FOR FEEDER ORGANIZA-
T10Ms.—Section 502 (relating to feeder or-
ganizations) is amended to read as follows:
“Sgc. 502. FEEDER ORGANIZATIONS.

“(a) GENERAL RULE.—AnN organization op-
erated for the primary purpose of carrying
on a trade or business for profit shall not be
exempt from taxation under section 501 and
on the ground that all of its profits are pay-
able to one or more organizations exempt
from taxation under section 501.

“(b) Seeciar RurLE—For purposes of this
section, the term “trade or business” shall
not include—

“(1) the deriving of rents which would be
excluded under section 512(b) (8), if section
512 applied to the organization,

“(2) any trade or business in which sub-
stantially all the work in ecarrying on such
trade or business is performed for the or-
ganization without compensation, or

(3) any trade or business which is the
selling of merchandise, substantially all of
which has been received by the organization
as gifts or contributions.”
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(c) AcTiviTiES INCLUDED AS TUNRELATED
TrADE OR Business—Section 513 (relating to
unrelated trade or business) is amended by
striking out subsection (¢) and inserting in
lieu thereof the following new subsection:

“(e) ApveErTISING, 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 carrled on
within a larger aggregate of similar activities
or within a larger complex of other endeavors
which may, or may not, be related to the ex-
empt purposes of the organization. Where
an activity carried on for profit constitutes
an unrelated trade or business, no part of
such trade or business shall be excluded from
such classification merely because it does not
result in profit.”

(d) UNRELATED DEBT-FINANCED INCOME.—

(1) In cENERAL—Sectlon 514 (relating to
business leases) is amended by striking out
s0 much thereof as precedes subsection (b)
and inserting in lleu thereof the following:
“8ec. 514. 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-
related trade or business an amount which
is the same percentage (but not in excess of
100 percent) of the total gross income de-
rived during the taxable year from or on ac-
count of such property as (A) the average
acquisition indebtedness (as defilned in sub-
section (¢) (7)) for the taxable year with re-
spect to the property is of (B) the average
amount (determined under regulations pre-
scribed by the Secretary or his delegate) of
the adjusted basis of such property during
the period 1t is held by the organization dur-
ing such taxable year.

“(1) PERCENTAGE OF DEDUCTIONS TAKEN INTO
ACCOUNT.—There shall be allowed as a de-
duction with respect to each debt-financed
property an amount determined by applying
(except as provided in the last sentence of
this paragraph) the percentage derived un-
der paragraph (1) to the sum determined
under paragraph (3). The percentage derived
under this paragraph shall not be applied
with respect to the deduction of any capital
loss resulting from the carryback or carry-
over of net capital losses under section 1212,

“(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 1s subject to the allowance
for depreciation provided in section 167, the
allowance shall be computed only by use of
the stralght-line method.

“(b) DerFmvITION OF DEBT-FINANCED PROP-
ERTY.—

"(1) In GENERAL.—For purposes of this sec-
tion, the term ‘debt-financed property’ means
any property which is held to produce income
and with respect to which there is an ac-
quisition Indebtedness (as defined In subsec-
tion (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 indebtedness of any time
during the 12-month period ending with the
date of such disposition), except that such
term does not include—

“(A) (1) any property substantially all the
uge of which is substantially related (aside
from the need of the organization for Income
or funds) to the exercise or performance by
such organization of its charitable, educa~
tional, or other purpose or function con-
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stituting the basls for its exemption under
secticn 501 (or, in the case of an organization
described in section 511(a) (2) (B), to the ex-
ercise or performance of any purpose or func-
tion deslgnated in section 501(c) (3)), or (11)
any property to which clause (1) does not ap-
ply, to the extent that its use is s0 substan-
tially related:

“(B) except in the case of income excluded
under section 512(b) (5), any property to the
extent that the income from such property is
taken into account in'computing the gross
ifncome of any unrelated trade or business;

“(C) any property to the extent that the
income from such property 1s excluded by
reason of the provisions of paragraph (7),
(8), or (9) of section 512(b) In computing
the gross income o6f any unrelated trade or
business; or

“(D) any property to the extent that it is
used in any trade or business described In
paragraph (1), (2), or (3) of section 513(a).
For purposes of subparagraph (A), substan-
tially all the use of a property shall be con-
sidered to be substantially related to the
exercise or performance by an organization
of 1ts charitable, educational, or other pur-
pose or function constituting the basis for
its exemption under section 501 if such prop-
erty is real property subject to a lease to a
mediceal clinic entered into primarily for pur-
poses which are substantially related (aside
from the need of such organization for in-
come or funds or the use it makes of the
rents derived) to the exercise or performance
by such organization of its charitable, edu-
cational, or other purpose or function con-
stituting the basis for its exemption under
section 501,

“(2) SPECIAL RULE FOR RELATED USES.—For
purposes of applying paragraphs (1) (A),
(C), and (D), the use of any property by an
exempt organization which is related to an
organization shall be treated as use by such
organization.

“(3) SPECIAL RULES WHEN LAND 15 ACQUIRED
FOR EXEMPT USE WITHIN 10 YEARS.—

*“(A) NEIGHBORHOOD LAND.—If an organiza-
tion acquires real property for the principal
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 prop-
erty is in the nelghborhood of other prop-
erty 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 orga-
nization does not abandon its intent to so
use the land within the 10-year period. The
preceding 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 Secretary or his celegate that 1t is
reasonably certain that the land will be
used in the described manner before the
expiration of the 10-year period.

*(B) Ormer cases—If the first sentence of
subparagraph (A) is inapplicable only be-
cause—

“{1) the acquired land is not in the neigh-
borhood referred to In subparagraph (A), or

“(i1) 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 1s rea-
sonably certain that the land will be used in
the manner described in paragraph (1) (A)
before 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 struc-
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ture which was on the land when acquired
by the organization.

“(C) Livrrarions—sSubparagraphs (A)
and (B)—

“(1) 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 i{n the manner
described in paragraph (1) (A) requires that
the structure be demolished or removed in
order to use the land in such manner;

“(1i) shall not apply to structures erected
on the land after the acquisition of the
land; and

“(ii1) shall not apply to property subjlect
to a lease which is a business lease as (de-
fined in subsection (f)).

*“{D) REFUND OF TAXES WHEN SUBPARAGRAFH
(B) AprLIES.—If an organization for any tax-
able year has not used land in the man-
ner to satisfy the actual use condition of
subparagraph (B) before the time prescribed
by law (including extensions thereof) for
fillng the return for such taxable year, the
tax for such year shall be computed with-
out regard to the application of subpara-
graph (B), but if and when such use condi-
tion is satisfied, the provisions of subpara-
graph (B) shall then be applied to such
taxable year. If the actual use condition of
subpargarph (B) Is satlsfled 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 sat-
isfaction 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 chap-
ter T4, relating to closing agreements and
compromises) credit or refund of such over-
payment may nevertheless 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
satisfled. 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
pald at the rate of 4 percent per annum in
lieu of 6 percent per annum.

“(E) SPECIAL EULE 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 156-year period shall be
applied, and subparagraphs (A) and (B) (i)
shall apply whether or not the acquired land
meets the neighborhood test.

“(c) AcqQUISITION INDEBTEDNESS.—

“(1) GenERAL RULE.—For purposes of this
gectlon, the term ‘acquisition indebtedness’
means, with respect to any debt-financed
property, the unpald amount of—

“(A) the indebtedness incurred by the
organization 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 property
if such Indebtedness would not have been
incurred but for such acquisition or im-
provement and the incurrence of such in-
debtedness was reasonably foreseeable at the
time of such acquisition or improvement,
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 indebted-
ness constitutes business lease indebtedness
(as defined in subsection (g))-
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‘“{2) PROPERTY ACQUIRED SUBJECT TO MORT-
GAGE, ETC—For purposes of this subsection—

“(A) GeENERAL RULE—Whereé property (no
matter how acquired) is acquired subject to
a8 mortgage or other similar Hen, the amount
of the indebtedness secured by such mort-
gage or lien shall be considered as an indebt-
edness of the organization incurred in ac-
quiring such property even though the orga-
nization did not assume or agree to pay such
Indebtedness.

“(B) ExcerPrioNs.—Where property subject
to' a mortgage is acquired by an organiza-
tion by bequest or devise, the indebtedness
secured by the mortgage shall not be treated
as acquisition indebtedness during a period
of 10 years following the date of the acquisi-
tion, If an corganization acquires property by
gift subject to a mortgage which was placed
on the property more than 5 years before the
gift, which prcperty was held by the donor
more than 5 years before the giit, the indebt-
edness secured by such mortgage shall not
be treated as acquisition indebtedness 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 indebted-
ness secured by the mortgage, or-if the orga=
nization makes any payment for the equity
in the property owned by the decedent or
the donor.

“(8) EXTENSION OF OBLIGATIONS—For pur=
poses of this section, an extension, renewal, or
refinancing of an obligation evidencing a pre-
existing indebtedness shall not be treated as
the creation of & new indebtedness.

“(4) INDEBTEDNESS INCURRED IN PERFORMING
EXEMPT PURPOSE.—For purposes of this sec-
tion, the term ‘acquisition indebtedness' does
not include indebtedness the Incurrence of
which is inherent in the performance or ex-
ercise of the purpose or function constituting
the basis of the organization's exemption,
such as the indebtedness incurred by a credit
union described in section 501(c) (14) in ac-
cepting deposits from its members,

*(6) Awwuorries.—For purposes of this sec-
tion, the term ‘acquisition indebtedness’ does
not include an obligation to pay an annuity
which—

“(A) 1s the sole consideration (other than a
mortgage to which paragraph (2) (B) applies)
issued in exchange for property if, at the
time of the exchange, the value of the annu-
ity is less than 90 percent of the value of the
property received in the exchange,

“(B) is payable over the life of one indi-
vidual in being at the time the annuity is
issued, 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

*(i1) does not provide for any adjustments
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.—For pur-
poses of this section, the term ‘acquisition
indebtedness’ does not include an obliga-
tlon, to the extent that it is insured by the
Federal Housing Administration, to finance
the purchase, rehabilitation, or construction
of housing for low and moderate income

“(7) AVERAGE ACQUISITION INDEBTEDNESS.—
For purposes of this sectlon, the term ‘aver-
age acquisition indebtedness’ for any taxable
year with respect to a debt-financed prop-
erty means the average amount, determined
under regulations prescribed by the Secre-
tary or his delegate, of the acquisition in-
debtedness during the period the property is
held by the organization during the taxable
year, except that for the purpose of comput-
ing the percentage of any gain or loss to be
taken into account on a sale or other dis-
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position 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
AcQUummEDp 1IN CORPORATE LiguinaTioN.—For
purposes of this subtitle, if the property was
acquired in a complete or partial liquidation
of a corporation in exchange of its stock, the
basis of the property shall be the same as it
would be in the hands of the transferor cor-
poration, 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,
on account of such distribution, in unrelated
business taxable income under subsection
(a).

“(e) ArvocatioN RureEs—Where debt-fi-
nanced property is held for p de-
scribed in subsection (b) (1) (A), (B), (C),
or (D) as well as for other purposes, proper
allocation shall be made with respect to basis,
indebtedness, and income and deductions.
The allocations required by this section shall
be made in accordance with regulations pre-
scribed 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-

fon of section 38 property) is amended by
jadding 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-

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

e taken into account during such taxable
[vear with respect to such property.”

(B) The second sentence of section 681(a)
(relating to limitation on charitable deduc-
on of taxable trusts) is amended by strik-
ng out the words “certain leases” and in-

serting in lieu thereof “certain property
acquired with borrrowed funds'.

(C) BSection 1443(a) (relating to withhold-
ng of tax on payments to foreign tax-exempt
rganizations) is amended by striking out
‘rents” and Inserting in lieu thereof “in-
ome".

(3) TECHNICAL AND CONFORMING AMEND-
MENTS.—

(A) Subsections (b), (c), and (d) of sec-
ion 514 (relating to business leases) are
elettered as subsections (f), (g), and (h),
espectively.

(B) New subsection (f)(1) (old subsec-
ion (b) (1), relating to general rule for def-
nition of business lease) Is amended by
triking out “subsection (c)" and inserting
n lieu thereof “subsection (g)".

(C) The table of sections for part IIT of
ubchapter F of chapter 1 (as redesignated
by section 101(a) of this Act) i1s amended
by striking out—

Sec. 514. Business leases.”

d inserting in lleu thereof the following:
Sec. 514, Unrelated deft-financed income.”

(e) RETURNS.—

(1) IN GENERAL.—Subpart B of part III of
ubchapter A of chapter 61 is amended by
ddtng at the end thereof the following new

ORGANIZATIONS.
“(a) GENERAL RULE—On or before the
Oth day after the transfer of income pro-
uclng property, the transferor shall make a

bsection (b) if the transferee is known by
(he transferor to be an organization referred
0 in section 511(a) or (b) and the property
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(without regard to any lleu) has a {fair
market 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
sectlons 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) RESTRICTIONS ON EXAMINATION OF
CHURCHES.—Section 7805 (relating to time
and place of examination) is amended by
adding at the end thereof the following new
subsection:

“{c) RESTRICTION ON EXAMINATION OF
CuurcHES.—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 of 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
chapter 1 of this title (sec. 511 and follow=-
ing, relating to taxation of business income
of exempt organizations) unless the Sec-
retary or his delegate (such officer being
no lower than a principal internal revenue
officer for internal revenue region) believes
that such organization may be so engaged
and so notifies the organization in advance
of the examination. No examination of the
religious activities of such an organization
shall be made except to the extent necessary
to determine whether such organization is a
church, or a convention or association of
churches, and no examination of the books
of account of such an organization shall be
made other than to the extent necessary to
determine the amount of tax imposed by this
title.”

(g) EFFecTIVE DATES—The amendments
made by this section (other than by sub-
sections (b) (3) and (e)) shall apply to tax-
able years beginning after December 31, T969.
The amendments made by subsection (b) (3)
shall apply to taxable years beginning after
December 31, 1970. The amendments made by
subsection (e) shall apply with respect to
transfers of property after December 31, 1969,
Where an organization makes a bargain pur-
chase of property before October 9, 1969,
which is subject to a mortgage which was
placed on the property more than 5 years
before the purchase, and the organization
pald the seller a total amount no greater
than the amount of the seller’s costs (in-
cluding attorneys’ fees) directly related to
the transfer of such property to the organi-
zation (but in any event no more than 10
percent of the value of the seller's equity
in the property), the indebtedness secured by
such mortgage shall not be treated, not-
withstanding the amendments made by sub-
section (d)(1), as acquisition indebtedness
for purposes of sectlion b514(c) (1) of the
Internal Revenue Code of 1954 during a
period of 10 years following the date of the
transaction.

TITLE II—INDIVIDUAL DEDUCTIONS

SUBTITLE A—CHARITABLE CONTRIBUTIONS
SEeC. 201. CHARITABLE CONTRIBEUTIONS.

(a) LIMITATIONS AND SPECIAL RULES.—

(1) In GENERAL—Sectlon 170 (relating to
charitable, etc., contributions and gifts) is
amended—

(A) by redesignating subsections (h) and
(i) as (i) and (j), respectively, and by re-
designating subsection (d) as (h), and

(B) by striking out su.bsecuons (a),
(c), (e), and (f) and inserting in
the following:

“{a) ALLOowANCE oF DeEpUCTION.—

(b),
lieu thereof
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“(1) GENERAL RULE.—There shall be al-
lowed as a deduction any charitable contri-
bution (as defined in subsection (c)) pay-
ment of which is made within the taxable
year, A charitable contribution shall be al-
lowable as a deduction only if verified under
regulations prescribed by the Secretary or his
delegate.

“(2) CORPORATIONS ON ACCRUAL BASIS.—In
the case of a corporation reporting its tax-
able income on the accrual basis, if—

“(A) the board of directors authorizes a
charitable contribution during any taxable
year, and

“{B) payment of such contribution is
made after the close of such taxable year
and on or before the 15th day of the third
month following the close of such taxable
year,
then the taxpayer may elect to treat such
contribution as paid during such taxable
year. The election may be made only at the
time of the filing of the return for such tax-
able year, and shall be signified in such man-
ner as the Secretary or his delegate shall by
regulations prescribe.

“(3) FUTURE INTERESTS IN TANGIELE PEE-
SONAL PFROPERTY —FoOr purposes of this sec-
tion, payment of a charitable contribution
which consists of a future interest in tangible
personal property shall be treated as made
only when all intervening interests in, and
rights to the actual possesslon or enjoyment
of, the property have expired or are held by
persons other than the taxpayer or those
standing in a relationship to the taxpayer
described in section 267(b). For purposes of
the preceding sentence, a fixture which Is in-
tended to be severed from the real property
shall be treated as tangible personal property.
“(b) PERCENTAGE LIMITATIONS.—

“(1) INpIVIDUALS.—In the case of an in-
dividual, the deduction provided in subsec-
tion (a) shall be limited as provided in the
succeeding subparagraphs.

“(A) GENERAL RULE.—Any charitable con-
tribution to—

“{i) a church or a convention or assocla-
tion of churches,

“(i1) an educational organization which
normally maintains a regular faculty and
curriculum and normally has a regularly en-
rolled body of puplls or students in attend-
ance at the place where its educational ac-
tivitles are regularly carried on,

“(iil) an organization the principal pur=
pose or functions of which are the providing
of medical or hospital care or medical educa-
tion or medical research, if the organiza-
tion 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 6501(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 (i)
of this subparagraph and which is an agency
or instrumentality of a State or political sub-
division thereof, or which is owned or op-
erated by a State or political subdivision
thereof or by an agency or instrumentality
01! one or more States or political subdivi-
slons,
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“(v) a governmental unit referred to in
subsection (¢) (1),

“(vi) an organization referred to in sub-
section (c)(2) which normally receives a
substantial part of its support (exclusive of
income recelved in the exercise or perform-
ance by such organization of its charltable,
educational, or other purpose or function
constituting the basis for its exemption un-
der section 501(a)) from a governmental
unit referred to in subsection (c) (1) or from
direct or indirect contributions from the
general public,

“{vil) a private foundation described in
subparagraph (E), or

“(vili) an organization described in sec-
tion 509(a) (2) or (3),
shall be allowed to the extent that the ag-
gregate of such contributions does not ex-
ceed 50 percent of the taxpayer's contribu-
tion base for the taxable year.

“{B) OTHER CONTRIBUTIONS.—ANy chari-
table contribution other than a charitable
contribution to which subparagraph (A) ap-
plies shall be allowed to the extent that the
aggregate of such contributions does not
exceed the lesser of—

“{i) 20 percent of the taxpayer's contri-
bution base for the taxable year, or

*“(ii) the excess of 50 percent of the tax-
payer's contribution base for the taxable
year over the amount of charitable contri-
butions allowable under subparagraph (A)
(determined without regard to subparagraph
(D)).

“(C) UNLIMITED DEDUCTION FOR CERTAIN IN~-
DIVIDUALS.—Subject to the provisions of sub-
sections (f)(6) and (g), the limitations in
subparagraphs (A), (B), and (D), and the
provisions of subsection (e) (1) (B), shall not
apply, In the case of an individual 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 without
regard to chapter 2, relating to tax on self-
employment income) paid during such year
in respect of such year or preceding taxable
years, exceeds the transitional deduction
percentage (determined under subsection
(f) (6)) of the taxpayer's taxable income for
such year, computed without regard to—

“(1) this section,

“{i1) 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 substi-
tuted 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,

“(D) SPECIAL LIMITATION WITH RESPECT TO
CONTRIBUTIONS OF CERTAIN CAPITAL GAIN PROP-
ERTY.—

“(1)In the case of charitable contributions
of capital gain property to which suhsection
(e) (1) (B) does not apply, the total amount
of contributions of such property which may
be taken into account under subsection (a)
for any taxable year shall not exceed 30 per-
cent, of the taxpayer’s contribution base for
such year. For purposes of this subsection,
contributions of capital gain property to
which this paragraph applies shall be taken
into account after all other charitable
contributions.

“(i1) If charitable contributions described
in subparagraph (A) of capital gain property
to which clause (1) applies exceeds 30 percent
of the taxpayer's contribution base for any
taxable year, such excess shall be treated, in
a manner consistent with the rules of sub-
section (d) (1), as a charitable contribution
of capital gain property to which clause (1)
applies in each of the 5 succeeding taxable
years in order of time.
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“{ii1) At the electlon of the taxpayer
(made at such time and in such manner as
the Becretary or his delegate prescribes by
regulations), subsection (e) (1) shall apply
to all contributions of capital gain property
(to which subsection (e)(1)(B) does not
otherwise apply) made by the taxpayer dur-
ing the taxable year. If such an election is
made, clauses (i) and (ii) shall not apply
to contributions of capital gain property
made during the taxable year, and, in ap-
plying subsection (d)(1) for such taxable
year with respect to contributions of capital
gain property made in any prior contribu-
tion year for which an election was not made
under this clause, such contributions shall
be reduced as if subsection (e)(1) had ap-
plied to such contributions in the year in
which made.

“{iv) For purposes of this subparagraph,
the term ‘capital gain property’ means, with
respect to any contribution, any capital asset
the sale of which at its fair market value at
the time of the contribution would have
resulted in gain which would have been long-
term capital gain. For purpoess of the pre-
ceding sentence, any property Wwhich is
property used in the trade or business (as
defined in section 1231(b)) shall be treated
as a capital asset.

“(E) CERTAIN PRIVATE FOUNDATIONS —The
private foundations referred to in subpara-
graph (A)(vii) and subsection (e)(1)(B)
are—

“(1) a private operating foundation (as
defined in section 4942(}) (3)),

“(ii) any other private foundation (as de-
fined in section 509(a)) which, not later
than the 15th day of the third month after
the close of the foundation's taxable year in
which contributions are received, makes
qualifying distributions (as defined in sec-
tion 4942(g), without regard to paragraph
(3) thereof), which are treated, after the ap-
plication of section 4942(g) (3), as distribu-
tions out of corpus (in accordance with sec-
tion 4942(h)) in an amount equal to 100
percent of such contributions, and with re-
spect to which the taxpayer obtains ade-
quate records or other sufficlent evidence
from the foundation showing that the foun-
dation made such qualifying distributions,
and

“(iil) a private foundation all of the con-
tributions to which are pooled in a common
fund and which would be described in sec-
tion 509(a) (8) but for the right of any
substantial contributor (hereafter in this
clause called ‘donor’) or his spouse to desig-
nate annually the recipients, from among
organizations described in paragraph (1) of
section 509(a), of the income attributable
to the donor's contribution to the fund and
to direct (by deed or by will) the payment,
to an organization described in such para-
graph (1), of the corpus in the common
fund attributable to the donor's contribu-
tion; but this clause shall apply only if all
of the income of the common fund is re-
quired to be (and is) distributed to one or
more organizations described in such para-
graph (1) not later than the 15th day of the
third month after the close of the taxable
year in which the income is realized by the
fund and only if all of the corpus attributa-
ble to any donor’s contribution to the fund
is required to be (and is) distributed to one
or more of such organizations not later than
one year after his death or after the death
of his surviving spouse if she has the right
to designate the recipients of such corpus.

“(F) CONTRIBUTION BASE DEFINED.—For
purposes of this section, the term ‘contribu-
tion base’ means adjusted gross income (com-
puted without regard to any net operating
loss carryback to the taxable year under sec-
tion 172).

*“(2) CorroraTIONS.—In the case of a cor-
poration, the total deductions under subsec-
tion (a) for any taxable year shall not exceed
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b percent of the taxpayer’s taxable income
computed without regard to—

“(A) this section,

*“(B) part VIII (except section 248),

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

“(D) section 922 (special deduction for
Western Hemisphere trade corporations), and

“(E) any capital loss carryback to the tax-
able year under section 1212(a) (1).

“{e) CHARITABLE CONTRIBUTION DEFINED.
For purposes of this section, the term ‘chari-
table contribution’ means a contribution or|
gift to or for the use of—

“{1) A State, a possession of the United
States, or any political subdivision of any o
the foregoing, or the United States or the
District of Columbia, but only if the con-
tribution or gift is made for exclusively pub-
lic purposes.

"“{2) A corporation, trust, or communit
chest, fund, or foundation—

“(A) created or organized in the Unite
States or in any possession thereof, or unde
the law of the United States, any State, the
District of Columbia, or any possession of the
United States;

“(B) organized and operated exclusively
for religious, charitable, scientific, literary
or educational purposes or for the preven
tion of cruelty to children or animals;

“(C) no part of the net earnings of which
inures to the benefit of any private share
holder or individual; and

“(D) no substantial part of the activities
of which is carrying on propaganda, or other.
wise attempting, to influence legislation, and
which does not participate in, or intervene i
(including the publishing or distributing of]
statements), any political campaign on be
half of any candidate for public office.

A contribution or gift by a corporation to a
trust, chest, fund, or foundation shall b4
deductible by reason of this paragraph only
if it 1s to be used within the United States
or any of its possessions exclusively for pur.
poses specified in subparagraph (B).

“(3) A post or organization of war vet
erans, or an auxiliary unit or society of,
trust or foundation for, any such post o
organization—

“(A) organized in the United States
any of its possessions, and

*(B) no part of the net earnings of whicH
inures to the benefit of any private share
holder or individual.

“(4) In the case of a contribution or gir
by an individual, a domestic fraternal society
order, or association, operating under th
lodge system, but only if such contribution
or gift is to be used exclusively for religious
chearitable, scientific, literary, or educationa
purposes, or for the prevention of cruelty
children or animals.

“(6) A cemetery company owned and op
erated exclusively for the benefit of its mem

in any business not necessarily incident
that purpose, if such company or corporatio
is not operated for profit and no part of th
net earnings of such company or corporatio
inures to the benefit of any private share
holder or Individual.

For purposes of this section,
‘charitable contribution’

the terq
also means a
amount treated under subsection (h) as pal
for the use of an organization described i
paragraph (2), (3), or (4).

“(d)
TIONS.—

*(1) INDIVIDUALS. —

“(A) In cENERAL—INn the case of an
dividual, if the amount of charitable contr
butions described in subsection (b)(1)(
payment of which is made within a taxab
year (hereinafter In this paragraph referre
to as the ‘contribution year') exceeds 50 pe
cent (30 percent, in the case of a contrib
tion year beginning before January 1, 1970

CARRYOVERS OF EXCESS CONTRIBU
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of the taxpayer’s contribution base for such
year, such excess shall be treated as a chari-~
table contribution described in subsection
(b) (1) (A) paid in 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:

“(1) the amount by which 50 percent of
the taxpayer's contribution base for such
succeeding taxable year exceeds the sum of
the charitable contributions described in
subsection (b) (1) (A) payment of which is
made by the taxpayer within such succeed-
ing taxable year (determined without regard
to this subparagraph) and the charitable
contributions described in subsection (b)
(1) (A) payment of which was made in tax-
able years before the confribution year which
are treated under this subparagraph as hav-
ing been paid in such succeeding taxable
year; or

“(i1) in the case of the first succeeding
taxable year, the amount of such excess, and
in the case of the second, third, fourth, or
fifth succeeding taxable year, the portion of
such excess not treated under this subpara-
graph as a charitable contribution described
in subsection (b) (1) (A) paid in any taxable
year Intervening between the contribution
year and such succeeding taxable year.

“({B) SFECIAL RULE FOR NET OPERATING LOSS
CARRYOVERS.—In applying subparagraph (A),
the excess determined under subparagraph
(A) for the contribution year shall be re-
duced to the extent that such excess reduces
taxable income (as computed for purposes
of the second sentence of section 172(b) (2))
and increases the net operating loss deduc-
tion for a taxable year succeeding the con-
tribution year.

*(2) CORPORATIONS,

“(A) IN GENERAL—ANy contribution made
by a corporation In a taxable year (herein-
after in this paragraph referred to as the
‘contribution year') in excess of the amount

deductible for such year under subsection
(b) (2) shall be deductible for each of the 5
succeeding taxable years in order of time, but
only to the extent of the lesser of the two

following amounts: (i) the excess of the
maximum amount deductible for such suc-
ceeding taxable year under subsection (b) (2)
over the sum of the contributions made in
such year plus the aggregate of the excess
contributions which were made in taxable
years before the contribution year and which
are deductible under this subparagraph for
such succeeding taxable year; or (i1) in the
case cf the first succeeding taxable year, the
amount of such excess contribution, and in
the case of the second, third, fourth, or fifth
succeeding taxable year, the portion of such
excess contribution not deductible under this
subparagraph for any taxable year interven-
ing between the contribution year and such
succeeding taxable year.

“(B) SPECIAL RULE FOR NET OPERATING LOSS
CARRYOVERS.—For purposes of subparagraph
(A), the excess of—

*(1) the contributions made by a corpora-
tion in a taxable year to which this section
applies, over

“(11) the amount deductible in such year
under the limitation in subsection (b)(2),
shall be reduced to the extent that such ex-
cess reduces taxable income (as computed
for purposes of the second sentence of sec-
tion 172(b) (2)) and increases a net operat-
ing loss carryover under section 172 to a suc-
ceeding taxable year.

“(e) CErRTAIN CONTRIBUTIONS OF ORDINARY
INCOME AND CAPITAL GAIN PROPERTY.—

“(l) GENERAL RULE—The amount of any
charitable contribution of property otherwise
taken into account under this section shall
be reduced by the sum of—

“{A) the amount of gain which would not
have been long-term capital gain If the prop-
erty contributed had been sold by the tax-
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payer at its fair market value (determined at
the time of such contribution), and

“(B) in the case of a charitable contribu-
tion—

“(1) of tangible personal property, if the
use by the donee is unrelated to the purpose
of function constituting the basis for its ex-
emption under section 501 (or, in the case
of a governmental unit, to any purpose or
function desecribed in subsection (e¢)), or

“(ii) to or for the use of a private founda-
tion (as defined in section 509(a)), other
than a private foundation described in sub-
section (b) (1) (E),

50 percent (6214 percent, in the case of a
corporation) of the amount of gain which
would have been long-term capital gain if
the property contributed had been sold by
the taxpayer at its fair market value (deter-
mined at the time of such contribution).
For purposes of applying this paragraph
(other than in the case of gain to which
section 617(d) (1), 1245{(a), 1251(a), or
1252(a) applies), property which is property
used In the trade or business (as defined in
section 1231 (b)) shall be treated as a capital
asset.

*{2) ALLOCATION OF BAsIS—Fsr purposes of
paragraph (1), In the case of a charitable
contribution of less than the taxpayer's en-
tire interest in the property contributed, the
taxpayer's adjusted basis in such property
shall be allocated between the interest con-
tributed and any interest not contributed in
accordance with regulations prescribed by the
Secretary or his delegate.

“(f) DISALLOWANCE oF DEDUCTION IN CER-
TAIN CASES AND SPECIAL RULES.—

(1) IN GENERAL—NO deduction shall be
allowed under this section for a contribution
to or for the use of an organization or trust
described In section 508(d) or 4948(c)(4)
subject to the conditions specified in such
sections.

“{2) CONTRIBUTIONS OF PROPERTY PLACED IN
TRUST.—

“(A) REMAINDER INTEREST.—In the case of
property transferred in trust, no deduction
shall be allowed under this section for the
value of a contribution of a remainder in-
terest unless the trust is a charitable remain-
der annulty trust or a charitable remainder
unitrust (described in section 664), or a
pooled income fund (described in section
642(c) (56)).

“(B) INCOME INTERESTS, ETC.—No deduc-
tion shall be allowed under this section for
the value of any interest in property (other
than a remainder interest) transferred in
trust unless the interest is in the form of
a guaranteed annuity or the trust instru-
ment specifies that the Interest is a fixed
percentage distributed yearly of the fair mar-
ket value of the trust property (to be deter-
mined yearly) and the grantor is treated as
the owner of such interest for purposes of
applying section 671. If the donor cases to be
treated as the owner of such an interest for
purposes of applying section 671, at the nime
the donor ceases to be so treated, the donor
shall for purposes of this chapter be consid-
ered as having received an amount of In-
come equal to the amount of any deduction
he received under this section for the con-
tribution reduced by the discounted value of
all amounts of income earned by the trust
and taxable to him before the time at which
he ceases to be treated 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 regulations as may be necessary to carry
out the purposes of this subparagraph.

“(C) DENIAL OF DEDUCTION IN CASE OF PAY=-
MENTS BY CERTAIN TRUSTS.—In any case in
which a deduction is allowed under this sec-
tion for the value of an interest in property
described in subparagraph (B), transferred
in trust, no deduction shall be allowed under
this section to the grantor or any other per-
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son for the amount of any contribution made
by the trust with respect to such interest.

“(D) ExceprioN.—This paragraph shall not
apply in a case in which the value of all in-
terests In property transferred in trust are
deductible under subsection (a).

‘“(3) DENIAL OF DEDUCTION IN CASE OF CER-
TAIN CONTRIBUTIONS OF PARTIAL INTERESTS IN
PROPERTY.—

“(A) IN GENERAL.—In the case of a con-
tribution (not made by a transfer in trust)
of an interest in property which consists of
less than the taxpayer's entire interest In
such property, a deduction shall be allowed
under this section only to the extent that the
value of the interest contributed would be
allowable as a deduction under this section
if such interest had been transferred in trust.
For purposes of this subparagraph, a contri-
bution by a taxpayer of the right to use prop-
erty shall be treated as a contribution of less
than the taxpayer's entire interest in such
property.

