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Skc. 642. (a) Amounts, as determined by the Secretary of Defense Procurement
and approved by the Director of the Bureau of the Budget, of any : J
appropriations of the Department of Defense available for procure-
ment (excegt Shipbuﬂdin% and Conversion, Navy) which (1) will
remain unobligated as of the close of any fiscal year for which esti-
mates are submitted and (2) which have been available for obligation
for three or more fiscal years, shall be pr{éposed for rescission.

(b) Amounts, as determined by the Secretary of Defense and Shirbullding
approved by the Director of the Bureau of the Bugget, of an a.‘? ro- o i
priations of the Department of Defense available for Shipbui (i‘ing
which (1) will remain unobligated as of the close of any fiscal year
for which estimates are submitted and (2) which have been available
for obligation for five or more fiscal years, shall be proposed for
rescission.

(c) Amounts, as determined by the Secretary of Defense and , Scpoareh and
approved by the Director of the Bureau of the Budget, of any funds, rescission.
appropriations of the Department of Defense available for research,
development, test and evaluation (except Emergency Fund, Defense)
which (1) will remain unobligated as o? the close of any fiscal year for
which estimates are submitted and (2) which have been available for
obligation for two or more fiscal years, shall be proposed for rescission.

Sec. 643, In line with the exgtll‘;ssed intention of the President of , Laos or Thai-
the United States, none of the funds appropriated by this Act shall introduction of
be used to finance the introduction of American ground combat troops combat troops,
into Laos or Thailand. elbian

This Act may be cited as the “Department of Defense Appropria- Sher title:
tion Act, 1970.”

Approved December 29, 1969.

Public Law 91-172

AN ACT December 30, 1969
To reform the income tax laws. B R L)
Be it enacted by the Senate and House og Representatives of the
United States of America in Oongress assembled, W ol b,

SECTION 1. SHORT TITLE, ETC.

(a) §HORT Trre—This Act may be cited as the “Tax Reform Act
of 19697,
(b) Tasre or CONTENTS.—

AUTHENTICATED
U.S. GOVERNMENT
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TITLE I—TAX EXEMPT ORGANIZATIONS
Subtitle A—Private Foundations
Sec, 101, Private foundations.
Subtitle B—Other Tax Exempt Organizations

Sec. 121. Tax on unrelated business income.
TITLE IT—-INDIVIDUAL DEDUCTIONS
Subtitle A—Charitable Contributions
Sec. 201, Charitable contributions,
Subtitle B—Farm Losses, Etc.
Sec. 211. Gain from disposition of property used in farming where
farm losses offset nonfarm income.
Sec. 212. Livestock,
Sec. 213. Deductions attributable to activities not engaged in for
profit.
Sec. 214, Gain from disposition of farm land.
Sec. 215. Crop insurance proceeds.
Sec. 216, Capitalization of costs of planting and developing citrus
groves,
Subtitle C—Interest
Sec. 221. Interest.
Subtitle D—Moving Expenses
Sec. 231. Moving expenses.

TITLE III—MINIMUM TAX; ADJUSTMENTS PRIMARILY
AFFECTING INDIVIDUALS

Subtitle A—Minimum Tax
Sec. 301. Minimum tax for tax preferences.
Subtitle B—Income Averaging
Sec. 311, Income averaging.
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Subtitle C—Restricted Property
Sec. 321. Restricted property.
Subtitle D—A ccumulation Trusts, Multiple Trusts, Ete.

Sec. 331. Treatment of excess distributions by trusts.
Sec. 332. Trust income for benefit of a spouse.

TITLE IV—ADJUSTMENTS PRIMARILY AFFECTING COR-
PORATIONS

Subtitle A—Multiple Corporations
Sec. 401. Multiple corporations.

Subtitle B—Debt-Financed Corporate Acquisitions 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 evidences of indebtedness.

Sec. 414. Limitation on deduction of bond premium on repurchase.

Sec. 415, Treatment of certain corporate interests as stock or
indebtedness.

Subtitle C—Stock Dividends
Seec. 421. Stock dividends.
Subtitle D—Financial Institutions

Sec. 431. Reserve for losses on loans; net operating loss carrybacks.

Sec. 432, Mutual savings banks, ete.

Sec. 433. Treatment of bonds, ete., held by financial institutions.

Sec. 434. Limitation on deduction for dividends received by mutual
savings banks, ete.

Sec. 435. Foreign deposits in United States banks.

Subtitle E—Depreciation Allowed Re d Industries; Earnings
and Profits Adjustment for Depreciation '

Sec. 441. Public utility property.
Sec. 442. Effect on earnings and profits.

TITLE V—ADJUSTMENTS AFFECTING INDIVIDUALS
AND CORPORATIONS

Subtitle A—Natural Resources

Sec. 501. Percentage depletion rates.

Sec. 502. Treatment processes in the case of oil shale,

Sec. 503. Mineral production payments.

Sec. 504. Explorafgon enditures.

Sec. 505. Continental shelf areas.

Sec. 506. Foreign tax credit with respect to certain foreign mineral
income.
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Subtitle B—Capital Gains and Losses

Sec. 511. Increase in alternative capital gains tax.

Sec. 512. Capital losses of corporations.

Sec. 513. Capital losses of individuals.

Sec. 514. Letters, memorandums, etc.

Sec. 515. Total distributions from qualified pension, ete., plans.
Sec. 516. Other changes in capital gains treatment.

Subtitle C—Real Estate Depreciation
Sec. 521. Depreciation of real estate.
Subtitle D—Subchapter S Corporations
Sec. 531. Qualified pension, etc., plans of small business corporations.
TITLE VI—STATE AND LOCAL OBLIGATIONS
Sec. 601. Arbitrage bonds.

TITLE VII—EXTENSION OF TAX SURCHARGE AND
EXCISE TAXES; TERMINATION OF INVESTMENT
CREDIT

Sec. 701. Extension of tax surcharge.

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

See. 703. Termination of investment credit.

Sec. 704, Amortization of pollution control facilities.

Sec. 705. Amortization of railroad rolling stock and right-of-way

. improvements.

Sec. 706. Expenkdjtures in connection with certain railroad rolling
stock.

Sec. 707. Amortization of certain coal mine safety equipment.

TITLE VIII—ADJUSTMENT OF TAX BURDEN FOR
INDIVIDUALS

Sec. 801. Personal exemptions.

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

Sec. 808. Tax rates for single individuals and heads of household;
optional tax.

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

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

TITLE IX—MISCELLANEOUS PROVISIONS
Subtitle A—Miscellaneous Income Tax Provisions

Sec. 901, Exclusion of additional living expenses.

Sec. 902. Deductibility of treble damage payments, fines and penalties,
ete.

Sec. 903. Accrued vacation pay.

Sec. 904, Deduction of recoveries of antitrust damages, etc.

Sec. 905. Corpomtt(;i:l?s using appreciated property to redeem their
own s .
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Sec. 906. Reasonable accumulations by corporations.

Sec. 907. Insurance companies.

Sec. 908. Certain unit investment trusts.

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

Sec. 910. Sales of certain low-income housing projects.

Sec. 911. Per-unit retain allocations.

See. 912. Foster children.

Sec. 913. Cooperative housing corporations.

Sec. 914, Personal holding company dividends. il

Sec. 915. Replacement of property involuntarily converted within a
2-year period. j

Sec. 916. Change in reporting income on installment basis.

Sec. 917. Recognition of gain in certain liquidations.

Subtitle B—Miscellaneous Excise Tax Provisions

Sec. 931. Concrete mixers.
Sec. 932, Constructive sale price.

Subtitle C—Miscellaneous Administrative Provisions

Sec. 941. Filing requirements.

Sec. 942. Computation of tax by Internal Revenue Service.

Sec. 943. Failure to make timely payment or deposit of tax.

Sec. 944. Declarations of estimated tax by farmers.

Sec. 945. Portion of salary, wages, or other income exempt from levy.
Sec. 946. Interest and penalties in case of certain taxable years.

Subtitle D—United States Tax Court

Sec. 951. Status of Tax Court.

Sec. 952. Appointment; term of office.
Sec. 953. Salary.

Sec. 954. Retirement.

Sec. 955. Survivors.

Sec. 956. Powers,

Sec. 957. Tax disputes involving $1,000 or less.
Sec. 958. Commissioners.

Sec. 959. 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. Inger;a%e in old-age, survivors, and disability insurance
benefits.

Sec. 1003. Increase in benefits for certain individuals age 72 and over.

Sec. 1004. M?:Tﬁum amount of a wife’s or husband’s insurance

nefit.

See. 1005. Alloeation to disability insurance trust fund.

Sec. 1006. Disregarding of retroactive payment of OASDI benefit
increase.

Sec. 1007. Disregarding of income of OASDI recipients in determin-
ing need for public assistance.

(e) AmexpMENT OF 1954 CopE.—Except as otherwise expressly pro-
vided, whenever in this Act an amendment or repeal is expresseg in
terms of an amendment to, or repeal of, a section or other provision,
the reference shall be considereg to be made to a section or other

provision of the Internal Revenue Code of 1954. ol R

seq.
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TITLE I—TAX EXEMPT ORGANIZATIONS

Subtitle A—Private Foundations

SEC. 101. PRIVATE FOUNDATIONS.

(a) In GeneraL.—Subchapter F of chapter 1 (relating to exempt
organizations) is amended by redesignating parts II, ITI, and IV as
gants III, IV, and V, respectively, and by inserting after part I the

ollowing new part:

“PART II—PRIVATE FOUNDATIONS

“See. 507. Termination of private foundation status.

“Sec. 508. Special rules with respect to section 501(¢) (3) organizations.
“Sec. 509. Private foundation defined.

“SEC. 507. TERMINATION OF PRIVATE FOUNDATION STATUS.

“(a) Generan Rure—Except as provided in subsection (b), the
statusfof any organization as a private foundation shall be terminated
only if—

“(1) such organization notifies the Secretary 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 termina-
tion, or -

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

“(B) the Secretary or his delegate notifies such organization
that, by reason of subparagraph (A), such organization is liable
for the tax imposed by subsection (¢),

and either such organization gays the tax imposed by subsection (c)
(or any portion not abated under subsection (g)) or tﬂe entire amount
of such tax isabated under subsection (g).