“({B) ExcEpTIONS.—Subparagraph (A) shall
not apply to a contribution of—

“(1) a remainder interest in a personal
residence or farm, or

“(il) an undivided portion of the taxpay-
er's entire interest in property.

“(4) VALUATION OF REMAINDER INTEREST IN
REAL PROPERTY.—FoOr purposes of this section,
in determining the value of a remainder in-
terest in real property, depreciation (com-
puted on the straight line method) and de-
pletion of such property shall be taken into
account, and such value shall be discounted
at a rate of 6 percent per annum, except that
the Secretary or his delegate may prescribe a
different rate.

*(5) REDUCTION FOR CERTAIN INTEREST.—If,
in connection with any charitable contribu-
tion, a liability is assumed by the recipient
or by any other person, or if a charitable
contribution is of property which is subject
to a liability, then, to the extent necessary
to avoid the duplications of amounts, the
amount taken into account for purposes of
this section as the amount of the charitable
contribution—

“(A) shall be reduced for interest (1) which
has been pald (or is to be paid) by the tax-
payer, (ii) which is attributable to the la-
bility, and (iii) which 1is attributable to any
period after the making of the contribution,
and

“(B) in the case of a bond, shall be further
reduced for interest (i) which has been paid
(or is to be paid) by the taxpayer on indebt-
edness incurred or continued to purchase or
carry such bond, and (ii) is attributable to
any period before the making of the contri-
bution.

The reduction pursuant to subparagraph (B)
shall not exceed the interest (including in-
terest equivalent) on the bond which is at-
tributable to any period before the making
of the contribution and which is not (under
the taxpayer's method of accounting) in-
cludible in the gross income of the taxpayer
for any taxable year. or purposes of this
paragraph, the term ‘bond’ means any bond,
debenture, note, or certificate or other evi-
dence of indebtedness.

**{6) PARTIAL REDUCTION OF UNLIMITED DE-
DUCTION . —

“({A) In GeENERAL.—If the limitations in
subsections (b) (1) (A) and (B) do not ap-
ply because of the application of subsection
(b) (1) (C), the amount otherwise allowable
as a deduction under subsection (a) shall
be reduced by the amount by which the tax-
payer's taxable income computed without re-
gard to this subparagraph is less than the
transitional income percentage (determined
under subparagraph (C)) of the taxpayer’s
adjusted 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 subsection (b) (1) (C).

“(B) TRANSITIONAL DEDUCTION PERCENT-
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ace—For purposes of applying subsection
(b) (1) (C), the term ‘transitional deduction
percentage’ means—

“(1) in the case of a taxable year be-
ginning before 1970, 90 percent, and

“(i1) in the case of a taxable year be-
ginning in—

68 percent
62 percent
56 percent.

“(C) TRANSITIONAL INCOME PERCENTAGE.—
For purposes of applylng subparagraph (A),
the term ‘transitional Income percentage’
means, in the case of a taxable year begin-
ning in—

20 percent
26 percent

44 percent.”

(2) CONFORMING AMENDMENTS.—

(A) Section 170(g) (relating to application
of wunlimited charitable deduction) Iis
amended by striking out “subsection (b) (5) "
each place it appears and inserting in lieu
thereof “subsection (d)(1)”, and by strik-
ing subparagraph (B) of paragraph (2).

(B) Section 545(b) (2) (relating to adjust-
ments to personal holding company taxable
income) and section 556(b) (2) (relating to
adjustments to foreign personal holding
company taxable income) are each
amended—

(1) by striking out “section 170(b) (1) (A)
and (B)” in the first sentence and inserting
in lieu thereof “section 170(b) (1) (A), (B),
and (D)";

(i1) by striking out “section 170(b) (2)
and (5)" in the first sentence and inserting
in lleu thereof “section 170(b)(2) and (d)
(1)

(111) by striking out * ‘adjusted gross in-
come' " in the second sentence and inserting
in Heu thereof “‘contribution base’"; and

(iv) by striking out ‘“the first sentence of
section 170(b) (2) and (5)" in the second
sentence and inserting in lieu thereof “sec-
tion 170(b) (2) and (d)(1)".

(C) Section 809(e) (3) (relating to modi-
fications of deductions for life Insurance
com; es) is amended—

(1) by striking out “the first sentence of"
in subparagraph (A); and

(11) by striking out “section 170(b)(3)"
in subparagraph (B) and inserting in lieu
thereof “section 170(d) (2) (B)".

(b) CHARITABLE CONTRIBUTIONS BY ESTATES
AND TrusTs.—Subsection (c¢) of section 642
(relating to deduction for amounts paid or
permanently set aside for a charitable pur-
pose) is amended to read as follows:

“(c) DEpUCcTION FOR AMOUNTS PaD OR
PERMANENTLY SET ASIDE FOR A CHARITABLE
PURPOSE.—

“(1) GENERAL RULE.—In the case of an es-
tate or trust (other than a trust meeting the
specifications of subpart B), there shall be
allowed as a deduction In computing its tax-
able income (in lleu of the deduction al-
lowed by section 170(a), relating to dedue-
tion for charitable, etc., contributions and
gifts) any amount of the gross income, with-
out limitation, which pursuant to the terms
of the governing instrument is, during the
taxable year, paid for a purpcee specified in
section 170(c) (determined without regard to
section 170(e) (2) (A)). If a charitable con-
tribution is paid after the close of such tax-
able 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 dur-
ing such taxzable year. The election shall be
made at such time and in such manner as
the Secretary or his delegate prescribes by
regulations.

“(2) AMOUNTS PERMANENTLY SET ASIDE.—
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In the case of an estate, and In the case of a
trust (other than a trust meeting the speci-
fications of subpart B) required by the terms
of its governing instrument to set aside
amounts which was—

“(A) created on or before October 9, 1969,
if—

“(1) an irrevocable remainder interest is
transferred to or for the use of an organiza-
tion described in section 170(c), or

“(11) the grantor is at all times after Octo-
ber 9, 1969, under a mental disability to
change the terms of the trust; or

“{B) established by a will executed on or
before October 9, 1969, if—

“(1) the testator dies before October 9,
1972, without having republished the will
after October 9, 1969, by codiell or otherwise,

“(ii) the testator at no time after October
9, 1969, had the right to change the portions
of the will which pertain to the trust, or

“(i11) the will is not republished by codicil
or otherwise before October 9, 1972, and the
testator 1s on such date and at all times
thereafter under a mental disability to re-
publish the will by codieil or otherwise,
there shall also be allowed as a deduction in
computing its taxable income any amount
of the gross income, without HNmitation,
which pursuant to the terms of the govern-
ing instrument is, during the taxable year,
permanently set aside for a purpose specified
in section 170(c), or is to be used exclusively
for religious, charitable, sclentific, literary,
or educational purposes, or for the preven-
tion of cruelty to children or animals, or for
the establishment, acquisitlon, maintenance,
or operation of a public cemetery not oper-
ated for profit. In the case of a trust, the
preceding sentence shall apply only to gross
income earned with respect to amounts
transferred to the trust before October 9,
1969, or transferred under a will to which
subparagraph (B) applies.

*“(3) PooLEp INCcOME FUNDS.—In the case of
a pooled income fund (as defined in para-
graph (5)), there shall also be allowed as a
deduction in computing its taxable income
any amount of the gross Income attributable
to gain from the sale of a capital asset held
for more than 6 months, without limitation,
which pursuant to the terms of the govern-
ing instrument Is, during the taxable year,
permanently set aside for a purpose specified
in section 170(c).

“(4) ApsustmENTS.—To the extent that the
amount otherwise allowable as a deduction
under this subsection consists of gain from
the sale or exchange of capital assets held
for more than 6 months, proper adjustment
sghall be made for any deduction allowable
to the estate or trust under section 1202 (re
lating to deduction for excess of capital gains
over capltal losses). In the case of a trust,
the deduction allowed by this subsection
shall be subject to section 681 (relating to
unrelated business income).

“(6) DEFINITION OF POOLED INCOME FUND.—
For purposes of paragraph (3), a pooled in-
come fund is a trust—

“(A) to which each donor transfers prop-
erty, contributing an irrevocable remainder
interest in such property to or for the use of
an atlon described in section 170(b)
(1) (A) (other than in clauses (vii) or (vill)),
and retaining an income interest for the life
of one or more beneflclaries (living at the
time of such transfer),

“(B) in which the property transferred by
each donor is commingled with property
transferred by other donors who have made
or make simllar transfers,

“(C) which cannot have investments in
securities which are exempt from the taxes
imposed by this subtitle,

“{D) which Includes only amounts re-
celved from transfers which meet the require-
ments of this paragraph,

“(E) which is maintained by the organiza-
tion to which the remainder interest is con-
tributed and of which no donor or bene-
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ficlary of an income interest is a trustee,
and

“(F) from which each beneficiary of an in-
come interest receives income, for each year
for which he is entitled to receive the in-
come Interest referred to in subparagraph
(A), determined by the rate of return earned
by the trust for such year.

For purposes of determining the amount of
any charitable contribution allowable by
reason of a transfer of property to a pooled
fund, the value of the income interest shall
be determined on the basis of the highest
rate of return earned by the fund for any
of the 3 taxable years immediately preced-
ing the taxable year of the fund in which
the transfer s made. In the case of funds
in existence less than 3 taxable years preced-
ing the taxable year of the fund in which a
transfer is made, the rate of return shall be
deemed to be 6 percent per annum, except
that the Secretary or his delegate may pre-
scribe a different rate of return.

“(6) TAXABLE PRIVATE FOUNDATIONS—In
the case of a private foundation which is
not exempt from taxation under section 501
(a) for the taxable year, the provisions of
this subsection shall not apply and the pro-
visions of section 170 shall apply.”

(¢) Two-YEAR CHARITABLE TRUSTS.—Sec-
tlon 673(b) (relating to trusts where the
income is payable to a charitable beneficlary
for at least a two-year perlod) is repealed.

(d) 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 for a transfer to or for the use of
an organization or trust described In section
508(d) or 4948(c) (4) subject to the condi-
tlons specified in such sections.

“(2) Where an interest in property (other
than a remainder interest in a personal resi-
dence or farm or an undivided portion of
the decedents entire interest in property)
passes or has passed from the decedent to a
person, or for a use, described in subsection
(a), and an interest (other than an interest
which Is extinguished upon the decedent’s
death) 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 subsection
(a) unless—

“(A) in the case of a remainder interest,
such interest is in a trust which a charl-
table remainder annuity trust or a charitable
remainder unitrust (described in section
664) or a pooled income fund (described in
section 642(c) (5) ), or

“(B) in the case of any other interest, such
interest is in the form of a guaranteed an-
nuity or is a fixed percentage distributed
yearly of the fair market value of the property
(to be determined yearly)."

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

“{E) DISALLOWANCE OF DEDUCTIONS IN CER-
TAIN casgs.—The provisions of section 20565
(e) shall be applied in the determination of
the amount allowable as a deduction under
this paragraph.”

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 for a gift to or for the use of an
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organization or trust described in section
508(d) or 4948(c) (4) subject to the condi-
tions specified in such sections.

“(2) Where a donor transfers an interest
in property (other than a remainder interest
in a personal residence or farm or an un-
divided portion of the donor's entire interest
In property) to a person, or for a use, de-
scribed In subsection (a) or (b) and an
interest in the same property is retained by
the donor, or 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 person, or for a
use, not described in subsection (a) or (b),
no deduction shall be allowed under this
section for the interest which is, or has been
transferred to the person, or for the use, de-
scribed in subsection (a) or (b), unless—

“{A) In the case of a remainder interest,
such interest is in a trust which is a char-
itable remainder annuity trust or a charita-
ble remalnder unitrust (described in section
664) or a pooled income fund (described in
section 642(c) (5)), or

“(B) In the case of any other Interest,
such interest is in the form of a guaranteed
annuity or is a fixed percentage distributed
yearly of the fair market value of the prop-
erty (to be determined yearly).”

(4) POLITICAL ACTIVITIES.—

(A) Bection 20565(a) (relating to transfers
for public, charitable, and religious uses) is
amended—

(1) by striking out “and” before “no sub-
stantial part” in paragraph (2), and by in-
serting before the semicolon at the end of
such paragraph *, and which does not partici-
pate in, or intervene In (including the
publishing or distributing of statements),
any political campalgn on behalf of any can-
didate for public office’; and

(ii) by striking out “and"™ before “no sub-
stantial part” in paragraph (3), and by in-
serting before the semicolon at the end of
such paragraph “, and such trustee or trus-
tees, or such fraternal soclety, order, or as-
sociation, does not participate in, or inter-
vene in (including the publishing or distrib-
uting of statements), any political campaign
on behalf of any candidate for public office”.

(B) Section 2106(a) (2) (relating to trans-
fers for publie, charitable, and religious uses)
is amended—

(1) by striking out “and" before “no sub-
stantial part” in subparagraph (A) (11), and
by inserting before the semicolon at the end
of such subparagraph “, and which does not
participate in, or Intervene in (including the
publishing or distributing of statements),
any political campaign on behalf of any can-
didate for public office”; and

(1) by striking out “and" before “no sub-
stantial part” in subparagraph (A) (ifl), and
by inserting before the semicolon at the end
of such subparagraph “, and such trustee or

rustees, or such fraternal soclety, order, or
pssociation does not participate in, or in-
ervene in (including the publishing or dis-

buting of statements), any political cam-
palgn on behalf of any candidate for public
pfice™.

(C) Section 2522(a) (relating to charitable
pnd similar gifts of citizens or residents)
5 amended by striking out “and"” before “no
fubstantial part” in paragraph (2), and by
nserting before the semicolon at the end of
buch paragraph “, and which does not partic-
pate in, or intervene in (including the pub-
ishing or distributing of statements), any
political campaign on behalf of any candi-
Hate for public office”.

(D) Section 2522(b) (relating to charitable
and similar gifts of nonresidents) Iis
hmended—

(1) by striking out “and” before “no sub-
ptantial part” in paragraph (2), and by in-
erting before the semicolon at the end of
uch paragraph ", and which does not par-
icipate in, or intervene in (including the
bublishing or distributing of statements),
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any political campalgn on behalf of any can-
didate for public office’”; and

(ii) by inserting after “legislation” in
paragraph (3) “, and which does not par-
ticipate in, or Intervene in (including the
publishing or distributing of statements),
any political campaign on behalf of any
candidate for public office”.

(e) CHARITABLE REMAINDER TRUSTS.—

(1) Bubpart C of part I of subchapter J of
chapter 1 (relating to estates and trusts
which may 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 of this subchapter, the pro-
visions of this section shall, in accordance
with regulations prescribed by the Secretary
or his delegate, apply in the case of a charita-
ble remainder annuity trust and a charitable
remainder unitrust.

*(b) CHARACTER oOF DISTRIBUTIONS.—
Amounts distributed by a charitable remain-
der annuity trust or by a charitable re-
mainder unitrust shall be considered as hav-
ing the following characteristics in the hands
of a beneficlary to whom 1s pald the annuity
described in subsection (d)(1)(A) or the
payment described In subsection (d)(2) (A):

“(1) First, as amounts of income (other
than gains, and amounts treated as gains,
from the sale or other dispositions of capital
assets) includible in gross income to the
extent of such income of the trust for the
year and such undistributed income of the
trust for prior years;

*(2) Second, as a capital gain to the extent
of the capital gain of the trust for the year
and the undistributed capital gain of the
trust for prior years;

“(3) Third, as other income to the extent
of such income of the trust for the year and
such undistributed income of the trust for
prior years; and

“(4) PFourth, as a distribution of trust
corpus.

For purposes of thls section, the trust shall
determine the amount of its undistributed
capltal gain on a cumulative net basis,

“(c) Exemprion From INcCOME TaAXES—A
charitable remainder annuity trust and a
charitable remainder unitrust shall, for any
taxable year, not be subject to any tax im-
posed by this subtitle, unless such trust, for
such year, has unrelated business taxable in-
come (within the meaning of section 512, de-
termined as if part III of subchapter F ap-
plied to such trust).

“(d) DEFINITIONS.—

“(1) CHARITABLE REMAINDER ANNUITY
TrRUST—FoOr purposes of this section, a charl-
table remainder annuity trust is a trust—

“(A) from which a sum certain (which
is not less than 5 percent of the initial net
fair market value of all property placed Iin
trust) is to be pald, not less than annuaslly,
to one or more persons (at least one of
which is not an organization described in
section 170(c) and, in the case of individ-
uals, only to an individual who is living at
the time of the creation of the trust) for a
term of years (not in excess of 20 years) or
for the life or lives of such individual or in-
dividuals,

“(B) from which no amount other than
the payments described in subparagraph (A)
may be paid to or for the use of any person
other than an organization described in sec-
tion 170(c), and

“(C) following the termination of the
payments described in subparagraph (A),
the remainder interest in the trust is to be
transferred to, or for the use of, an organi-
zation de:zcribed in section 170(c) or is to
be retained by the trust for such a use.

“(2) CHARITABLE REMAINDER UNITRUST.—
For purposes of this section, a charitable
remainder unitrust is a trust—

“(A) from which a fixed percentage
(which is not less than 5 percent) of the
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net falr market value of its assets, valued
annually, is to be pald, not less often than
annually, to one or more persons (at least
one of which is not an organization de-
scribed in section 170(c) and, in the case
of individuals, only to an individual who is
living at the time of the creation of the
trust) for a term of years (not in excess of
20 years) or for the life or lives of such in-
dividual or individuals.

*(B) from which no amount other than
the payments described in subparagraph (A)
may be pald to or for the use of any person
other than an organization described In sec-
tion 170(¢), and

“(C) following the termination of the
payments described in subparagraph (A),
the remainder interest in the trust is to be
transferred to, or for the use of, an organi-
zation described in sectlon 170(c) or is to be
retained by the trust for such a use.

“(3) ExcerrioN.—Notwithstanding the pro-
visions of paragraphs (2) (A) and (B),
the trust instrument may provide that the
trustee shall pay the income beneficiary for
any year—

“(A) the amount of the trust Income, if
such amount is less than the amount re-
quired to be distributed under paragraph
(2) (A), and

*“(B) any amount of the trust income
which is in excess of the amount required to
be distributed under paragraph (2)(A), to
the extent that (by reason of subparagraph
(A)) the aggregate of the amounts paid in
prior years was less than the aggregate of
such required amounts.

“(e) VALUATION FOR PURPOSES OF CHARITA-
BLE CONTRIBUTION.—For purposes of deter-
mining the amount of any charitable con-
tribution, the remainder interest of a char-
itable remainder annuity trust or charitable
remainder unitrust shall be computed on the
basis that an amount equal to 5 percent of
the net falr market value of its assets (or a
greater amount, if required under the terms
of the trust instrument) is to be distributed
each year.”

(2) The table of sectlons for subpart C
of part I of subchapter J of chapter 1 (re-
lating to estates and trusts which may ac-
cumulate income or which distribute cor-
pus) is amended by adding at the end
thereof:

“Sec. 664. Charitable remainder trusts.”

(f) BarGAIN SALES TO CHARITABLE ORGANI-
ZATIONS.—Section 1011 (relating to adjusted
basis for determining galn or loss) 1is
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 OR-
GANIZATION —If a deduction is allowable un-
der section 170 (relating to charitable con-
tributions) by reason of a sale, then the ad-
justed basls for determining the gain from
such sale shall be that portion of the ad-
justed basis which bears the same ratio to the
adjusted basis as the amount realized bears
to the fair market value of the property.”

{g) EFFECTIVE DATES.—

(1) (A) Except as provided in subpara-
graphs (B) and (C), the amendments made
by subsection (a) shall apply to taxable years
beginning after December 31, 1969.

(B) Subsections (e) and (1) (1) of section
170 of the Internal Revenue Code of 1854 (as
amended by subsection (a)) shall apply to
contributions paid after December 31, 1969,
except that, with respect to a letter or memo-
randum or similar property described in sec-
tion 1221(3) of such Code (as amended by
section 514 of this Act), such subsection (e)
shall apply to conftributions paid after
July 25, 1969,

(C) Paragraphs (2), (3), and (4) of section
170(f) of such Code (as amended by subsec-
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tion (a)) shall apply to transfers in trust
and contributions made after July 31, 1969.

(D) For purposes of applying section
170(d) of such Code (as amended by subsec-
tion (a)) with respect to contributions paid
in a taxable year beginning before January
1, 1970, subsection (b) (1) (D), subsection (e),
and paragraphs (1), (2), (3), and (4) of
subsection (f) of section 170 of such Code
shall not apply.

(2) The amendments made by subsection
(b) shall apply with respect to amounts
paid, permanently set aside, or to be used
for a charitable purpose In taxable years be-
ginning after December 31, 1969, except that
section 642(z) (5) of the Internal Revenue
Code of 1954 (as added by subsection (b))
shall apply to transfers in trust made after
July 81, 1969.

(3) The amendment made by subsection
(¢) shall apply to transfers in trust made
after April 22, 1869,

(4) (A) Except as provided in subpara-
graphs (B) and (C), the amendments made
by paragraphs (1) and (2) of subsection (d)
shall apply in the case of decedents dying
after December 31, 1969.

(B) Such amendments shall not apply in
the case of property passing under the terms
of a wil] executed on or before October 9,
1969—

(1) if the decedent dies before October 9,
1972, without having republished the will
after October 9, 1969, by codicil or otherwise,
(11) if the decedent at no time after Octo-
ber 9, 1969, had the right to change the
portions of the will which pertain to the
passing of the property to, or for the use of,
an organization described in section 2055
(a), or

(ii1) if the will is not republished by codi-
cil or otherwise before October 9, 1972, and
the decedent is on such date and at all times
thereafter under a mental disability to re-
publish the will by codicil or otherwise.

(C) Such amendments shall not apply in
the case of property transferred in trust on
or before October 9, 1960—

(i) if the decedent dies before October
9, 1972, without having amended after Octo-
ber 9, 1969, the instrument governing the
disposition of the property.

(ii) if the property transferred was an ir-
revocable interest to, or for the use of, an
organization described in section 2055(a), or

(iil) if the instrument governing the dis-
position of the property was not amended
by the decedent before October 9, 1972, and
the decedent is on such date and at all
times thereafter under a mental disability
to change the disposition of the property.

(D) The amendment made by paragraph
(3) of subsection (d) shall apply to gifts
made after December 31, 1969, except that
the amendments made to sectlon 2522(c) (2)
of the Internal Revenue Code of 1954 shall
apply to gifts made after July 31, 1969.

(E) The amendments made by paragraph
(4) of subsection (d) shall apply to gifts
and transfers made after December 31, 1969.

(5) The amendment made by subsection
(e) shall apply to transfers in trust made
after July 31, 1969.

(6) The amendments made by subsection
(f) shall apply with respect to sales made
after December 19, 1969.

(h) ELIGIBILITY FOR UNLIMITED CHARITABLE
DEDUCTION.—

(1) Section 170(b) (1) (C) (relating to un-
limited charitable deduction for certain in-
dividuals), as amended by subsection (a)
of this sectlon is amended by adding at the
end thereof the following new sentence: “In
the case of a separate return for the taxable
year by a married individual who previously
filed a joint return with a former deceased
spouse for any of the 10 preceding taxable
years, the amount of charitable contribu-
tions and taxes paid for any such preceding
taxable year, for which a joint return was
filed with the former deceased spouse, shall
be determined in the same manner as if the
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taxpayer had not remarried after the death
of such former spouse.”

(2) The amendment made by this subsec-
tlon shall apply to taxable years beginning
after December 31, 1968.

SustiTLE B—FaArMm Losses, Etc.
Sec. 211, Gain FroM DISPOSITION OF PROPERTY
Usep 1N FarmIing WHERE FaARM
Losses OFFSET NONFARM INCOME.

(a) In GeENERAL—Part IV of subchapter P
of chapter 1 (relating to speclal rules for
determining capital gains and losses) is
amended by adding at the end thereof the
following new section:

“Sec. 1251. GaiNn From DisposiTION OF PrOP-
ERTY UsEp 1N FArRMING WHERE
FarMm LossEs OFFSET NONFARM
INCOME

**(a) CircUMSTANCES UNDER WHICH SECTION
AppriES—This section shall apply with re-
spect to any taxable year only if—

“(1) there is a farm net loss for the tax-
able year, or

“(2) there is a balance In the excess de-
ductions account as of the close of the tax-
able year after applying subsection (b) (3)
(A).

“(b) Excess DEDUCTIONS ACCOUNT.—

“(1) ReEQUIREMENT.—Each taxpayer sub-
ject to this section shall, for purposes of this
section, establish and maintain an excess
deductions 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) ExceprioNs.—In the case of an in-
dividual (other than a trust) and, except
as provided in this subparagraph, in the
case of an electing small business corporation
(as defined in section 1371(b)), subpara-
graph (A) shall apply for a taxable year—

“(i1) only if the taxpayer’'s nonfarm adjust-
ed gross income for such year exceeds #50,-
000, and

“(ii) only to the extent the taxpayer’'s farm
net loss for such year exceeds $25,000.

This subparagraph shall not apply to an
electing small business corporation for a tax-
able year if on any day of such year a share-
holder of such corporation is an individual
who, for his taxable year with which or with-
in which the taxable year of the corporation
ends, has a farm net loss.

“(C) MarrIED INDIVIDUALS.—In the case of
a husband or wife who files a separate re-
turn, the amount specified in subparagraph
(B) (i) shall be $25,000 in lieu of $50,000, and
in subparagraph (B) (i) shall be $12,500 in
lien of $25,000. This subparagraph shall not
apply if the spouse of the taxpayer does not
have any nonfarm adjusted gross income for
the taxable year.

“(D) NONFARM ADJUSTED GROSS INCOME.—
For purposes of this section, the term ‘non-
farm adjusted gross income’ means adjusted
gross income (taxable income, in the case of
an electing small business corporation) com-
puted without regard to income as deduc-
tions attributable to the business of farming.

“(3) SUBTRACTIONS FROM  ACCOUNT.—If
there is any amount in the excess deductions
account at the close of any taxable year (de-
termined before any amount is subtracted
under this paragraph for such year) there
shall be subtracted from the account—

“(A) an account 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) nec-
essary to adjust the account for deductions
which did not result in a reduction of the
taxpayer's tax under this subtitle for the
taxable year or any preceding taxable year,
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
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amounts treated, solely by reason of the ap-
plication of 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 ex-
tent that the taxpayer has succeeded to an
excess deductions account as provided in
paragraph (5), additions to the excess deduc-
tlons account shall not be required by a tax-
payer who elects to compute taxable Income
from farming (i) by using inventories, and
(ii) by charging to capital account all ex-
penditures pald or incurred which are prop-
erly chargeable to capital account (including
such expenditures which the taxpayer may,
under this chapter or regulations preseribed
thereunder, otherwise treat or elect to treat
as expenditures which are not chargeable
to capital account).

“(B) TIME, MANNER, AND EFFECT OF ELEC-
TION.—AnN election under subparagraph (A)
for any taxable year shall be filed within the
time prescribed by law (including extensions
thereof) for filling the return for such tax-
able 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 taxpayer for such taxable
year and for all subsequent taxable years and
may not be revoked except with the consent
of the Secretary or his delegate.

“(C) CHANGE OF METHOD OF ACCOUNTING,
ETC.—If, in order to comply with the elec-
tion made under subparagraph (A), a ftax-
payer changes his method of accounting in
computing taxable income from the business
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 initiated by the taxpayer.

"“(5) TRANSFER OF ACCOUNT.—

“(A) CERTAIN CORPORATE TRANSACTIONS —In
the case of a transfer described in subsection
(d) (3) to which section 371(a), 3T4(a),
381 applies, the acquiring corporation shall
succeed to and take into account as of the
close of the day of distribution or transfer
the excess deductions account of the trans
feror.

“(B) CERTAIN GIFTS —If—

“(i) farm recapture property is disposed o]
by gift, and

“(il) the potential gain (as defined in sub
section (e)(5)) on farm recapture property
disposed of by gift during any one-yeay
period in which any such gift occurs is morg
than 25 percent of the potential gain
farm recapture property held by the dono
immediately prior to the first of such gifts

each donee of the property shall succeeed
(at the time the first of such gifts is made|
but in an amount determined as of th
close of the donor’s taxable year in which th
firet of such gifts is made) to the same pro.
portion of the donor’s excess deductions ac
count (determined, after the application o
paragraphs (2) and (3) with respect to th
donor, as of the close of such taxable year)
as the potential gain on the property re
ceived by such donee bears to the aggrega

potential gain on farm recapture propert
held by the donor immediately prior to th
first of such gifts.

“(8) JoImNT RETURN.—In the case of an ad
dition to an excess deductions account for
taxable year for which a joint return wa
filed under section 6013, for any subseque:
taxable year for which a separate retur
was filed the Secretary or his delegate shs
provide rules for allocating any remainin
amount of such addition in a manner con
sistent with the purposes of this section.

“{c) ORDINARY INCOME.—

“{1) GENERAL RULE.—Except as otherwis
provided in this section, if farm recaptuy
property (as defined in subsection (e) (1))
disposed of during a taxable year beginnin
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after December 31, 1969, the amount by
which—

“(A) in the case of a sale, exchange, or in-
voluntary conversion, the amount realized, 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
exchange of property which is neither a capi-
tal asset nor property described in section
1231. Such gain shall be recognized notwith-
standing any other provision of this subtitle.

*“(2) LIMITATION.—

“(A) AMOUNT IN EXCESS DEDUCTIONS AC-
counT—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 sec-
tion 1231 for any taxable year shall not ex-
ceed the amount in the excess deductions
account at the close of the taxable year after
applying subsection (b) (3) (A).

“(B) DISPOSITIONS 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)
hall apply in respect of such dispositions
(and in such amounts) as provided under

“(C) SPECIAL RULE FOR DISPOSITIONS OF
LAND.—In applying subparagraph (A), any
gain on the sale or exchange of land shall be

aken into account only to the extent of its
potential gain (as defined in subsection
(e) (5)).

“(d) EXCEPTIONS AND SPECIAL RULES.—

*{1) GrrFrs.—Subsection (c) shall not ap-
ly to a disposition by gift.

“(2) TRANSFER AT DEATH.—Except as pro-
ided in section 691 (relating to income in
espect of a decedent), subsection (c) shall
ot apply to a transfer at death.

‘(3) CERTAIN CORPORATE TRANSACTIONS.—If

e basis of property In the hands of a trans-
eree s determined by reference to its basis
n the hands of the transferor by reason of
he application of section 332, 351, 361, 371
a),or 374(a), then the amount of gain taken
nto account by the transferor under subsec-
ion (c) (1) shall not exceed the amount of

pain recognized to the transferor on the
ransfer of such property (determined with-
put regard to this section). This paragraph
thall not apply to a disposition to an orga-
nization (other than a cooperative described
n section 521) which is exempt from the tax
mposed by this chapter.

“(4) LIKE KIND EXCHANGES, INVOLUNTARY
ONVERSION, ETC.—If property is disposed of
ind gain (determined without regard to this
bection) is not recognized in whole or in part
nder section 1031 or 1033, then the amount
bf gain taken into account by the transferor
nder subsection (c¢) (1) shall not exceed the
um of—

“(A) the amount of gain recognized on
uch disposition (determined without regard
o this section), plus

“(B) the fair market value of property ac-
iuired with respect to which no gain is recog-
ized under subparagraph (A), but which is
hot farm recapture property.

“(5) PARTNERSHIPS.—

“(A) IN GENERAL.—IN the case of a partner-
hip, each partner shall take into account
eparatively his distributive share of the part-
ership’s farm net losses, gains from dis-
ositions of farm recapture property, and
ther items in applying this section to the
bartner.

‘“(B) TRANSFERS TO PARTNERSHIPS—If farm

ard to this section) is not recognized under
ection 721, then the amount of gain taken
to account by the transferor under subsec-
on (¢)(1) shall not exceed the excess of
he fair market value of farm recapture prop-
ty transferred over the fair market value
[ the partnership interest attributable to
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such property. If the partnership agreement
provides for an allocation of gain to the con-
tributing partner with respect to farm recap-
ture property contributed to the partnership
(as provided in section 704(c) (2), the part-
nership interest of the contributing partner
shall be deemed to be attributable to such
property.

“(6) PROPERTY TRANSFERRED TO CONTROLLED
CORPORATIONS.—Except for transactions de-
seribed in subsection (b) (5) (A), in the case
of a transfer, described In paragraph (3),
of farm recapture property to a corporation,
stock or securities received by a transferor in
the exchange shall be farm recapture prop-
erty to the extent attributable to the falr
market value of farm recapture property (or,
in the case of land, if less, the adjusted basis
plus the potential gain (as defined in sub-
section (e)/(5)) on farm recapture property)
contributed to the corporation by such
transferor.

“(e) DerFinrTIONS.—FOr purposes of this
section—

“(1) FARM RECAPTURE PROPERTY.—The term
‘farm recapture property’ means—

“(A) any property (other than section
1250 property) described in paragraph (1)
(relating to business property held for more
than 6 months), (3) (relating to livestock),
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 subsection (b) (5), and

“{B) any property the basis of which in
the hand of the taxpayer is determined with
reference to the adjusted basis of property
which was farm recapture property in the
hands of the taxpayer within the meaning
of subparagraph (A).

“(2) FarMm 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. Gains and losses on the
disposition of farm recapture property re-
ferred to In section 1231(a) (determined
without regard to this section or section
1245(a)) shall not be taken into account.

*(3) FARM NET INCOME.—The term ‘farm
net income’ means the amount by which the
amount referred to in paragraph (2)(B)
exceeds the amount referred to in paragraph
(2) (A).

“(4) TRADE OR BUSINESS OF FARMING.—

“(A) Horsk racIiNG.—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
gain' means an amount equal to the excess of
the fair market value of property over its
adjusted basis, but limited in the case of
land to the extent of the deductions allow-
able in respect to such land under sections
175 (relating to soil and water conservation
expenditures) and 182 (relating to expendi-
tures by farmers for clearing land) for the
taxable year and the 4 preceding taxable
Fears.l)

(b) CONFORMING AMENDMENTS.—

(1) Section 301(b)(1)(B) (i1) (relating to
corporate distributions of property) is
amended by striking out “or 1250(a)” and
inserting in lleu thereof “1250(a), 1251(c), or
1262(a)".

(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 thereof “1260(a),
1251(e), or 1252(a) .
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(3) Section 312(c) (3) (relating to adjust-
ment to corporate earnings and profits) is
amended by striking out “or 1250(a)" and
inserting in lleu thereof “1250(a), 1251(c), or
1252 (a) ™.

(4) Section 341(e) (12) (relating to nonap-
plication of section 1245(a) with respect to
collapsible corporations) is amended by
striking out “and 1250(a)"” and inserting in
lieu thereof *1250(a), 1251(¢), and 1252(a)".

(5) Section 453(d) (4) (B) (relating to dis-
tribution of installment obligations under
certain liquidations) is amended by strik-
ing out "“or 1250(a)” and inserting in lieu
thereof "'1250(a), 1251(c), or 1252(a)".

(6) Section 751(c) (relating to unrealized
recelvables in partnership transactions) is
amended by striking out “and section 1250
property (as defined in section 1250(c) )" and
inserting in lieu thereof “section 1250 prop-
erty (as defined in section 1250(c) ), farm re-
capture property (as defined in section 1251
(e) (1)), and farm land (as defined in section
1252(a))"; and by striking out “1250(a)” and
inserting in lien thereof *“1250(a), 1251(c),
or 1252(a)".

(7) The table of sections for part IV of
subchapter P of chapter 1 is amended by
adding at the end thereof the following:
“Sec. 1251. Grain from disposition of prop-

erty used in farming where
farm losses offset nonfarm in-
come.”

(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.—

(1) GENERAL RULE.—Section 1245(a)(2)
(relating to recomputed basis with respect to
gain from disposition of certain depreciable
property) is amended by striking out “or”
at the end of subparagraph (A), and by in-
serting immediately after subparagraph (B)
the following:

“(C) with respect to llvestock, its adjusted
basis recomputed by adding thereto all ad-
justments attributable to periods after De-
cember 31, 1969, or".

(2) CONFORMING AMENDMENT. —Section
1245(a) (3) (relating to section 1245 prop-
erty) is amended by striking out *(other
than livestock) .

(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
NESS.—

(1) AMENDMENT OF SECTION 1231 —Section
1231(b) (8) (relating to property used in a
trade or business) is amended to read as
follows:

“(3) Livestock.—Such term includes—

“({A) cattle and horses, regardless of age,
held by the taxpayer for draft, . breeding,
dairy, or sporting purposes, and held by him
for 24 months or more from the date of
acquisition, and

“(B) other livestock, regardless of age,
held by the taxpayer for draft, breeding,
dairy, or sporting purposes, and held by him
for 12 months or more from the date of
acquisition.

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.

(c) ExcHANGES OF LIVESTOCK OF DIFFERENT
SEXES.—

(1) NOoT TO BE TREATED AS LIKE KIND EX~-
CHANGES.—Section 1031 (relating to exchange
of property held for productive use or for in-
vestment) is amended by adding at the end
thereof the following new subsectlon:

“{e) EXCHANGES OF LIVESTOCK OF DIFFERENT
Sexes—For purposes of this section, live-
stock of different sexes are not property of
a like kind.”

(2) EFFECTIVE

1N TrADE oR BUSsI-

DATE—The amendment
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made by paragraph (1) shall apply to tax-

able years to which the Internmal Revenue

Code of 1954 applies.

Sec. 213. DEDUCTIONS ATTRIBUTABLE TO ACTIVI-
TIES NOT ENGAGED IN FOR PROFIT.

(8) GENeraL RuLeE.—Part VI of subchapter
B of chapter 1 (relating to itemized deduc-
tions for individuals and corporations) is
amended by adding at the end thereof the
following new section:

“Sgc. 183, AcTIiviTiES NOT ENGAGED IN FOR
PROFIT.

“(a) GeENERAL RuLE—In the case of an
activity engaged in by an individual or an
electing small business corporation (as de-
fined in section 1371(b)), if such activity
is not engaged in for profit, no deduction
attributable to such activity shall be allowed
under this chapter except as provided in
this section.

“(b) DEDUCTIONS ALLOWABLE.—In the case
of an activity not engaged in for profit to
which subsection (a) applies, there shall be
allowed—

“(1) the deductions which would be al-
lowable under this chapter for the taxable
year without regard to whether or not such
activity is engaged in for profit, and

“(2) a deduction equal to the amount of
the deductions which would be allowable un-
der this chapter for the taxable year only if
such activity were engaged in for profit, but
only to the extent that the gross income de-
rived from such activity for the taxable year
exceeds the deductlons allowable by reason
of paragraph (1).

“(c) Activity Nor ENGAGED IN FOR PROFIT
Devinen.—For purposes of this section, the
term ‘activity not engaged in for profit’ means
any activity other than one with respect to
which deductions are allowable for the tax-
able year under section 162 or under para-
graph (1) or (2) of section 212,

“(d) PrEsumpTiON.—If the gross Income
derived from an activity for 2 or more of the
taxable years in the period of 6 consecutive
taxable years which ends with the taxable
year exceeds the deductions attributable to
such activity (determined without regard to
whether or not such activity is engaged In
for profit), then, unless the Secretary or his
delegate establishes to the contrary, such ac-
tivity should be presumed for purposes of
this chapter for such taxable year to be an
activity engaged in for profit. In the case of
an activity which consists in major part of
the breeding, training, showing, or racing of
horses, the preceding sentence shall be ap-
plied by substituting the period of 7 consecu-
tive taxable years for the period of 5 consecu-
tive taxable years."

(b) TeCHNICAL AMENDMENT.—Section 270
(relating to limitation on deductions allow-
able to certain individuals) is repealed.

(¢) CLERICAL AMENDMENTS,—

(1) The table of sections for part VI of
subchapter B of chapter 1 is amended by
adding at the end thereof the following new
item:

“Sec. 183. Activities not engaged in for profit.”

(2) The table of sections for part IX of
subchapter B of chapter I iz amended by
striking out the item relating to section
270.

(8) Section 6504 (relating to cross refer-
ences) is amended by striking out the item
relating to section 270.

(d) ErrecrTivEe DATE—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1060.

Sec. 214. Gain FroM DISPOSITION OF FARM
LAND.

(a) In GEneraL—Part IV of subchapter P
of chapter 1 (relating to speclal rules for de-
termining capital gains and losses) is amend-
ed by adding after section 1251 (added by
section 211 of this Act) the following new
section:
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“Sgc. 1252, Gamny From DIsPosSITION OF FARM
LaND.

“(a) GENERAL RULE.—

“(1) OrpINARY INCOME.—Except as other-
wise provided in this section, if farm land
which the taxpayer has held for less than
10 years is disposed of during a taxable year
beginning after December 31, 1969, the lower
of—

“(A) the applicable percentage of the ag-
gregate of the deductions allowed under sec-
tions 175 (relating to soil and water con-
servation expenditures) and 182 (relating to
expenditures by farmers for clearing land)
for expenditures made by the taxpayer after
December 31, 1969, with respect to the farm
land or

“(B) the excess of—

*(1) the amount realized (in the case of a
sale, exchange, or involuntary conversion), or
the fair market value of the farm land (in
the case of any other disposition), over

“(i1) the adjusted basis of such land,
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 galn shall be recognized notwithstand-
ing any other provision of this subtitle, ex-
cept that this section shall not apply to the
extent section 1251 applies to such gain.

“(2) Farm LaND —For purposes of this sec-
tion, the term ‘farm land’' means any land
with respect to which deductions have been
allowed under sectlons 175 (relating to soil
and water conservation expenditures) or 182
(relating to expenditures by farmers for
clearing land).

““(3) APPLICABLE PERCENTAGE.—FOr purposes
of this section—

The applicable
percentage is—
“If the farm land is disposed of—
‘Within 5 years after the date
it was acquired
Within the sixth year after
80 percent.
Within the seventh year
after it was acquired
Within the eighth year
after 1t was acquired____
Within the ninth year after
it was acquired
10 years or more years after
it was acquired

“(b) SpeciaL RULES.—Under regulations
prescribed by the Secretary or his delegate,
rules similar to the rules of section 1245
shall be applied for purposes of this sec-
tion.”

(b) CLEmRICAL 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. Gain from the disposition of farm
land.”

(c) ErFecTIVE DaTE—The amendments
made by this section shall apply to taxable
years be g after December 31, 1969.
Bec. 215. CroP INSURANCE PROCEEDS.

(a) YEAR IN WHICH INCLUDED IN INCOME.—
Section 451 (relating to general rule for tax-
able year of inclusion) is amended by adding
at the end thereof the following new sub-
section:

“(d) SpeciaL. RULE FOR CRrOP INSURANCE
Proceeps,—In the case of insurance proceeds
recelved as a result of destruction or damage
to crops, a taxpayer reporting on the cash
receipts and disbursements method of ac-
counting may elect to include such proceeds
in income for the taxable year following the
taxable year of destruction or damage, if he
establishes that, under his practice, income
from such crops would have been reported in
a following taxable year. An election under
this subsection for any taxable year shall be
made at such time and in such manner as
the Secretary or his delegate prescribes.”

(b) ErrFeEcTiIvE DatE—The amendment

60 percent.
40 percent,
20 percent.
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made by subsection (a) shall apply to tax-

able years ending after the date of the

enactment of this Act,

BEC. 218. CAPITALIZATION OF CoOSTS OF PLANT-
ING ANp DEVELOPING CITRUS
GROVES.

(a) REQUIREMENT OF CAPITALIZATION.—Part
IX of subchapter B of chapter 1 (relating to
items not deductible) is amended by adding
after sectlon 277 (added by section 121(b)
(3) of this Act) the following new section:
“SEC. 278. CAPITAL EXPENDITURES INCURRED IN

PLANTING AND DEVELOPING CITRUS
GROVES.

“(a) GeENERAL RULE.—Except as provided
in subsection (b), any amount (allowable as
a deduction without regard to this section),
which is attributable to the planting, culti-
vation, maintenance, or development of any
citrus grove (or part thereof), and which is
incurred before the close of the fourth tax-
able year beginning with the taxable year In
which the trees were planted, shall be
charged to capital account. For purposes of
the preceding sentence, the portion of & cit-
rus grove planted in one taxable year shall
be treated separately from the portion of
such grove planted in another taxable year.

“{b) ExcepTiOoNS—Subsection (a) shall not
apply to amounts allowable as deductions
(without regard to this section), and at-
tributable to a citrus grove (or part thereof)
which was:

“{1) replanted after having been lost or
damaged (while in the hands of the tax-
payer), by reason of freeze, disease, drought,
pests or casualty, or

*“(2) planted or replanted prlor to the en-
actment of this section.”

(b) CrLERICAL AMENDMENT.—The table of
sections for such part IX Is amended by add-
ing at the end thereof the following new
item:

“Sec. 278. Capital expenditures incurred in
planting and developing citrus]
groves."

(c) ErrecTIVE DATE—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1969.

SuBTITLE C—INTEREST

SEec. 221, INTEREST.

(a) LimrraTioN oN INTEREST DEDUCTIO
ATTRIEUTABLE TO INVESTMENT INDEBTEDNESS.
Bection 163 (relating to interest) is amended
by redesignating subsection (d) as (e), and
by inserting after subsection (c) the follow
ing new subsection:

“{d) LIMITATION ON INTEREST ON INVEST
MENT INDEBTEDNESS.—

(1) In GENERAL—In the case of a taxpayeq
other than a corporation, the amount of in
vestment interest (as defined in paragrap}
(3) (D)) otherwise allowable as a deduction
under this chapter shall be limited, in the
following order, to—

“(A) $25,000 ($12,5600, in the case of 9
separate return by a married individual)
plus

“(B) the amount of the net investmen
income (as defined In paragraph (3)(A))
plus

“(C) an amount equal to the amount b
which the net long-term capital gain excee
the net short-term capital loss for the taxabl
year, plus

“(D) one-half of the amount by whic]
investment interest exceeds the sum of th
amounts descrlbed In subparagraphs (A)
(B), and (C).

In the case of a trust, the £25,000 amo

specified in subparagraph (A) and in para

graph (2) (A) shall be zero. In determinin

the amount described in subparagraph (C

only galns and losses attributable to the dis

position of property held for investment sha
be taken Into account.

“(2) CARRYOVER OF DISALLOWED INVESTME
INTEREST.—
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“(A) INn GENERAL—The amount of disal-
lowed investment interest for any taxable
year shall be treated as investment interest
paid or accrued in the succeeding taxable
year. The amount of the interest so treated
which is allowable as a deduction by reason
of the first sentence of this paragraph for
any taxable year shall not exceed one-half of
the amount by which—

“(1) the net investment income for such
taxable year plus $25,000, exceeds

“(ii) the investment interest paid or ac-
crued during such taxable year (determined
without regard to this paragraph) or $25,000
whichever is greater.

“(B) REDUCTION FOR CAPITAL GAIN DEDUC-
TION. —If—

“(1) an amount of disallowed investment
interest treated under subparagraph (A) as
investment interest pald or accrued in the
taxable year is not allowable as a deduction
for such taxable year by reason of the second
sentence of subparagraph (A), and

“(ii) the taxpayer is entitled to a deduction
under section 1202 for such taxable year
(whether or not the taxpayer claims such
deduction), the amount of such disallowed
investment interest shall be reduced by an
amount equal to the amount of the deduc-
tion allowable under section 1202.

“(3) DerFinrrions.—For purposes of this
subsection—

“(A) NET INVESTMENT INCOME—The term
‘net investment income' means the excess of
investment income over investment expenses.

“(B) INVESTMENT INCOME—The term ‘in-
vestment income’ means—

“(1) the gross income from interest, divi-
dends, rents, and royalties,

“(ii) the net short-term capital gain at-
tributable to the disposition of property held
for investment, and

“(ii1) any amount treated under sections
1245 and 1250 as gain from the sale or ex-
change of property which is neither a capital
asset nor property deseribed in section 1231,
but only to the extent such income, gain,
and amounts are not derived from the con-
duct of a trade or business.

“(C) INvESTMENT EXPENSES—The term ‘in-
vestment expenses’ means the deductions al-
lowable under sections 164(a) (1) or (2), 166,
167, 171, 212, or 611 directly connected with
the production of investment income. For
purposes of this subparagraph, the deduction
allowable under section 187 with respect to
any property may be treated as the amount
which would have been allowable had the
taxpayer depreciated with property under the
straight line method for each taxable year
of its useful life for which the taxpayer has
held the property, and the deduction allow-
able under section 611 with respect to any
property may be treated as the amount
which would have been allowable had the
taxpayer determined the deduction under
section 611 without regard to section 613 for
each taxable year for which the taxpayer has
held the property.

“(D) INVESTMENT INTEREST.—The term ‘in-
vestment interest’ means interest pald or ac-
erued on indebtedness incurred or continued
to purchase or carry property held for in-
vestment.

“(E) DISALLOWED INVESTMENT INTEREST.—
The term ‘disallowed investment Interest’
means with respect to any taxable year, the
amount not allowable as a deduction solely
by reason of the limitations in paragraphs
(1) and (2) (A).

*“(4) SPECIAL RULES.—

“(A) PROPERTY SUBJECT TO NET LEASE—For
purposes of this subsection, property subject
to a lease shall be treated as property held
for investment, and not as property used in a
trade or business, for a taxable year, if—

“(1) for such taxable year the sum of the
deductions with respect to such property
which are allowable solely by reason of sec-
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tlon 162 is less than 15 percent of the rental
income produced by such property, or

**(11) the lessor is elther guaranteed a spec-
ified return or is guaranteed in whole or in
part against loss of income.

“({B) ParTNERSHIPS—In the case of a part-
nership, each partner shall, under regula-
tions prescribed by the Secretary or his dele-
gate, take Into account separately his dis-
tributive share of the partnership’s invest-
ment Interest and the other items of income
and expense taken into account under this
subsection.

“(C) BSHAREHOLDERS OF ELECTING SMALL
BUSINESS CORPORATIONS.—In the case of an
electing small business corporation (as de-
fined in section 1371(b)), the investment in-
terest pald or accrued by such corporation
and the other items of income and expense
which would be taken into account if this
subsection applied to such corporation shall,
under regulations prescribed by the Secre-
tary or his delegate, be treated as investment
interest paid or accrued by the shareholders
of such corporation and as items of such
shareholders, and shall be apportioned pro
rata among such shareholders in a manner
consistent with section 1374(e) (1).

“(D) CONSTRUCTION INTEREST.—For pur-
poses of this subsection, interest pald or
accrued on Indebtedness Incurred or con-
tinued in the construction of property to be
used in a trade or business shall not be
treated as investment interest.

“(56) Carrran carmns.—For purposes of sec-
tions 1201(b) (relating to alternative capital
gains tax), 1202 (relating to deduction for
capital gains), and 57(a)(9) (relating to
treatment of capltal gains as a tax prefer-
ence), an amount equal to the amount of
investment interest which is allowable as a
deduction under this chapter by reason ot
subparagraph (C) of paragraph (1) shall be
treated as gain from the sale or other dispo-
sition of property which is neither a capital
asset nor property described in section 1231.

“{6) ExceprioNs—This subsection shall
not apply with respect to investment inter-
est, investment income, and investment ex-
penses attributable to a specific item of prop-
erty, if the indebtedness with respect to such
property—

“{A) is for a specified term, and

“(B) was incurred before December 17,
1969, or is incurred after December 16, 1969,
pursuant to a written contract or commit-
ment which, on such date and at all times
thereafter prior to the incurring of such in-
debtedness, is binding on the taxpayer.”

(b) ErrecTivE DaTE—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1971,

SuBTITLE D—MOVING EXPENSES
Sec. 231. MoviNg EXPENSES.

(a) DepucrioNs 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 or as a self-
employed individual at a new principal place
of work.

“(b) DeFINITION OF MOVING EXPENSES.—

“(1) IN GENERAL.—For purposes of this sec-
tion, 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-
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turn, for the prinecipal 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 obtaining
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 asslst 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—

“(1) 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
held by the taxpayer or his spouse on prop-
erty used by the taxpayer as his former resi-
dence, or

“(D) the acquisition of a lease by the tax~
payer or his spouse on property used by the
taxpayer as his new residence in the general
location of the mew principal place of work
(not including amounts which are payments
or prepayments of rent).

“(3) LIMITATIONS.—

“(A) Donrar rImITs.—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 deduction
under subsection (a) which is attributable to
qualified residence sale, purchase, or lease
expenses shall not exceed $2,600, reduced by
the aggregate amount so allowable which is
attributable to expenses described in sub-
paragraph (C) or (D) of paragraph (1).

“(B) HusBAND AND WIFE—If a husband and
wife both commence work at a new prinecipal
place of work within the same general loca-
tion, subparagraph (A) shall be applied as
if there was only one commencement of work.
In the case of a husband and wife fillng sep-
arate returns, subparagraph (A) shall be ap-
plied by substituting ‘8500’ 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 in-
dividual has both the former residence and
the new residence as his principal place of
abode and 1s 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—

“(A) 1s at least 50 miles farther from his
former residence than was his former prin-
cipal 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) either—

“(A) during the 12-month period immedi-
ately following his arrival in the general loca-
tion of his new principal place of work, the
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taxpayer is a full-time employee, in such gen-
eral location, during at least 39 weeks, or

“(B) during the 24-month period immedi-

ately following his arrival in the general loca-
tion of his new principal place of work, the
taxpayer is a full-time employee or performs
services as a eelf-employed individual on a
full-time basis, in such genersal location, dur-
ing at least 78 weeks, of which not less than
29 weeks are during the 12-month period
referred to in subparagraph (A).
For purposes of paragraph (1), the distance
between two points shall be the shortest of
the more commonly traveled routes between
such two points.

“(d) RULES FOR APPLICATION OF SUEBSEC-
TION (¢)(2) —

“(1) The conditlon 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 satisfled the
condition of subsection (c)(2) before the
time, prescribed by law (including extensions
thereof) for filing the return for the taxable
yvear during which he pald 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
deducted for such taxable year notwith-
standing subsection (c) (2).

“(3) If—

“{A) for any taxable year moving ex-
penses have been deducted In accordance
with the rule provided in paragraph (2), and

“(B) the condition of subsection (c)(2)
cannot be satisfled at the close of a subse-
quent 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) DewraL orF DoOUBLE 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 un-
der subsection (a), and the basis of a resi-
dence described in subparagraph (B) of sub-
section (b) (2) shall not be increased by the
amount of any expenses described in such
subparagraph which are allowed as a deduc-
tion under subsection (a). This subsection
shall not apply to any expenses with respect
to which an amount is included in gross in-
come under subsection (d) (3).

“(f) RurLEs ForR SELF-EMPLOYED INDIVID-
UALS.—

(1) DerFmntTION.—FoOr purposes of this
section, the term ‘self-employed individual’
means an individual who performs personal
services—

“(A) as the owner of the entire interest in
an unincorporated trade or business, or

“(B) as a partner in a partnership carry-
ing on a trade or business.

*(2) RULE FOR APPLICATION OF SUBSECTIONS
(b)(1) (c) amp (p) —For purposes of sub-
paragraphs (C) and (D) of subsection (b)
(1), an individual who commences work at
a new principal place of work as a self-em-
ployed individual shall be treated as having
obtained employment when he has made sub-
stantial arrangements to commence such
work.

“{g) RecuLATIONS.—The Secretary or his
delegate shall prescribe such regulations as
may be necessary to carry out the purposes
of this section."”

(b) ImcrusioN 1IN GRrOSS INCOME OF MOVING
EXPENSE REIMBURSEMENTS.—Part II of sub-
chapter B of chapter 1 (relating to items
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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 as a payment for or reimburse-
ment of expenses of moving from one resi-
dence to another residence which is attrib-
utable to employment or self-employment.”

(c) CONFORMING AMENDMENTS,—

(1) The table of sectlons for part II of sub~
chapter B of chapter 1 is amended by add-
ing at the end thereof the following new
item:

“Sec. 82. Reimbursement of
penses.”

(2) Section 1001 (relating to determina-
tion of amount and recognition of gain or
loss) is amended by adding after subsec-
tion (e) (as added by section 516(a) of this
Act) the following new subsection:

“(f) Cross REFERENCE.—

“For treatment of certaln expenses incl-
dent to the sale of a residence which were
deducted as moving expenses by the tax-
payer or his spouse under section 21T(a),
see section 217(e).”

(3) Section 1016(c) is amended to read
as follows:

“(c) CrOSS REFERENCES.—

“(1) For treatment of certaln expenses in-
cident to the purchase of a residence which
were deducted as moving expenses by the
taxpayer or his spouse under section 217(a),
see section 217(e).

*“(2) For treatment of separate mineral
interests as one property, see section 614."

(d) EFFEcTIvE DATES—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1969, ex-
cept that—

(1) section 217 of the Internal Revenue
Code of 1954 (as amended by subsection (a))
shall not apply to any item to the extent
that the taxpayer received or accrued reim-
bursement or other expense allowance for
such item in a taxable year beginning on or
before December 31, 1969, which was not
included in his gross income; and

(2) the amendments made by this section
shall not apply (at the election of the tax-
payer made at such time and manner as the
Becretary of the Treasury or his delegate
prescribes) with respect to moving expenses
paid or incurred before July 1, 1970, in con-
nection with the commencement of work by
the taxpayer as an employee at a new prin-
cipal place of work of which the taxpayer
had been notified by his employer on or be-
fore December 19, 1969.

TITLE IZT—MINIMUM TAX; ADJUSTMENTS
PRIMARILY AFFECTING INDIVIDUALS
SUBTITLE A—MINIiMUM TaAx
Sec. 301. MiniMuM Tax FOrR TAx PREFERENCES.

(a) In GENERAL—Subchapter A of chapter
1 (relating to determination of tax liability)
is amended by adding at the end thereof the
following new part:

“PART VI—MINIMUM TAX FOR TAX PREFERENCES
“Sec. 56. Imposition of Tax.

“Sec. 57. Items of Tax Preference.

“Sec. 58. Rules for Application of This Part.
“8Sec. 56. ImposITION OF TAX.

“{a) In GENERAL—In addition to the other
taxes imposed by this chapter, there is hereby
imposed for each taxable year, with respect to
the income of every person, a tax equal to
10 percent of the amount (if any) by
which—

“(1) the sum of the items of tax prefer-
ence in excess of $30,000, is greater than

“(2) the taxes imposed by this chapter
for the taxable year (computed without re-
gard to this part and without regard to the
taxes imposed by sections 531 and 541) re-
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duced by the sum of the credits allowable
under—

“{A) section 33 (relating to foreign tax
credit),

“(B) section 37 (relating to retirement in-
come), and
section 38 (relating to investment

“(C)
credit).

“(b) DEFERRAL OF TAX LIABILITY IN CASE OF
CERTAIN NET OPERATING LOSSES.—

“(1) In cENERAL.—If for any taxable year a
person—

“{A) has a net operating loss any portion
of which (under section 172) remalns as a
net operating loss carryover to a succeeding
taxable year, and

“(B) has items of tax preference in excess
of £30,000,
then an amount equal to the lesser of the tax
imposed by subsection (a) or 10 percent of
the amount of the net operating loss carry-
over described in subparagraph (A) shall be
treated as tax llability not imposed for the
taxable year, but as imposed for the succeed-
ing taxable year or years pursuant to para-
graph (2).

“(2) Year oF LIABILITY.—In any taxable
year In which any portion of the net op-
erating loss carryover attributable to the
excess described in paragraph (1) (B) reduces
taxable income, the amount of tax lability
described In paragraph (1) shall be treated
as tax liability imposed in such taxable year
in an amount equal to 10 percent of such
reduction.

“(3) PRIORITY OF APPLICATION.—FoOr pur-
poses of paragraph (2), If any portion of the
net operating loss carryover described In
paragraph (1) (A) is not sttributable to the
excess described in paragraph (1) (B), such
portion shall be considered as being applied
in reducing taxable income before such other
portion.

“Sec. 57. ITEMS OF TAX PREFERENCE.

“(a) INn GENERAL—For purposes of this
part, the Items of tax preference are—

“(1) ExceEss INVESTMENT INTEREST.—The
amount of the excess !nvestment Interest for
the taxable year (as determined under sub-
gection (b)).

“(2) ACCELERATED DEPRECIATION ON REAL
PROPERTY —WIith respect to each section 1250
property (as defined in section 1250(c)), the
amount by which the deduction allowable
for the taxable year for exhaustion, wear and
tear, obsolescence, or amortization exceeds
the depreciation deduction which would
have been allowable for the taxable year had
the taxpayer depreciated the property un-
der the straight line method for each taxable
year of its useful life (determined without
regard to section 167(k)) for which the tax-
payer has held the property.

“(8) ACCELERATED DEPRECIATION ON PER~
SONAL PROPERTY SUBJECT TO A NET LEASE.—
With respect to each item of section 1245
property (as defined in section 1245(a)(3))
which is the subject of a net lease, the
amount by which the deduction allowable for
the taxable year for exhaustion, wear and
tear, obsolescence, or amortization exceeds
the depreciation deduction which would
have been allowable for the taxable year had
the taxpayer depreciated the property under
the straight line method for each taxable
year of its useful life for which the tax-
payer has held the property.

“(4) AMORTIZATION OF CERTIFIED POLLUTION
CONTROL FACILITIES.—With reszpect to each
certified pollution control facility for which
an election is in effect under section 169, the
amount by which the deduction allowable
for the taxable year under such section ex-
ceeds the depreciation deduction which
would otherwise be allowable under sec-
tion 167.

“{6) AMORTIZATION OF RAILROAD ROLLING
BTOCK.—With respect to each unit of rail-
road rolling stock for which an election is
in effect under section 184, the amount by
which the deduction allowable for the tax-
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able year under such section exceeds the
depreciation deduction which would other-
wise be allowable under section 167.

“(8) Stock oprions—With respect to the
transfer of a share of stock pursuant to the
exercise of a qualified stock option (as de-
fined in section 422(b)) or a restricted stock
option (as defined in section 424(b)), the
amount by which the fair market value of
the share at the time of exercise exceeds
the option price.

“(7) RESERVES FOR LOSSES ON BAD DEBTS OF
FINANCIAL INSTITUTIONS,—In the case of a
financial institution to which section 585 or
593 applies, the amount by which the deduc-
tion allowable for the taxable year for a
reasonable addition to a reserve for bad debts
exceeds the amount that would have been
allowable had the institution maintained its
bad debt reserve for all taxable years on the
basis of actual experience.

“(8) DepLETION —With respect to each
property (as defined in section 614), the ex-
cess of the deduction for depletion allowable
under section 611 for the taxable year over
the adjusted basis of the property at the end
of the taxable year (determined without re-
gard to the depletion deductible for the tax-
able year).

“(9) CAPITAL GAINS.—

“({A) InpiviDUuaLs—In the case of a tax-
payer other than a corporation, an amount
equal to one-half of the amount by which
the net long-term capital gain exceeds the
net short-term capital loss for the taxable

ear.

% “(B) CorroraTIONS.—In the case of a cor-
poration, if the net long-term capital gain
exceeds the net short-term capital loss for
the taxable year, an amount equal to the
product obtained by multiplying such excess
by a fraction the numerator of which is the
sum of the normal tax and the surtax rate
under section 11, minus the alternative tax
rate under section 1201(a), for the taxable
year, and the denominator of which is the
sum of the normal tax rate and the surtax
rate under section 11 for the taxable year.
In the case of a corporation to which section
1201(a) does mot apply, the amount under
this subparagraph shall be determined under
regulations prescribed by the BSecretary or
his delegate in a manner consistent with the
preceding sentence,

Paragraph (1) shall apply only to taxable
years beginning befors January 1, 1972. Para-
graphs (1) and (3) shall not apply to a cor-
poration other than an electing small busi-
ness corporation (as defined in section 1371
(b)) and a personal holding company (as de-
fined in section 542).

**(b) ExcEssS INVESTMENT INTEREST.—

"(1) IN GENERAL.—For purposes of para-
graph (1) of subsection (a), the excess in-
vestment interest for any taxable year is the
amount by which the investment interest ex-
pense for the taxable year exceeds the net
investment income for the taxable year.

“(2) DerFinmTioNs.—For purposes of this
subsection—

“(A) NET INVESTMENT INCOME.—The term
‘net Investment income' means the excess of
investment income over investment expenses.

“(B) INVESTMENT INCOME.—The term ‘in-
vestment income’ means—

“(1) the gross income from interest, divi-
dends, rents, and royalties,

“(i1) the net short-term capital gain at-
tributable to the disposition of property held
for Investment, and

“(ii1) amounts treated under sections 1245
and 1250 as gain from the sale or exchange
of property which is neither a capital asset
nor property described in section 1231,
but only to the extent such income, gain,
and amounts are not derived from the con-
duct of a trade or business.

“{C) INVESTMENT EXPENSES.—The term ‘in-
vestment expenses' means the deductions al-
lowable under sections 164(a) (1) or (2), 166,
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167, 171, 212, 243, 244, 245, or 611 directly
connected with the production of investment
income. For purposes of this subparagraph,
the deduction allowable under section 167
with respect to any property may be treated
as the amount which would have been allow-
able had the taxpayer depreciated the prop-
erty under the straight line method for each
taxable year of its useful life for which the
taxpayer has held the property, and the de-
duction allowable under section 611 with re-
spect to any property may be treated as the
amount which would have been allowable
had the taxpayer determined the deduction
under section 611 without regard to section
613 for each taxable year for which the tax-
payer has held the property.

“(D) INVESTMENT INTEREST EXPENSE.—The
term ‘investment interest expense' means in-
terest paid or accrued on indebtedness In-
curred or continued to purchase or carry
property held for investment. For purposes of
the preceding sentence, interest paid or ac-
crued on indebtedness incurred or continued
in the construction of property to be used in
a trade or business shall not be treated as an
investment Interest expense.