“(b) Specian Rures.—

“(1) TRANSFER T0, OR OPERATION 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 flagrant act (or failure to act)
giving rise to lability for tax under chapter 42, shall be ter-
minated if—

“(A) such organization distributes all of its net assets to
one or more organizations deseribed in section 170(b) (Bl
(A) (other than in clauses (vii) and (viii)) each of whi
has been in existence and so deseribed for a continuons period
of at least 60 calendar months immediately preceding such
distribution, or

“(B) (1) such organization meets the requirements 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 begins 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 Secretary or his dele-

ate (in such manner as the Secretary or his delegate may

y regulations prescribe) before the commencement of such
12-month or 60-month period (or before the 90th day after
the day on which regulations first prescribed under this
subsection become final) that it is terminating its private
foundation status, and
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“(iii) such organization establishes to the satisfaction of
the Secretary or his delegate (in such manner as the Secre-
tary or his delegate may by regulations preseribe) imme-
diately after the expiration of such 12-month or 60-month
period that such organization has complied with clause (i).

If an organization gives notice under subparagraph (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
section 509 (a) for the entire 60-month period, this part and chap-
ter 42 shall not apply to such organization for any taxable year
withgsn such GO-monLg' period for which it does meet such require-
ments.

“(2) TrANSFEREE FOUNDATIONS.—For purposes of this part, in
the case of a transfer of assets of any private foundation to another
private foundation pursuant to any [l)iquidation, merger, redemp-
tion, recapitalization, or other adjustment, organization, or reor-
ganization, the transferee foundation shall not be treated as a
newly ereated organization.

“(¢) Iareosrrion or Tax—There is hereby imposed on each organi-
zs;.t,ion which is referred to in subsection (a) a tax equal to the lower
o1—

Post, p. 498,

“(1) the amount which the private foundation substantiates
by adequate records or other corroborating evidence as the aggre-
gate tax benefit resulting from the section 501(c)(3) status §34 32 163
of such foundation, or ;
“(2) the value of the net assets of such foundation.
“(d) AcerecaTE TAax BENEFIT.—
“(1) I~ eeneraL—For purposes of subsection Sc), the aggre-
gate tax benefit resulting from the section 501 (c) (3) status of any
private foundation is the sum of—
“(A) the aggregate increases in tax under chapters 1, 11,
and 12 (or the corresponding provisions of prior law) which 26 usc 1, 2001,
would have been imposed with respect to all substantial con- **°"
tributors to the foundation if deductions for all contribu-
tions made by such contributors to the foundation after
February 28, 1913, had been disallowed, and
“(B) the aggregate increases in tax under chapter 1 (or the
corresponding provisions of prior law) which would have
been imposed with respect to the income of the private foun-
dation for taxable years beginning after December 31, 1912,
if (i) it had not been exempt from tax under section 501 (a)
(or the corresponding provisions of prior law), and (ii) in
the case of a trust, deductions under section 642(c) (or the Post p. 558.
comsponding provisions of prior law) had been limited to
20 percent of the taxable income of the trust (computed
without the benefit of section 642(c¢) but with the benefit
of section 170(b) (1) (A) ),and Post, p. 550.
“(C) interest on the increases in tax determined under sub-
paragraphs (A) and (B) from the first date on which each
such increase would have been due and payable to the date
on which the organization ceases to be a private foundation.
“(2) SUBSTANTIAL CONTRIBUTOR.—
“(A) DerFiNtrioN.—For purposes of paragraph (1), the
term ‘substantial contributor’ means any person who con-
tributed or bequeathed 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 bequests received by
the foundation before the close of the taxable year of the
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foundation in which the contribution or bequest is received
by the foundation from such person. In the case of a trust,
tge term ‘substantial contributor’ also means the creator of
the trust.

( ;(B) Seecian  rures.—For purposes of subparagraph

“(i) each contribution or bequest shall be valued at
fair market value on the date it was received,

“(ii) in the case of a foundation which is in existence
on October 9, 1969, all contributions and bequests re-
ceived on or before such date shall be treated (except
for purposes of clause (i)) as if received on such date,

“Fiii) 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 s]{a}) remain a substantial contributor for all
subsequent periods.

“(3) Reeurarions—For purposes of this section, the determi-
nation as to whether and to what extent there would have been any
increase in tax shall be made in accordance with regulations pre-
seribed by the Secretary or his delegate.

“(e) VaLue or Assers.—For purposes of subsection (c), 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 organiza-
tion which culminates in its ceasing to be a private foundation, or
(2) the date on which it ceases to be a private foundation.

“(f) Liapmrry ixv Case or TRANSFERS or Assers From Privarte
Fouxparion.—For purposes of determining liability for the tax
imposed by subsection (¢) in the case of assets transferred by the pri-
vate foundation, such tax shall be deemed to have been imposed on the
first day on which action is taken by the organization which cul-
minates in its ceasing to be a private foundation.

“(g) AsateMENT OoF Taxes.—The Secretary or his delegate may
abate the unpaid portion of the assessment of any tax imposed by sub-
section (c), or any liability in respect thereof, 1f—

“(1) the private foundation distributes all of its net assets to

Post, p. 550. one or more organizations described in section 170(b) (1) (A)
(other than in clauses (vii) and (viii)) each of which has been in
existence and so deseri for a continuous period of at least 60
calendar months, or
Post, p. 523. “(2) following the notification prescribed in section 6104(c)
to the appropriate State officer, such State officer within one year
notifies the Secretary or his delegate, in such manner as the Secre-
tary or his delegate may by regulations prescribe, that corrective
action has been initiated pursuant to State law to insure that the
assets of such private foundation are preserved for such charitable
26 USC S0t or other purposes specified in section 501 (c) (3) as may be ordered
: or approved by a court of competent jurisdiction, and upon
completion of the corrective action, the Secretary or his delegate
receives certification from the appropriate State officer that such
action has resulted in such preservation of assets.

“SEC. 508. SPECIAL RULES WITH RESPECT TO SECTION 501(c)(3) ORGA-
NIZATIONS.

“(a) New Orcanizations Musr Norry Secrerary Taat THEY
Agre ArpPLYING ¥or RecoaNTTION OF SECTION 501(c)(3) StATUS.—
Except as provided in subsection (¢), an organization organized after
October 9, 1969, shall not be treated as an organization described in
section 501 (¢) (3)—
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“(1) unless it has given notice to the Secretary 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 giving of such notice, if such
notice is given after the time prescribed by the Secretary or his
delegate by regulations for giving notice under this subsection.

For purposes of paragraph (2), the time prescribed for giving notice
under this subsection shall not expire before the 90th day after the d:}'
on which regulations first prescribed under this subsection become final.

“(b) Presumprion THAT OrcanizaTioNns Are Privare Fouxnpa-
TIoNs.—Except as provided in subsection (c), any organization (in-
cluding an organization in existence on October 9, f969) which is
deseribed in section 501 (¢) (3) and which does not not‘.i&cthe Secretary
or his delegate, at such time and in such manner as the Secretary or his
delegate may by regulations preseribe, that it is not a private founda-
tion shall be presumed to be a.griva.t,e foundation. The time prescribed
for giving notice under this subsection shall not expire before the 90th
day after the day on which regulations first prescribed under this
subsection become final.

“(c) ExcEPTIONS.—

“(1) Manpartory ExcEPTIONS.—Subsections (a) and (b) shall
not apPI to—

‘{A) churches, their integrated auxiliaries, and conven-
tions or associations of churches, or

“(Bg‘ma.ny organization wha%x 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.

“(2) Exceeprioxs By rReGurATIONS.—The Secretary or his dele-
gate may by regulations exempt (to the extent and subject to such
conditions as may be prescribed in such regulations) from the pro-
visions of subsection (a) or (b) or both—

“(A) educational organizations which normally maintain
am r faculty and curriculum and normally have a regu-
larly enrolled body of pupils or students in attendance at the
place v&here their educational activities are regularly carried
onj an

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

“(d) DisarLowance oF CertaiN CHARITABLE, ETC., DEDUCTIONS.—

“(1) GIFT OR BEQUEST TO ORGANIZATIONS SUBJECT TO SECTION
507(c) max.—No gift or bequest made to an organization upon
which the tax provided by section 507 (¢) has been imposed shall
be allowed as a deduction under section 170, 545 (b) (2), 556 (b) (2),
642 (c)z 2055, 2106 (a) (2), or 2522, if such gift or bequest is made—

‘(A any person after notification is made under sec-
tion 507 (a), or

“(B) by a substantial contributor (as defined 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 subse-
quent, taxable year.

“(2) GIFT OR BEQUEST TO TAXABLE PRIVATE FOUNDATION, SECTION
1947 TRUST, ET0.—No gift or bequest made to an organization
shall be allowed as a deduction under section 170, 545(b) (2),
556(b) (2), 642(c), 2055, 2106(a) (2), or 2522, if such gift or
bequest is made—
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“(A) toa private foundation or a trust deseribed in section
4947 in a taxable year for which it fails to meet the require-
ments of subsection (e) (determined without regard to sub-
section (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(c) (3) by
reason of subsection (a).

“(3) Exceprion.—Paragraph (1) shall not a.{J)ply if the entire
amount of the unpaid portion of the tax imposed
is abated by the Secretary or his delegate under section 507(g).
“(e) GovERNING INSTRUMENTS—
“(1) GexeraL 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—

y section 507 (¢)

“(A) to require its income for each taxable year to be dis-
tributed at such time and in such manner as not to subject the
foundation to tax under section 4942, and

*(B) to prohibit the foundation from engaging in any act of
self-dealin%) (as defined in section 4941(d)), from retaining
any excess 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 organization organized before January 1, 1970,
paragraph (1) shall not apply—

; A) to any taxable year beginning before January 1,
1972
“(h) 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 necessary to reform,
or to excuse such foundation from compliance with, its gov-
erning instrument or any other instrument in order to meet
the requirements of paragraph (1), and

“f%% to any period after the termination of any judicial
proceeding described in subparagraph (B) during Wilich its
governing instrument or any other instrument does not per-
mit it to meet the requirements of paragraph (1).