“(3) PROPERTY SUBJECT TO NET LEASE.—For
purposes of this subsection, property which is
subject to a net lease entered into after Oc-
tober 9, 1969, shall be treated as property
held for investment, and not as property
used in a trade or business.

“(c) Ner Leases.—For purposes of this
section, property shall be considered to be
subject to a net lease for a taxable year if—

“(1) for such taxable year the sum of the
deductions with respect to such property
which are allowable solely by reason of sec-
tion 162 is less than 15 percent of the rental
income produced by such property, or

“{2) the lessor is either guaranteed a speci-
filed return or is guaranteed in whole or in
part against loss of income.

“Sec.b8. RULES FOR APPLICATION oF THIs
PART.

“(a) HusBaND aND WIiFE—In the case of
a husband or wife who files a separate return
for the taxable year, the $30,000 amount
specified In section 56 shall be $15,000.

“(b) MEMEERS OF CONTROLLED GROUPS,—In
the case of a controlled group of corporations
(as defined in section 1563(a)), the $30,000
amount specified in section 56 shall be di-
vided equally among the component mem-
bers of such group unless all component
members consent (at such time and in such
manner as the Secretary or his delegate pre-
scribes by regulations) to an apportionment
plan providing for an unequal allocation of
such amount.

“{c) ESTATES AND TRUSTS.
an estate or trust—

*(1) the sum of the items of tax preference
for any taxable year of the estate or trust
shall be apportioned between the estate or
trust and the beneficiaries on the basis of the
income of the estate or trust allocable to
each, and

“(2) the $30,000 amount specified in sec-
tion 56 applicable to such estate or trust
shall be reduced to an amount which bears
the same ratio to $30,000 as the portion of
the sum of the items of tax preference al-
located to the estate or trust under para-
graph (1) bears to such sum.

“(d) ErEcTING SMALL BuUsINESS CORPORA-
TIONS AND THEIR SHAREHOLDERS.—

“{1) In GENERAL—Except as provided in
paragraph (2), the items of tax preference
of an electing small business corporation (as
defined 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, except as provided in
paragraph (2), shall not be treated as items
of tax preference of such corporation, The
sum of the items so treated shall be ap-
portioned pro rata among such shareholders
in a manner consistent with section 1374

In the case of
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(c) (1). For purposes of this paragraph, this
part shall be treated as applying to such
corporation.

“(2) CERTAIN CAPITAL GAINS.—If for a tax-
able year of an electing small business cor-
poration a tax is imposed on the income of
such corporation under section 1378, such
corporation shall, notwithstanding the pro-
visions of section 1371(b) (1), be subject to
the tax imposed by section 56, but com-
puted only with reference to the item of
tax preference set forth in section 57(a) (9)
(B) to the extent attributable to gains sub-
ject to the tax imposed by section 1378.

“(e) PARTICIPANTS IN A CoMMON TRUST
Funp.—The items of tax preference of a
common trust fund (as defined in section
584(a)) for each taxable year of the fund
shall be treated as items of tax preference
of the participants of such fund and shall
be apportioned pro rata among such partici-
pants. For purposes of this subsection, this
part shall be treated as applylng to such
fund.

“(f) REGULATED INVESTMENT COMPANIES,
Erc.—In the case of a regulated investment
company to which part I of subchapter M
applies or a real estate investment trust to
which part IT of subchapter M applies—

(1) the item of tax preference set forth
in section 57(a) (9) shall not be treated as
an item of tax preferences of such company
or such trust for each taxable year to the
extent that such item is attributable to
amounts taken into account as income by
the shareholders of such company under sec-
tion 852(b) (3), or by the shareholders or
holders of beneflcial interests of such trust
under section 857(b) (3), and

“(2) the items of tax preference of such
company or such trust for each taxable year
(other than the item of tax preference set
forth in section 57(a) (9) and, in the case of
a real estate investment trust, the item of
tax preference set forth in section 57(a) (2))
shall be treated as items of tax preference of
the shareholders of such company, or the
shareholders or holders of beneficial iuterests
of such trust (and not as items of tax prefer-
ence of such company or such trust), in
the same proportion that the dividends
{other than capital gain dividends) pald
to each such shareholder, or holder of ben-
eficial interest, bears to the taxable income
of such company or such trust determined
without regard to the deduction for divi-
dends paid.

“(g) Tax PREFERENCES ATTRIBUTABLE TO
FOREIGN SBOURCES.—

“(1) In GEnERAL.—For purposes of section
58, the items of tax preference set forth in
section 57(a) (other than in paragraphs
(6) and (9) of such section) which are
attributable to sources within any foreign
country or possession of the United States
shall be taken into account only to the ex-
tent that such items reduce the tax imposed
by this chapter (other than the tax im-
posed by section 56) on income derived from
sources within the United States. For pur-
poses of the preceding sentence, items of
tax preference shall be treated as reducing
the tax imposed by this chapter before
items which are not items of tax preference.

**(2) CAPITAL GAINS AND STOCK OPTIONS.—
For purposes of section 56, the items of tax
preferences set forth in paragraphs (6) and
(9) of section 57(a) which are attributable
to sources within any foreign country or
possession of the United States shall not be
taken into account if, under the tax laws
of such country or possession—

“{A) in the case of the item set forth In
paragraph (6) of section 57(a), preferential
treatment Is not accorded transfers of shares
of stock pursuant to stock options described
in such paragraph, and

“(B) in the case of the item set forth In
paragraph (9) of section 57(a), preferential
treatment is not accorded gain from the sale




40796

or exchange of capital assets (or property
treated as capital assets).”

(b) TECHNICAL AND CONFORMING AMEND-
MENTS—

(1) The table of parts for subchapter A
of chapter 1 is amended by adding at the
end thereof the following new item:

“Part VI. Minimum tax for tax prefer-
ences.”

(2) Section 5(a) (relating to cross refer-
ences to other rates of tax on Individuals,
etc.) 1s amended by adding at the end there-
of the following new paragraph:

“(5) For minimum tax for tax preferences,
see section 56."

(3) Section 12 (relating to cross refer-
ences relating to tax on corporations) is
amended by adding at the end thereof the
following new paragraph:

“(8) For minimum tax for tax preferences,
see section 56."

(4) Section 46(a) (3) (relating to liability
for tax for determining amount of invest-
ment credit) Is amended by inserting “sec-
tion 56 (relating to minimum tax for tax
preferences),” before “section 531".

(5) Section 51(b) (1) (relating to adjusted
tax for purposes of tax surcharge) is amend-
ed by inserting “section 56," after “this sec-
tion.,"”.

(6) Section 443 (relating to returns for a
perlod of less than 12 months) is amended
by redesignating subsection (d) as subsection
(e) and inserting after subsection (c) the
following new subsection:

“(d) ADJUSTMENT IN EXCLUSION FOR Com-
PUTING MINIMUM TAX FOR TAX PREFERENCES.—
If a return is made for a short period by rea-
son of subsection (a), then the §30,000
amount specified in section 66 (relating to
minimum tax for tax preferences), modified
as provided by section 58, shall be reduced to
the amount which the same ratio to such
specified amount as the number of days in
the short period bears to 365."

(7) Section 453 (c) (3) (relating to rule for
change from accrual to installment basis) is
amended by inserting “, other than by sec-
tion 56, after “prior revenue laws) ",

(8) Section 511 (relating to tax on unre-
lated business income of charitable, etc., or-
ganizations) is amended by adding after sub-
section (c) (as added by section 121(a) (3)
of this Act) the following new subsection:

“(d) Tax PrEFERANCES—The tax im)
by section 58 shall apply to an organization
subject to tax under this section with respect
to items of tax preference which enter into
the computation of unrelated business taxa-
ble income."

(9) The last sentence of section 901(a)
(relating to allowance of credit for taxes of
foreign countries and of possessions of the
United States) is amended by Inserting
“against the tax imposed by section 56 (re-
lating to minimum tax for tax preferences),”
after “not be allowed”.

(10) Section 1373 (c) (relating to definition
of undistributed taxable income) is amended
by striking out “tax imposed by section
1378(a)” and inserting In lieu thereof “taxes
imposed by sections 56 and 1378(a)".

(11) Section 1375(a) (3) (relating to re-
duction for taxes imposed) is amended—

(A) by striking out *TAX IMPOSED BY SEC-
TION 1378" in the heading of such section
and inserting in lieu thereof “TAXES IM-
PosED"; and

(B) by striking out “tax Imposed by sec-
tlon 1378(a) on the income of” in teh text
of such section and Inserting in lleu thereof
“taxes Imposed by sectlons 56 and 1378(a)
on'.

(12) Section 6015(c) (relating to definition
of estimated tax) is amended by inserting
after “taxable year"” In paragraph (1) *(other
than the tax imposed by section 56) .

(13) Section 6654 (f) (relating to definition
of tax) s amended by inserting after “chap-
ter 1" in paragraph (1) *(other than by sec-
tion 56)".
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(c) EFFecTIVE DATE—The amendments
made by this section shall apply to taxable
years ending after December 31, 1969. In the
case of a taxable year beginning in 1969 and
ending in 1970, the tax imposed by section
56 of the Internal Revenue Code of 1954 (as
added by subsection (a)) shall be an amount
equal to the tax imposed by such section
(determined without regard to this sentence)
multiplied by a fraction—

(1) the numerator of which is the num-
ber of days in the taxable year occurring
after December 31, 1969, and

(2) the denominator of which is the num-
ber of days in the entire taxable year,

SUBTITLE B—INCOME AVERAGING
SEC. 311. INCOME AVERAGING

(8) LimrTaTiON ON Tax—Section 1301 (re-
Iating 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.”

(b) AvEracaBLE INcOME—Section 1302 (re-
lating to the definitlon of averagable in-

come and related definitions) is amended to
read as follows:

“Sec. 1302. DEFINITION OF AVERAGABLE IN-
COME RELATED DEFINITIONS.

“(a) AVERAGABLE INCOME.—

“(1) INn cENERAL—For purposes of this
part, the term ‘averagable income' means
the amount by which taxable income for the
computation year (reduced as provided in
paragraph (2)) exceeds 120 percent of aver-
age base period income.

“(2) Revucrions.—The taxable income for
the computation year shall be reduced by—

“(A) the amount (if any) to which section
72(m) (6) applies, and

“(B) the amounts included in the income
of a beneficiary of a trust under section
668 (a)

“(b) AvVERAGE BASE PERIOD INCOME—For
purposes of this part—

“(1) 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 period
income Yor any taxable year is the taxable
income for such year—

“(A) increased by an amount equal to the
excess of—

“(1) 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 ITI of sub-
chapter N (sec. 931 and following, relating
to income from sources within possessions of
the United States), over

“(i1) the deductions which would have
been properly allocable to or chargeable
against such amount but for the exclusion
of such amount from gross income; and

“(B) decreased by the amounts included
In the income of a beneficiary or a trust
under section 668(a).

“{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 PErRIOD.—The term ‘base period’
means the 4 taxable years immediately pre-
ceding the computation year.

*“(3) BASE PERIOD YEAR—The term ‘base pe-
riod year' means any of the 4 taxable vears
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) Speciar Rures.—Section 1304(b) (re-
lating to special rules applicable to income
averaging) is amended—

(1) by striking out “and” at the end of
paragraph (3);

(2) by striking out the period at the end
of paragraph (4) and Inserting in lieu thereof
a comma; and
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(3) by adding at the end thereof the fol-
lowing new paragraphs:

“(b6) section 1201(b) (relating to alterna-
tive capital galns tax), and

“(6) section 1348 (relating to 50-percent
maximum rate on earned income).”

(d) CoONFORMING AMENDMENTS.—

(1) Sectlon 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 subsections as paragraphs
(3) and (4), respectively;

(B) by striking out “Paragraphs (2), (3).
and (4)"” in subsection (c¢)(1) and insert-
ing 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 sub-
paragraph (B) of subsection (c¢)(3) (as re-
designated);

(E) by striking out in subsection (d)
*, and the $3,000 figure contained in section
1302 (b)(2) (C) shall be applied to the ag-
gregate net incomes";

(F) by striking out subsections (e) and (1)
and inserting in lleu thereof the following:

“(e) TREATMENT OF CERTAIN OTHER ITEMS.—

“(1) SecroNn 72(m)(5).—Section 72(m)
(6) (relating to penaltles applicable to cer-
taln amounts recelved by owner-employees)
shall be applied as if this part had not been
enacted.

*“(2) OTHER ITEMS.—EXcept as otherwlse
provided in this part, the order and manner
in which items of income or limitations on
tax shall be taken Into account In com-
puting the tax imposed by this chapter on
the income of any eligible Individuals to
whom section 1301 applies for any computa-
tion year shall be determined under regula-
tions prescribed by the Secretary or his dele-
gate.”; and

(G) by redesignating subsection (g) as (f).

(3) Section 6511(d) (2) (B) (i) is amend-

(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) ErFFeECTIVE DATE—The amendments
made by this section shall apply with respect
to computation years (within the meaning
of section 1302(c) (1) of the Internal Rev-
enue Code of 1954) beginning after Decem-
ber 31, 1960, and to base period years (with-
in the meaning of section 1302(c) (3) of such
Code) applicable to such computation years.

SUBTITLE C—RESTRICTED PROPEETY
SEc. 321. RESTRICTED PROPERTY.

(a) In GeNERAL—Part II of subchapter
B of chapter 1 (relating to items specifically
included in gross income) is amended by
adding after section 82 (as added by section
321(b) of this Aect) the following new
section:

“SEc. 83. PROFERTY TRANSFERRED IN CONNEC-
TION WITH PERFORMANCE OF SERVICES.

“(a) GenNeraL RurLE.—If, in connection
with the performance of services, property is
transferred to any person other than the per-
son for whom such services are performed,
the excess of—

“(1) the falr markeft 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 subject to a substantial risk of for-
feiture, whichever occurs earlier, over

“(2) the amount (if any) pald for such
property,
shall be included in the gross income of the
person who performed such services in the
first taxable year in which the rights of the
person having the beneficial interest In such
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property are transferable or are not subject
to a substantial risk of forfeiture, whichever
is applicable. The preceding sentence shall
not apply if such person sells or otherwise
disposes of such property in an arm’s length
transaction before his rights in such property
become transferable or not subject to a sub-
stantial risk of forfeiture.

“(b) ErectioN To INCLUDE IN GROSS IN-
COME IN YEAR OF TRANSFER.—

“(1) IN GENERAL—ANY person who per-
forms services in connection with which
property is transferred to any person may
elect to include in his gross income, for
the taxable year in which such property is
transferred, the excess of—

“(A) the falr market value of such property
at the time of transfer (determined without
regard to any restriction other than a re-
striction which by its terms will never lapse),
over

“(B) the amount (if any) pald for such

property.
If such election is made, subsection (a) shall
not apply with respect to the transfer of such
property, and if such property is subse-
quently forfeited, no deduction shall be al-
lowed in respect of such forfeiture.

“(2) ErLectioN.—An election under para-
graph (1) with respect to any transfer of
property shall be made in such manner as
the Secretary or his delegate prescribes and
shall be made not later than 30 days after
the date of such transfer (or, if later, 30
days after the date of the enactment of the
Tax Reform Act of 1969). Such election may
not be revoked except with the consent of
the Secretary or his delegate.

“(e) SpeciaL RurLes.—For purposes of this
section—

“(1) SUBSTANTAL RISK OF FORFEITURE.—The
rights of a person in property are subject to
a substantial risk of forfelture if such per-
son’s rights to full enjoyment of such prop-
erty are conditioned upon the future per-
formance of substantial services by any in-
dividual.

“(2) TRANSFERABILITY OF PROPERTY.—The
rights of a person in property are transfer-
able only if the rights in such property of
any transferee are not subject to a substan-
tial risk of forfeiture.

“(d) CerTaiN RESTRICTIONS WHicH WILL
NEVER LAPSE.—

*“(1) VavvarioN.—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, the price so
determined shall be deemed to be the fair
market value of the property unless estab-
lished to the contrary by the Secretary or
his delegate, and the burden of proof shall
be on the Secretary or his delegate with re-
spect to such value.

“(2) CanceLiatioN.—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 estab-
lishes—

“(A) that such cancellation was not com-
pensatory, and

“(B) that the person, if any, who would
be allowed a deduction if the cancellation
were treated as compensatory, will treat the

as evi-

the excess of the fair market value of the
property (computed without regard to the

estrictions) 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 cancella-

on, and

“(?1:) the amount, if any, pald for the can-

ella in,
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shall be treated as compensation for the
taxable year in which such cancellation
occurs.

“(e) APPLICABILITY OF SECTION.—This sec-
tion shall not apply to—

“(1) a transaction to which section 421
applies,

“(2) a transfer to or from a trust described
in section 401(a) or a transfer under an
annuity plan which meets the requirements
of section 404(a) (2),

“(8) the transfer of an option without 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

nt.

“(f) HoLpinG PErioD.—In determining the
period for which the taxpayer has held prop-
erty to which subsection (a) 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 sub-
stantial risk of forfeiture, whichever occurs
earller.

“(g) CErTAmN ExXCcHANGEsS.—If property to
which subsection (a) applies is exchanged
for property subject to restrictions and con-
ditions substantially similar to those to
which the property given in such exchange
was subject, and if section 354, 355, 356, or
1036 (or so much of section 1031 as relates
to section 1036) applied to such exchange, or
if such exchange was pursuant to the exer-
cise of a conversion privilege—

“{1) such exchange shall be disregarded
for purposes of subsection (a), and

*“(2) the property received shall be treated
as property to which subsection (a) applies.

“(h) DEpUCTION BY EMPLOYER.—In the case
of a transfer of property to which this sec-
tion applies or a cancellation of a restriction
described in subsection (d), there shall be
allowed as a deduction under section 162, to
the person for whom were performed the
services in connection with which such prop-
erty was transferred, an amount equal to the
amount included under subsection (a), (b),
or (d) (2) in the gross income of the person
who performed such services. Such deduc-
tion shall be allowed for the taxable year
of such person in which or with which ends
the taxable year in which such amount 1s
included in the gross income of the person
who performed such services.

*(1) TransrTION RULES.—This section shall
apply to property transferred after June 30,
1969, except that this section shall not apply
to property transferred—

“(1) 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,

“{3) before May 1, 1970, pursuant to a
written plan adopted and approved before
July 1, 1969,

“(4) before January 1, 1973, upon the ex-
ercise of an option granted pursuant to a
binding written contract entered into before
April 22, 1869, between a corporation and the
transferor requiring the transferor to grant
options to employees of such corporation (or
a subsidiary of such corporation) to pur-
chase a determinable number of shares of
stock of such corporation, but only if the
transferee was an employee of such corpora-
tlon (or a subsidiary of such corporation)
on or before April 22, 1969,” or

“(5) in exchange for (or pursuant to the
exercise of a conversion privilege contalned
in) property transferred before July 1, 1069,
or for property to which this section does
not apply (by reason of paragraph (1), (2),
(3), or (4)), if section 354, 355, 356, or 1036
(or so much of section 1031 as relates to sec-
tlon 1036) applies, or if gain or loss is not
otherwise required to be recognized upon
the exercise of such conversion privilege, and
if the property received in such exchange is
subject to restrictions and conditions sub-
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stantlally simllar to those to which the prop-
erty given In such exchange was subject.”
(b) NoNEXEMPT TRUSTS AND NONQUALIFIED
ANNUITIES.—
(1) BENEFICIARY OF NONEXEMPT TRUST.—
gggfion -.tcrl2( b) (relating to taxability of ben-
ary of nonexempt trust
read as follows: - b
“(b) Taxasmwrry or BENEFICIARY OF -
EXEMPT TrUST.—Contributions to an N:xﬁ-
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 is not exempt from tax un-
der section 501(a) shall be included in the
Eross income of the employee in accordance
with section 83 (relating to property trans-
ferred in connection with performance of
services), except that the value of the em-
Ployee's interest in the trust shall be substi-
tuted for the fair market value of the prop-
erty for purposes of applying such section.
The amount actually distributed or made
available to any distributee by any such trust
shall be taxable to him in the year in which
80 distributed or made avallable, under sec-
tion 72 (relating to annulties), except that
distributions of income of such trust before
the annuity starting date (as defined in sec-
tlon T2(c) (4) shall be included in the gross
income of the employee without regard to
section 72(e) (1) (relating to amount not re-
ceived as annuities), A beneficlary of any
such trust shall not be considered the owner
of any portion of such trust under subpart
::ra;:m?sm i:iozt huubchapter J (relating to
and o
S - ers treated as substantial
(2) BeENEFICIARY UNDER NONQUALIFIED -
NUITY.—Section 403 (relating to 1::;1.:1:&210::\A 1:1
employea annuities) is amended by striking
out subsections (¢) and (d) and Inserting in
lle'l‘). thereof the following new subsection:
(¢) Taxasmwrry op BENEFICIARY 'Um:;mz
NonqQuaLiFiED ANNUITIES OrR UnDER ANNUI-

which is not subjec -
section (a) shall be included mh:*.jhetgrtgs:ulg-
come of the employee in accordance with
section 83 (relating to property transferred
in connection with performance of services)
except that the value of such contract shalf
be substituted for the fair market value of
the property for purposes of applying such
section, The Preceding sentence shall not
apply to that portion of the premiums paid
which is excluded from Bross Income under
subsection (b). The amount actually paid or
allable to any beneficiary under
such contract shall be taxable to him in the
year in which so paid or made available un-
der section 72 (relating to annuities) .”

(3) DepvcrIBILITY OF EMPLOYER CONTRIBU-
TIONS.—Section 404(a) (5) (relating to de-
xc:;gnl for contributions of an employer to

Oyees’ t
o fongwsy: rust, etc.) is amended to read

“(5) OTHER PLANS.—If the lan is not
included in paragraph (1), (g), (3) ,nin ?:gg
taxable year in which an amount attribut-
able to the contribution is includible in the
Bross income of employees participating in
the plan, but, in the case of a plan in which
$;$att1;an one employee participates only if

accounts ar
vy e maintained for each

(c) CLERICAL AMENDMENT.—The table of
sections for part IT of subchapter B of chap-
ter 1 is amended by adding at the end there-
of the following new item:

“Sec. 83. Property transferred in connection
with performance of services.”

(d) EFFECTIVE DATES, —The amendments
made by subsections (a) and (c) shall apply
to taxable years ending after June 30, 1969.
The amendments made by subsection (b)
shall apply with respect to contributions
ir;z;ge and premiums pald after August 1,
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SusriTLE D—AccUMULATION TrUsTs, MUL-
TIPLE TRUSTS, ETC.
SEc. 331. TREATMENT OF EXCESS DISTRIBUTIONS
BY TrUSTS.

(a) In GeEnerarL—Subpart D of part I of
subchapter J of chapter 1 is amended to read
as follows:

“SuBPART D—TREATMENT OF EXCESS
DISTRIBUTIONS BY TRUST

Definitions applicable
part D.

“Sec. 666. Accumulation distribution allo-
cated to preceding years.

Denial of refund to trusts; author-
ization of credit to beneficiaries.

Treatment of amounts deemed
distributed in preceding years.

Treatment of capital gain deemed
distributed in preceding years.

DEFINITIONS APFLICABLE TO SUB-

PART D.

“(a) UNDISTRIBUTED NeET INCcOME.—For
purposes of this subpart the term ‘undis-
tributed net income’ for any taxable year
means the amount by which the distribut-
able net income of the trust for such taxable
year exceeds the sum of—

“{1) the amounts for such taxable year
specified in paragraphs (1) and (2) of sec-
tion 661(a), and

“(2) the amount of taxes imposed on the
trust attributable to such distributable net
income.

“{b) ACCUMULATION DisTrRIBUTION —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 year,
exceed

“(2) distributable net income for such
year reduced (but not below zero) by the
amounts specified in paragraph (1) of section
661(a).

“(e) SpEcIAL RULE APPLICABLE TO DIisTRIBU-
TIoNS BY CERTAIN ForeElGN TrRUSTS.—For pur-
poses of this subpart, 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 indirectly from a for-
elgn trust created by a United States person
shall be deemed In the year of payment to
have been directly pald by the forelgn trust.

“{d) Taxes IMPOSED oN THE TrUsT.—For
purposes of this subpart, the term ‘taxes im-
posed on the trust’ means the amount of the
taxes which are Imposed for any taxable year
of the trust under this chapter (without
regard to this subpart) and which, under
regulations prescribed by the Secretary or his
delegate, are properly allocable to the un-
distributed portions of distributable net in-
come and gains in excess of losses from sales
or exchange of capital assets. The amount
determined in the preceding sentence shall
be reduced by any amount of such taxes
deemed distributed under section 666 (b)
and (c) or 669 (d) and (e) to any beneficlary.

“(e) PrEcEDING TAXABLE YEAR.—FOr pur-
poses of this subpart—

“{1) in the case of a trust (other than a
foreign trust created by a United States per-
son), the term ‘preceding taxable year' does
not include any taxable year of the trust—

“(A) which precedes by more than 5 years
the taxable year of the trust in which an
accumulation distribution is made, if it is
made in a taxable year beginning before
January 1, 1974.

“(B) which begins before January 1, 1969,
in the case of an accumulation distribution
made during a taxable year beginning after
December 31, 1973, or

“(0) which begins before January 1, 1969,
in the case of a capital gain distribution made
during a taxable year beginning after Decem-
ber 31, 1968; and

“{2) in the case of a forelgn trust created

“Sec. 665. to sub-

“*Sec. 667.

“Sec. 668.

“Sec. 669.

“SEc. 665.
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by a United States person, such 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 subpart B, for purposes of the application
of this subpart to such trust for such taxable
year, such trust shall, in accordance with
regulations prescribed by the Secretary or his
delegate, be treated as a trust to which
subpart C applies.

“{f) UNDISTRIBUTED CAPITAL GaIiN.—For
purposes of this subpart, the term ‘undis-
tributed capital gain’ means, for any taxable
year of the trust beginning after December
31, 1968, the amount by which—

*(1) gains in excess of losses from the sale
or exchange of capital assets, to the extent
that such gains are allocated to corpus and
are not (A) paid, credited, or required to be
distributed to any beneficiary during such
taxable year, or (B) pald, permanently set
aside, or used for the purposes specified in
section 642(c), exceed

*(2) the amount of taxes imposed on the

trust atributable to such gains,
For purposes of paragraph (1), the deduc-
tlon under section 1202 (relating to deduc-
tion for excess of capital gains over capital
losses) shall not be taken into account.

“(g) CaprTaL GAIN DISTRIBUTION.—For pur-
poses of this subpart, the term ‘capital galn
distribution’ for any taxable year of the trust
means, to the extent of undistributed capital
gain for such taxable year, that portion of—

(1) the excess of the amounts specified
in paragraph (2) of section 661(a) for such
taxable year over distributable net income for
such year reduced (but not below zero) by
the amounts specified in paragraph (1) of
section 661(a), over

“(2) the undistributed net income of the
trust for all preceding taxable years,

“SEc. 666. ACCUMULATION DISTRIBUTION AL-
LOCATED 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 a taxable year shall be deemed
to be an amount within the meaning of para-
graph (2) of section 661(a) distributed on
the last day of each of the preceding taxable
years, commencing with the earliest of such
years, to the extent that such amount ex-
ceeds the total of any undistributed net in-
come for all earlier preceding taxable years.
The amount deemed to be distributed in
any such preceding taxable year under the
preceding sentence shall not exceed the
undistributed net income for such pre-
ceding taxable years. For purposes of this
subsection, undistributed net income for each
of such preceding taxable years shall be
computed without regard to such accumula-
tion distribution and without regard to any
accumulation distribution determined for
any succeeding taxable years.

“{b) Torar Taxes DEEMED DISTRIBUTED.—
If any portion of an accumulation distribu-
tion for any taxable year is deemed under
subsection (a) to be an amount within the
meaning of paragraph (2) of section 661(a)
distributed on the last day of any preceding
taxable year, and such portion of such dis-
tribution is not less than the undistributed
net income for such preceding taxable year,
the trust shall be deemed to have distributed
on the last day of such preceding taxable year
an additional amount within the meaning of
paragraph (2) of section 661(a). Such addi-
tional amount shall be equal to the taxes
imposed on the trust for such preceding tax-
able year attributable to the undistributed
net income. For purposes of this subsection,
the undistributed net income and the taxes
imposed on the trust for such preceding tax-
able year attributable to such undistributed
net income shall be computed without re-
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gard to such accumulation distribution and
without regard to any accumulation distribu-
tion determined for any succeeding taxable
year.

“(c) Pro RATA PorTION OF TAXES DEEMED
DistrRIBUTED —If any portion of an accumu-
lation distribution for any taxable year is
deemed under subsection (a) to be an
amount within the meaning of paragraph
(2) of section 661(a) distributed on the last
day of any preceding taxable year and such
portion of the accumulation distribution is
less than the undistributed net income for
such preceding taxable year, the trust shall
be deemed to have distributed on the last
day of such preceding taxable year an addi-
tional amount within the meaning of para-
graph (2) of section 661(a). Such additional
amount shall be equal to the taxes imposed
on the trust for such taxable year attributa-
ble to the undistributed net income multl-
plied by the ratic of the portion of the ac-
cumulation distribution to the undistributed
net income of the trust for such year. For
purposes of this subsection, the undistrib-
uted net income and the taxes Imposed on
the trust for such preceding taxable year at-
tributable to such undistributed net income
shall be computed without regard to the ac-
cumulation distribution and without regard
to any accumulation distribution determined
for any succeeding taxable year.

“{d) RuLe WHEN INForMaTION Is Nor
AvamasLe.—If adequate records are not avail-
able to determine the proper application of
this subpart to an amount distributed by a
trust, such amount shall be deemed to be an
accumulation distribution consisting of un-
distributed net income earned during the
earliest preceding taxable year of the trust
in which 1t can be established that the trust
was In existence.

“SEC. 667. DENIAL oF REFUND TO TRUSTS,
AUTHORIZATION OF OCREDIT TO
BENEFICIARIES.

“(a) DEeNIAL OF REFUND TO TRUSTS.—NO re-
fund or credit shall be allowed to a trust for
any preceding taxable year by reason of a dis-
tribution deemed to have been made by such
trust in such year under section 666 or 660.

“(b) AUTHORIZATION OF CREDIT TO BENEFI-
ciarY.—There shall be allowed as a credif
(without interest) against the tax impose
by this subtitle on the beneficiary an amount
equal to the amount of the taxes deemed dis.
tributed to such beneficiary by the trusy
under sections 666 (b) and (c) and 669 (d)
and (e) during preceding taxable years of the
trust on the last day of which the benefi
ciary was in being, reduced by the amount
of the taxes deemed distributed to such bene
ficlary for such preceding taxable years
the extent that such taxes are taken intd
account under sectlons 668(b)(1) and 664
{b) in determining the amount of the ta
imposed by section 668.

“Sgc. 668. TREATMENT OF AMOUNTS DEEMETN
DISTRIBUTED IN PRECEDING YEARS|

“{a) GENERAL RULE.—The total of thg
amounts which are treated under section
666 and 669 as having been distributed b
the trust in a preceding taxable year shall b
included in the income of a beneficlary o
the trust when paid, credited, or required
be distributed to the extent that such R
would have been included in the income o
such beneficilary under section 662(a) (2
and (b) if such total had been pald to suc}
beneficiary on the last day of such precedin,
taxable year. The tax Ilmposed by this sub
title on a beneficiary for a taxable year
which any such amount is included in hi
income shall be determined only as provideq
in this section and shall consist of the sun
of—

*{1) a partial tax computed on the taxa
ble income reduced by an amount equal
the total of such amounts, at the rate and 1
the manner as if this section had not bee
enacted,
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“{2) a partial tax determined as provided
in subsection (b) of this section, and

*“(8) in the case of a beneficlary of a trust
which is not required to distribute all of its
income currently, a partial tax determined as
provided in section 669.

For purposes of this subpart, a trust shall not
be considered to be a trust which is not re-
quired to distribute all of its income cur-
rently for any taxable year prior to the first
taxable year in which income is accumulated,

*{b) Tax onN DISTRIBUTION.—

“(1) ALTERNATIVE METHODS.—Except as
provided in paragraph (2), the partial tax
imposed by subsection (a)(2) shall be the
lesser of—

“(A) the aggregate of the taxes attributa-
ble to the amounts deemed distributed under
section 666 had they been included in the
gross income of the beneficiary on the last
day of each respective preceding taxable
year, or

“(B) the tax determined by multiplying,
by the number of preceding taxable years of
the trust, on the last day of which an amount
is 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 each of the beneficiary's 3
taxable years immediately preceding the year
of the accumulation distribution by adding
to the income of each of such years an
amount determined by dividing the amount
deemed distributed under section 668 and re-
quired to be included in income under sub-
section (a) by such number of preceding tax-
able years of the trust,

less an amount equal to the amount of taxes
deemed distributed to the beneficiary under
sections 666 (b) and (c).