“SEC. 509. PRIVATE FOUNDATION DEFINED.
“(a) GeneraL Rune.—For purposes of this title, the term ‘private
foundation’ means a domestic or foreign organization described in sec-

éc (3) other than—
1) an organization described in section 170(b) (1) (A) (other

than in clauses (vii) and (viii)) ;
“(2) an organization which—

“(A) normally receives more than one-third of its support

in each taxable year from any combination of—
‘El. (i) gifts, grants, contributions, or membership fees,

an

“(ii) gross receipts from admissions, sales of merchan-
dise, performance of services, or furnishing of facilities,
in an activity which is not an unrelated trade or business
(within the meaning of section 513), not including such
receipts from any person, or from any bureau or similar
agency of a governmental unit (as described in section
1%3%(3(1) ), in any taxable year to the extent such
receipts exceed the greater of $5,000 or 1 percent of the

organization’s support in such taxable year,



83 Star. ) PUBLIC LAW 91-172-DEC. 30, 1969

from persons other than disqualified persons (as defined in
section 4946) with respect to the organization, from govern-
mental units described in section 170 (¢) (1), or from organiza-
tions deseribed in section 170(b) (1) (A) (other than in clauses
(viig and (viii%?, and

“(B) normally receives not more than one-third of its sup-
port in each taxable year from gross investment income (as
defined in subsection {e)) :

“(3) anorganization which—

“(A) 1s organized, and at all times thereafter 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 controlled by or in con-
nection with one or more organizations deseribed in paragraph
(1) or (2),and

‘(C% is not controlled directly or indirectly by one or more
disqualified persons (as defined in section 4946) other than
foundation managers and other than one or more organiza-
tions described in paragraph (1) or (2) ; and

T 34) an organization which is organized and operated exclu-
sively for testing for public safety.
For Eurposes of paragrafh (3), an organization described in para-
aph (2) shall be deemed to include an or%;a.:jzation described in sec-
tion 501(c) (4), (5), or (6) which would be described in paragraph
(2) if it were an organization described in section 501(c) (3).

“(b) ContinuaTION OF PrivaTE FounpaTioN StaTus.—For pur-
poses of this title, if an organization is a private foundation (within
the meaning of subsection (a)) on October 9, 1969, or becomes a private
foundation on any mlbsegnent 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 sec-
tion 507.

“(e) Starus oF ORGANIZATION AFTER TERMINATION OF PRIVATE
FounpatioN Srarus.—For Furposes of this part, an organization 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
orga.niza,tion created on the day after the date of such termination.

(d) DeFinitioN oF SurporT.—For purposes of this part and chap-
ter 42, the term ‘support’ includes (but is not limited to)—
“(1) gifts, grants, contributions, or membership fees,
“(2) gross receipts from admissions, sales of merchandise, per-
formance 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
not such activities are carried on regularly as a trade or business,

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

“(5) tax revenues levied for the benefit of an organization and

either paid to or expended on behalf of such organization, and
& (16) the value of services or facilities (exclusive of services or
facilities generally furnished to the public without charge) fur-
nished by a governmental unit referred to in section Ig%e c) (1)
toan orFamza,' tion 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
ex of a capital asset, or the value of exemption from any
Federal, State, or local tax or any similar benefit.
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“(e) Derinrrion or Gross InvestmeNT INcome.—For purposes of
subsection (d), the term ‘gross investment income’ means the gross
amount of income from interest, dividends, rents, and royalties, but
not includjn% any such income to the extent included in computing the
tax imposed by section 511.”

(b) AmexpmeNnT or Susrrrie D.—Subtitle D (relating to miscel-
laneous excise taxes) is amended by adding at the end thereof the
following new chapter:

“CHAPTER 42—PRIVATE FOUNDATIONS

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

“Seec. 4941, Taxes on self-dealing.

“Sec. 4942, Taxes on failure to distribute income.

“Sec. 4043, Taxes on excess business holdings.

“Sec. 4944. Taxes on investments which jeopardize charitable purpose.

“Seec. 4945. Taxes on taxable expenditures.

“Sec. 4046. Definitions and special rules.

“Sec. 4047, Application of taxes to certain nonexempt trusts.

“Sec. 4948. Application of taxes and denial of exemption with respect to certain
foreign organizations.

“SEC. 4940. EXCISE TAX BASED ON INVESTMENT INCOME.

“(a) Tax-Exempr Founparions—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 activi-
ties, a tax equal to 4 percent of the net investment income of such
foundation for the taxable year.

*(b) TaxaeLe Founparions.—There is hereby imposed on each
private foundation which is not exempt from taxation under section
501(a) for the taxable year, with respect 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 subsection (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 private foundation had
been exempt from taxation under section 501(a), exceeds

“(2) the tax imposed under subtitle A on such private foun-
dation for the taxable year.

“(c¢) NEr InvestmENT INcOME DEFINED.—

“(1) I~ eeneraL.—For purposes of subsection (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 deductions allowed by paragraph (3). Except to the extent
inconsistent with the provisions otP this section, net investment
income shall be determined under the principles of subtitle A.

“(2) Gross INVESTMENT INCOME—For purposes of paragraph
(1), 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 included in computing the
tax imposed by section 511.

“(3) DepuctronNs.—

“(A) In eeNeraL—For purposes of paragraph (1), there
shall be allowed as a deduction all the ordinary and necessary
expenses paid or incurred for the production or collection of
gross investment income or for the management, conservation,
or maintenance of property held for the production of such
income, determinedp with the modifications set forth in sub-

paragraph (B).
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“(B) Mopirications.—For purposes of subparagraph
“(i) The deduction provided by section 167 shall be _ Post, pp. 625,
allowed, but only on the basis of the straight line method :
of depreciation. s : i
“(i1) The deduction for depletion provided by section
611 shall be allowed, but such deduction shall be deter- 684 stat. 207.
mined without regard to section 613 (relating to percent- 26 USC €11
age depletion). Post, p. 629,
“(4) CaprTAL GaINs aND Losses.—For purposes 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 production of interest, dividends, rents, and royalties, and
property used for the production of income included in com-
puting the tax imposed by section 511 (except to the extent  Post, p. 536.
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 December 31, 1969, and
continuously thereafter to the date of its disposition shall be
deemed to be not less than the fair market value of such prop-
art_?r on December 31, 1969.
“(C) Losses from sales or other dispositions of property
shall be allowed only to the extent of gains from such sales or
other dispositions, and there shall be no capital loss carryovers.
“(5) Tax-xemer xcome—For purposes of this section, net
investment income shall be determined by applying section 103  Post, p. 556.
(relating to interest on certain gm’ernmentalpob]igations) and
section 265 (relating to expenses and interest relating to tax- _68A Stat. 78;
exempt income). s
“SEC. 4941. TAXES ON SELF-DEALING.
“(a) Inrrian TAxes—
“(1) Ox serr-pEsaLEr.—There is hereby imposed a tax on each
act of self-dealing between a disqualified person and a private
foundation. The rate of tax shall be equaf to 5 percent of the
amount involved with respect to the act of self-dealing for each
vear (or part thereof) in the taxable period. The tax imposed by
this paragraph shall be paid 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 oﬂiciali (as
defined in section 4946(c) a » & tax shall be imposed by this para-
graph only if such disqualified person participates in the act of
self-dealing knowing that it is such an act.
“(2) Ox FOUNDATION MANAGER—IN any case in which a tax is
imposed by pamgmgh (1), there is hereby imposed on the partici-
pation of any foundation manager in an act of self-dealing be-
tween 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
willful and is due to reasonable cause. The tax imposed by this
paragraph shall be paid by any foundation manager who partici-
pated in the act of self-dealing.
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“(b) Apprrionan Taxes—

“(1) Ox seLF-pRALER.—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 cor-
rected within the correction period, there is hereby imposed a tax
equal to 200 percent of the amount involved. The tax 1mposed 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 addi-
tional tax is imposed by paragraph (1), if a foundation manager
refused to agree to part or all of the correction, there is hereby
imposed a tax equal to 50 percent of the amount involved. The
tax imposed by this paragraph shall be paid bi any foundation
manager who refused to agree to part or all of the correction.

“(c) SprciaL Rures.—For purposes of subsections (a) and (b)—

“(1) JoinT AND SEVERAL LiABILITY.—If more than one person
isliable under any paragraph of subsection (a) or (b) with respect
to any one act of self-dealing, all such persons shall be jointly and
severally liable under such paragraph with respect to such act.

“(2) $10,000 LimrT FoR MANAGEMENT.— With respect to any one
act of self-dealing, the maximum amount of the tax imposed by
subsection (a)(2) shall not exceed $10,000, and the maximum
;mo(l).lélot of the tax imposed by subsection (b) (2) shall not exceed

10,000.

“(d) Serr-DeaviNe.—

¢ }1) INn eeNeraL.—For purposes of this section, the term
‘self-dealing’ means any direct or indirect—

“(A) sale or exchange, or leasing, of property between a
private foundation and a (iisqualiﬁa person ;

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

‘(C) furnishing of goods, services, or facilities between a
private foundation and a disqualified person;

“(D) payment of compensation (or payment or reimburse-
ment of expenses) by a private foundation to a disqualified

rson ;

“(E) transfer to, or use by or for the benefit of, a disquali-
fied person of the income or assets of a private foundation;
and

“(F) agreement by a private foundation to make any pay-
ment of money or other property to a government official (as
defined in section 4946(0)?, other than an agreement to
employ such individual for an;lr_l period after the termination
of his government service if such individual is terminating his
government service within a 90-day period.

“(2) Seecian ruLEs.—For purposes of paragraph (1)—

“(A) the transfer of real or personal property by a dis-
qualified person to a private foundation shall be treated as
a sale or exchange if the property is subject to a morLEﬂ.ge or
similar lien which the foundation assumes or if it is subject to
a mortgage or similar lien which a disqualified person placed
on the property within the 10-year period ending on the date
of the transfer;

“(B) the lending of money by a disqualified person to a

rivate foundation shall notybe an act of self-dealing if the
Foan is without interest or other charge and if the proceeds
of the loan are used exclusively for purposes specified in
section 501(c) (3);
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“(C) the furnishing of goods, services, or facilities by a
disqualified person to a private foundation shall not be an act
of self-dealing if the furnishing is without charge and if the
goods, services, orﬁﬁg:ilities sonilrnzsl;ec; )are used exclusively

or purposes specified in section 501 (¢ : 68A Stat. 163,

“FD) the furnishing of goods, serv(lces, or facilities by a *¢ VS€ 0"
private foundation to a disqualified person shall not be an act
of self-dealing if such furnishing is made on a basis no more
favorable than that on which sue gl())ods, services, or facilities
are made available to the general public;

“(E) except in the case of a government official (as defined
in section 4946(c) ), the payment of compensation (and the
payment or reimbursement of expenses) by a private founda-
tion to a disqualified person for personal services which are
reasonable and necessary to carrying out the exempt purpose
of the private foundation shall not be an act of self-dealing
if the compensation (or payment or reimbursement) is not
excessive;

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

“(G) in the case of a government official (as defined in
section 4946 (c) ), paragraph (1) shall in addition not apply

10—

“(i) prizes and awards which are subject to the provi-
sions otP section T4(b), if the recipients of such prizes
and awards are selected from the general public,

“(ii) scholarships and fellowship grants which are
subject to the provisions of section 117(a) and are to be
used for study at an educational institution described in
section 151(e) (4),

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

“(iv) any annuity or other payment under a plan
which meets the requirements of section 404 (a) (2),

“(v) any contribution or gift (other than a contribu-
tion or gift of money) to, or services or facilities made
available to, any such individual, if the aggregate value
of such contributions, gifts, services, and §acil ities to, or
made available to, mcﬁlmﬁvidual during any calendar

year does not exceed $25, 3
“(vi) any payment made under chapter 41 of title 5,
United States Code, or 80 Stat. 432,

“(vil) any payment or reimbursement of traveling ex- 4 s

genses for travel solely from one point in the United

tates to another point in the United States, but only if

such payment or reimbursement does not exceed the ac-

tual cost of the transportation involved plus an amount

for all other traveling expenses not in excess of 125 per-

cent of the maximum amount payable under section

5702(a) of title 5, United States Code, for like travel Ante p. 190.
by employees of the United States.

31-100 O - TO - 14
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“(e) Oruer Derixrrions—For purposes of this section—

#(1) TaxasrLe pEriop.—The term ‘taxable period’ means, with
respect to any act of self-dealing, the period beginning with the
date on which the act of self-dealing occurs and ending on which-
ever of the following is the earlier: (A) the date of mailing of
a notice of deficiency with respect to the tax imposed by sub-
section (a) (1) under section 6212, or (B) the date on which cor-
rection of the act of self-dealing is completed.

“(2) Amouxnt invoLven.—The term ‘amount involyved’ means,
with respect to any act of self-dealing, the greater of the amount
of money and the fair market value of the other property given
or the amount of money and the fair market value of the other
property received; except that, in the case of services described
in subsection (d) (2) (E), the amount involved shall be only the
excess compensation. For purposes of the 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),
sha,}l])ém the highest fair market value during the correction

eriod.

“(g) Correcrion.—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 founda-
tion 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) CorrecrioN pERIOD.—The term ‘correction period’ means,
with respect to any act of self-dealing, the period beginning with
the date on which the act of self-dealing occurs and ending 90
days after the date of mailing of a notice of deficiency with respect
to the tax imposed by subsection (b)(1) under section 6212,
extended by—

“(A) any period in which a deficiency cannot 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 correc-
tion of the act of self-dealing.

“SEC. 4942. TAXES ON FAILURE TO DISTRIBUTE INCOME.

“(a) Inrtrian Tax.—There is hereby imposed on the undistributed
income of a private 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 subsection shall not
apply to the undistributed income of a private foundation—

“(1) for any taxable year for which it is an operating founda-
tion (as defined in subsection (j) (3)),or
“(2) to the extent that the foundation failed to distribute any
amount solely because of an incorrect valuation of assets under
subsection (e{, if—
“(A) the failure to value the assets properly was not willful
and was due to reasonable cause,
“(B) such amount is distributed as qualifying distributions
(within the meaning of subsection (g)) by the foundation
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during the allowable distribution period (as defined in sub-
section (j) (4)),

“(C) the foundation notifies the Secretary or his delegate
that such amount has been distributed (within the meaning of
sub amgm}ilh (B)) tocorrect such failure,and

“{)D) such distribution is treated under subsection Sh) (2)

as made out of the undistributed income for the taxable year
for which a tax would (except for this paragraph) have been
imposed under this subsection.

“(b) Apprrionan Tax.—In any case in which an initial tax is im-
osed under subsection (a) on the undistributed income of a private
oundation for any taxable year, if any portion of such income remains

undistributed at the close of the correction period, there is hereby
imposed a tax equal to 100 percent of the amount remaining undis-
tributed at such time.

g (c) Unxpistriurep Income.—For I[;urposes of this section, the
term ‘undistributed income’ means, with respect to any private foun-
dation for any taxable year as of any time, the amount by which—

“(1) the distributable amount for such taxable year, exceeds

“(?} the qualifying distributions made before such time out of
such distributable amount.

“(d) DistrisuraBLE AMouNT.—For purposes of this section, the
term ‘distributable amount’ means, with respect to any foundation for
any taxable year, an amount equal 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) I~ eeneran.—For purposes of subsection (d), the mini-
mum investment return for any private foundation for any tax-
able year is the amount determined by multiplying—

“(A) the excess of (i) the aggregate fair market value of
all assets of the foundation other than those being used (or
held for use) directly in carrying out the foundation’s exempt
purpose over (iig the acquisition indebtedness with respect
to such assets (determined under section 514(c) (1), but
without regard to the taxable year in which the indebtedness
was incurred), b{

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

“(2) Vavrvarion—For purposes of paragraph (1)(A), the
fair market value of securities for which market quotations are
readily available shall be determined on a monthly basis. For all
other assets, the fair market value shall be determined at such
times and in such manner as the Secretary or his delegate shall by
regulations preseribe.

‘(3) APPLICABLE PERCENTAGE—For purf)oses of paragraph
(1) (B), the applicable percentage 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 Sec-
retary or his delegate and shall bear a relationship to 6 percent
which the Secretary or his delegate determines to be comparable
to the relationship which the money rates and investment yields
for the calendar year immediately preceding the beginning of the
taxable year bear to the money rates and investment yields for the
calendar year 1969.

“(4) SITIONAL RULES.—

“For special rules applicable to organizations created before May 27,
1969, see section 101(1)(3) of the Tax Reform Act of 1969.
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“(f) Apsustep Ner Income.—

“(1) Derinep.—For purposes of subsection (d), the term ‘ad-
justed net income’ means the excess (if any) of—

“(A) the gross income for the taxable year (determined
with the income modifications provided by paragraph (2)),
over

“(B) the sum of the deductions (determined with the de-
duction modifications provided by paragraph (3)) which
would be allowed to a corporation subject to the tax imposed
by section 11 for the taxable year.

“(2{ Income aoprrrcaTioNs.—The income modifications re-
ferred to in paragraph (1) (A) are as follows:

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

“(B) capital gains and losses from the sale or other dis-
position 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) thereshall be taken into account—

“(i) amounts received or accrued as repayments of
amounts which were taken into account as a qualifyin
distribution within the meaning of subsection (g) (1) (A%v
for any taxable year;

“(ii) notwithstanding subparagraph (B), amounts
received or accrued from the sale or other disposition of’
property to the extent that the acquisition of such prop-
erty was taken into account as a qualifying distribution
(within the meaning of subsection (g) (1) (B)) for any
taxable year; and

“(iii) any amount set aside under subsection (g) (2) to
the extent it is determined that such amount is not neces-
sary for the purposes for which it was set aside.

“(8) Depucrion mopiFIcaTIONS.—The deduction modifications
referred to in paragraph (1) (B) are as follows:

“(A) no deduction shall be allowed other than all the ordi-
nary and necessary expenses paid or incurred for the produe-
tion or collection of gross income or for the management,
conservation, or maintenance of property held for the pro-
duction of such income and the allowances for depreciation
and depletion 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) TransrrioNaL RULE.—For purposes of ]Pa.ragraph (2) (B),
the basis (for purposes of determining gain) of property held by a
private foundation on December 31, 1969, and continuously there-
after 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.

“(g) QuanryiNg DistrisUTIONS DEFINED.—

“(1) In eeneran.—For purposes of this section, the term ‘quali-
fying distribution’ means—
“(A) any amount (including administrative expenses)
id to accomplish one or more purposes deseribed in section
170(e) (2) (B), other than any contribution to (iz an orga-
nization controlled (directly or indirectly) by the foundation
or one or more disqualified persons (as defined in section 4946)
with respect to the foundation, except as provided in para-
graph (3), or (ii) a private foundation which is not an oper-
ating foundation (as defined in subsection (j)(3)), except
as provided in paragraph (3), or
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“(B) any amount paid to acquire an asset used (or held for
use) directly in carrying out one or more purposes described
in section 170(c) (2) (B). Post, p. 553.

“(2) Cerrain 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 whitl:g comes within one or more
purposes described in section 170§c) (2) (B) may be treated as a
qualifying distribution, but only if, at the time of the set-aside, the
private foundation establishes to the satisfaction of the Secretary
or his delegate that—

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

“(B) the project is one which can be better 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) ORGANIZA-
TioNs.—For purposes of this section, the term ‘qualifying distribu-
tion’ includes a contribution to a section 501(c) (3) organization  68A Stat. 163.
described in paragraph (1) (A) (i) or gii i ke

“(A) n;i?ﬁter than the close of the first taxable year after
its taxable year in which such contribution is received, such
organization makes a distribution equal to the amount of such
contribution and such distribution is a 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
section 501(c) (3) organization were a private foundation
which is not an operating foundation), an

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

“(h) TrearmeNT oF QUALIFYING DISTRIBUTIONS.—

“(1) I~ eeNeEraL—Except as provided in paragraph (2), any
qualifying distribution made during a taxable year shall be treated
as made—

“(A) first out of the undistributed income of the immedi-
ately preceding taxable year (if the private foundation was
subject to the tax imposed by this section for such preceding
taxable year) to the extent thereof,

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

“(C) then out of corpus.

For purposes of this paragraph, distributions shall be taken into
account in the order of time in which made,

“(2) CORRECTION OF DEFICIENT DISTRIBUTIONS FOR PRIOR TAXABLE
YEARS, ETC.—In the case of any qualifying distribution which
(under paragraph (1)) is not treated as made out of the undis-
tributed income of the immediately preceding taxable year, the
foundation may elect to treat any portion of such distribution as
made out of the undistributed 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 presecribe.
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“(i) ApsustMENT oF Distrisurapre AMount WhERE DIsTRIBU-
t10N8 During Prior Yrars Have Exceepep INcoMe.—

“(1) I~ eEneraL—If, for the taxable years in the adjustment
period for which an organization is a private foundation—

“(A) theaggregate Eaualifying istributions 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 resEect to the recipient private
foundation or section 170(b) (1) (E) (ii) applies) during such
taxable years, ex

“(B) the distributable amounts for such taxable years
(determined without regard to this subsection),

then, for purposes of this section &:)ther than subsection (h)), the
distributable amount for the taxable year shall be reduced by an
amount equal to such excess.

“(2) TAXABLE YEARS IN ADJUSTMENT PERIOD.—For purposes of
gzr?,gmﬁh (1), with respect to any taxable year of a private foun-

tion the taxable years in the adjustment period are the taxable
years (not exceeding 5) beginning after December 31, 1969, and
1mmedmtelgmprecedmg the taxable year.

FINTTIONS.—For purposes of this section—

“(1) Taxaere perrop.—The term ‘taxable period’ means, with
respect to the undistributed 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 deficiency with respect to the tax
imposed by subsection (a) under section 6212.