“(2) SPECIAL RULES,—

“(A) If a beneficiary was not in existence
on the last day of a preceding taxable year
of the trust with respect to which a distribu-
tlon is deemed made under section 666(a),
the partial tax under either paragraph (1)
(A) or (1) (B) shall be computed as if the
beneficiary were in existence on the last day
of such year on the basis that the beneficiary
had no gross income (other than amounts
deemed distributed to him under sections
666 and 669 by the same or other trusts)
and no deductions for such year.

“(B) The partial tax shall not be computed
under the provisions of subparagraph (B) of
paragraph (1) if, in the same prior taxable
year of the beneficiary in which any part of
the accumulation distribution is deemed un-
der section 666(a) to have been distributed
to such beneficiary, some part of prior ac-
cumulation distributions by each of two or
more other trusts is deemed under sectlon
666(a) to have been distributed to such
beneficiary.

“(C) If the partial tax is computed under
paragraph (1) (B), and the amount of the
undistributed net income deemed distributed
in any preceding taxable year of the trust is
less than 25 percent of the amount of the
accumulation distribution divided by the
number of preceding taxable years to which
the accumulation distribution is allocated
under section 666(a), the number of pre-
ceding taxable years of the trust with re-
spect to which an amount is deemed distrib-
uted to a beneficlary under section 666(a)
shall be determined without regard to such
year.

“(3) EFFECT OF OTHER ACCUMULATION DIS-
TRIBUTIONS AND CAPITAL GAIN DISTRIBUTIONS.—
In computing the partial tax under para-
graph (1) for any beneficlary, the income of
such beneficiary for each of his prior taxable
years—

“(A) shall include amounts previously
deemed distributed to such beneficlary In
such year under section 666 or 669 as a result
of prior accumulation distributions or capital
gain distributions (whether from the same or
another trust), and
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“(B) shall not include amounts deemed
distributed to such beneficlary in such year
under section 669 as a result of a capital gain
distribution from the same trust in the cur-
rent year.

*(4) MULTIPLE DISTRIBUTIONS IN THE SAME
TAXABLE YEAR—In the case of accumulation
distributions made from more than one trust
which are includible in the income of a bene-
ficiary in the same taxable year, the distribu-
tions shall be deemed to have been made
consecutively in whichever order the bene-
ficlary shall determine.

“(5) INFORMATION REQUIREMENTS WITH RE-
SPECT TO BENEFICIARY .—

“(A) Except as provided In subparagraph
(B), the partial tax shall not be computed
under the provisions of paragraph (1) (A)
unless the beneficiary supplies such informa-
tion with respect to his income, for each tax-
able year with which or in which ends a tax-
able year of the trust on the last day of which
an amount is deemed distributed under sec-
tion 666(a), as the Secretary or his delegate
prescribes by regulations.

“(B) If by reason of paragraph (2) (B) the
provisions of paragraph (1) (B) do not apply,
the determination of the amount of the
beneficlary’s income for a taxable year for
which the beneficiary has not supplied the
information required under subparagraph
(A) shall be made by the Secretary or his
delegate on the basis of information available
to him.

“SEec., 669. TREATMENT OF CAPITAL GaIN
DeEEMED DISTRIBUTED IN PRE-
CEDING YEARS,

“{a) AMOUNT ALLOCATED.—In the case of a
trust which is not required to distribute all
of its Income currently, the amount of a
capital gain distribution of such trust for a
taxable year shall be deemed to be an amount
properly pald, credited, or required to be dis-
tributed on the last day of each of the pre-
ceeding taxable years, commencing with the
earliest of such years, to the extent that such
amount exceeds the total of any undistrib-
uted capital gain for all earlier preceding
taxable years. The amount deemed to be
distributed In any such preceding taxable
year under the preceding sentence shall not
exceed the undistributed capital gain for
such preceding taxable year. For purposes of
this subsection, undistributed capital gain
for each of such preceding taxable years
shall be computed without regard to such
capital gain distribution and without regard
to any capital gain distribution determined
for any succeeding taxable year.

“(b) Tax onN DisTrIBUTION.—The partial
tax imposed by section 668(a) (3) shall be the
lesser of—

“(1) the aggregate of the taxes attribut-
able to the amounts deemed distributed
under this section, had such been included
in the gross income of the beneficiary on the
last day of each respective preceding taxable
year, or

“(2) the tax determined by multiplying
by the number of preceding taxable years of
the trust, on the last day of which net gains
from the sale or exchange of capital assets
are deemed under subsection (a) to have
been distributed, the average of the increase
in tax attributable to recomputing the bene-
ficlary’s gross income for each of the bene-
ficlary's 3 taxable years immediately preced-
ing the year of the capital gain distribution
by adding to the income of each of such
years on amount determined by dividing the
total of the amounts deemed distributed
under this section and required to be in-
cluded In income under section 668(a) by
such number of preceding taxable years of
the trust,

less an amount equal to the amount of taxes
deemed distributed to the beneficlary under
subsections (d) and (e) which are attrib-
utable to the capital gain distribution.

*“(3) ErFecT OF OTHER DISTRIBUTIONS; SPE~
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ciAL. RULES, Erc.—In computing the partial
tax under subsection (b) for any beneficiary,
the income of such beneficiary for each of his
prior taxable years—

“{1) shall include amounts previously
deemed distributed to such beneficlary Iin
such year under section 666 or 660 as a re-
sult of prior accumulation distributions or
capital gain distributions (whether from the
same or another trust), and

“(2) shall include amounts deemed dis-

tributed to such beneficiary in such year un-
der section 666 as a result of an accumula-
tion distribution from the same trust in the
current year.
Under regulations prescribed by the Secretary
or his delegate, rules similar to the rules
provided by paragraphs (2), (4), and (5) of
section 668(b) shall be applied for purposes
of this section.

“(d) ToranL TaxeEs DEEMED DISTRIBUTED.—
If any portion of a capital gain distribution
for any taxable year is deemed under sub-
section (a) to be an amount properly paid,
credited or required to be distributed on the
last day of any preceding taxable year, and
such portion of such capital gain distribution
is not less than the undistributed capital
gain for such preceding taxable year, the
trust shall be deemed to have properly dis-
tributed on the last day of such preceding
taxable year an additional amount. Such ad-
ditional amount shall be equal to the taxes
imposed on the trust for such preceding tax-
able year attributable to such undistributed
capital gain. For purposes of this subsection,
the undistributed capital gain and the taxes
imposed on the trust for such preceding
taxable year attributable to such gain shall
be computed without regard to such capital
gain distribution and without regard to any
capital gain distribution determined for any
succeeding taxable year.

“(e) PrRo RaTa PorTION OF TAXES DEEMED
DisTRIBUTED.—If any portion of a capital gain
distribution for any taxable year is deemed
under subsection (a) to be an amount prop-
erly paid, credited, or required to be dis-
tributed on the last day of any preceding
taxable year and such portion of the capi-
tal gain distribution is less than the undis-
tributed capital gain for such preceding tax-
able year, the trust shall be deemed to have
properly distributed on the last day of such
preceding taxable year an additional amount.
Such additional amount shall be equal to the
taxes imposed on the trust for such taxable
year attributable to such undistributed capl-
tal gain multiplied by the ratio of the portion
of the capital gain distribution to the undis-
tributed caiptal gain of the trust for such
year. For purposes of this subsection, the un-
distributed capital gain and the taxes im-
posed on the trust for such preceding taxable
year attributable to such gain shall be com-
puted without regard to the capital gain dis-
tribution and without regard to any capital
gain distribution determination for any suc-
ceeding taxable year.

“(f) CHARACTER OF CAPITAL GAIN.—For pur-
poses of this section, the character of the
capital gain of a trust for any taxable year
with respect to a beneficlary shall be the
same as it was with respect to the trust.”

(b) DISTRIBUTIONS IN FIRST BIXTY-FIVE
Days oF TaxasLE YeEar.—Section 663(b) (2)
(relating to limitation on sixty-five day rule)
is amended to read as follows:

“(2) LimrraTioNn.—Paragraph (1) shall ap-
ply with respect to any taxable year of a trust
only if the fiduclary of such trust elects, in
such manner and at such time as the Secre-
tary or his delegate prescribes by regula-
tions, to have paragraph (1) apply for such
taxable year.”

(c) Excessive Creprrs—Section 6401(b)
(relating to excessive credits) is amended—

(1) by striking out “UnpEr Sectrions 31
aND 39" in the heading of such section;

(2) by striking out “and 39 (relating” in
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the text of such section and inserting in lleu
thereof “, 39 (relating"; and

(3) by inserting after “lubricating oil)" in
the text of such section “and 667(b) (relat-
ing to taxes paid by certain trusts)”.

(d) EFFECTIVE DATE.—

(1) GenNeraL RULE.—Except as otherwise
provided In this subsection, the amendments
made by this section shall apply to taxable
years beginning after December 31, 1868.

(2) EXCEPTIONS.—

(A) Amounts pald, credited, or required
to be distributed by a trust (other than a
foreign trust created by a United States per-
son) on or before the last day of a taxable
year of the trust beginning before January 1,
1974, shall not be deemed to be accumula-
tion distributions to the extent that such
amounts were accumulated by a trust in tax-
able years of such trust beginning before
January 1, 18060, and would have been ex-
cepted from the definition of an accumula-
tion distribution by reason of paragraphs (1),
(2), (3), or (4) of section 665(b) of the
Internal Revenue Code of 1854, as in effect
on December 31, 1968, if they had been dis-
tributed on the last day of the last taxable
year of the trust beginning before January 1,
1969.

(B) For taxable years of a trust beginning
before January 1, 1970, the first sentence
of section 666(a) of the Internal Revenue
Code of 1954 (as amended by this section)
shall not apply, and the amount of the
accumulation distribution of the trust for
such taxable years shall be deemed to be an
amount within the meaning of paragraph
(2) of section 661(a) distributed on the last
day of each of the preceding taxable years
to the extent that such amount exceeds the
total of any undistributed net Income for
any taxable years intervening between the
taxable year with respect of which the accu-
mulation distribution 1s determined and
such preceding taxable year.

(C) In the case of a trust which was in
existence on December 31, 1969, section 669
of the Internal Revenue Code of 1954, as
amended by this section, shall not apply to
capital gain distributions made to a bene-
ficiary before January 1, 1972, If the bene-
ficiary receives capital gain distributions
from more than one such trust before Jan-
uary 1, 1972, the preceding sentence shall
apply to capital gain distributions from only
one of such trusts, such one to be designated
by the taxpayer in accordance with regula-
tions prescribed by the Secretary or his del-
egate. For purposes of the preceding sen-
tence, capital gain distributions recelved
from a trust qualifying under section 2056
(b) (5) of the Internal Revenue Code of 1954
by a surviving spouse (who is the beneficiary
of only one such trust) shall be disregarded.
B8ec. 332. TrusT INCOME FOR BENEFIT OF A

SPOUSE.

(a) INcoME FOR BENEFIT OF GRANTOR'S
SPOUSE.—

(1) Paragraphs (1), (2), and (3) of sec-
tlon 677(a) (relating to income for benefit
of grantor) are amended by striking out “the
grantor” each place it appears and inserting
in lieu thereof “the grantor or the grantor's
spouse”,

(2) Section 677(b) is amended by striking
out “beneficiary” and Inserting in lieu thereof
“beneficiary (other than the grantor's
spouse) ".

(b) ErrecTivE DaTe—The amendments
made by subsection (a) shall apply in respect
of property transferred in trust after Octo-
ber 9, 1968.

TITLE IV—ADJUSTMENTS PRIMARILY
AFFECTING CORPORATIONS
SuBTITLE A—MULTIPLE CORPORATIONS

Sec. 401, MULTIPLE CORPORATIONS,

(a) IN GENERAL.—

(1) Section 1561 (relating to surtax exemp-
tions in case of certaln controlled corpora-
tions) is amended to read as follows:
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“Sge, 1561, LIMITATIONS ON CERTAIN MULTIPLE
Tax BENEFITS IN THE CASE OF
CERTAIN CONTROLLED CORPORA-
TIONS.

“{a) GENERAL RULE—The component mem-
bers of a controlled group of corporations on
a December 31 shall, for their taxable 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 life insurance companies
under sections 804(a) (4) and 808(d) (10).
The amount specified in paragraph (1) shall
be divided equally among the component
members of such group on such December 31
unless all of such component members con-
sent (at such time and in such manner as
the Secretary or his delegate shall by regula-
tions 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 Secre-
tary or his delegate prescribes regulations
permitting an unequal allocation of such
amounts.

“(b) CerTAIN SHORT TAXABLE YEARS.—IT 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
11(d),

‘(‘(2) the amount to be used in computing
the accumulated earnings credit under sec-
tion 535(c) (2) and (3),and

“(8) 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) Bectlon 1562 (relating to privilege of
groups to elect multiple surtax exemptions)
is repealed.

(8) The table of sections for part IT of sub-
chapter B of chapter 6 is amended by strik-
ing out the items relating to sections 1561
and 15662 and inserting in lieu thereof the
following:

“Sec, 1661. Limitations on certaln multiple
tax benefits in the case of cer-
tain controlled corporations.”

(b) TrRANSITIONAL RULES FOR CONTEOLLED
GRrOUPS 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:

“Sgc. 15664, TRANSTIONAL RULES IN THE CASE
oF CERTAIN CONTROLLED CoR-
PORATIONS.

“(a) LIMITATION ON ADDITIONAL BENE-
FITS.—

“(1) IN GENERAL—WIth respect to any
December 21 after 1969 and before 1975, the
amount of—

“(A) each additional $25,000 surtax ex-
emption 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 in-
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surance 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
December 31 shall be reduced to the amount
set forth in the following schedule:

Amount
under sec. business
535(c) 52) deduction

and (3) limitation

Small

““Taxable years
including—

Dec. 31, 1970

Dec. 31, 1971 .

Dec. 31, 1972_ _

Dec. 31, 1973. . -
Dec. 31,1974 . ...

Surtax
exemption

$20, 833
7

16, 66’

12, 500
8,333
4,167

$83,333

66, 667
, 000
33,333
16, 667

“(2) ELECcTION.—WIith respect to any De-
cember 31 after 1969 and before 1975, the
component members of a controlled group
of corporations shall elect (at such time and
in such manner as the Secretary or his dele-
gate shall by regulations prescribe) which
component member of such group shall be
allowed for its taxable year which includes
such December 31 the surtax exemption, the
amount under section 535(c) (2) and (3),
or the small business deduction limitation
which is not reduced under paragraph (1).

“(b) DivipExNps RECEIVED BY CORPORA-
TIONS.—

“(1) GENERAL RULE—If—

“(A) an election of a controlled group of
corporations (as defined In paragraph (1),
or in so much of paragraph (4) as relates to
paragraph (1), of section 1563(a)) under
section 1562(a) (relating to privilege of a
controlled group of corporations to elect to
have each 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 taxable year of each compcnent mem-
ber of such group which includes December
31, 1969,
then, with respect to a dividend distributed
on or before December 31, 1977, out of earn-

defined in section 243(b) (5)) in the manner
set forth in paragraph (2).

“(2) SPECIAL RULES.—

“(A) An election under section 243(b) (2)
may be made for a taxable year which in-
cludes a December 31 after 1969 and before
1975, notwithstanding that an election under)
section 1562(a) is in effect for the taxable
year.

“(B) Section 243(b) (1) (B)(i1) shall not|
apply with respect to a dividend distribute
on or before December 31, 1977, out of earn-
ings and profits of a taxable year which in-
cludes a December 31 after 1969 and before
19756 for which an election under section
1562(a) Is in effect, and in lieu of the per
centage specified in section 243(a)(3) with
respect to such dividend, the percentage
shall be the percentage set forth in the fol
lowing schedule:

“If the dividend is distrib-
uted out of the earn-
ings and profits of the
distributing corpora-
tion's taxable year The percentagg
which includes— shall be—

December 31, 1972
December 31, 1973
December 31, 1974

“(C) For taxable years which include 4
December 31 after 19690 for which an elec
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tion under section 1562(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
year beginning after December 31, 1969, and
ending before December 31, 1974, 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 year (deter-
mined 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 day of such taxable year

were the nearest December 81 to such day.”

(2) (A) The first 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 exemption for
such taxable year™.

(B) Section 11(d) is amended by striking
out “section 1561 and inserting in lieu
thereof “section 1561 or 1564".

(C) BSection 535(c)(5) is amended by
striking out “section 1551" and inserting in
lieu thereof “section 1551, and for limitation
on such credit in the case of certaln con-
trolled corporations, see sectlon 1561 and
1564".

(D) Section 804 is amended by adding after
subsection (c¢) the following new subsection:

*“(d) Cross REFERENCE.—

“For reduction of the $25,000 amount pro-
vided in subsection (a)(4) in the case of
certain controlled corporations, see sections
1561 and 1564."

(E) The table of sections for part II of sub-
chapter B of chapter 6 is amended by adding
at the end thereof the following:

“Sec, 15664. Transitional rules In the case of
certain controlled corpora-
tions.”

(c) BROTHER-SISTER CONTROLLED GROUPS.—
Sectlon 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 BO percent of the total com-
bined voting power of all classes of stock
entitled to vote or at least B0 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 per-
cent of the total value of shares of all
classes of stock of each corporation, taking
into account the stock ownership of each
such person only to the extent such stock
ownership is identical with respect to each
such corporation.”

(d) ExXCLUDED STOCKE RULES.—

(1) Section 1563(c) (2) (A) is amended by
striking out “or” at the end of clause (ii);
by striking out “stock.” at the end of clause
(1) and inserting in lieu thereof “stock,
or”; and by 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 char-
itable organizations which are exempt from
tax) applies and which is controlled di-
rectly or indirectly by the parent corporation
or subsidiary corporation, by an individual,
estate, or trust that is a principal stock-
holder (within the meaning of clause (i1))
of the parent corporation, by an officer of the
parent corporation, or by any combination
thereof.”

(2) Section 1563(c) (2) (B) 1s amended—

(A) by striking out “a person who is an
individual, estate, or trust (referred to in
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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 subparagraph as
‘common owners') own'";

(B) by striking out “or"” at the end of
clause (1);

(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 fol-
lowing new clause:

“(ili) stock In such corporation owned
(within the meaning of tubsection (d)(2))
by an organization to which section 501 (re-
lating to certain educational and charitable
organizations which are exempt from tax)
applies and which is controlled directly or
indirectly by such corporation, by an in-
dividual, estate, or trust that is a principal
stockholder (within the meaning of sub-
paragraph (A) (1)) of such corporation, by
an officer of such corporation, or by any com-
bination thereof.”

(e) INVESTMENT CREDIT.—

(1) Section 46(a) (5) is amended to read
as follows:

*{5) ConNTROLLED 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 regula-
tions prescribe. For purposes of the preceding
sentence, the term ‘controlled group’ has the
meaning assigned to such term by section
1563(a).”

(2) Section 48(c)(2)(C) iz 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 reduced
for each component member of the group by
apportioning $50,000 among the component
members of such group in accordance 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 sectlon 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 to read
as follows:

“(2) if such property Is leased by a cor-
poration which is a component member of
a controlled group (within the meaning of
section 46(a)(5)) to another corporation
which is & component member of the same
controlled group, the basis of such property
to the lessor.”

(f) ApDITIONAL FIRST-YEAR DEPRECIATION.—
Section 179(d) is amended—

(1) by amending paragraph (2) (B) to read
as follows:

“(B) the property is not acquired by one
component member of a controlled group
from another component member of the same
controlled group, and’’; and

(2) by amending paragraphs (6) and (7)
to read as follows:

“(6) DOLLAR LIMITATION OF CONTROLLED
GROUP.—For purposes of substitution (b) of
this section—

“(A) all component members of a con-
trolled group shall be treated as one tax-
payer, and

“{B) the Becretary 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.
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“(7) CONTROLLED GROUP DEFINED.—For pur-
poses of paragraphs (2) and (6), the term
‘controlled group’ has the meaning assigned
to it by sectlon 1563(a); except that, for such
purposes, 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) RETROACTIVE TERMINATION OF SECTION
1562 ELecTioNs.—If an affiliated group of cor-
porations makes a consolidated return for the
taxable year which includes December 31,
1970 (hereinafter in this subsection referred
to as 1970 consolidated return year"), then
on or before the due date prescribed by law
(including any extensions thereof) for filing
such consolidated return such affiliated group
of corporations may terminate the election
under section 1562 of the Internal Revenue
Code of 1954 with respect to any prior De-
cember 31 which is included in a taxable year
of any of such corporations from which there
is a net operating loss carryover to the 1970
consolidated return year. A termination of an
election under this subsection shall be valid
only if it meets the requirements of sections
1662(¢c) (1) and 1962(e) of such Code (other
than making the termination before the ex-
piration of the 3-year period specified in sec-
tion 1562(e) ).

(h) EFFECTIVE DATES.—

(1) The amendments made by subsection
(a) shall apply with respect to taxable years
beginning after December 31, 1974.

(2) The amendments made by subsection
(b) shall apply with respect to taxable years
beginning after December 31, 1969.

(3) The amendments made by subsections
(c), (d), (e), and (1) shall apply with respect
to taxable years ending on or after December
31, 1870.

SusBTITLE B—DEBT-FINANCED CORPORATE AC-
QUISITIONS AND RELATED PROBLEMS
Sec. 411, INTEREST ON INDEBTEDNESS INCURRED

BY CORPORATION To ACQUIRE STOCK OR

ASSETS OF ANOTHER CORPORATION.

(a) DisaLLOWANCE oOF INTEREST DEDUC-
TIoN.—Part IX of subchapter B of chapter 1
(relating to items mnot deductible) is
amended by adding at the end thereof the
following new section:

“Sec, 279. INTEREST ON INDEBTEDNESS INCURRED
BY CORPORATION TO ACQUIRE STOCK OR
ASSETS OF ANOTHER CORPORATION.

“(a) GENERAL RULE.—No deduction shall
be allowed for any interest paid or incurred
by a corporation during the taxable year
with respect to its corporate acquisition in-
debtedness to the extent that such interest
exceeds—

“(1) $5,000,000, reduced by

*(2) the amount of interest pald or in-
curred by such corporation during such year
on obligation (A) issued after December 31,
1967, to provide consideration for an acqui-
sition described in paragraph (1) of subsec-
tion (b), but (B) which are not corporate
acquisition indebtedness.

“(b) CORPORATE 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 after October 9, 1969, by
a corporation (hereinafter in this section re-
ferred to as ‘lssuing corporation') if—

*(1) such obligation 1s issued to provide
consideration for the acquisition of—

“(A) stock in another corporation (here-
inafter in this section referred to as ‘acquired
corporation’), or

“(B) assets of another corporation (here-
inafter in this section referred to as 'acquired
corporation’) pursuant to a plan under which
at least two-thirds (in value) of all the as-
sets (excluding money) used in trades and
businesses carried on by such corporation
are acquired,

“(2) such obligation is either—
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“(A) subordinated to the claims of trade
creditors of the issuing corporation generally,
or

“{B) expressly subordinated in right of
payment to the payment of any substantial
amount of unsecured indebtedness, whether
outstanding or subsequently lssued, of the
issuing corporation.

“(3) the bond or other evidence of indebt-
edness 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 sub-
section (¢) (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)).

“(e) RULES FOR APPLICATION OF SUBSEC-
Tio8 (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 is other 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—

“{i{) the issuing corporation only, if clause
(ii) does not apply, or

“(i1) 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 paragraph (1), computed
without reduction for—

“(1) interest paid or incurred,

“(ii) depreciation or amortization allowed
under this chapter,

“(111) llability for tax under this chapter,
and

“(iv) distributions to which section 301
(e) (1) applies (other than such distributions
from the acquired to the issuing corpora-
tion),
and reduced to an annual average for such
3-year period pursuant to regulations pre-
seribed 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 corporation.

“(4) ANNUAL INTEREST TO BE PAID OR IN-
currED.—The term ‘annual interest to be paid
or incurred’ means—

“(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 out-
standing, or

“(B) if projected earnings are determined
under clause (i) of paragraph (3)(A), the
annual interest to be pald or incurred by
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both the issuing corporation and the aec-
quired corporation, determined by reference
to their combined total Indebtedness out-
standing.

'“(5) SPECIAL RULES FOR BANKS AND LENDING
OR FINANCE COMPANIES.—With respect to any
corporation which is a bank (as defined in
section 6581) or is primarily engaged in a
lending or finance business—

“{A) in determining under paragraph (2)
the ratio of debt to equity of such corpora-
tion (or of the affillated group of which such
corporation is a member), the total indebt-
edness of such corporation (and the assets
of such corporation) shall be reduced by an
amount equal to the total indebtedness
owed to such corporation which arises out
of the banking business of such corporation
or out of the lending or finance business of
such corporation, as the case may be;

“(B) in determining under paragraph (4)
the annual interest to be paid or incurred by
such corporation (or by the issuing and
acquired corporations referred to in para-
graph (4) (B) or by the affiliated group of
which such corporation is a member) the
amount of such interest (determined with-
out regard to this paragraph) shall be re-
duced by an amount which bears the same
ratio to the amount of such interest as the
amount of the reduction for the taxable
year under subparagraph (A) bears to the
total indebtedness of such corporation; and

“(C) in determining under paragraph (3)
(B) the average annual earnings, the
amount of the earning and profits for the
3-year period shall be reduced by the sum
of the reductions under subparagraph (B)
for such period.

For purposes of this paragraph, the term
‘lending or finance business’ means & busi-
ness of making loans or purchasing or dis-
counting accounts receivable, notes, or in-
stallment obligations.

“(d) TAXABLE YEARS TO WHICH APPLICA-
BLE—In applying this section—

“(1) PIRST YEAR OF DISALLOWANCE—The
deduction of interest on any obligation shall
not be disallowed under subsection (a) be-
fore the first taxable year of the issuing cor-
poration as of the last day of which the ap-
plication of either subparagraph (A) or
subparagraph (B) of subsection (b)(4) re-
sults in such obligation being corporate ac-
quisition indebtedness.

*(2) GENERAL RULE FOR SUCCEEDING YEARS.—
Except as provided in paragraphs (3), (4).
and (5). if an obligation is determined to be
corporate acquisition indebtedness as of the
last day of any taxable year of the lssuing
corporation, it shall be corporate acquisition
indebtedness for such taxable year and all
subsequent taxable years.

“(3) REDETERMINATION WHERE CONTROL,
ETC., 18 ACQUIRED.—If an obligation is deter-
mined to be corporate acquisition indebted-
ness as of the close of a taxable year of the
issuing corporation in which clause (1) of
subsection (e) (3) (A) applied, but would not
be corporate acquisition indebtedness if the
determination were made as of the close of
the first taxable year of such corporation
thereafter In which clause (i1) 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,

““(4) SPECIAL 3-YEAR RULE.—If an obligation
which has been determined to be corporate
acquisition indebtedness for any taxable year
would not be such indebtedness for each of
any 3 consecutive taxable years thereafter if
subsection (b) (4) were applied as of the
close of each of such 3 years, then such ob-
ligation shall not be corporate aecquisition
indebtedness for all taxable years after such
3 consecutive taxable years.

“(5) 5 PERCENT STOCK RULE.—In the case of
obligations issued to provide consideration
for the acquisition of stock in another cor-
poration, such obligations shall be corporate

December 22, 1969

acquisition indebtedness for a taxable year
only if at some time after October 9, 1969,
and before the close of such year the issuing
corporation owns 5 percent or more of the
total combined voting power of all classes of
stock entitled to vote of such other corpora-
tion,

“{e) CERTAIN NONTAXABLE TRANSACTIONS.—
An acquisition of stock of a corporation of
which the issuing corporation is in control
(as defined In section 368(c)) in a transac-
tion in which gain or loss is not recognized
shall be deemed an acquisition described in
paragraph (1) of subsection (b) only if im-
mediately before such transaction (1) the
acquired corporation was In existence, and
(2) the issuing corporation was not in con-
trol as (defined in section 368(c)) of such
corporation.

“(f) EXEMPTION FOR CERTAIN ACQUISITIONS
oF FOREIGN CORPORATIONS.—For purposes of
this section, the term ‘corporate acquisition
indebtedness' does not include any indebted-
ness issued to any person to provide consid-
eration for the acquisition of stock in, or
assets of, any foreign corporation substan-
tially all of the income of which, for the 3-
year period ending with the date of such ac-
quisition or for such part of such period
as the foreign corporation was in existence, 1s
from sources without the United States.

“(g) ArriLiaTEp 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 of, projected earnings of,
and annual interest to be paid or incurred by
any corporation (other than the issuing cor-
poration determined without regard to this
subsection) shall be included in the deter-
minations required under subparagraphs (A)
and (B) of subsection (b) (4) as of any day
only if such corporation 1s a member of the
affillated group on such day, and, in deter-
mining projected earnings of such corpora-
tion under subsection (c) (3), there shall be
taken into account only the earnings and
profits of such corporation for the period dur-
ing which it was a member of the affiliated
group. For purposes of the preceding sen-
tence, the term ‘affillated group’ has the
meaning assigned to such term by section
1504(a), except that all corporations other
than the acquired corporation shall be
treated as includible corporations (without
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 sectlon—

“(1) Any extenslon, renewal, or refinanc-
ing of an obligation evidencing a preexisting
indebtedness shall not be deemed to be the
issuance of a new obligation,

“(2) Any obligation which is corporate ac-
quisition indebtedness of the issuing corpo-
ration is also corporate acquisition indebted-
ness of any corperation which becomes liable
for such obligation as guarantor, endorser, or
indemnitor or which assumes liability for
such obligation in any transaction.

“(1) CerTAIN OBLIGATIONS ISSUED AFTER
OcTtoBer 9, 1969.—For purposes of this sec-
tion, an obligation shall not be corporate
acquisition indebtedness if issued after Octo-
ber 9, 1969, to provide consideration for the
acquisition of—

*{1) stock or assets pursuant to a binding
written contract which was in effect on Octo-
ber 9, 1969, and at all times thereafter before
such acquisition, or

““(2) stock in any corporation where the
issuing corporation, on October 9, 1969, and
at all times thereafter before such acquisi-
tion, owned at least 50 percent of the total
combined voting power of all classes of stock
entitled to vote of the acquired corporation.
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Paragraph (2) shall cease to apply when (at
any time on or after October 9, 1969) the
issuing corporation has acquired control (as
defined in section 368(c)) of the acquired
corporation.

“(J) EFFEcT oN OTHER PrOVISIONS.—NO in-
ference shall be drawn from any provision
in this section that any instrument desig-
nated as a bond, debenture, note, or certifi-
cate or other evidence of indebtedness by
its issuer represents an obligation or indebt-
edness of such issuer In applying any other
provision of this title.”

(b) CLErRICAL AMENDMENT.—The table of
sections for part IX of subchapter B of
chapter 1 is amended by adding at the end
thereof the following new item:

“Sec 27. Interest on indebtedness incurred
by corporation to acquire stock
or assets of another corpora-
tion."”

(c) ErrFEcTivE DaTE.—The amendments
made by this section shall apply to the de-
termination of the allowability of the dedi-
duction of interest pald or incurred with re-
spect to indebtedness incurred after October
9, 1969,

Sec. 412, INSTALLMENT METHOD.

(a) CERTAIN EVIDENCES OF INDEBTEDNESS
Deemep To BE PayMmenT.—Section 453(b)
(relating to sales of realty and casual sales
of perzonalty) is amended by adding at the
end thereof the following new paragraph:

“(3) PURCHASER EVIDENCES OF INDEBTED-
NESS PAYABLE ON DEMAND OR READILY TRAD-
ABLE—In applying this subsection, a bond
or other evidence of indebtedness which is
payable on demand, or which is issued by a
corporation or a government or political
subdivision thereof (A) with intere:t cou-
pons attached or in registered form (other
than one in registered form which the tax-
payer establishes will not be readily tradable
in an established securities market), or (B)

in any other form designed to render such

bond or other evidence of Indebtedness
readlily tradable in an established securities
market, shall not be treated as an evidence
of indebtedness of the purchaser.”

(b) ErfFecTiVE DaATE.—The amendment
made by subsection (a) shall apply to sales
or other dispositions occurring after May 27,
1969, which are not made pursuant to a
binding written contract entered into on or
before such date.

SEC. 413. BoNDs AND OTHER EVIDENCES OF
INDEBTEDNESS

(a) Bowps anp OTHER EvVIDENCES 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 in-
debtedness, 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) RETmEMENT.—Amounts received by
the holder on retirement of such bonds or
other evidences of indebtedness shall be con-
sidered as amounts recelved in exchange
therefor (except that in the case of bonds or
other evidences of indebtedness issued before
January 1, 1955, this paragraph shall apply
only to those issued with interest coupons
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 subpara-
graph (C), on the sale or exchange of bonds
or other evidences of indebtedness issued by
& corporation after May 27, 1969, held by the
taxpayer more than 6 months, any galn
realized shall (except as provided in the fol-
lowing sentence) be considered gain from
the sale or exchange of a caplital asset held
for more than 6 months. If at the time of
original issue there was an intention to call
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the bond or other evidence of indebtedness
before maturity, any gain realized on the
sale or exchange thereof which does not ex-
ceed an amount equal to the original issue
discount (as defined in subsectlon (b)) re-
duced by the portion of original issue dis-
count previously includible in the gross in-
come of any holder (as provided in para-
graph (3) (B)) shall be considered as gain
from the sale or exchange of property which
is not a capital asset.

**(B) CORPORATE BONDS ISSUED ON OR BEFORE
MAY 27, 1969, AND GOVERNMENT BONDS.—EX-
cept as provided in subparagraph (C), on
the sale or exchange of bonds or other evi-
dences of indebtedness issued by a govern-
ment or political subdivision thereof after
December 21, 1954, or by a corporation after
December 31, 1954, and on or before May 27,
1969, held by the taxpayer more than 6
months, any gain realized which does not
exceed—

“(1) an amount equal to the original issue
discount (as defined in subsection (b)), or

“(i1) if at the time of original issue there
was no intention to call the bond or other
evidence of indebtedness before maturity, an
amount which 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 maturity,

shall be considered as gain from the sale or
exchange of property which is not a capital
asset. Galn in excess of such amount shall
be considered gain from the sale or exchange
of a capital asset held more than 6 months.

“(C) Exceprions—This paragraph shall
not apply to—

“(1) obligations the interest on which is
not includible in gross income under section
103 (relating to certain governmental ob-
ligations), or

*“(ii) any holder who has purchased the
bond or other evidence of indebtedness at a
premium,

“(D) DoOUBLE INCLUSION IN INCOME NOT RE-
QUuIRED,—This section shall not require the
inclusion of any amount previously includi-
ble 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 accordance 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 (6)) 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 where a
bond or other evidence of indebtedness is ac-
quired on any other day, the ratable monthly
portion of original issue discount for the
complete month in which such acquisition
occurs shall be allocated between the trans-
feror and the transferee in accordance with
the number of days in such complete month
each held the bond or other evidence of in-
debtedness.

“(B) REDUCTION IN CASE OF ANY SUBSE-
QUENT HOLDER.—For purposes of this para-
graph, the ratable monthly portion of origi-
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nal issue discount shall not include an
amount, determined at the time of any pur-
chase after the original issue of such bond
or other evidence of indebtedness, equal to
the excess of—

*(i) the cost of such bond or other evi-
dence of Indebtedness incurred by such
holder, over

“(i1) the issue price of such bond or other
evidence of Iindebtedness 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 maturity
date of such bond or other evidence of in-
debtedness.

“(C) PurcHASE DEFINED.—For purposes of
subparagraph (B), the term ‘purchase’
means any acquisition of a bond or other
evidence of indebtedness, but only if the
basis of the bond 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) ExceprioNs.—This paragraph shall
not apply to any holder—

“(1) who has purchased the bond or other
evidence of indebtedness at a premium, or

“(11) which is a life insurance company to
which section 818(b) applies.

“(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) Issur PricE.—Section 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
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 ele-
ments 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 described In this
paragraph (other than a bond or other evi-
dence of indebtedness or an investment unit
issued pursuant to a plan of reorganization
within the meaning of section 368(a) (1) or
an insoclvency reorganization within the
meaning of section 371, 373, or 374), which
is issued for property and which—

“(A) is part of an issue a portion of which
is traded on an established securities mar-
ket, or

“(B) is issued for stock or securities which
are traded on an established securities mar-
ket,
the issue price of such bond or other evidence
of indebtedness or investment unit, as the
case may be, shall be the fair market value
of such property. Except in cases to which
the preceding sentence applies, the issue
price of a bond or other evidence of indebted-
ness (whether or not issued as a part of an
investment unit) which is issued for property
(other than money) shall be the stated re-
demption price at maturity.”

(c) REQUIREMENT OF REPORTING—Section
6048(a) (1) (relating to requirements of re-
porting interest) is amended to read as
follows:

“(1) IN GENERAL.—Every person—

“{A) who makes payments of interest (as
defined in subsection (b)) aggregating $10
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or more to any other person during any cal-
endar year,

“(B) who recelves payments of interest as
& nominee and who makes payments aggre-
gating 810 or more during any calendar year
to any other person with respect to the in-
terest so recelved, or

“(C) which is a corporation that has out-
standing any bond, debenture, note, or cer-
tificate or other evidence of indebtedness in
registered form as to which there is during
any calendar year an amount of original is-
sue discount aggregating $10 or more in-
cludible in the gross income of any holder
under section 1232(a)(3) without regard to
subparagraph (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 aggregate
amount includible in the gross income of any
holder and the name and address of the per-
son to whom paid or such holder.”

(d) StarEmENTS To BE FURNISHED TO PER-
soNs WrrH ResPEct TO WHOM INFORMATION
Is FornisHED.—Section 6049(c) (relating to
statements to be furnished to persons with
respect to whom Iinformation is furnished)
is amended to read as follows:

“(¢) SratemeEnTs To Be FURNISHED TO
PersoNs WirH RespEcT TO WHOM INFORMA-
rion Is FurNisHED—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 persons 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 re-
turn under subsection (a) (1) was made. No
statement shall be required to be furnished
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 with respect to subparagraph (A), (B),
or (C), as the case may be, of subsection (a)
(1) is less than $10.”

(e) ErrFecTive DaTE—The amendments
made by this section shall apply with respect
to bonds and other evidences of indebted-
ness issued after May 27, 1969 (other than
evidences of indebtedness issued pursuant
to a written commitment which was binding
on May 27, 1969, and at all times thereafter).

SEec. 414. LIMITATION ON DEDUCTION OF BOND
PREMIUM ON REPURCHASE.

(a) LimaTATION ON DEDUCTION OF BOND
PREMIUM ON REPURCHASE.—Part VIII of sub-
chapter B of chapter 1 (relating to special
deductions for corporations) is amended by
adding at the end thereof the following new
section:

“Sec. 249. LimiTATION ON DEDUCTION ON BOND
PREMIUM ON REPURCHASE.

“(a) GeEneERaL RurLE—No deduction shall
be allowed to the issuing corporation for any
premium paid or incurred upon the repur-
chase of a bond, debenture, note, or certifi-
cate or other evidence of Indebtedness
which is convertible into the stock of the
issuing corporation, or a corporation in con-
trol of, or controlled by, the issuing corpora-
tion, to the extent the repurchase price ex-
ceeds an amount equal to the adjusted issue
price plus a normal call premium on bonds
or other evidences of indebtedness which
are not convertible. The preceding sentence
shall not apply to the extent that the cor-
poration can demonstrate to the satisfaction
of the Secretary or his delegate that such
excess is attributable to the cost of borrowing
and is not attributable to the conversion
feature.
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“{b) SpecIAL RuLEs.—For purposes of sub-
section (a)—

“(1) ApJusTED ISSUE PRICE—The adjusted
issue price is the issue price (as defined in
section 1232(b)) Increased by any amount
of discount deducted before repurchase, or, in
the case of bonds or other evidences of in-
debtedness issued after February 28, 1913,
decreased by any amount of premium includ-
ed in gross income before repurchase by the
issuing corporation.

*(2) ConTrROL.—The term ‘control’ has the
meaning assigned to such ferm by section
368(c).”

(b) OCLERICAL 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¢) ErrFeEcTIVE DaATE.—The amendments
made by this section shall apply to a convert-
ible 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, but no inference shall be
drawn from the fact that section 249 of the
Internal Revenue Code of 1954 (as added by
subsection (a) of this section) does not ap-
ply to the repurchase of such convertible
bond or other convertible evidence of in-
debtedness.

SEC. 415. TREATMENT OF CERTAIN CORPORATE
INTERESTS AS STOCK OR INDEBTED-
NESS.

(&) In GENERAL—Subchapter C of Chapter
1 (relating to corporate distributions and ad-
justments) is amended by redesignating part
VI (relating to effective date of subchapter
C) as part VII and by inserting after part V
the following new part:

“PART VI—TREATMENT OF CERTAIN
CORPORATE INTERESTS AS STOCK OR
INDEBTEDNESS

“Sec. 385. Treatment of certain interests in
corporations as stock or Iin-
debtedness,

“SEC. 385. TREATMENT OF CERTAIN INTERESTS
IN CORPORATIONS AS STOCK OR
INDEBTEDNESS.

“{a) AvrHORITY To FPRESCRIBE REGULA-
TroNS—The Secretary or his delegate is au-
thorized to prescribe such regulations as may
be necessary or appropriate to determine
whether an interest in a corporation is to be
treated for purposes of this title as stock or
indebtedness.

“(b) Facrors.—The regulations prescribed
under this section shall set forth factors
which are to be taken into account in deter-
mining with respect to a particular factual
situation whether a debtor-creditor relation-
ship exists or a corporation-shareholder rela-
tionship exists. The factors so set forth in the
regulations may include among other factors:

“(1) whether there is a written uncondi-
tional promise to pay on demand or on a
specified date a sum certaln in money in
return for an adequate consideration in
money or money's worth, and to pay a fixed
rate of interest,

“(2) whether there is subordination to or
preference over any indebtedness of the cor-
poration,

“(3) the ratlo of debt to equity of the
corporation,

“(4) whether there Is convertiblllty into
the stock of the corporation, and

“(5) the relationship between holdings of
stock in the corporation and holdings of the
interest in question.”

(b) CrLErICAL AMENDMENT.—The table of
parts for subchapter C of chapter 1 is
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amended by striking out the last line and
inserting in lleu thereof the following:
“Part VI. Treatment of certain corporate in-
terests as stock or indebtedness.
“Part VII. Effective date of subchapter C."

SUuBTITLE C—STOCK DIVIDENDS

SEec. 421. STocK DIVIDENDS.

(A) In ceNErRaL.—Section 305 (relating to
distributions of stock and stock rights) is
amended to read as follows:

“Sec. 305. DISTRIBUTIONS OF STOCK AND STOCK
RIGHTS.

“(a) GenErRAL RULE—Except as otherwise
provided in this section, gross income does
not include the amount of any distribution
of the stock of a corporation made by such
corporation to its shareholders with respect
to its stock.

*(b) ExceEPTIONS.—Subsection (a) shall not
apply to a distribution by a corporation of its
stock, and the distribution shall be treated as
& 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 exerclsed before
or after the declaration thereof), payable
either—

“(A) in 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 share-
holders, and

“(B) an increase in the proportionate in-
terests of other shareholders in the assets or
earnings and profits of the corporation.

“(3) DISTRIBUTIONS OF COMMON AND PRE-
FERRED STOCK —If the distribution (or a series
of distributions of which such distribution
is one) has the result of—

“(A) the receipt of preferred stock by some
common shareholders, and

*(B) the receipt of common stock by other
common shareholders.

‘“(4) DISTRIBUTIONS ON PREFERRED STOCK.—
If the distribution is with respect to pre-
ferred stock, other than an increase in the
conversion ratio of convertible preferred
stock made solely to take account of a stock
dividend or stock split with respect to the
stock into which such convertible stock is
convertible.

“(5) DISTRIBUTIONS OF CONVERTIBLE PRE-
FERRED sTOCE.—If the distribution is of con-
vertible preferred stock, unless 1t is estab-
lished to the satisfaction of the Secretary or
his delegate that such distribution will not
have the result described in paragraph (2).

“{c) CERTAIN TrRANSACTIONS TREATED AS
DisTrieUTIONS.—For purposes of this section
and section 301, the Secretary or his delegate
shall prescribe regulations under which a
change in conversion ratio, a change in re-
demption price, a difference between re-
demption price and issue price, a redemp-
tlon which is treated as a distribution to
which section 301 applies, or any transaction
(including a recapitalization) having a sim=-
flar effect on the interest of any shareholder
shall be treated as a distribution with respect
to any shareholder whose proportionate in-
terest In the and profits or assets
of the corporation is increased by such
change, difference, redemption, or similar
transaction.

“{d) DEFINITIONS.—

“(1) RIGHTS TO ACQUIRE STOCK.—For pur-
poses of this section, the term ‘stock’ in-
cludes rights to acquire such stock.

*{2) SmareHOLDERS—For purposes of sub-
sections (b) and (c), the term ‘shareholder’
includes a holder of rights or of convertible
securities.

“(e) Cross REFERENCES.—

“For special rules—

(1) Relating to the receipt of stock and
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stock rights in corporate organizations and
reorganizations, see part III (sec. 351 and fol-
lowing) .

“(2) In the case of a distribution which
results in a gift, see section 2501 and fol-
lowing.

“{3) In the case of a distribution which
has the effect of the payment of compensa-
tion, see section 61(a) (1).”

(b) EFFECTIVE DATES—

(1) Except as otherwise provided In thls
subsection, the amendment made by subsec-
tion (a) shall apply with respect to distri-
butions (or deemed distributions) made
after January 10, 1969, in taxable years end-
ing after such date.

(2) (A) Section 305(b)(2) of the Internal
Revenue Code of 1954 (as added by subsec-
tion (a)) shall not apply to a distribution
(or deemed distribution) of stock made
before January 1, 1991, with respect to stock
(i) outstanding on January 10, 1969, (11)
issued pursuant to a contract binding on
January 10, 1969, on the distributing corpo-
ration, (ill) which is additional stock of that
class of stock which (as of January 10, 1969)
had the largest falr market value of all
classes of stock of the corporation (taking
into account only stock outstanding on Jan-
uary 10, 1969, or issued pursuant to a con-
tract binding on January 10, 1968), (iv) de-
scribed in subparagraph (C) (iil), or (v) is-
sued in a prior distribution deseribed in
clause (1), (i1), (ii1), or (iv).

(B) Subparagraph (A) shall apply only if—

(1) the stock as to which there is a re-
ceipt of property was outstanding on January
10, 1969 (or was issued pursuant to a con-
tract binding on January 10, 1969, on the
distributing corporation), and

(11) if such stock and any stock described
in subparagraph (A) (1) were also outstand-
ing on January 10, 1968, a distribution of
property was made on or before January
10, 1969, with respect to such stock, and a
distribution of stock was made on or before
January 10, 1969, with respect to such stock
described in subparagraph (A)(1).

(C) Subparagraph (A) shall cease to apply
when at any time after October 9, 1969, the
distributing corporation issues any of its
stock (other than in a distribution of stock
with respect to stock of the same class)
which is not—

(i) nonconvertible preferred stock,

(i1) additional stock of that class of stock
which meets the requirements of subpara-
graph (A) (iii), or

(iil) preferred stock which is convertible
into stock which meets the requirements of
subparagraph (A) (111) at a fixed conversion
ratio which takes account of all stock divi-
dends and stock splits with respect to the
stock into which such convertible stock is
convertible.

(D) For purposes of this paragraph, the
term “stock” includes rights to acquire such
stock.

(3) In cases to which Treasury Decision
6990 (promulgated January 10, 1969) would
not have applied, in applying paragraphs (1)
and (2) April 22, 1969, shall be substituted
for January 10, 1969.

(4) Section 305(b)(4) of the Internal
Revenue Code of 1954 (as added by subsec-
tion (a)) shall not apply to any distribution
(or deemed distribution) with respect to
preferred stock (including any increase in
the conversion ratio of convertible stock)
made before January 1, 1991, pursuant to the
terms relating to the issuance of such stock
which were in effect on January 10, 1969.

(5) With respect to distributions made or
considered as made after January 10, 1869,
in taxable years ending after such date, to

parngraph (2), (3), or (4) of this subsection,
ection 305 of the Internal Revenue Code of
1954 (as in effect before the amendment

CONGRESSIONAL RECORD — HOUSE

made by subsectlon (a)) shall continue to
apply.
SuBTITLE D—FINANCIAL INSTITUTIONS
Sec. 431. ResERVE ForR LossEs on Loaws; NeT
OPERATING Loss CARRYBACKS.
(a) Bap DEBT DEDUCTIONS OF FINANCIAL
InstrTUTIONS—Part I of subchapter H of
chapter 1 (relating to rules of general ap-
plication to ©banking institutions) is
amended by adding at the end thereof the
following new sections:

“SEc. 585. RESERVES FOR LOSSES ON LOANS OF
BANES.

*“{a) InsTITUTIONS TO WHICH SECTION AP-
PLIES.—This section shall apply to the follow=-
ing financial institutions:

(1) any bank (as defined in section 581)
other than an organization to which section
593 applies, and

“(2) any corporation to which paragraph
(1) would apply except for the fact that it is
a forelgn corporation, and in the case of any
such forelgn 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 with-
in the United States.

“(b) ApprrioN TO RESERVES FOR Bap
DEBTS.—

“(1) GENERAL RULE—For purposes of sec-
tion 166(c), the reasonable addition to the
reserve for bad debts of any financial in-
stitution to which this section applies shall
be an amount determined by the taxpayer
which shall not exceed the greater of—

“(A) for taxable years beginning before
1988 the addition to the reserve for losses on
loans determined wunder the percentage
method as provided in paragraph (2), or

“(B) the addition to the reserve for losses
on loans determined under the experience
method as provided in paragraph (3).

““(2) PERCENTAGE METHOD.—The amount

determined under this paragraph for a tax-
able year shall be the amount necessary to

increase the balance of the reserve for losses
on loans (at the close of the taxable year)
to the allowable percentage of eligible loans
outstanding at such time, except that—

“(A) If the reserve for losses on loans at
the close of the base year is less than the
allowable percentage of eligible loans out-
standing at such time, the amount deter-
mined under this paragraph with respect to
the difference shall not exceed one-fifth of
such difference.

“(B) If the reserve for losses on loans at
the close of the base year is not less than the
allowable percentage of eligible loans out-
standing at such time, the amount deter-
mined under this paragraph shall be the
amount necessary to increase the balance of
the reserve at the close of the taxable year
to (i) the allowable percentage of eligible
loans outstanding at such time, or (ii) the
balance of the reserve at the close of the base
year, whichever is greater, but if the amount
of eligible loans outstanding at the close of
the taxable year is less than the amount of
such loans outstanding at the close of the
base year, the amount determined under
clause (ii) shall be the amount necessary to
increase the balance of the reserve at the
close of the taxable year to the amount
which bears the same ratio to eligible loans
outstanding at the close of the taxable year
as the balance of the reserve at the ~lose of
the base year bears to the amount of eligible
loans outstanding at the close of tue base
year.

For purposes of this paragraph, the term ‘al-
lowable percentage' means 1.8 percent for
taxable years beginning before 1976; 1.2 per-
cent for taxable years beginning after 1975
but before 1982; and 0.6 percent for taxable
years beginning after 1981, The amount de-
termined under this paragraph shall not ex-
ceed 0.6 percent of eligible loans outstanding
at the close of the taxable year or an amount
sufficient to increase the reserve for losses on
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loans to 0.6 percent of eligible loans out-
standing at the close of the taxable year,
whichever is greater. For purposes of this
paragraph, the term ‘base year' means: for
taxable years beginning before 1976, the last
taxable year beginning on or before July 11,
1969, for taxable years beginning after 1975
but before 1982, the last taxable year begin-
ning before 1976, and for taxable year begin-
ning after 1981, the last taxable year begin-
ning before 1982; except that for purposes of
subparagraph (A) such term means the last
taxable year before the most recent adoption
of the percentage method, if later.

*“(8) ExPERIENCED METHOD~—The amount
determined under this paragraph for a tax-
able year shall be the amount necessary to
increase the balance of the reserve for losses
on loans (at the close of the taxable year) to
the greater of—

“(A) the amount which bears the same
ratlo to loans outstanding at the close of
the taxable year as (1) the total bad debts
sustained during the taxable year and the &
preceding taxable 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 (li) the
sum of the loans outstanding at the close
of such 6 or fewer taxable years, or

“(B) the lower of—

“(1) the balance of the reserve at 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
bears the same ratio to loans outstanding at
the close of the taxable year as the balance
of the reserve at the close of the base year
bears to the amount of loans outstanding
at the close of the base year.

For purposes of this paragraph, the base
year shall be the last taxable year before the
most recent adoption of the experience
method, except that for taxable years be-
ginning after 1987 the base year shall be
the last taxable year beginning before 1988.

“(4) REGULATIONS, DEFINITION OF ELIGIBLE
LOAN, ETC.—The Secretary or his delegate
shall define the terms ‘loan’ and ‘eligible
loan’ and prescribe such regulations as may
be necessary to carry out the purposes of
this section; except that the ferm ‘eligible
loan’ shall not include—

“(A) a loan to a bank (as defined In sec-
tion 581),

“(B) a loan to a domestic branch of a
forelgn corporation to which subsection
(a) (2) applies,

“{C) a loan secured by a deposit (1) In
the lending bank, or (ii) in an institution
described in subparagraph (A) or (B) if the
lending bank has control over withdrawal
of such deposit,

“(D) a loan to or guaranteed by the United
States a possession or instrumentality there-
of, or a State or a political subdivision
thereof,

“(E) a loan evidenced by a security as
defined in sectlon 165(g) (2) (C),

“(F) aloan of Federal funds, and

“(G) commercial paper, including short-
term promissory notes which may be pur-
chased on the open market.

“Sec. 586. RESERVES FOR Losses oN LoANs oF
Smarr BusiNess INVESTMENT
CoMPANIES, ETC.

“(a) INSTITUTIONS TO WHICH SECTION AP-
PLIES.—This section shall apply to the follow-
ing financial institutions:

“(1) any small business investment com-
pany operating under the Small Business
Investment Act of 1958, and

“(2) any business development corpora-
tion.

For purposes of this section, the term ‘busi-
ness development corporation’ means a cor-
poration which was created by or pursuant
to an act of a State legislature for purposes
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of promoting, maintaining, and assisting the
economy and industry within such State on a
regional or statewide basis by making loans
to be used in trades and businesses which
would generally not be made by banks (as
defined in section 581) within such region
or State in the ordinary course of their busi-
ness (except on the basis of a partial par-
ticipation), and which is operated primarily
for such purposes,

“(b) ApDITION TO RESERVES FOR Bap 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 finanelal institution to
which this section applies shall be an amount
determined by the taxpayer which shall not
exceed the amount necessary to increase the
balance of the reserve for bad debts (at 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 (1) the fotal bad debts sus-
tained during the taxable year and the 5
preceding taxable years (or, with the ap-
proval of the Secretary or his delegate, a
shorter perlod), adjusted for recoveries of
bad debts during such period, bears to (i)
the sum of the loans outstanding at the close
of such 6 or fewer taxable years, or

“(B) the lower of—

“(i) the balance of the reserve at 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 bears
the same ratio to loans outstanding at the
close of the taxable year as the balance of
the reserve at 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 begin-
ning 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 subsec-
tion (a), the reasonable addition to the re-
serve for bad debts of such financial institu-~
tion 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 at the close of the
taxable year to the amount which bears the
same ratio (as determined by the Secretary or
his delegate) to loans outstanding at the
close of the taxable year as (1) the total bad
debts sustained by all institutions described
in the applicable paragraph of subsection
(a) during the 6 preceding taxable years (ad-
justed for recoveries of bad debts during such
period) bears to (i) the sum of the loans by
all such institutions outstanding 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) s amended by
striking out in subparagraph (A) (1) thereof
“and (E)" and inserting in lieu thereof “(E),
(F), and (G)", and by adding at the end
thereof the following new subparagraphs:

“(F) In the case of a financial institution
to which section 585, 586, or 593 applies, a
net operating loss for any taxable year begin-
ning after December 31, 1975, shall be a net
operating loss carrryback to each of the 10
taxable years preceding the taxable year of
such loss and shall be a net operating loss
carryover to each of the 5 taxable years fol-
lowing the taxable year of such loss.

“(G) In the case of a Bank for Coopera-
tives (organized and chartered pursuant to
section 2 of the Farm Credit Act of 1933
(12 U.S.C, 1134)), a net operating loss for
any taxable year beginning after December
31, 1969, shall be a net operating loss carry-
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back to each of the 10 taxable years preceding

the taxable year of such loss and shall be a

net operating loss carryover to each of the

b6 taxable years following the taxable year
of such loss."

(c¢) TECHNICAL
MENTS.—

(1) Subsection (h) of section 166 (relat-
ing to bad debts) is amended by adding at
the end thereof the following new para-
graph:

“(4) For speclal rule for bad debt reserves
of banks, small business Investment com-
panles, etc., see sections 585 and 586.”

(2) The table of sections for part I of sub-
chapter H of chapter 1 is amended—

(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 galns with
respect to securitles held by
financial institutions.”

(B) by adding at the end thereof the fol-
lowing:

“Sec. 585. Reserves for losses on loans of
banks,

“Sec. 586. Reserves for losses on loans of
small business investment com-
panies, etc.”

{d) ErfrEcTivE DaTE—The amendments
made by subsections (a) and (c) shall apply
to taxable years beginning after July 11,
1969,

Sec. 432. MuTUAL SAVINGS BANKS, ETC.

(a) REservE For LossEs oN LoanNs.—Sec-
tion 593(b) (relating to addition to reserves
for bad debts) is amended—

(1) by striking out subparagraph (A) of
paragraph (1) and inserting in lleu 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 i1s provided with respect to addi-
tions to the reserves for losses on loans of
banks under section 585(b) (3), plus™.

(2) by striking out paragraphs (2), (3),
(4), and (5) and inserting in lieu thereof the
following:

“({2) PERCENTAGE OF
METHOD.—

“(A) In cENERAL—Bubject to subpara-
graphs (B), (C), and (D), the amount deter-
mined under this paragraph for the taxable
year shall be an amount equal to the ap-
plicable percentage of the taxable income for
such year (determined under the following
table) :

AND CLERICAL AMEND~

TAXAEBLE INCOME

The applicable percentage

under this paragraph
shall be—

60 percent.

57 percent.

—e—ze---- D4 percent.

51 percent.

48 percent.

47 percent.

45 percent.

43 percent.

42 percent.

--- 41 percent.

40 percent.

“(B) REDUCTION OF APPLICABLE PERCENTAGE
IN CERTAIN cases—If, for the taxable year,
the percentage of the assets of a taxpayer
described in subsection (a), which are assets
described in section 7701(a) (19)(C), is less
than—

“(1) 82 percent of the total assets in the
case of a taxpayer other than a mutual sav-
ings bank, the applicable percentage for such
year provided by subparagraph (A) shall be
reduced by 34 of 1 percentage point for each
1 percentage point of such difference, or

“{i1) T2 percent of the total assets In the
case of a mutual savings bank, the applica-

“For a taxable year
beginning in—
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ble percentage for such year provided by
subparagraph (A) shall be reduced by 1%
percentage points for each 1 percentage point
of such difference.

If, for the taxable year, the percentage of the
assets of such taxpayer which are assets de-
scribed in section T701(a) (19) (C) is less than
60 percent (50 percent for a taxable year be-
ginning before 1873 in the case of a mutual
savings bank), this paragraph shall not ap-
ply.

*(C) REDUCTION FOR AMOUNTS REFERRED TO
IN PARAGRAPH (1) (A).—The amount deter-
mined under subparagraph (A) shall be re-
duced by that portion of the amount referred
to in paragraph (1) (A) for the taxable year
(not in excess of 100 percent) which bears
the same ratio to such amount as (i) 18 per-
cent (28 percent in the case of mutual sav-
ings banks) bears to (ii) the percentage of
the assets of the taxpayer for such year which
are not assets described In sectlon T701(a)
(19) (C).

*(D) OVERALL LIMITATION ON PARAGRAPH.—
The amount determined under this para-
graph shall not exceed the amount n
to increase the balance at 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.

“{E) COMPUTATION OF TAXABLE INCOME.—
For purposes of this paragraph, taxable in-
come shall be computed—

*(1) by excluding from gross income any
amount included therein by reason of sub-
section (1),

**(i1) without regard to any deduction al-
lowable for any addition to the reserve for
bad debts,

“(ii1) by excluding from gross income an
amount equal to the net gain for the tax-
able year arising from the sale or exchange
of stock of a corporation or of obligations
the interest on which is excludable from
gross income under section 103,

“{iv) by excluding from gross income an
amount equal to the lesser of 3 of the net
long-term capital gain for the taxable year or
3z of the net long-term capital gain for the
taxable year from the sale or exchange 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
allowable by part VIII of subchapter B, re-
duced by an amount equal to the applicable
percentage (determined under subparagraphs
(A) and (B)) of the dividends received
deduction (determined without regard to
section 596) for the taxable year.

“(3) PERCENTAGE METHOD.—The amount
determined under this paragraph to be a
reasonable addition to the reserve for losses
on qualifying real property loans shall be
computed in the same manner as is provided
with respect to addition to the reserves for
losses on loans of banks under sectlon 585
{b) (2), reduced by the amount referred to
in paragraph (1) (A) for the taxable year.

“(4) EXPERIENCE METHOD.—The amoun
determined under this paragraph for the tax-
able year shall be computed In the same
manner as s provided with respect to addi-
tions to the reserves for losses on loans o
banks under section 585(b) (3).

“(6) DETERMINATION OF RESERVE FOR PER
CENTAGE METHOD.—For purposes of paragraph
(3), the amount deemed to be the balance
of the reserve for losses on loans at the be
ginning of the taxable year shall be the total
of the balances at such time of the reserve
for losses on nonqualifying loans, the reserve
for losses on qualifying real property loans
and the supplemental reserve for losses on
loans.”

(b) CerraAmN CORPORATE ACQUISITIONS.
Section 593(f) (1) (relating to distributiong
to shareholders) is amended by adding at the
end thereof the following new sentence
“This paragraph shall not apply to any trans
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actlon to which section 381 (relating to
carryovers in certain corporate acquisitions)
applies.”

(c) INVESTMENT STANDARDS.—Section 7701
(a) (19) (defining domestic building and
loan assoclation) is amended to read as
follows:

*“(19) DoOMESTIC BUILDING AND LOAN ASSO-
ciatioN.—The term ‘domestic building and
loan association’ means a domestic building
and loan assoclation, a domestic savings and
loan association, and a Federal savings and
loan association—

“(A) which either (i) is an insured in-
stitution within the meaning of section
401(a) of the National Housing Act (12
U.8.C., sec. 1724(a)), or (ii) is subject by
laws to supervision and examination by State
or Federal authority having supervision over
such associations;

“{B) the business of which consists prin-
cipally of acquiring the savings of the pub-
lic and investing in loans; and

“(C) at least 60 percent of the amount
of the total assets of which (at the close of
the taxable year) consists of—

“(1) cash,

“(i1) obligations of the United States or of
a State or political subdivision thereof, and
stock or obligations of a corporation which
is an Instrumentality of the United States
or of a State or political subdivision thereof,
but not including obligations the interest on
which is excludable from gross income under
section 103,

*(ii1) 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 associations.

“(iv) loans secured by a deposit or share
of a member,

“(v) loans (including redeemable ground
rents, as defined in section 1065) 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 improvement of residential real prop-
erty or real property used primarily for
church purposes, provided that for purposes
of this clause, residential real property
shall include single or multifamily
dwellings, facilitles in residential devel-
opments dedicated to public use or prop-
erty used on a nonprofit basis for resi-
dents, and mobile homes not used on a tran-
sient basis,

“(vi) loans secured by an interest in real
property located within an urban renewal
area to be developed for predominantly resi-
dential use under an urban renewal plan ap-
proved by the BSecretary of Housing and
Urban Development under part A or part B
of title I of the Housing Act of 1949, as
amended, or located within any area covered
by a program eligible for assistance under
section 103 of the Demonstration Cities and
Metropolitan Development Act of 1966, as
amended, and loans made for the improve-
ment of any such real property.

“(vii) loans secured by an interest in edu-
cational, health, or welfare institutions or fa-
cilities, including structures designed or used
primarily for residential purposes for stu-
dents, residents, and persons under care, em-
ployees, or members of the staff of such in-
stitutions or facilities,

“(viil) property acquired through the lig-
uidation of defaulted loans described in
lause (v), (vi), or (vil),

“(ix) loans made for the payment of ex-
ipenses of college or university education or

ocational training, in accordance with such
regulations as may be prescribed by the Sec-
retary or his delegate, and

“(x) property used by the association in
he conduect of the business described in sub-
[paragraph (B).
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At the electlion of the taxpayer, the percent-
age specified in this subparagraph shall be
applied on the basis of the average assets
outstanding during the taxable year, in lieu
of the close of the taxable year, computed
under regulations prescribed by the Secre-
tary or his delegate. For purposes of clause
(v), if a maultifamily structure securing a
loan is used in part for nonresidential pur-
poses, the entire loan is deemed a residential
real property loan if the planned residential
use exceeds 80 percent of the property’s
planned use (determined as of the time the
loan is made). For purposes of clause (v),
loans made to finance the acquisition or de-
velopment of land shall be deemed to be
loans secured by an interest In residential
real property if, under regulations prescribed
by the Secretary or his delegate, there is rea-
sonable assurance that the property will be-
come residential real property within a pe-
riod of 3 years from the date of acquisition
of such land; but this sentence shall not
apply for any taxable year unless, within
such 3-year period, such land becomes resi-
dential real property.”

(d) CONFORMING AMENDMENTS.—Section
7701(a) (32) (defining cooperative bank) is
amended—

(1) by striking out subparagraph (B) and
inserting in lieu thereof the following:

“(B) meets the requirements of subpara-
graphs (B) and (C) of paragraph (19) of
this subsection (relating to definition of do-
mestic bullding and loan association).”, and

(2) by striking out the third sentence
thereof,

(e) ErFrFectivE DaTE.—The amendments
made by this section shall be effective for
taxable years beginning after July 11, 1969.