“(2) CorrecrioN pErRIOD.—The term ‘correction period’ means,
with respect to any private foundation for any taxable year, the
period beginning with the first day of the taxable gea-r and endi
90 days after the date of mailing of a notice of deficiency (wit
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 Secretary or his delegate
determines is reasonable and necessary to permit a distribution
of undistributed income under this section.

“(8) OpErATING FOUNDATION.—For purposes of this section,
the term ‘operating foundation' means any organization—

“(A) which makes qualifying distributions (within the
meaning of paragraph (1) or (12]?_ of subsection (g)) directly
for the active conduct of the activities constituting the pur-
pose or function for which it is organized and operated equal
to substantially all of its adjusted net income &es defined in
subsection (f)) ; and )

“(B) (i) substantially more than half of the assets of which
are devoted directly to such activities or to functionally
related businesses (as defined in paragraph S5) ), or to both,
or are stock of a corporation which is controlled by the foun-
dation and substantially all of the assets of which are so
devoted,

“(ii) ‘which normally makes qualifying distributions

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 organized and
operated in an amount not less than two-thirds of its mini-
mum investment return (as defined in subsection (e)), or
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“(iii) substantially all of the support (other than gross
investment income as defined in section 509(e)) of which is
normally received from the general public and from 5 or more
exempt organizations which are not described in section 4946
(a) (1) (H) with respect to each other or the recipient foun-
dation; not more than 25 percent of the support (other than
gross investment income) of which is normally received from
any one such exempt organization; and not more than half of
the support of which is normally received from gross invest-
ment income.

“(4) AvvowasLE DISTRIBUTION PERIOD.—The term ‘allowable
distribution period’ means, with respect to any private foundation,
the period begi,nning with the first day of the first taxable year
following the taxable year in which the incorrect valuation
(described in subsection (a)(2)) occurred and ending 90 days
after the date of mailing of a notice of deficiency (with respect
to the tax imposed by subsection (a)) under section 6212 extended

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

“(B) any other period which the Secretary or his delegate
determines is reasonable and necessary to permit a distribu-
tion of undistributed income under this section.

“(5) FUNCTIONALLY RELATED BUSINESS.—The term ‘function-
ally related business’ means—

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

” (Bg an activity which is carried on within a larger aggre-
gate of similar activities or within a larger complex of other

endeavors which is related (aside from the need of the orga-
nization for income or funds or the use it makes of the profits
derived) to the exempt purposes of the organization.

“SEC. 4943. TAXES ON EXCESS BUSINESS HOLDINGS.

“(a) IntriaL Tax—

“(1) Imreosirion.—There is hereby imposed on the excess busi-
ness 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.

“(e% Sepecrar. ruLes—The tax im by paragraph (1)—

4 “(A) shall be imposed on the last day of the taxable year,
ut
“(B) with respect to the private foundation’s holdings in
any business enterprise, shall be determined as of that da
during the taxable year when the foundation’s excess hold-
ings in such enterprise were the greatest.

“(b) ApprrioNaL Tax—In any case in which an initial tax is
imposed under subsection (a) with respect to the holdings of a private
foundation in any business enterprise, if, at the close of the correction

eriod with respect to such holdings, the foundation still has excess

usiness holdings in such enterprise, there is hereby imposed a tax
equal to 200 percent of such excess business holdings.

“(c) Excess Business HoLpiNas.—For purposes of this section—

“(1) I~ ceEnEranL—The term ‘excess business holdings’ means,
with respect to the holdings of any private foundation in any busi-
ness enterprise, the amount of stoc‘g or other interest in the enter-
prise which the foundation would have to dis of to a person
other than a disqualified person in order for the remaining
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holdings of the foundation in such enterprise to be permitted
holdings.

“(2) PERMITTED HOLDINGS IN A CORPORATION.—

“(A) I~ ceENERAL—The permitted holdings of any private
foundation in an incorporated business enterprise are—

“(i) 20 percent of the voting stock, reduced by

“(i1) the percentage of the voting stock owned by all
disqualified persons.

In any case in which all disqualified persons together do not
own more than 20 percent of the voting stock of an incor-
porated business enterprise, nonvoting stock held by the
private foundation shall also be treated as permitted holdings.

“(B) 35 PERCENT RULE WHERE THIRD PERSON HAS EFFECTIVE
CONTROL OF ENTERPRISE—I f—

“(i) the private foundation and all disqualified per-
sons together do not own more than 35 percent of the
voting stock of an incorporated business enterprise, and

“(i1) 1t is established to the satisfaction of the Sec-
retary or his delegate that effective control of the corpora-
tion 1s 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 private foundation
shall not be treated as having excess business holdings in any
corporation in which it (together with all other private
foundations which are described in section 4946 (a) (3 (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 per-
mitted holdings of a private foundation in any business enterprise
which is not incorporated shall be determined under regulations
prescribed by the S%creta ry or his delegate. Such regulations shall

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 ‘capital
interest’ shall be substituted for ‘nonvoting stock’,

“(B) in the case of a proprietorship, there shall be no per-
mitted holdings, and

“(C) in any other case, ‘beneficial interest’ shall be sub-
stituted for ‘voting stock’.

“(4) PRESENT HOLDINGS.—

“(A) (i) In applying this section with respect to the hold-
ings of any private foundation in a business enterprise, if such
foundation and all disqualified persons together have holdings
in such enterprise in excess of 20 percent of the voting stock on
May 26, 1969, the percentage of such holdings shall be sub-
stituted for ‘20 percent,’ and for ‘35 percent’ (iﬁhe percentage
of such holdings is greater than 35 percent), wherever it
appears in paragraph (2), but in no event shall the per-
centage so substituted be more than 50 dgrcent.

“(i1) 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 holdi §s of the private
foundation in such enberprlse}) decreases for any reason,
clause (i) and subparagraph (D) shall, except as provided
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in the next sentence, be ap]i:ied 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
percentage substituted be less than 20 percent. For purposes
of this clause, any decrease in percentage holdings attribut-
able to issuances of stock (or to issuances of stock coupled
with redemptions of stock) shall be determined only as of
the close o¥ each taxable year of the private foundation
unless the aggregate of the percentage decreases attributable
to the issuances of stock (or such issuances and redemp-
tions) during such taxable year equals or exceeds 1 percent.

“(i11) 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.

“(iv) In the case of any merger, recapitalization, or other
reorganization involving one or more business enterprises, the
application of clauses (5, (ii), and (iii) shall be determined
lmger 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 hol’dings, shall (while held by
the foundation) be treated as held by a disqualified person
(rather than by the private foundation)—

“(i) during the 20-year period beginning on such date,
if the private foundation has more than a 95 percent
voting stock interest on such date,

“(i1) except as provided in clause (i), during the
15-year period beginning on such date, if the foundation
amf all disqualified persons have more than a 75 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

“(iii) during the 10-year period beginning on such

date, in any other case.
“(C) The 20-year, 15-year, and 10-year periods described in
subparagraph (B) for the disposition of excess business hold-
ings shall be suspended during the pendency of any judicial
proceeding by the private foundation Whjc{ is necessary to
reform, or to excuse such foundation from compliance with,
its %}f’eming instrument or any other instrument (as in effect
on May 26, 1969) in order to allow disposition of such
holdings.

“g éi) If, at any time during the second phase, all dis-
qualified persons together have holdings in a business enter-
prise in excess of 2 percent of the voting stock of such
enterprise, then subparagm;)h (A) (i) shall be applied by
substituting for ‘50 percent’ the following: ‘50 percent, of
which not more than 25 percent shall be voting stock held by
the private foundation’.

“(ii) If, immediately before the close of the second’ phase,
clause (i) of this subparagraph did not apply with respect to
a business enterprise, then for all periods after the close of the
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second phase subparagraph A) (i) shall be applied by substi-
tuting %01' 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 votin.lg stock, 35 percent, of which not more
than 25 percent shall be voting stock held by the private
foundation’.

“(iii) 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 subparagraph
(B), whichever applies, as modified by subparagraph (C).

“(E) Clause (1i) of subparagraph (B) shall not apply
with respect to any business enterprise if before January 1,
1971, one or more individuals who are substantial contributors
(or members of the family (within the meaning of section
4946(d)%0 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 clanse (i1) apply with respect to
such enterprise.

*(5) HoLpINGS ACQUIRED BY TRUST OR WILL.—Paragraph (4)
(other than subparagraph (B) (1) ) shall apply to any interest in a
business enterprise which a private foundation acquires 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, as if such interest
were held on May 26, 1969, except that the 15-year and 10-year
periods prescribed in clauses (ii) and (iii) of paragraph (4)(B)
shall commence with respect to such interest on the date of distri-
bution under the trust or will in lieu of May 26, 1969.

*(6) 5-YEAR PERIOD TO DISPOSE OF GIFTS, BEQUESTS, ETC.—Except
as provided in paragraph (5), if, after May 26, 1969, there is a
cha.nﬁe in the holdings in a business enterprise (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 enterprise, the inter-
est of the foundation in such enterprise (immediately after
such change) shall (while held by the foundation) be treated
as held by a disqualified person (rather than by the founda-
tion) during the 5-year period beginning on the date of such

change in holdings; or

“(ﬁe) an increase in excess business holdings in such enter-
prise (determined without regard to subparagraph (A) ?, sub-
paragraph (A) shall apply, except that the excess holdings
immediately preceding the increase therein shall not
treated, solely because of such increase, as held by a disquali-
fied person (rather than by the foundation).

“(d) Derinrrions; Seecian RurLes.—For purposes of this section—

“(1) Business moLpiNgs.—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 corpora-
tion, partnership, estate, or trust shall be considered as being
OWBE(F 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 deseribed in section 4947 (a) (2), but only if, in the case of
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Emg:rty transferred in trust after May 26, 1969, such foundation
olds only an income interest or only a remainder interest in
such trust.
“(2) Taxapie periop.—The term ‘taxable period’ m 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 excess ﬂoldings and ending on the date of
mailing of a notice of deficiency with respect to the tax imposed
by subsection (a) under section 6212 in respect of such holdings. iﬁ“ui'c?‘ézi?'
“(3) Correcrion peErton.—The term ‘correction period’ means, '
with respect to excess business holdings of a private foundation in
a business enterprise, the period ending 90 days after the date of
mailing of a notice of deficiency (with 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 Secretary or his delegate
determines is reasonable and necessary to permit orderly dis-
. position of such excess business holdings.
“(4) Business enTerPRisSE.—The term ‘business enterprise’
does not include—
“(A) a functionally related business (as defined in section
4949(j) (5)), or
“(B) a trade or business at least 95 percent of the gross
income of which is derived from passive sources.
For purposes of subparagraph (B), gross income from ive
sources includes the items excluded by section 512(b) (13, (2),
(8), and (5), and income from the sale of goods (including 5¢3e2 53
charges or costs passed on at cost to purchasers of such goods or
income received In settlement of a dispute concerning or in lien
of the exercise of the right to sell such goods) if the seller does
not manufacture, produce, physically receive or deliver, negotiate
sales of, or maintain inventories in such goods.