BSEC. 433. TREATMENT oF Bowbs, 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 banks) is
amended by striking out such subsection and
inserting the following in lieu thereof:

“(c) Bowp, ETC., LOSSES AND GAINS OF FI-
NANCIAL INSTITUTIONS.—

“(1) GeENERAL RULE—For purposes of this
subtitle, in the case of a financial institution
to which section 585, 586, or 593 applies, the
sale or exchange of a bond, debenture, note,
or certificate or other evidence of indebted-
ness shall not be considered a sale or ex-
change of a capital asset.

“(2) TRANSITIONAL RULE FOR BANKS.—In the
case of a bank, if the net long-term capital
gains of the taxable year from sales or ex-
changes of qualifying securities exceed the
net short-term capital losses of the taxable
year from such sales or exchanges, such ex-
cess shall be considered as gain from the
sale of a capital asset held for more than 6
months to the extent it does not exceed the
net gain on sales and exchanges described in
paragraph (1).

“(3) SpeciaL rULES.—For purposes of this
subsection—

“(A) The term ‘qualifying security’ means
a bond, debenture, note, or certificate or
other evidence of indebtedness held by a
bank on July 11, 1969.

“(B) The amount treated as capital gain
or loss from the sale or exchange of a quali-
fying security shall be determined by multi-
plying the amount of capital gain or loss
from the sale or exchange of such security
(determined without regard to this subsec-
tion) by a fraction, the numerator of which
is the number of days before July 12, 1969,
that such security was held by the bank, and
the denominator of which is the number of
days the security was held by the bank.”

(b) CoNFORMING AMENDMENT.—Paragraph
(1) of section 1243 (relating to loss of a small
business investment company) is amended to
read as follows:

40807

“({1) 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”.

(¢) CrErIcAL AMENDMENT.—The heading for
section 582 is amended to read as follows:
“Sec. 682. Bap DEBTs, LOSSES, AND GAINS

WirHE RESPECT TO SECURITIES
Help BY FINANCIAL INSTITU-
TIONS."

(d) EFFECTIVE DATE—

(1) INn cENERAL—The amendments made
by this section shall apply to taxable years
beginning after July 11, 1960.

(2) ELECTION FOR SMALL BUSINESS INVEST-
MENT COMPANIES AND BUSINESS DEVELOP-
MENT CORPORATIONS.—Notwithstanding par-
agraph (1), in the case of a financial in-
stitution described In section 586(a) of the
Internal Revenue Code of 1954, the amend-
ments made by this section shall not apply
for its taxable years beginning after July 11,
1969, and before July 11, 1574, un-
less the taxpayer so elects at such time
and In such manner as shall be pre-
scribed by the Secretary of the Treasury
or his delegate. Such electlon shall be ir-
revocable and shall apply to all such taxable
years,

SEC. 434. LiMITATION oON DEDUCTION FOR
DivipENDS RECEIVED BY MUTUAL
SAVINGS BANKS, ETC.

(a) Specian LimrraTioNn.—Part II of sub-
chapter H of chapter 1 is amended by add-
ing at the end thereof the following new
section:

“Sec. 596. LiMmiTATION o©ON DIVIDENDS RE-
CEIVED DEDUCTION.

“In the case of an organization to which
section 6593 applies and which computes
additions to the reserve for losses on loans
for the taxable year under section 593(b)
(2), the total amount allowed under sections
243, 244, and 245 (determined without re-
gard to this section) for the taxable year
as a deduction with respect to dividends re-
ceived shall be reduced by an amount equal
to the applicable percentage for such year
{determined under subparagraphs (A) and
(B) of section 593(b)(2) of such total
amount.”

(b) TeCENICAL AND CLERICAL AMEND-
MENTS.—

(1) Section 246 (relating to rules applying
to deductions for dividends recelved) is
amended by adding at the end thereof the
following new subsection:

“(d) Cross REFERENCE.—

“For special rule relating to mutual sav-
ings banks, etc., to which section 593 applies,
see section 596.”

(2) The table of sections for part II of sub-
chapter H of chapter 1 is amended by adding
at the end thereof:

“Sec. 506. Limitation on dividends recelved
deduction.”

(c) ErFFeECTIVE DATE.—The amendments
made by this section shall apply to taxable
years beginning after July 11, 1969.

Bec. 435. Foreren DePosSITS IN UNITED STATES
BANEKS.

(a) IncomeE FroM Sources WITHIN THE
UNITED STATES.—

(1) Effective with respect to amounts paid
or credited after December 31, 1969, subpara-
graphs (C) and (D) of section B61(a) (1)
(relating to interest) are each amended by
striking out “after December 31, 1972,”.

Section 861(c) (relating to Interest on
deposits, etc.) is amended by striking out
“1972" and inserting in leu thereof *“1975".

(b) PrOPERTY WITHIN THE UNITED STATES.—
The second sentence of sectlon 2104(c) (re-
lating to debt obligations) is amended by
striking out “December 31, 1972" and insert-
ing in lleu thereof “December 31, 1969".
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SusTITLE E—DEPRECIATION ALLOWED REGU-
LATED INDUSTRIES; EARNINGS AND PROFITS
ADJUSTMENT FOR DEPRECIATION

Sec. 441. PusLic UTILITY PROPERTY.

(a) In GeEnERAL.—Section 167 (relating to
depreciation) is amended by inserting after
subsection (k) (added by section 521) the
following new subsection:

“(1) REASONABLE ALLOWANCE IN CASE OF
PROPERTY OF CERTAIN UTILITIES.—

“(1) Pre-1970 PUBLIC UTILITY PROPERTY.—

“(A) IN GENERAL—In the case of any pre-
1970 public utility property, the term ‘rea-
sonable allowance' as used in subsection (a)
means an allowance computed under—

“(1) asubsection (1) method, or

“(1i) the applicable 1968 method for such
property.

Except as provided In subparagraph (B),
clause (ii) shall apply only if the taxpayer
uses a normalization method of accounting.

“(B) FLOW-THROUGH METHOD OF ACCOUNT-~
1NG IN CERTAIN CASES.—In the case of any pre-
1970 public utility property, the taxpayer may
use the applicable 1968 method for such
property if—

“(1) the taxpayer used a flow-through
method of accounting for such property for
its July 1969 accounting period, or

“(1i) the first accounting period with re-
spect to such property is after the July 1969
accounting period, and the taxpayer used a
flow-through method of accounting for its
July 1969 accounting period for the property
on the basis of which the applicable 1968
method for the property in question is
established.

“(2) Posr-1969 PUBLIC UTILITY PROPERTY.—
In the case of any post-1969 public utility
property, the term ‘reasonable allowance’ as

used in subsection (a) means an allowance
computed under—

“(A) asubsection (1) method,

“(B) a method otherwise allowable under
this section if the taxpayer uses a normaliza-
tion method of accounting, or

“(0) the applicable 1968 method, if, with
respect to its pre-1970 public utility property
of the same (or similar) kind most recently
placed in service, the taxpayer used a flow-
through method of accounting for its July
1969 accounting period.

“(3) DerFinTrioNs—For purposes of this
subsection—

“(A) PUBLIC UTILITY PROPERTY—The term
‘public utility property’ means property used
predominantly in the trade or business of
the furnishing or sale of—

“(1) electrical energy, water, or sewage dis-
posal services,

“(11) gas or steam through a local distribu-
tion system,

“(ii1) telephone services, or other com=-
munication services if furnished or sold by
the Communications Satellite Corporation
for purposes authorized by the Communica-
tions Satellite Act of 1962 (47 US.C. 701), or

“(iv) transportation of gas or steam 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 instrumentality of
the United States, or by a public service or
public utility commission or other similar
body of any State or political subdivision
thereof.

“(B) PRE-1870 PUBLIC UTILITY PROPERTY.—
The term ‘pre-1970 public utility property’
means property which was public utility
property in the hands of any person at any
time before January 1, 1970.

“(C) PosT-1969 PUBLIC UTILITY PROPERTY.—
The term ‘post-1969 public utility property
means any public utility property which is
not pre-1970 public utility property.

“(D) APPLICABLE 1968 METHOD.—The term
‘applicable 1068 method' means, with respect
to any public utility property—

“(1) the method of depreclation used on
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a return with respect to such property for the
latest taxable year for which a return was
filed before August 1, 1969,

“(i1) if clause (1) does not apply, the
method used by the taxpayer on a return
for the latest taxable year for which a return
was filed before August 1, 1969, with respect
to Its public utility property of the same
kind (or if there is no property of the same
kind, property of the most similar kind) most
recently placed in service, or

“(iif) if neither clause (i) nor (i) ap-

plies, a subsection (1) method.
In the case of any section 1250 property to
which subsection (j) applies, the term ‘ap-
plicable 1968 method' means the method
permitted under subsection (j) which is most
nearly comparable to the applicable 1968
method determined under the preceding sen-
tence.

“(E) APPLICABLE 1968 METHOD IN CERTAIN
caseEs.—If the taxpayer evidenced the intent
to use a method of depreclation (other than
its applicable 1968 method or a subsection
(1) method) with respect to any public util-
ity property in a timely application for
change of accounting method filed before
August 1, 1969, or in the computation of its
tax expense for purposes of reflecting oper-
ating results in its regulated books of ac-
count for its July 1969 accounting period,
such other method shall be deemed to be its
applicable 1968 method with respect to such
property and public utility property of the
same (or similar) kind subsequently placed
in service.

“(F) SussectioN (1) merHOD.—The term
‘subsection (1) method’ means any method
determined by the Secretary or his delegate
to result in a reasonable allowance under
subsection (a), other than (1) a declining
balance method, (1) the sum of the years-
digits method, or (iil) any other method al-
lowable solely by reason of the application of
subsection (b)(4) or (J)(1)(C).

“(G) NORMALIZATION METHOD OF ACCOUNT-
me—In order to use a normalization method
of accounting with respect to any public
utility property—

“(1) the taxpayer must use the same meth-
od of depreciation to compute both its tax
expense and its depreciation expense for
purposes of establishing its cost of service
for ratemaking purposes and for reflecting
operating results in its regulated books of ac-
count, and

“(i1) if, to compute its allowance for de-
preciation under this section, it uses a meth-
od of depreciation other than the method it
used for the purposes described in clause
(1), the taxpayer must make adjustments to
a reserve to reflect the deferral of taxes re-
sulting from the use of such different meth-
ods of depreciation.

“(H) FPLOW-THROUGH METHOD OF ACCOUNT=
mNG—The taxpayer used a ‘flow-through
method of accounting’ with respect to any
public utility property if it used the same
method of depreciation (other than a subsec-
tion (1) method) to compute its allowance
for depreciation under this section and to
compute its tax expense for purposes of re-
flecting operating results In its regulated
books of account.

“(I) JULY 1969 ACCOUNTING PERIOD.—The
term ‘July 1969 accounting period’ means
the taxpayer's accounting period ending be-
fore August 1, 1969, for which it computed
its tax expense for purposes of reflecting op-
erating results in its regulated books of ac-
count.

For purposes of this paragraph, different de-
clining balance rates shall be treated as dif-
ferent methods of depreciation.

“(4) SPECIAL RULES AS TO FLOW-THROUGH
METHOD.—

“(A) ELECTION AS TO NEW PROPERTY REP~-
RESENTING GROWTH IN CAPACITY.—If the tax-
payer makes an election under this subpara-
graph within 180 days after the date of the
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enactment of this subparagraph in the man-
ner prescribed by the Secretary or his dele-
gate, in the case of taxable years beginning
after December 31, 1970, paragraph (2) (C)
shall not apply with respect to any post-1969
public utility property, to the extent that
such property constitutes property which in-
creases the productive or operational capacity
of the taxpayer with respect to the goods or
services described in paragraph (3)(A) and
does not represent the replacement of exist-
ing capacity.

“(B) CERTAIN PENDING APPLICATIONS FOR
CHANGES IN METHOD.—In applying paragraph
(1) (B), the taxpayer shall be deemed to have
used a flow-through method of accounting
for its July 1969 accounting period with re-
spect to any pre-18970 public utility property
for which it filed a timely application for
change of accounting method before Au-
gust 1, 1969, if with respect to public utility
property of the same (or similar) kind most
recently placed in service, it used a flow-
through method of accounting for its July
1969 accounting period.

“(6) REORGANIZATIONS, ASSETS ACQUISITIONS,
ETc—If by reason of a corporate reorganiza-
tion, by reason of any other acquisition of
the assets of one taxpayer by another tax-
payer, by reason of the fact that any trade or
business of the taxpayer Is subject to rate-
making by more than one body, or by reason
of other circumstances, the application of any
provisions of this subsection to any public
utility property does not carry out the pur-
poses of this subsection, the Secretary or his
delegate shall provide by regulations for the
application of such provisions in a manner
consistent with the purposes of this sub-
section.”

(b) ErFecTIvVE DATE—The amendment
made by subsection (a) shall apply with re-
spect to all taxable years for which a return
has not been filed before August 1, 1969.

SEC. 442. ErFECT oN EARNINGS AND PROFITS.

(a) IN GeEnErRAL—Section 312 (relating to
earnings and profits) is amended by adding
at the end thereof the following new sub=-
section:

“(m) EFFECT OF DEPRECIATION ON EARNINGS
AND PROFITS.—

“(1) GENERAL RULE—For purposes of com-
puting the earnings and profits of a corpo-
ration for any taxable year beginning after
June 30, 1972, the allowance for depreciation
(and amortization, if any) shall be deemed
to be the amount which would be allowable
for such year if the straight line method of
depreciation had been used for each taxable
year beginning after June 30, 1972.

“(2) ExceprioN.—If for any taxable yea
beginning after June 30, 1972, a method of
depreciation was used by the taxpayer which|
the Secretary or his delegate has determined
results in a reasonable allowance under sec-
tion 167(a), and which is not—

“(A) a declining balance method,

*“(B) the sum of the years-digits method,
or

"*(C) any other method allowable solely by
reason of the application of subsection
(b) (4) or (J) (1) (C) of section 167,
then the adjustment to earnings and profits
for depreciation for such year shall be deter:
mined under the method so used (in le
of under the straight line method).

*(3) CERTAIN FOREIGN CORPORATIONS.—The
provisions of paragraph (1) shall not apply
in computing the earnings and profits of a
foreign corporation for any taxable year fon
which less than 20 percent of the gross in
come from all sources of such corporation
is derived from sources within the Unite
States.”

(b) CONFORMING AMENDMENTS—

(1) Section 964(a) (relating to earnings
and profits of a foreign corporation) ij
amended by striking out “For purposes o
this subpart,” and inserting in lieu thereo
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“Except as provided in section 312(m) (3),
for purposes of this subpart’.

(2) Section 1248(c) (1) (relating to gen-
eral rule for determination of the earnings
and profits of a foreign corporation) is
amended by striking out “For purposes of
this section,” and inserting in lieu thereof
“Except as provided in section 312(m)(3),
for purposes of this sectlon".

TITLE V—ADJUSTMENTS AFFECTING
INDIVIDUALS AND CORPORATIONS
BUBTITLE A—NATURAL RESOURCES

SEec. 501. PERCENTAGE DEPLETION RATES.

(&) CHANGE IN CERTAIN PERCENTAGE DEPLE-
TION RATES.—Subsection (b) of section 613
(relating to percentage depletion) 1is
amended to read as follows:

“(b) PERCENTAGE DEPLETION RATES—The
mines, wells, and other natural deposits, and
the percentages, referred to in subsection (a)
are as follows:

“(1) 22 PERCENT—

“(A) oil and gas wells;

“(B) sulphur and uranium; and

“(C) if from deposits in the TUnited
States—anorthosite, clay, laterite, and nephe-
lite syenite (to the extent that alumina and
aluminum compounds are extracted there-
from) asbestos, bauxite, celestite, chromite,
corundum, fluorspar, graphite, ilmenite,
kyanite, mica, olivine, quartz crystals (radio
grade), rutile, block steatite tale, and zircon,
and ores of the following metals: antimony,
beryllium, bismuth, cadmium, cobalt, colum-
bium, lead, lithium, manganese, mercury,
molybdenum, nickel, platinum and platinum
group metals, tantalum, thorium, tin, titani-
um, tungsten, vanadium, and zine.

“(2) 15 pErcENT—If from deposits in the
United States—

“(A) gold, silver, copper, and iron ore, and

“(B) oll shale (except shale described in
paragraph (5)).

*“(3) 14 PERCENT—

“(A) metal mines (if paragraph (1) (C) or

(2) (A) does mot apply), rock asphalt, and
vermiculite and;

“(B) if paragraph (1)(C), (5), of (6)(B)
does not apply, ball clay, bentonite, china
clay, sagger clay, and clay used or sold for
use for purposes dependent on its refractory
properties.

“{4) 10 pErcENT—asbestos (if paragraph
(1) (C) does not apply), brucite, coal, lignite,
perlite, sodium chloride, and wollastonite.

“(6) Tl4% PeErRcENT—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 light-
weight aggregates.

*(6) b PERCENT—

“(A) gravel, peat, pumice, sand, scoria,
shale (except shale described in paragraph
(2)(B) or (5)), and stone (except stone de-
scribed in paragraph (7));

“(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, calclum
chloride, and magnesium chloride.

“(7) 14 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-
ol, trona, and (if paragraph (1) (C) does not
apply) bauxite, flake graphite, fluorspar, lepi-
dolite, mica, spodumence, and tale (includ-
ing pyrophyllite), except that, unless sold on
bid in direct competition with a bona fide bid
to sell a mineral listed in paragraph (3), the
percentage shall be 6 percent for any such
other mineral (other than slate to which
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paragraph (5) applies) when used, or sold
for use, by the mine owner or operator as
rip rap, ballast, road material, rubble, con-
crete aggregates, or for similar purposes. For
purposes of this paragraph, the term ‘all
other minerals’ does not include—

“(A) soll, sod, dirt, turf, water, or mosses;
or

“(B) minerals from sea water, the alr, or

similar inexhaustible sources.
For purposes of this subsection, minerals
(other than sodium chloride) extracted from
brines pumped from a saline perennial lake
within the United States shall not be con-
sidered minerals from an inexhaustible
source."”

(b) ErrFecTIVE DaTE—The amendment
made by subsection (a) shall apply to tax-
able years beginning after October 9, 1969.
Bec. 502. TREATMENT PROCESSES IN THE CASE

OF OIL SHALE.

(a) In GeENERaL.—Section 613(c)(4) (re-
lating to treatment processes considered as
mining) is amended by striking out “and” at
the end of subparagraph (G), by redesignat-
ing subparagraph (H) as subparagraph (I).
and by inserting after subparagraph (G) the
following new subparagraph:

“{H) In the case of oll shale—extraction
from the ground, crushing, loading into the
retort, and retorting, but not hydrogena-
tlon, refining, or any other process subse-
quent to retorting; and”.

(b) ErrFecTIvE DaTE—The amendments
made by subsection (a) shall apply to tax-
able years beginning after the date of the
enactment of this Act.

Sec. 503. MINERAL PRODUCTION PAYMENTS.

(a) 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. INncoME Tax TREATMENT OF MINERAL
PRODUCTION PAYMENTS,

“{a) CaArvED-OUT PRODUCTION PAYMENT.—
A production payment carved out of mineral
property shall be treated, for purposes of this
subtitle, as if 1t were a mortgage loan on the
property, and shall not qualify as an eco-
nomic interest in the mineral property. In the
case of a production payment carved out for
exploration or development of a mineral prop-
erty, 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 absence of the applica-
tion of such sentence, by the person creating
the production payment.

“(b) RETAINED PRODUCTION PAYMENT ON
SAaLE OF MINERAL PROPERTY.—A production
payment retalned 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.

“(e¢) RETAINED PRODUCTION PAYMENT ON
LeEasE 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
as 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 pay-
ment in the hands of the lessor shall be deter-
mined without regard to the provisions of
this subsection.

“(d) DeFINITION.—AS used in this sectlon,
the term ‘mineral property’' has the meaning
assigned to the term ‘property’ in section
614(a).

“(e) RecULATIONS.—The Becretary or his
delegate shall prescribe such regulations as
may be necessary to carry out the purposes
of this section.”
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(b) CLERICAL AMENDMENT.—The table of
parts for subchapter I of chapter 1 i1s amend-
ed by adding at the end thereof the follow-
ing:

“Part IV. Mineral production payments.”

(¢) EFFECTIVE DATES.—

(1) GeNERAL RULE—The amendments
made by this section shall apply with respect
to mineral production payments created on
or after August 7, 1969, other than mineral
production payments created before Janu-
ary 1, 1871, pursuant to a binding contract
entered into before August 7, 1969.

{(2) ErecTtioN.—At the election of the tax-
payer (made at such time and in such man-
ner as the Secretary of the Treasury or his
delegate prescribes by regulations), the
amendments made by this section shall apply
with respect to all mineral production pay-
ments which the taxpayer carved out of min-
eral properties after the beginning of his
last taxable year ending before August T,
1969. No interest shall be allowed on any
refund or credit of any overpayment result-
ing from such election for any taxable year
ending before August 7, 1969.

(3) SreciaL rRULE—WIith respect to a tax-
payer who does not elect the treatment pro-
vided in paragraph (2) and who carves out
one or more mineral production payments on
or after August 7, 1968, during the taxable
year which includes such date, the amend-
ments made by this sectlon shall apply to
such production payments only to the ex-
tent the aggregate amount of such produc-
tion payments exceeds the lesser of—

(A) the excess of—

(1) the aggregate amount of production
payments carved out and sold by the tax-
payer during the 12-month period immedi-
ately preceding his taxable year which in-
cludes August 7, 1969, over

(i) the aggregate amount of production
payments carved out before August 7, 1969,
by the taxpayer during his taxable year
which includes such date, or

(B) the amount necessary to increase the
amount of the taxpayer’s gross income, with-
in the meaning of chapter 1 of subtitle A of
the Internal Revenue Code of 1854, for the
taxable year which includes August 7, 1969,
to an amount equal to the amount of de-
ductions (other than any deduction under
section 172 of such Code) allowable for such
year under such chapter.

The preceding sentence shall not apply for
purposes of determining the amount of any
deduction allowable under section 611 or
the amount of foreign tax credit allowable
under section 904 of such Code.

Sec. 504. EXPLORATION EXPENDITURES,

(a) AMENDMENTS TO SECTION 615.—Section
615 (relating to exploration expenditures) is
amended—

(1) by striking out the heading and in-
serting in leu thereof:

“Sec. 615. Pre-1970 EXPLORATION EXPENDI-
TURES."”; and

(2) by adding at the end thereof the fol-
lowing new subsection:

“(h) TeErMINATION.—The provisions of this
section shall not apply with respect to ex-
penditures pald or incurred after December
31, 1969."

(b) AMENDMENTS TO SECTION 617.—Section
617 (relating to additional exploration ex-
penditures in the case of domestic mining)
is amended—

(1) by striking out the heading and in-
serting in lleu thereof:

“8ec. 617. DEDUCTION AND RECAPTURE OF CER-
TAIN MINING EXPLORATION Ex-
PENDITURES."

(2) by striking out in subsection (a) (1)

“in the United States or on the Outer Con-

tinental Shelf (within the meaning of sec-

“tion 2 of the Outer Continental Shelf Lands
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Act, as amended and supplemented; 43 U.S.C.
1831)"; and

(3) by striking out subsection (h) and in-
serting the following in lieu thereof:

“(h) LIMITATION.—

“(1) In GENERAL—Subsection (a) shall ap-
ply to any amount paid or incurred after De-
cember 31, 1969, with respect to any deposit
of ore or other mineral located outside the
United States, only to the extent that such
amount, when added to the amounts which
are or have been deducted under subsection
(a) and sectlon 615(a) and the amounts
which are or have been treated as deferred
expenses under section 615(b), or the cor-
responding provisions of prior law, does not
exceed $400,000.

“(2) AMOUNTS TAKEN INTO ACCOUNT.—For
purposes of paragraph (1), there shall be
taken into account amounts deducted and
amounts treated as deferred expenses by—

“(A) the taxpayer, and

“(B) any individual or corporation who has
transferred to the taxpayer any mineral
property.

“(3) APPLICATION OF PARAGRAPH (2) (B).
Paragraph (2) (B) shall apply with respect to
all amounts deducted and all amounts
treated as deferred expenses which were paid
or Incurred before the latest such transfer
from the individual or corporation to the
taxpayer. Paragraph (2) (B) shall apply only
ift—

“(A) the taxpayer acquired any mineral
property from the individual or corporation
under circumstances which make paragraph
(7)., (8), (11), (15), (17), (20), or (22) of
section 113(a) of the Internal Revenue Code
of 1939 apply to such transfer;

“{B) the taxpayer would be entitled under
section 381(c) (10) to deduct expenses de-
ferred under section 615(b) had the distrib-
utor or transferor corporation elected to defer
such expenses; or

“(C) the taxpayer acquired any mineral
property from the individudal or corporation
under circumstances which make section
334(b), 362 (a) and (b), 372(a), 373(b) (1),
1051, or 1082 apply to such transfer.”

(c) CONFORMING AMENDMENTS.—

(1) Section 243(b) (3) (C) (1i1) is amended
by striking out “section 615(c)(1)” and in-
serting in llen thereof “sections 615(c) (1)
and 61T(h) (1) ".

(2) Paragraph (10) of section 3Bl(c) is
amended—

(A) by striking out so much as precedes
the second sentence and inserting in lieu
thereof :

“{10) TREATMENT OF CERTAIN MINING EX-
PLORATION AND DEVELOPMENT EXPENSES OF DIS-
TRIBUTOR OR TRANSFEROR CORPORATION.—The
acquiring corporation shall be entitled to de-
duct, as if it were the distributor or trans-
feror corporation, expenses deferred under
sections 616 and 616 (relating to pre-1970
exploration expenditures and development
expenditures, respectively) if the distributor
or transferor corporation has so elected.”;
and

(B) by adding at the end thereof the fol-
lowing new sentence: “For the purpose of
applying the limitation provided in section
617, if, for any taxable year, the distributor
or transferor corporation was allowed the
deduction in section 615(a) or section 617(a)
or made the election provided in section 615
(b), the acquiring corporation shall be
deemed to have been allowed such deduction
or deductions or to have made such election,
as the case may be.”

(3) Section 703(b) is amended by striking
out *(relating to exploration expenditures) or
under section 617 (relating to additional ex-
ploration expenditures in the case of domestic
mining)" and inserting in leu thereof “(re-
lating to pre-1970 exploration expenditures)
or under section 617 (relating to deduction
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and recapture of certain mining exploration
expenditures)”.

(4) Paragraph (10) of section 1016(a) is
amended by inserting “pre-1970" after “cer-
tain".

(5) The table of sections for part I of sub-
chapter I of chapter 1 is amended—

(A) by striking out the item relating to
section 615 and inserting in lieu thereof:

“Sec. 6156. Pre-1970 exploration expendi-
tures.”; and
(B) by striking out the item relating to
section 617 and inserting in lieu thereof:

“Sec. 617. Deduction and recapture of cer-
tain mining exploration ex-
penditures.”

(d) ErFecTiveE DATE—

(1) INn cENERAL—The amendments made
by this section shall apply with respect to
exploration expenditures paid or incurred
after December 31, 1969.

(2) PRESUMPTION OF ELECTION UNDER SEC-
TION 617.—For purposes of section 617 of the
Internal Revenue Code of 1954, an election
under section 615(e) of such Code, which is
effective with respect to exploration expendi-
tures paid or incurred before January 1, 1970,
shall be treated as an election under section
617(a) of such Code with respect to explora-
tion expenditures paid or incurred after De-
cember 81, 1969. The preceding sentence shall
not apply to any taxpayer who notifies the
Becretary of the Treasury or his delegate
(at such time and in such manner as the
Secretary or his delegate prescribes by regu-
lations) that he does not desire his election
under section 615(e) to be so treated.

Sec. 505. CONTINENTAL SHELF AREAS,

(a) In GenEraL.—Subchapter I of chapter
1 (relating to natural resources) is amended
by adding after part IV (added by section
503 of this Act) the following new part:

“PART V—CONTINENTAL SHELF AREAS

“SEC. 638. CONTINENTAL SHELF AREAS.

“For purposes of applying the provisions of
this chapter (including sections 861(a) (3)
and 862(a) (3) in the case of the performance
of personal services) with respect to mines,
oll and gas wells, and other natural deposits—

“{1) the term ‘United States’ when used
in a geographical sense includes the seabed
and subsoil of those submarine areas which
are adjacent to the territorial waters of the
United States and over which the United
States has exclusive rights, in accordance
with international law, with respect to the
exploration and exploitation of natural re-
sources; and

“(2) the terms ‘foreign country' and ‘pos-
session of the United States’ when used in a
geographical sense include the seabed and
subsoil of those submarine areas which are
adjacent to the territorial waters of the
forelgn country or such possession and over
which the foreign country (or the United
States in case of such possession) has ex-
clusive rights, in accordance with interna-
tional law, with respect to the exploration
and exploitation of natural resources, but
this paragraph shall apply in the case of a
forelgn country only Iif it exercises, directly
or indirectly, taxing jurisdiction with respect
to such exploration or exploitation.

No foreign country shall, by reason of the
application of this section, be treated as a
country contiguous to the United States.”

(b) Source or INCOME ¥OrR WITHHOLDING
oF Tax.—Section 1441 (relating to withhold-
ing of tax on nonresident allens) is amended
by adding at the end thereof the following
new subsection:

“*(f) CONTINENTAL SHELF AREAS.—

“For sources of income derived from, or
for services performed with respect to, the
exploration or exploitation of natural re-
sources on submarine areas adjacent to the
territorial waters of the United States, see
section 638."
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(c) CrEmricar. AMENDMENT.—The table of
parts for subchapter I of chapter 1 is
amended by adding at the end thereof the
following new item:

“Part V. Continental shelf areas."

Sec. 506, ForEicN Tax CrEDpIT WIrH RESPECT
T0 CERTAIN FOREIGN MINERAL
INCOME.

{(a) LIMITATION ON AMOUNT OF FOREIGN
TAXES ALLOWED.—Section 901 (relating to
taxes of foreign countries and possessions of
the United States) is amended—

(1) by redesignating subsection (e) as
subsection (1), and

(2) by inserting after subsection (d) the
following new subsection:

“(e) FomrElGN TaxEs oON MINERAL IN-
COME.—

‘(1) REDUCTION IN AMOUNT ALLOWED.—
Notwithstanding subsection (b), the amount
of any income, war profits, and excess profits
taxes paid or accrued during the taxable
year to any foreign country or possession of
the United States with respect to foreign
mineral income from sources within such
country or possession which would (but for
this paragraph) be allowed under such sub-
section shall be reduced by the amount (if
any) by which—

“(A) the amount of such taxes (or, if
smaller, the amount of the tax which would
be computed under this chapter with respect
to such income determined without the de-
duction allowed under section 613), exceeds

“(B) the amount of the tax computed un-
der this chapter with respect to such income,

““(2) FOREIGN MINERAL INCOME DEFINED.—
For purposes of paragraph (1), the term ‘for-
eign mineral Income’ means income derived
from the extraction of minerals from mines,
welis, or other natural deposits, the process-
ing o such minerals into their primary prod-
ucts, and the transportation, distribution, or
sale of such minerals or primary products.
Such term includes, but is not limited to—

“(A) dividends received from a foreign
corporation In respect of which taxes are
deemed pald by the taxpayer under section
902, to the extent such dividends are at-
tributable to foreign mineral income, and

“{B) that portion of the taxpayer's dis-
tributive share of the income of partnerships
attributable to forelgn mineral income.”

(b) ErLEcTION OF OVERALL LIMITATION.—
Section 904(b) (relating to election of over-
all limitation) is amended—

(1) by striking out “with the consent of
the Secretary or his delegate with respect to
any taxable year” in paragraph (1) and in-
serting in lieu thereof “(A) with the consent
of the Secretary or his delegate with respect
to any taxable year or (B) for the taxpayer’s
first taxable year beginning after December
31, 1969", and

(2) by striking out “If a taxpayer” in
paragraph (2) and inserting in lleu thereof
“Except in a case to which paragraph (1)
(B) applies, If the taxpayer”.

(c) EFFEcTIVE DaTE.—The amendments
made by this section shall apply with respect
to taxable years beginning after December
31, 1869.

SUBTITLE B—CAPITAL GAINS AND LOSSES

Sec. 511. INCREASE IN ALTERNATIVE CAPITAL
Gams Tax.

(a) DEFINITION oF NeET SectioNn 1201
Gamv.—Section 1222 (relating to definition of
terms applicable to capital gains and losses)
is amended by adding at the end thereof the
following new paragraph:

*(11) Ner sEcTtioN 1201 cAIN.—The term
‘net section 1201 gain' means the excess of
the net long-term capital gain for the tax-
able year over the net short-term capital loss
for such year.”

(b) INCREASE IN ALTERNATIVE TAX RATES.—
Section 1201 (relating to alternative tax) is
amended to read as follows:
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“Sgc. 1201, ALTERNATIVE TAx.

“(a) CorpPomraTIONS—If for any taxable
year a corporation has a net section 1201
gain, then, in lieu of the tax imposed by sec-
tions 11, 511, 821 (a) or (c), and B831(a),
there is hereby imposed a tax (if such tax is
less than the tax imposed by such sections)
which shall consist of the sum of a tax com-
puted on the taxable income reduced by the
amount of the net section 1201 gain, at the
rates and in the manner as if this subssction
had not been enacted, plus—

“({1) in the case of a taxable year begin-
ning before January 1, 1876—

“(A) a tax of 25 percent of the lesser of—

“(i) the amount of the subsectlon (d)
galn, or

“(iil) the amount of the net section 1201
gain,

and

“(B) a tax of 30 percent (28 percent in the
case of a taxable year beginning after Decem-
ber 31, 1969, and before January 1, 1971) of
the excess (if any) of the net section 1201
gain over the subsection (d) gain; and

“(2) in the case of a taxable year beginning
after December 31, 1974, a tax of 30 percent
of the net section 1201 gain.

“(b) OTHER TaxpaYERs.—If for any taxable
year a taxpayer other than a corporation has
a net section 1201 gain, then, in lieu of the
tax imposed by sections 1 and 511, there is
hereby imposed a tax (if such tax is less
than the tax imposed by such sections)
which shall consist of the sum of—

“(1) a tax computed on the taxable in-
come reduced by an amount equal to 50
percent of the net section 1201 gain, at the
rates and in the manner as if this subsection
had not been enacted,

“(2) a tax of 25 percent of the lesser of—

“(A) the amount of the subsection (d)
gain, or

“(B) the amount of the net section 1201
gain, and

“(8) if the amount of the net section 1201
gain exceeds the amount of the subsection
(d) gain, a tax computed as provided in sub-
section (c¢) on such excess.

“(c) COMPUTATION OF TAX ON CAPITAL GAIN
v ExceEss OoF SUBSECTION (d) GaN.—

“(1) In cENERAL—The tax computed for
purposes of subsection (b)(3) shall be the
amount by which a tax determined under
section 1 or 511 on an amount equal to the
taxable income (but not less than 50 percent
of the net section 1201 gain) for the taxable
year exceeds a tax determined under section
1 or 511 on an amount equal to the sum of
(A) the amount subject to tax under sub-
section (b) (1) plus (B) an amount equal to
50 percent of the subsection (d) gain.

“(2) LimrratrioN.—Notwithstanding para-
graph (1), the tax computed for purposes of
subsection (b)(3) shall not exceed an
amount equal to the following percentage of
the excess of the net section 1201 gain over
the subsection (d) gain:

“(A) 291, percent, in the case of a taxable
year beginning after December 31, 1969, and
before January 1, 1971, or

“(B) 321 percent, in the case of a taxable
year beginning after December 31, 1970, and
before January 1, 1972,

“(d) SussectioN (d) Gamn DerFinep.—For
purposes of this section, the term ‘subsec-
tion (d) gain' means the sum of the long-
term capital gains for the taxable year
arising—

“(1) in the case of amounts received be-
fore January 1, 1975, from sales or other dis-
positions pursuant to binding contracts
(other than any gain from a transaction de-
scribed in section 631 or 1235) entered into
on or before October 9, 1969, including sales
or other dispositions the income from which
is returned on the basis and In the manner
prescribed In section 453(a) (1),

“(2) in respect of distributions from a cor-
poration made prior to October 10, 1970,
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which are pursuant to a plan of complete
ligquidation adopted on or before October 9,
1969, and

“(3) in the case of a taxpayer other than
a corporation, from any other source, but the
amount taken into account from such other
sources for the purposes of this paragraph
shall be limited to an amount equal to the
excess (if any) of $50,000 ($25,000 in the
case of a married individual fillng a separate
return) over the sum of the gains to which
paragraphs (1) and (2) apply.

“(e) Cross REFERENCES.—

“For computation of the alternative tax—

“(1) In the case of life insurance com-
panies, see section 802(a) (2);

“(2) in the case of regulated investment
companies and their shareholders, see sec-
tion 852(b) (3) (A) and (D); and

“(3) in the case of real estate Investment
trusts, see section 857(b) (3) (A)."

(c) CoNFORMING AMENDMENTS.—

(1) Section 802(a)(2) (B) (relating to al-
ternative tax in case of capital gains of life
insurance companies) is amended to read as
follows:

“(B) an amount determined as provided
in section 1201 (a) on such excess.”

(2) Section 852(b) (3) (relating to method
of taxation of regulated investment com-
panies and thelir shareholders in the case of
capital gains) is amended:

(A) by striking out “of 25 percent of” in
subparagraph (A) and inserting in lieu
thereof “, determined as provided in sec-
tion 1201(a), on”,

(B) by adding at the end of subpara-
graph (C) the following new sentence: “For
purposes of subparagraph (A)(ii), the de-
duction for dividends paid shall, in the case
of a taxable year beginning before January 1,
1975, first be made from the amount sub-
ject to tax in accordance with section 1201
(a) (1) (B), to the extent thereof, and then
from the amount subject to tax in accord-
ance with section 1201(a) (1) (A).",

(C) by striking out “of 256 percent” in sub-
paragraph (D) (11), and

(D) by amending subparagraph (D) (iii)
to read as follows:

“{iil) The adjusted basis of such shares
in the hands of the shareholder shall be
increased, with respect to the amounts re-
quired by this subparagraph to be included
in computing his long-term capital galns,
by 75 percent of so much of such amounts
as equals the amount subject to tax in ac-
cordance with section 1201(a) (1) (A) and by
70 percent (72 percent in the case of a tax-
able year beginning after December 31, 1969,
and before January 1, 1871) of so much of
such amounts as equals the amount subject
to tax in accordance with section 1201(a) (1)
(B) or (2).”

(3) Section 857(b)(3) (relating to im-
position of tax in the case of capital gains
of real estate investment trusts) is amended:

(A) by striking out “of 256 percent of” in
subparagraph (A) and Inserting in lieu
thereof “, determined as provided in section
1201(a), on”, and

(B) by adding at the end of subparagraph
(C) the following new sentence: “For pur-
poses of subparagraph (A) (ii), in the case of
a taxable year beginning before January 1,
1975, the deduction for dividends paid shall
first be made from the amount subject to
tax in accordance with section 1201(a) (1)
(B), to the extent thereof, and then from
the amount subject to tax in accordance
with section 1201(a) (1) (A)."

(4) Section 1378 (relating to tax imposed
on certain capital gains of an electing small
business corporation) is amended:

(A) by striking out “25 percent of” in sub-
section (b) (1) and inserting in lieu thereof
“the tax, determined as provided in section
1201(a), on”,

(B) by adding at the end of subsection
{b) the following new sentence: “In apply-
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ing section 1201(a) (1) (A) and (B) for pur-
poses of paragraph (1), the $25,000 limitation
shall first be deducted from the amount (de-
termined wtihout regard to this subsection)
subject to tax In accordance with section
1201(a) (B), to the extent thereof, and then
from the amount (determined without re-
gard to this subsection) subject to tax in ac-
cordance with section 1201(a) (1) (A)."”, and

(C) by striking out “25 percent of” in sub-
section (3)(c) and inserting in lieu thereof
“a tax, determined as provided in section
1201(a), on'.

(d) ErfFecTivE DaTe—The amendments
made by this section shall apply to taxable
years beginning after December 31, 1969.
BEC. 512. CAPITAL LoSSES oF CORPORATIONS.

(a) THREE-YEAR CARRYBACK OF NET CAPITAL
Losses.—Section 1212(a) (1) (relating to cap-
ital loss carryover for corporations) is
amended to read as follows:

“(1) IN GENERAL—If a corporation has a
net capital loss for any taxable year (herein-
after in this paragraph referred to as the
‘loss year’), the amount thereof shall be—

“{A) a capital loss carryback to each of
the 3 taxable years preceding the loss year,
but only to the extent—

“(1) such loss is not attributable to a for-
eign expropriation capital loss, and

*“(ii) the carryback of such loss does not
inerease or produce a net operating loss (as
defined in section 172(c) for the taxable year
to which it is being carried back; and

“(B) a capital loss carryover to each of the
5 taxable years (10 taxable years to the extent
such loss is attributable to a foreign expro-
priation capital loss) succeeding the loss
year,
and shall be treated as a short-term capital
loss In each such taxable year. The entire
amount of the net capital loss for any tax-
able year shall be carried to the earliest of
the taxable year to which such loss may be
carried, and the portion of such loss which
shall be carried to each of the other taxable
years to which such loss may be carried shall
be the excess, if any, of such loss over the
total of the net capital gains for each of the
prior taxable years to which such loss may be
carried. For purposes of the preceding sen-
tence, the net capital gain for any such prior
taxable year shall be computed without re-
gard to the net capital loss for the loss year
or for any taxable year thereafter. In the
case of any net capital loss which cannot be
carried back in full to a preceding taxable
year by reason of clause (ii) of subparagraph
(A), the net capital gain for such prior tax-
able year shall in no case be treated as great-
er than the amount of such loss which can
be carried back to such preceding taxable
year upon the application of such clause
(i1)."

(b) SpeciaL RuULEs.—Section 1212(a) (re-
lating to net capital losses of corporations)
is amended by adding at the end thereof
the following new paragraphs:

*“{3) ELECTING SMALL BUSINESS CORPORA-
TIoNsS—Paragraph (1) (A) shall not apply
to the net capital loss of a corporation for
any taxable year for which it is an electing
small business corporation under subchap-
ter S, and a net capital loss of a corpora-
tion (for a year for which it is not such an
electing small business corporation) shall
not be carried back under paragraph (1) (A)
to a taxable year for which it is an electing
small business corporation.

“(4) SpeEciaAL RULES oON CARRYBACKS—A
net capital loss of a corporation shall not
be carried back under paragraph (1)(A)
to a taxable year—

“(A) for which it is a foreign personal
holding company (as deflned in section
552);

“(B) for which it is a regulated invest-
ment company (as defined in section 851);

“(C) for which it 1s a real estate invest-
ment trust (as defined in section 8568); or
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“{D) for which an election made by it
under section 1247 is applicable (relating to
election by foreign Iinvestment companies
to distribute income currently).”

(c) CeErTAIN CORPORATE ACQUISITIONS.—
Section 381(b)(3) (relating to operating
rules for carryovers in certain corporate ac-
quisitions) is amended by striking out “a
net operating loss” and inserting in leu
thereof “a net operating loss or a net capital
loss”.

(d) TENTATIVE CARRYBACK ADJUSTMENTS.—
Bectlon 6411 (relating to quick refunds in
respect of tentative carryback adjustments)
is amended—

(1) by striking out the first two sentences
of subsectlon (a) and inserting in leu
thereof “A taxpayer may file an application
for a tentative carryback adjustment of the
tax for the prior taxable year affected by a
net operating loss carryback provided in sec-
tion 172(b), by an investment credit carry-
back provided in section 46(b), or by a capl-
tal loss carryback provided in sectiom 1212
(a) (1), from any taxable year. The applica-
tion shall be verified in the manner pre-
scribed by section 60685 in the case of a re-
turn of such taxpayer, and shall be filed, on
or after the date of filing of the return for
the taxable year of the net operating loss, net
capital loss, or unused investment credit
from which the carryback results and within
& period of 12 months from the end of such
taxable year (or, with respect to any portion
of an investment credit carryback from a tax-
able year attributable to a net operating loss
carryback or a capital loss carryback from a
subsequent taxable year, within a period of
12 months from the end of such subsequent
taxable year), in the manner and form re-
quired by regulations prescribed by the Sec-
retary or his delegate.”, and

(2) by striking out “net operating loss or
unused investment credit”, wherever such
term appears in subsections (&) (1), (b), and,
(¢), and inserting in lieu thereof “net oper-
ating loss, net capital loss, or unused invest-
ment credit”.

(e) STATUTES oF LIMITATIONS AND INTEREST
RELATING TO CAPITAL L0SS CARRYBACKS.—

(1) ASSESSMENT AND COLLECTION.—Section
6601 (relating to limitations on assessment
and collection) is amended—

(A) by striking out “Loss CARRYBACKS" In
the heading of subsection (h) and inserting
in lieu thereof “Loss oR CAPITAL Loss CARRY-
BACKS",

(B) by striking out “loss carryback” In
subsection (h) and inserting in lieu thereof
“loss carryback or a capital loss carryback”,

(C) by striking out “operating loss which"
in subsection (h) and inserting in lieu there-
of “operating loss or net capital loss which”,

(D) by striking out “assessed, or within 18
months” and all that follows thereafter in
subsection (h) and inserting in lieu thereof
“assessed, In the case of a deficiency attrib-
utable to the application of a net operating
loss carryback, such deficlency may be as-
sessed within 18 months after the date on
which the taxpayer files in accordance with
section 172(b) (3) a copy of the certification
(with respect to the taxable year of the net
operating loss) issued under section 317 of
the Trade Expansion Act of 1962, if later than
the date prescribed by the preceding sen-
tence.”,

(E) by striking out “loss carryback” in
subsection (j) and inserting in lieu thereof
“loss carryback or a capital loss carryback",
and

(F) by striking out “net operating loss
carryback or an investment credit carryback™
in subsection (m) and inserting Iin lieu
thereof “net operating loss carryback, a capi-
tal loss carryback, or an investment credit
carryback”.

(2) CmeprT or REFUND.—Subsection (d) of
section 6511 (relating to limitations on credit
or refund) is amended—

(A) by striking out “Loss CARRYBACES” in
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the heading of paragraph (2) and inserting
in lieu thereof “LOSS OR CAPITAL LOSS CARRY-
BACKS”,

(B) by striking out “loss carryback” in that
part of paragraph (2)(A) which precedes
clause (1) thereof and inserting in lieu there-
of "“loss carryback or a capital loss carryback”,

(C) by striking out “operating loss which"
in that part of paragraph (2) (A) which pre-
cedes clause (1) thereof and inserting in lleu
thereof “operating loss or net capital loss
which"”,

(D) by striking out “loss carryback” in the
first sentence of paragraph (2)(B) (i) and
inserting in lieu thereof “loss carryback or
a capital loss carryback”,

(E) by amending the last sentence of para-
graph (2) (B) (i) to read as follows: “In the
case of any such claim for credit or refund
or any such application for a tentative carry-
back adjustment, the determination by any
court, Including the Tax Court, in any pro-
ceeding in which the decision of the court
has become final, shall be conclusive except
with respect to the net operating loss deduc-
tion, and the effect of such deduction, or with
respect to the determination of a short-term
capital loss, and the effect of such short-term
capital loss, to the extent that such deduc-
tion or short-term capital loss is affected by
a carryback which was not an issue in such
proceeding.”,

(F) by striking out ‘“loss carryback” in
paragraph (2) (B) (i) and inserting in leu
thereof “loss carryback or a capital 10ss carry-
back, as the case may be,”, and

(G) by striking out “loss carryback” in
paragraph (4) (A) and Inserting in lieu there-
of *“loss carryback or a capital loss carry-
back".

(3) INTEREST ON UNDERPAYMENTS.—Section
6601(e) (relating to computation of interest
in case of carryback or adjustment for cer-
tain unused deductions) is amended—

(A) by striking out “LoSS CARRYBACE” in
the heading of paragraph (1) and inserting
in lieu thereof “LOSS OR CAPITAL LOSS CARRY-
BACK",

(B) by striking out “net operating loss”
wherever it appears in paragraph (1) and
inserting in lieu thereof “net operating loss
or net capital loss”, and

(C) by striking out *loss carryback’” in
paragraph (2) and inserting in lleu thereof
“loss carryback or a capital loss carryback".

(4) INTEREST ON OVERPAYMENTS.—Section
6611(f) (relating to interest in case of re-
fund of income tax caused by carryback or
adjustment for certain unusual deductions)
is amended—

(A) by striking out “rLoss carrYBACK” In
the heading of paragraph (1) and inserting
in lleu thereof “L0OSS OR CAPITAL LOSS CARRY-
BACK",

(B) by striking out “net operating loss”
wherever it appears In paragraph (1) and
inserting in lieu thereof “net operating loss
or net capital loss”, and

(C) by etriking out “loss carryback"” in
paragraph (2) and inserting in lieu thereof
“loss carryback or a capltal loss carryback”.

(f) TECHNICAL AMENDMENTS.—

(1) The heading of section 1212 is amend-
ed by striking out “Carryover” and insert-
ing in lieu thereof “CARRYBACKS AND CARRY-
OVERS”.

(2) The item relating to sectlon 1212 in
the table of sections for part II of subchap-
ter P of chapter 1 is amended by striking out
“carryover” and inserting in leu thereof
“carrybacks and carryovers".

(3) Sectlon 246(b)(1) (relating to divi-
dends received deduction) is amended by
striking out “and 247" and inserting in lien
thereof “and 247, and without regard to any
capital loss carryback to the taxable year
under section 1212(a) (1)."

(4) SectioNn 481(b)(8) (A) (relating to
changes in method of accounting) 1is
amended by striking out “loss carryover” and
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inserting in lleu thereof “loss carryback or
carryover”.

(5) Bection 535(b)(6) (relating to im-
proper accumulations of surplus) 1is
amended—

(A) by striking out “capital loss carry-
over"” In the first sentence and inserting in
lieu thereof “capital loss carryback or carry-
over”, and

(B) by striking out “capital loss carryover”
in subparagraph (B) and inserting in leu
thereof “capital loss carryback and carry-
over”,

(6) Paragraph (7) of section 535(b) (re-
lating to treatment of capital loss carryovers)
is amended to read as follows:

“(T) CarpiraL Loss.—No allowance shall be
made for the capital loss carryback or carry-
over provided in section 1212."

(7) Section 1314(a) (relating to mitiga-
tion of limitations) is amended by striking
out “capital loss carryover” and inserting
in leu thereof “capital loss carryback or
carryover”.

(8) The last sentence of section 1314(b)
(relating to method of adjustment) is
amended to read as follows: “In the case of
an adjustment resulting from an increase or
decrease in a net operating loss or net capital
loss which is carried back to the year of ad-
Justment, interest shall not be collected or
pald for any period prior to the close of the
taxable year in which the net operating loss
or net capital loss arises.”

(8) ErFECTIVE DATE—The amendments
made by this section shall apply with respect
to net capital losses sustained in taxable
years beginning after December 31, 1969.
Sec., 513. CAPITAL LOSSES OF INDIVIDUALS.

(a) LIMITATION ON ALLOWANCE OF CAPITAL
Losses—Section 1211(b) (relating to lim-
itation on capital losses of taxpayers other
than corporations) is amended to read as
follows:

“(b) OTHER TAXPAYERS.—

“(1) IN GENERAL.—In the case of a tax-
payer other than a corporation, losses from
sales or exchanges of capital assets shall be
allowed 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
capital loss over the net long-term capital
gain, and

“(1i1) one-half of the excess of the net long-
term capital loss over the net short-term
capital gain.

“(2) MARRIED INDIVIDUALS.—In the case of
a husband or wife who flles a separate re-
turn, the amount specified in paragraph (1)
(B) shall be $500 in Heu 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, ‘tax-
able income' as used in this subsection shall
read as ‘adjusted gross income".”

(b) CaArrTAL 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 para-
graph (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
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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
year under section 1211(b) (1) (A), (B), or
(C), and

“(ii) the excess of the amount described in
clause (1) over the net short-term capital loss
(determined without regard to this subsec-
tion) for such year,
shall be treated as a short-term capital gain
in such year.

*(8) TRANSITIONAL RULE.—In the case of
any amount which, under paragraph (1) and
section 1211(b) (as in effect for taxable years
beginning before January 1, 1970), 1s treated
as a capital loss in the first tazable year
beginning after December 31, 1969, paragraph
{1) and sectlon 1211(b) (as In effect for
taxable years beginning before January 1,
1970) shall apply (and paragraph (1) and
section 1211(b) as in effect for taxable years
beginning after December 31, 1969, shall not
apply) to the extent such amount exceeds
the total of any net capital gains (deter-
mined without regard to this subsection) of
taxable years beginning after December 31,
1969."

(c) CoNFORMING AMENDMENT.—Section
1222(9) (defining net capital gain) is amend
ed by striking out “In the case of a corpora-
tion, the" and inserting in lieu thereof “The".

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

Sec. 514. LETTERS, MEMORANDUM, ETC.

(a) TREATMENT AS PROPERTY WHICcH Is Not
A CaPITAL AssET.—Section 1221(3) (relating
to definition of capital asset) is amended to
read as follows:

*“(3) a copyright, a literary, 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 basls
of such property is determined, for purposes
of determining gain from a sale or exchange,
in whole or in part by reference to the hasis of
such property in the hands of a ayer
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 (1), (i1), or (iii) ) 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 let-
ter or memorandum" before “, or similar
property”.

(e) ErrecTivé DaTe.—The amendments
made by this section shall apply to sales and
other dispositions occurring after July 25,
1969,

Sec. 515. ToTrArL DIsTRIBUTIONS FrOM QUALI-
¥IED PENSION, ETC., PLANS.

(a) LIMITATION ON CAPITAL GAINS TREAT-
MENT.—

(1) EMPLOYEES' TRUST.—Section 402(a)
(relating to taxability of beneficlary of
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exempt trust) is amended by adding at the
end thereof the following new paragraph:

“(6) LIMITATION ON CAPITAL GAINS TREAT-
MENT.—The first sentence of paragraph (2)
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 acerued 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 which 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 an-
nuity 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 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 prescribe
such regulations as may be necessary to carry
out the purposes of this subparagraph.”

(b) LimrratioN onN Tax—Sectlon 72(n)
(relating to treatment of certain distribu-
tlons 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 SUBSECTION,—

“(A) GeEnERAL RULE.—This subsection shall
apply to amounts—

“(1) distributed to a distributee, in the case
of an employees' trust described in section
401(a) which is exempt from tax under sec-
tion 501(a), or

“{ii) pald to a payee, in the case of an
annuity plan described in section 403(a),
if the total distributions or amounts payable
to the distributee or payee with respect to
an employee (including an individual who
is an employee within the meaning of sec-
tion 401(c) (1)) are paid to the distributee
or payee within one taxable year of the dis-
tributee or payee, but only to the extent that
section 402(a) (2) or 403(a) (2) (A) does not
apply to such amounts.

“(B) DISTRIBUTIONS TO WHICH APPLICA-
sLE—This subsection shall apply only to
distributions or amounts pald—

“(1) on account of the employee's death,

“{11) with respect to an individual who is
an employee without regard to section 401
(e) (1), on account of his separation from
the service,

“(1ii) with respect to an employee within
the meaning of section 401(c) (1), after he
has attalned the age of 5914 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
subsectlon shall apply to amounts distrib-
uted or paid to an employee from or under
a plan only if he has been a participant in
the plan for 6 or more taxable years prior
to the taxable year in which such amounts
are distributed or pald.
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“(D) AMOUNTS SUBJECT TO PENALTY.—This
subsection shall not apply to amounts de-
scribed in clauses (il) and (1ii) of subpara-
graph (A) of subsection (m)(5) (but, in
the case of amounts described in clause (i)
of such subparagraph, only to the extent
that subsection (m)(6) applies to such
amounts)."; and

(2) by adding at the end thereof the fol-
lowing new paragraph:

*“(4) SPECIAL RULE FOR EMPLOYEES WITHOUT
REGARD To SECTION 401(c¢) (1).—In the case
of amounts to which this subsection applies
which are distributed or paid with respect
to an individual who is an employee with-
out regard to section 401(c) (1), paragraph
(2) shall be applied with the following modi-
fications:

“(A) ‘7 times' shall be substituted for ‘5
times’, and ‘14%; percent’ shall be substi-
tuted for ‘20 percent’.

“(B) Any amount which is received during
the taxable year by the employee as compen-
satlon (other than as deferred compensation
within the meaning of section 404) for per-
sonal services performed for the employer in
respect of whom the amounts distributed or
pald are received shall not be taken into
account.

"(C) No portion of the total distributions

or amounts payable (of which the amounts
distributed or pald are a part) to which sec-
tion 402(a) (2) or 403(a) (2) (A) applies shall
be taken into account.
Subparagraph (B) shall not apply if the em-
ployee has not attained the age of 6914 years,
unless he has died or become disabled
(within the meaning of subsection (m)
(7))."

(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 strlikng out “Sectlon 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) 406(c) (relating to termination 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.” in the

 heading and inserting in lieu thereof “Pro-

VISIONS 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 pur-
poses of capital gain provisions) is amended—

(A) by striking out “Provisions.” in the
heading and inserting in lieu thereof “Pro-
VISIONS AND LIMITATION OF Tax.”; and

(B) by striking out “section 402(a)(2)”
and inserting in lieu thereof “section 72(n),
sectlon 402(a) (2),".

(4) Section 1304(b)(2) (relating to cer-
tain provisions inapplicable) is amended to
read as follows:

“(2) section 72(n)(2) (relating to limita-
tion of tax in case of total distribution),”.

(d) ErfFEcTIVE DaATE—The amendments
made by this section shall apply to taxable
years ending after December 31, 1969,

Sec. 516. OTHER CHANGES IN CAPITAL GAINS
TREATMENT.

(a) Sares orF 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 cENERAL—In determining gain or
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loss from the sale or other disposition of a
term interest in property, that portion of the
adjusted basis of such interest which is de-
termined pursuant to section 1014 or 1015
(to the extent that such adjusted basls is a
portion of the entire adjusted basis of the
property) shall be disregarded.

“(2) TERM INTEREST IN PROPERTY DE-
FINED.—For purposes of paragraph (1), the
term ‘term Interest in property’ means—

“(A) alife interest in property,

“(B) an interest in property for a term of
years, or

“(C) an income interest in a trust.

“(8) ExcerrioN —Paragraph (1) shall not
apply to a sale or other disposition which
is a part of a transaction in which the
entire interest in property is transferred to
any person or persons.”

(b) CerTAIN CasvALTY LOsses UNDER Sec-
TroNn 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 com-
pensated for by insurance or otherwise) upon
the destruction, in whole or in part, theft or
selzure, or requisition or condemnation of
(A) property used in the trade or business
or (B) capital assets held for more than 6
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 in the trade or
business or of any capital asset held for
more than 6 months, this subsection shall
not apply to such conversion (whether re-
sulting in gain or loss) if during the taxable
year the recognized losses from such con-
versions exceed the recognized gains from
such conversions.”

(c) TRANSFERS OF FRANCHISES, TRADEMARKS
AND TRADE NAMES —

(1) In cENERAL—Part IV of subchapter P
of chapter 1 (relating to special rules for
determining capital galns and losses) Is
amended by adding after section 1252 (added
by section 214 of this Act) the following new
section:

“SEgc. 1253. TRANSFERS OF FRANCHISES, TRADE~
MARKS, AND TRADE NAMES,

“(a) GENERAL RULE—A transfer of a fran-
chise, trademark, or trade name shall not be
treated as a sale or exchange of a capital as-
set if the transferor retains any significant
power, right, or continuing interest with re-
spect to the subject matter of the franchise,
trademark, or trade name.

“(b) DerFmnrTIONS —FoOr purposes of this
section—

“{1) PrawmcHisE.—The term ‘franchise’ in-
cludes an agreement which gives one of the
parties to the agreement the right to dis-
tribute, sell, or provide goods, services, or
facilities, within a specified area.

“(2) SIGNIFICANT POWER, RIGHT, OR CON-
TINUING INTEREST.—The term ‘significant
power, right, or continuing interest’ includes,
but Is not limited to, the following rights
with respect to the interest transferred:

“(A) A right to disapprove any assignment
of such Interest, or any part thereof.

“(B) A right to terminate at will.

“(C) A right to prescribe the standards of
quality of products used or sold, or of serv-
ices furnished, and of the equipment and
facilities used to promote such products or
services.

“(D) A right to require that the transferee
sell or advertise only products or services of
the transferor.

“(E) A right to require that the transferee
purchase substantially all of his supplies and
equipment from the transferor.
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“(F) A right to payments contingent on
the productivity, use, or disposition of .the
subject matter of the interest transferred, if
such payments constitute a substantial ele-
ment under the transfer agreement.

“(3) TransFer.—The term ‘transfer’ in-
cludes the renewal of a franchise, trademark,
or trade name,

“(e) TREATMENT OF CONTINGENT PAYMENTS
BY TRANSFEROR.—Amounts received or ac-
cured on account of a transfer, sale, or other
disposition of a franchise, trademark, or trade
name which are contingent on the produc-
tivity, use, or disposition of the franchise,
trademark, or trade name transferred shall be
treated as amounts received or accrued from
the sale or other disposition of property
which is not a capital asset,

“(d) TREATMENT OF PAYMENTS BY TRANS-
FEREE.—

“{1) CONTINGENT PAYMENTS.—Amounts
paid or incurred during the taxable year on
account of a transfer, sale, or other disposi-
tion of a franchise, trademark, or trade name
which are contingent on the productivity,
use, or disposition of the franchise, trade-
mark, or trade name transferred shall be
allowed as a deduction under section 162(a)
(relating to trade or business expenses).

“(2) OTHER PAYMENTS.—If a transfer of a
franchise, trademark, or trade name is not
(by reason of the application of subsection
(a)) treated as a sale or exchange of a capital
asset, any payment not described in para-
graph (1) which is made in discharge of a
principal sum agreed upon in the transfer
agreement shall be allowed as a deduction—

“(A) in the case of a single payment made
in discharge of such principal sum, ratably
over the taxable years in the period begin-
ning with the taxable year in which the pay-
ment is made and ending with the ninth
succeeding taxable year or ending with the
last taxable year beginning in the period of
the transfer agreement, whichever period is
shorter;

“(B) in the case of a payment which is one
of a series of approximately equal payments
made in discharge of such principal sum,
which are payable over—

“(1) the period of the transfer agreement,
or

“(i1) a perlod of more than 10 taxable
years, whether ending before or after the
end of the period of the transfer agreement,
in the taxable year in which the payment is
made; and

“(C) in the case of any other payment, In
the taxable year or years specified In regula-
tions prescribed by the Secretary or his dele-
gate, consistently with the preceding provi-
sions of this paragraph.

“(e) ExceprioN.—This section shall not
apply to the transfer of a franchise to en-
gage in professional football, basketball,
baseball, or other professional sport.”

{2) CONFORMING AMENDMENTS.

(A) Section 162(h) (as redesignated by
section 902) is amended by striking out
“For" and inserting in lieu thereof “(1) For",
and by adding at the end thereof the follow-
ing:

“(2) For speclal rule relating to the treat-
ment of payments by a transferee of a fran-
chise, trademark, or trade name, see section
1253."

(B) Section 1016(a) (relating to adjust-
ments to basis) is amended by striking out
the period at the end of paragraph (21) and
{nserting in lieu thereof a semicolon, and by
inserting after paragraph (21) the following
new paragraph:

“{22) for amounts allowed as deductions
for payments made on account of transfers
of franchises, trademarks, or trade names
under section 1253(d) (2)."

(C) The table of sections for part IV of sub-
chapter P of chapter 1 is amended by add-

December 22, 1969

ing at the end thereof the following new
item:

“Sec. 1253. Transfers of franchises, trade-

marks, and trade names.”

(d) EFFECTIVE DATES.—

(1) The amendment made by subsection
(a) shall apply to sales or other dispositions
after October 9, 1969,

(2) The amendment made by subsection
(b) shall apply to sales or other dispositions
after October 9, 1969.

(2) The amendments made by subsection
(b) shall apply to taxable years beginning
after December 31, 1969.

(3) The amendments made by subsection
{e) shall apply to transfers after December
31, 1969, except that sectlon 1263(d) (1) of
the Internal Revenue Code of 1954 (as added
by subsectlon (c)) shall, at the election of
the taxpayer (made at such time and in such
manner as the Secretary or his delegate may
by regulations prescribe), apply to transfers
before January 1, 1970, but only with respect
to payments made in taxable years ending
after December 31, 1969, and beginning be-
fore January 1, 1980.

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 (]) as subsection (m), and by
inserting after subsection (1) the following
new subsections:

“{j) Specia. RULES
PROPERTY —

*{1) GENERAL RULE.—Except as provided in
paragraphs (2) and (3), in the case of sec-
tion 1250 property, subsection (b) shall not
apply and the term ‘reasonable allowance’
as used in subsection (a) shall include an|
allowance computed in accordance with regu-
lations prescribed by the Secretary or his
delegate, under any of the following methods:

“(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), or

“(C) any other consistent method pro
ductive 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 usef
life of the property, exceed the total of suc
allowances which would have been used had
such allowances been computed under th
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) RESIDENTIAL RENTAL FROPERTY.—

“(A) In cENERAL—Paragraph (1) of thig
subsection shall not apply, and subsection
(b) shall apply in any taxable year, to a
building or structure—

“(1) which is residential rental propert;
located within the United States or any of]
its possessions, or located within a foreigr
country if a method of depreciation for such
property comparable to the method provided
in subsection (b)(2) or (3) is provided b
the laws of such country, and

“(i1) the original use of which commenced
with the taxpayer.

In the case of residential rental property lo
cated within a foreign country, the origina
use of which commences with the taxpayer
if the allowance for depreciation provided
under the laws of such country for such
property is greater than that provided undey
paragraph (1) of this subsection, but lesd
than that provided under subs