“SEC. 4944. TAXES ON INVESTMENTS WHICH JEOPARDIZE CHARITA-
BLE PURPOSE.
“(a) Inrrrar Taxes.—

“(1) Ox THE PRIVATE FOUNDATION.—If a private foundation
invests any amount in such a manner as to jeopardize the carry-
ing out of any of its exempt purposes, there is hereby imposed on
the making of such investment a tax equal to 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 paid by the
private foundation.

“(2) ON THE MANAGEMENT.—In any case in which a tax is
imposed by pamﬁa.ph (1), there is hereby imposed on the par-
ticipation of any foundation manager in the making of the invest-
ment, knowing that it is jeopardizing the carrying out of any of
the foundation’s exempt purposes, a tax equal to 5 percent of the
amount so invested for each year (or part thereof) in the taxable
period, unless such participation is not willful and is due to reason-
able cause. The tax 1mposed by this p:gfluph shall be paid by any
foundation manager who particip in the making o¥ the
investment.

“(b) ApprrroNaL Taxes.—

“(1) O~ THE FOUNDATION.—In any case in which an initial tax is
imposed by subsection (a) (1) on the making of an investment
a.ng such investment is not removed from jeopardy within the cor-
rection period, there is hereby imposed a tax equal to 25 percent of

.
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the amount of the investment. The tax imposed by this paragraph
shall be Said 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 refused
to agree to part or all of the removal from jeopardy, there is hereby
imposed a tax equal to b percent of the amount of the investment.
The tax imposed by this paragraph shall be paid by any founda-
tion manager who refused to agree to part or all of the removal
from jeopardy.

“(c) ExcerrioNn ror ProgramM-RevaTep InvestmeNnTs.—For pur-
poses of this section, investments, the primary purpose of which 1s to
accomplish one or more of the purposes descrﬁ)edpa in section 170(c)
(2) (B), and no significant purpose of which is the production of
income or the appreciation of property, shall not be considered as
investments which jeopardize the ca.rryin% out of exempt purposes.

“(d) Seecian Rures.—For purposes of subsections (nfand (b)—

“(1) JoiNT AND SEVERAL LIABILITY.—If more than one person
is liable 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) LMt FOrR MANAGEMENT.— With respect to any one invest-
ment, the maximum amount of the tax imposed by subsection (a)
(2) shall not exceed $5,000, and the maximum amount of the tax
imposed by subsection (b) (2) shall not exceed $10,000.

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

“(1) Taxagre pEriop.—The term ‘taxable period’ means, with
respect to any investment which jeopardizes the carrying out of
exempt purposes, the period beginning with the date on which the
amount is so inve 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 sec-
tion 6212, or (B) the date on which the amount so invested is
removed from jeopardy.

“(2) REMOVAL FROM JEOPARDY.—An investment which jeopard-
izes the carrying out of exempt purposes shall be considered to
be removed from jeopardy when such investment is sold or other-
wise disposed of, and the proceeds of such sale or other disposition
are not investments which jeopardize the carrying out of exempt

u -
“(8) Correction pErRIOD.—The term ‘correction period’ means,
with respeet to any investment 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 ddte
of mailing of a notice of deficiency with respect to the tax imposed
by subsection (b) (1) under section 6212, extended by—
“(A) any period in which a deficiency cannot 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. 4945. TAXES ON TAXABLE EXPENDITURES.
“(a) Intrran Taxes.— X )
“(1? ON TaE FOUNDATION.—There is hereby imposed on each
taxable expenditure (as defined in subsection (d)) a tax equal to
10 percent of the amount thereof. The tax imposed by this para-
graph shall be paid by the private foundation.
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“(2) Ox THE MaNAGEMENT.—There is hereby mgoaed on the
agreement of any foundation manager to the makmg of an expendi-
ture, knowing that it is a taxable expenditure, a tax equal to 215
percent of the amount thereof, unless such agreement is not willful
and is due to reasonable cause. The tax imposed by this %amgraph
shall be paid by any foundation manager who agreed to the making
of the expenditure.

“(b) AvpprrioNar Taxes—

“(1) O~ TaHE FounpaTION.—In any case in which an initial tax
is imposed by subsection (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 paid by
the private foundation.

“(2) ON THE MANAGEMENT.—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 correction, there is hereby imposed
a tax equal to 50 Eercent of the amount of the taxable expenditure.
The tax imposed by this paragraph shall be paid by any foundation
manager who refused to agree to part or all of the correction.

“(c) Sercran Rures—For purposes of subsections (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 jointl
and severally liable under such paragmpﬁ with respect to suc
exRenditure.

(2) Lyt ror MaANAGEMENT.— With respect to any one taxable
expenditure, the maximum amount of the tax imposed by sub-
section (a) (2) shall not exceed $5,000, and the maximum amount
of the tax imposed by subsection (b) (2) shall not exceed $10,000.

“(d) TaxasLr Emnmrm.——For purposes of this section, the term
‘taxable expenditure’ means any amount paid 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 out-
come of any specific public election, or to carry on, directly or
indirectly, any voter registration drive,

“(3) asa grant to an individual for travel, study, or other simi-
lar purposes by such individual, unless such grant satisfies the
requirements of subsection (g),

“(4) asa grant to an organization (other than an organization
described in paragraph (1), (2), or (3) of section 509(a) ), unless Ante p. 496.
the private foundation exercises expenditure responsibility with
rcspect to such grant in accordance with subsection (h), or

‘) (.’g) for any purpose other than one specified in section 170(c)

2 e Post, p. 553.

(e) Actrvrries WrraiN SussecrioN (d) (1).—For purposes of sub-

section (d) (1), the term ‘taxable exFendlture’ means any amount paid

or incurred by a private foundation for—

“(1) any attempt to influence any legislafion through an
attempt to affect the opinion of the general public or any segment
thereof, and

“(2) any attempt to influence legislation thro: communi-
cation 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

19
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assistance provided to a 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

a.p%)ly to any amount paid or incurred in connection with an appearance

before, or communication to, any legislative body with respect to a

possibfe decision of such body which might affect the existence of the

Sriva-be foundation, its powers and duties, its tax-exempt status, or the
eduction of contributions to such foundation.

“(f) Noxrearrisan ActiviTies CArriep oN By CerTAIN ORrGANIZA-
TioNs.—Subsection (d) (2) shall not apply to any amount paid or
incurred by any organization—

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

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

“(3) substantially all of the income of which is ex nded
directly for the active conduct of the activities constituting the
purpose or function for which it is organized and operated,

“(4) substantiailg;‘all of the support (other than gross invest-
ment income as defined in section 509(3}) of which is received
from exempt organizations, the general public, governmental
units described in section 170(c) (1), or an combination of the
foregoing; not more than 25 percent of such support is received
from any one exempt organization &for this purpose treatin
private foundations which are described in section 4946 (a) (1) ( H?
with respect to each other as one exempt orga,nimtioni} ; and not
more than half of the support of which is received from gross
investment income, and

“(5) contributions to which for voter registration 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
aragraph (4) for any taxable year of such organization, there shall
e taken into account the support received by such organization during

such taxable year and during the immediately preceding 4 taxable years
of such organization (excluding therefrom any preceding taxable
year which%egins before January 1, 1970). Subsection (d) (4) shall
not apply to any grant to an organization which meets the requirements
of this subsection.

“(g) InpvibvaL Grants.—Subsection (d) (3) shall not apply to an
individual grant awarded on an objective and nondiscriminatory basis

ursuant to a procedure approved in advance by the Secretary or his

Selegate, if it is demonstrated to the satisfaction of the Secretary or his

delegate that— i

“(1) the grant constitutes a scholarship or fellowship grant
which is subject to the provisions of section 117(a) and is to be
used for stu&y at an educational institution described in section

151(e) (4
" £2§ (tl')\:a grant constitutes a prize or award which is subject to

the provisions of section 74(b), if the recipient of such prize or

award is selected from the general public, or L
;&3) the purpose of the grant is to achieve a specific objective,

produce a report or other similar product, or improve or enhance

a literary, artistic, musical, scientific, teaching, or other similar

capacity, skill, or talent of the grantee.
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“(h) Exeenprrore Responsisity.—The axgndlture responsibil-
ity referred to in subsection (d) (4) means that the private foundation
is responsible to exert all reasonable efforts and to establish adequate
procedures—

“(1) to see that the grant is spent solely for the purpose for
W}‘]‘lfg) m&d?; full and 1 f h tee

to obtain and complete reports from the grantee on
how the funds are spent, and

“(3) to make full and detailed reports with respect to such
expenditures to the Secretary or his delggats

“(i) Oraer Derinrrions.—For purposes of this section—

“(1) Correcrron.—The terms ‘correction’ and ‘correct’ mean,
with respect to any taxable expenditure, (A) recovering part or all
of the expenditure to the extent recovery is possible, and where
full recovery is not possible such additional corrective action as is
prescribed by the Secretary or his delegate by regulations, or (B)
in the case of a failure to comply with subsection (h)(2) or
(h) (3), obtaining or making the report in question.

“(2) Correcrion PERIOD.—The term ‘correction period’ means,
with respect to any taxable e.xssendlture the period inning
with the date on wh:ch the taxable expenditure occurs and ending
90 days after the date of mailing of a notice of deficiency with
respect to the tax imposed by subsection (b)(1) under section
6212, extended by—

“(A) any period in which a deficiency cannot 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 cor-
rection of the taxable expenditure (except that such deter-
mmat:]tin shall hx;?ltthbe made th? respect ﬁo a;x ( g?x?gl)e
expenditure wit e meaning o paragrap y
or (4) of subsection édg because of any actlon S)y an appro-
pnate State officer as defined in section 6104(0) (2)).

“SEC. 4946. DEFINITIONS AND SPECIAL RULES.
* a) DisquaLirrep PERsON.—

(i i B GENERAL .—For purposes of this chapter, the term ‘dis-
qualified person’ means, with respect to a private foundation, a
person who is—

“(A) a substantial contributor to the foundatmn,
“(B) a foundation manager (within the meaning of sub-
section (b) (1)),
“(C) an owner of more than 20 percent of—
“(i) the total combined voting power of a corporation,
g gu.) the profifs interest of a partnership, or
ii1) the beneficial interest of a trust or unincorpo-
rated enterprise,
which js a substantial contributor to the foundation,
“(D) amember of the family (as defined in subsection (d))
of any individual described in subparagraph (A), (B), or

(C
) E a corﬁomtlon of which persons described in subpara-
graph (A) (B), (C), or (D) own more than 85 percent of the
total com med voting power,
“ (F a a.rt.nemhl in which persons deseribed in subpara-
th Af (B), CI)) or (D) own more than 35 percent of
8 pm
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“(G) a trust or estate in which persons described in sub-
paragraph éA), (B), (C),or (D) hold more than 35 percent
of the beneficial interest,

_“(H) only for purposes of section 4943, a private founda-
tion—

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

“(ii) substantially all of the contributions to which
were made (directly or indirectly%1 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 indirectly) substan-
tially all of the contributions to the private foundation in
%uestion, and

“(1) only for purposes of section 4941, a government offi-
cial (as defined in subsection (c¢)).

“(2) SuBsSTANTIAL CONTRIBUTORS.—For purposes of paragraph
1), the term ‘substantial contributor’ means a person who is
escribed in section 507(d) (2).

“(3) SrockmoLpiNGgs.—For purposes of paragraphs (1) (C) (i)
and (1) (E), there shall be taken into acecount indireet stockhold-
ings which would be taken into account under section 267(c),
exceFt that, for purposes of this paragraph, 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 subsection (d).

“(4) Parrnersuips; TrUsTS.—For purposes of paragraphs
(1) (C) (i1) and (iii), (1) (F), and (1) (IE‘)), 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), except that
section 267 (¢) (4) shall be treateg as providing that the members
of the family of an individual are the members within the meaning
of subsection (d).

“(b) Founparron ManNacer—For purposes of this chapter, the
term ‘foundation manager’ means, with respect to any private
foundation—

o (1? an officer, director, or trustee of a foundation (or an indi-
vidual having powers or responsibilities similar to those of officers,
directors, or trusters of the foundation), and

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

“(c) GovernmeNnT OFrrcian.—For purposes of subsection (a) (1) (I)
and section 4941, 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 executive or legislative
branch of the Government of the United States,

#(2) an office in the executive or judicial branch of the Govern-
ment of the United States, appointment to which was made by the
President, " %

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

“(A) which is listed in schedule C of rule VI of the Civil
Service Rules, or
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“(B) the compensation for which is equal to or er
than the lowest rate of compensation prescribed for GS-16 of
the General Schedule under section 5332 of title 5, United
States COde, 5 USC 5332 note.

“(4) a position under the House of Representatives or the
Senate of the United States held by an individual receiving gross
compensation at an annual rate of $15,000 or more,

“(5) an elective or appointive public office in the executive,
legislative, or judicial branch of the government of a State,
possession of the United States, or political subdivision or other
area of any of the foregoing, or of the District of Columbia, held
by an individual receiving gross compensation at an annual rate
o¥ $15,000 or more, or

“(6) a L)osition as personal or executive assistant or secretary
to any of the foregoing.

“(d) ks oF Famiry.—For purposes of subsection (a) (1), the
family of any individual shall include only his spouse, ancestors, lineal
descendants, and spouses of lineal descendants.

“SEC. 4947. APPLICATION OF TAXES TO CERTAIN NONEXEMPT TRUSTS.
“(a) AprricatioN oF Tax.—
“(1) CuarrraLe TrRUsTS.—For purposes of part IT of sub-

chapter F of chapter 1 (other than section 508(a), (b), and (c)) An‘e p- 492
and for purposes of this chapter, a trust which is not exempt from
taxation under section 501 &), all of the unexpired interests in 554 Stat. 163.
which are devoted to one or more of the purposes described in :
section 170(¢) (2) (B), and for which a deduction was allowed
under section 170, 545(b) (2), 556(b) (2), 642(c), 2055, 2106(a) _Post ve. 549,
(2), or 2522 (or the corresponding provisions 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 organized on the day on which it first becomes subject to

this paragraph.

“(2) Sg?nzq*-mmns'r TrRUSTS.—In the case of a trust which is
not exempt from tax under section 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
Eb) (2),556(b) (2), 642(c), 2055, 2106 (a) (2), or 2522, section 507

relating to termination of private foundation status), section
508(e) (relating to ﬂemmg instruments) to the extent appli-
cable to a trust deseribed in this paragraph, section 4941 (relating
to taxes on self-dealing), section 4943 (relating to taxes on excess
business holdings) except as provided in subsection (b) (3), sec-
tion 4944 (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 egnall not
apply with respect to—

“(A) any amounts payable under the terms of such trust to
income beneficiaries, unless a deduction was allowed under
section 170(f) (2) (B),2055(e) (2) (B), or2522(c) (2) (B),

“(B) any amounts in trust other than amounts for which a
deduction was allowed under section 170, 545 (b) (2), 556 (b)
(2),642(c), 2055, 2106 (a) (2), or 2522, if such other amounts
are ted from amounts for which no deduction was
allowaﬂle, or

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

31-100 O -"T0 - 35
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“(8) SEGREGATED AMOUNTS.—For purposes of paragraph (2)
(B), a trust with respect to which amounts are segregated shall
separately account for the various income, deduction, and other
items properly attributable to each of such segregated amounts.

“(b) SercaL RuLes.—

“(1) RecuraTions—The Secretary or his delegate shall pre-
seribe such regulations as may be necessary to carry out the
purposes of this section.

#(2) LiMIiT TO SEGREGATED 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 purposes of sub-
sections (c¢)(2) and (g) of section 507 shall be limited to such
segregated amounts.

“g:ﬂ) SECTIONS 4943 AND 4844.—Sections 4943 and 4944 shall not
apply to a trust which is deseribed 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

urposes described in section 170(c) (2) (B), and all amounts
m such trust for which a deduction was allowed under sec-
tion 170, 545(b) (2), 556(b) (2), 642(c), 2055, 2106(a) (2),
or 2522 have an aggreiate value not more than 60 percent of
the aggregate fair market value of all amounts in such trusts,

r
“(B) adeduction was allowed under section 170, 545 (b) (2),
5:56(1)} (2), 642(c), 2055, 2106(a) (2), or 2522 for amounts
anab e under the terms of such trust to every remainder
eneficiary but not to any income beneficiary.

“SEC. 4948. APPLICATION OF TAXES AND DENIAL OF EXEMPTION WITH
RESPECT TO CERTAIN FOREIGN ORGANIZATIONS.

“(a) Tax on Income orF CerraIN ForeieN OrcaNizations.—In
lieu of the tax imposed by section 4940, there is hereby imposed for
each taxable year on the gross investment income (within the meaning
of section 4940(e) (2)) derived from sources within the United States
(within the meaning of section 861) by every foreign organization
which is a privatenfoundﬂtion for the taxable year a tax equal to 4
percent of such income.

“(b) CerraiNy Skcrions INapprLicaBrE—Section 507 (relating to
termination of grivate foundation status), section 508 (relating to
special rules with respect to section 501 (¢) (3) organizations), and this
chapter (other than this section) shall not apply to any foreign orga-
nization which has received substantially all 0¥ its support (other than
gross investment income) from sources outside the United States.

“(c) Denian or ExemerioNn To ForelaN ORGANIZATIONS ENGAGED
1N Pro:HibrTeED TRANSACTIONS.—

“(1) GenEraL RULE—A foreign organization described in sub-
section gb) shall not be exempt from taxation under section
501 (a) if it has engaged in a prohibited transaction after Decem-
ber 31, 1969.

“(2) PrOHIBITED TRANSACTIONS.—For purposes of this subsec-
tion, the term ‘prohibited transaction’ means any act or failure to
act (other than with respect to section 4942(e)) which would sub-
ject a foreign organization described in subsection (b), or a dis-
qualified person (as defined in section 4946) with respect thereto,
to liability for a penalty under section 6684 or a tax under section
507 if such foreign organization were a domestic organization,
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“(3) TAXABLE YEARS AFFECTED.— ¢

“(A) Except as provided in subparagraph (B), a foreign
organization described in subsection (b) shall be denied
exemption from taxation under section 501(a) by reason of
paragraph (1) for all taxable years beginning with the tax-
able year during which it is notified by the Secretary or his
delegate that i]tlias engaged in a prohibited transaction. The
Secretary or his delag?te shall publish such notice in the
Federal Register on the day on which he so notifies such
foreign organization.

“(B) Under regulations prescribed by the Secretary or his
delegate, any foreign organization deseribed in subsection
(b) which is denied exemption from taxation under section
501(a) by reason of paragraph (1) may, with respect to the
second taxable year following the taxable year in which
notice is given under subparagraph (A) (or any taxable year
thereafter), file claim for exemption from taxation under sec-
tion 501 (a). If the Secretary or his delegate is satisfied that
such organization will not knowingly again engage in a pro-
hibited transaction, such organization shall not, with respect
to taxable years beginning with the taxable year with respect
to which such claim is filed, be denied exemption from taxa-
tion under section 501(a) by reason of any prohibited trans-
action which was engaged 1n before the date on which such
notice was given under subparagraph (A).

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

“(A) to a foreign organization described in subsection (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 organization for which it is
not exem]ﬁt from taxation under section 501 (a) by reason of
paragraph (1).”

(c) AssEssaBLE NaLTies For RepeateEp, or  WILLFUL AND

FragranT, Acrs UnpEr CHAPTER 42.—Subchagber B of chapter 68

relating to assessable penalties) is amended by adding at the end
thereof the following new section :

“SEC. 6684. ASSESSABLE PENALTIES WITH RESPECT TO LIABILITY FOR
TAX UNDER CHAPTER 42.

“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 liable for tax under such

chapter, or
‘:‘E‘Z) such act or failure to act is both willful and flagrant,
then such person shall be liable for a penalty equal to the amount of
such tax.”
(d) InrvormarioN RETURNS oF ExEmMpr ORGANIZATIONS.—
(1) In ornNEraL.—Section 6033(a) (relating to information
returns by exempt organizations) is amended to read as follows:
*“(a) OrcanizaTioNs ReqQuirep To Frue—
“(1) In eeNEraL.—Except as provided in paragraph (%L, eve
organization exempt from taxation under section 501 (a) shall file
an annual return, stating specifically the items of gross income,
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receipts, and disbursements, and such other information for the
purpose of carrying out the internal revenue laws as the Secretar
or his delegate may by forms or reﬂllations prescribe, and sh
keep such records, render under oath such statements, make such
other returns, and comply with such rules and regulations as the
Secretary or his delegate may from time to time prescribe ; except
that, in the discretion of the gecrets,ry or his delegate, any organi-
68A Stat. 134; zation described in section 401(a) may be relieved from statin
TR in its return any information which is reported in returns file
by the employer which established such organization.
“(2) ExCEPTIONS FROM FILING.—
“sA) MaxpaTory ExceprioNs.—Paragraph (1) shall not
apply to—
“(1) churches, their integrated auxiliaries, and conven-
tions or associations of churches,
“(i1) any organization (other than a private founda-
Ante, p. 496. tion, as defined in section 509(a)) descriged in subpara-
graph (C), the gross receipts of which in each taxable
year are normallf( not more than $5,000, or
“(iii) the exclusively religious activities of any reli-
ious order.
“(B) DiscreTioNARY EXCEPTIONS.—The Secretary or his del-
egate mgf relieve any organization required under Eamgraph
(glli)l to file an information return from filing such a return
where he determines that such filing is not necessary to the
efficient administration of the internal revenue laws.
“(C) CerraIN orRGANTZATIONS.—The organizations referred
to in subparagraph (A) (ii) are—
“Fi) a religious organization described in section 501

68A Stat, 163. (c) 3);
‘(ii) an educational organization described in section
Post, p. 550. 170(b) (1) (A) (ii) ;

#(ii1) a charitable organization, or an organization for
the prevention of cruelty to children or animals, described
in section 501 (¢) (3), 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
pribli*ga.rily 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 religious organization
described in clause (1) ;

‘(‘1(") an organization described in section 501(c) (8);
an

“(vi) an organization deseribed in section 501(¢) (1),
if such organization is a corporation wholly owned by the
United States or any agency or instrumentality thereof;
or a wholly-owned subsidiary of such a corporation.’

72 Stat, 1661, (2) ApprrioNAL INFORMATION.—Section 6033 (bg (relating to
' ' certain organizations deseribed in section 501 (¢) (3) ) is amended—
EA% by striking out in pn.ra%':aph (3) “out of income”,
B) by striking out pamim}; s (4), (5), (6&, and (8), and
by redesignating paragraph (7) as paragraph (4), and
SC) by adding after E:ragraph (4) (as redesignated) the
following new paragraphs:
“(5) the total of the contributions and gifts received by it dur-
ing the year, and the names and addresses of all substantial
contributors,
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“(6) the names and addresses of its foundation managers
(within the meaning of section 4946(b) (1)) and highly com-
pensated employees, and

“(T) the compensation and other payments made during the
year to each individual described in tpa.ragraph (6).”

(3) Annvarn reporr.—Part IIT of subchapter A of chapter
61 (relating to information returns) is amended by adding after
subpart C, the following new subpart :

“Subpart D—Information Concerning Private Foundations

“Hec. 6056. Annual reports by private foundations.

“SEC. 6056. ANNUAL REPORTS BY PRIVATE FOUNDATIONS.

“(a) GENErRAL—The foundation managers (within the meaning
of section 4946(b)) of every organization which is a private founda-
tion (within the meaning of section 509 (a) Lhaving at least $5,000 of
assets at any time during a taxable year shall file an annual report
as of the close of the tax:ﬁ)]e year at such time and in such manner as
the Secretary or his delegate may by regulations prescribe.

“(b) Coxtexts.—The foundation managers of the private founda-
tion shall set forth in the annual report required under subsection (a)
the following information :

“(1) its grossincome for the year,
“(2) itsexpenses attributable to such income and incurred with-
in the year,

“(3) its disbursements (including administrative expenses)
within the year, :

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

“(5) an itemized statement of its securities and all other assets
at the close of the year, showing both book and market value,

“(6) the total of the contributions and gifts received by it dur-
ing the year,

*(T) an itemized list of all grants and contributions made or
approved for future payment during the year, showing the amount
of each such grant or contribution, the name and address of the
recipient, any relationship between any individual recipient and
the gounda,tinn’s managers or substantial contributors, and a con-

cise 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 its books and records are maintained,

“(9) the names and addresses of its foundation managers
(within the mea-ninglz of section 4946 (b) ), and

“(10) a list of all persons described in paragraph (92 that are
substantial contributors (within the meaning of section
507(d) (2)) or that own 10 percent or more of the stock of any cor-
poration of which the foundation owns 10 percent or more of the
stock, or corresponding interests in partnerships or other entities,
in which the foundation has a 10 percent or greater interest.

“(¢) Form.—The annual report may be grepared in printed, type-
written, or any other lei;ible form the foundation chooses. The Secre-
tary or his delegate shall provide forms which may be used by a private
fog?g;tt-ison for pﬁrp{:ses of the annual report.

PECIAL RULES.—

“(1) The annual report required to be filed under this section
is in addition to and not in lien of the information required to be
filed under section 6033 (relating to returns by exempt organi-
zations) and shall be filed at the same time as such information,
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“(2) A copy of the notice required by section 6104 (d) (relating
to public inspection of private foundations’ annual reports),
together with proof of publication thereof, shall be filed by the
foundation managers together with the annual report.

“(3{ The foundation managers shall furnish copies of the
annual report required by this section to such State officials and
other persons, at such times and under such conditions, as the
Secretary or his delegate may by regulations prescribe.”

(4) PENALTY FOR LATE FILING OF CERTAIN INFORMATION
RETURNS.—Section 6652 (relating to failure to file certain informa-
tion returns) is amended by relettering subsection (d) as subsec-
tion (e) and inserting immediately after subsection (c) the
following new subsection :

*(d) Rerurns By Exempr OreanizaTions aNp By CerraiN
Trusrs.—

“(1) PeNALTY ON ORGANIZATION OR TRUST.—In the case of a
failure to file a return required under section 6033 (relating to
returns by exempt organizations), section 6034 (relating to returns
by certain trusts), or section 6043(b) (relating to exempt orga-
nizations), on the date and in the manner prescribed therefor
(determined with regard to any extension of time for filing),
unless it is shown that such failure is due to reasonable cause there
shall be paid (on notice and demand by the Secretary or his dele-
gate and in the same manner as tax) by the exempt organization
or trust failing so to file, $10 for each day during which such
failure continues, but the total amount imposed hereunder on any
organization for failure to file any return shall not exceed $5,000.

‘(2) ManacErs.—The Secretary or his delegate may make
written demand upon an organization failing to file under para-
graph (1) specifying therein a reasonable future date by which
such filing shall be made, and if such filing is not made on or before
such date, and unless it is shown that failure so to file is due to
reasonable cause, there shall be paid (on notice and demand by
the Secretary or his delegate and in the same manner 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
failure continues, but the total amount imposed hereunder on all
persons for such failure to file shall not exceed $5,000. If more
than one person is liable under this paragraph for a failure to file,
all such persons shall be jointly anc?a severally liable with respect
to such failure. The term ‘person’ as usecf herein means any
officer, director, trustee, employee, member, or other individual
who is under a duty to perform the act in respect of which the
violation occurs.

“(3) AxnNuaL 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 requirements of section 6104
(d) (relating to public inspection of private foundations’ annual
reports), on the date and in the manner prescribed therefor (deter-
mined with regard to any extension of time for filing), unless it is
shown that such failure is due to reasonable cause, there shall be
paid (on notice and demand by the Secretary or his delegate
and in the same manner as tax) by the person failing so to file or
meet the publicity requirement, $10 for each day during which
such failure continues, but the total amount imposed hereunder on
all such persons for such failure to file or comply with the require-
ments 0?3 section 6104(d) with rd to any one annual report
shall not exceed $5,000. If more than one person is liable under
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this paragraph for a failure to file or comﬁ)ly with the requirements
of section 6104(d), all such persons shall be jointly and severally
liable with resﬂ?ect to such failure. The term ‘person’ as used herein
means any officer, director, trustee, employee, member, or other
individual who is under a duty to perform the act in respect of
which the violation occurs.”

(e) Pusriciry or INrormaTiON REQUirep By Cerraiy Exemer
ORGANIZATIONS.—

(1) NAMES AND ADDRESSES OF CONTRIBUTORS.—Section 6104
(relating to publicity of information required from certain exemﬁt
organizations and certain trusts) is amended by inserting at the
end of subsection (b), the following sentence: “Nothing in this
subsection shall 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 furnish such information.”

(2) PUBLICATION TO STATE OFFICIALS.—Section 6104 is amended
by adding after subsection (b) the following new suhsection:

(¢) PusricaTion 1o STATE OFFICIALS.— p By = 1
“{1 LEGENERAL rULE—In the case of any organization which is
described in section 501(c) (523 and exempt from taxation under
section 501(a), or has applied under section 508 Sa. for recogni-
tion as an organization described in section 501 (c) (3), the Secre-
tary 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
a manner which does not meet, or no longer meets, the require-
ments of its exemption,

“(B) notify the appropriate State officer of the mailing of
a notice of deficiency of tax imposed under section 507 or
chapter 42, and

“(C)_at the request of such appropriate State officer, make
available for inspection and copying such returns, filed state-
ments, records, reports, and other information, relating to a
determination under subpamﬁmph (A? or (B) as are rele-
vant to any determination under State law.

“(2) APPROPRIATE STATE OFFICER.—For purposes of this sub-
section, the term ‘appropriate State officer’ means the State attor-
ney general, State tax officer, or any State official charged with
overseeing ”organizntlons of the type described in section

501(c) (3

(3) A&NN“UAL REPORTS.—Section 6104 is amended by adding after
subsection (¢), as added by paragraph (2) of this subsection, the
following new subsection :

“(d) PupLic IxspecTioN oF Private FounpaTioNs’ ANNUAL
Rerorts.—The annual report required to be filed under section 6056
(relating to annual reports by private foundations) shall be made
available by the foundation mana%ers for inspection at the principal
office of the foundation during regular business hours by any citizen on
request made within 180 days after the publication of notice of its
availability, Such notice shall be published, not later than the day pre-
scribed for filing such annual report (determined with to any
extension of time for filing), 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 available at its principal office for inspection during
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regular business hours by any citizen who requests it within 180 daﬁs
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 FATLURE TO PROVIDE INFORMATION REGARDING PRI-
VATE FOUNDATIONS—Subchapter B of chapter 68 (relating to
assessable penalties) is amended by adding after section 6684
(added by subsection (c) of this section) the following new
section :

“SEC. 6685. ASSESSABLE PENALTIES WITH RESPECT TO PRIVATE
FOUNDATION ANNUAL REPORTS.

“In addition to the penalty imposed by section 7207 (relating to
fraudulent returns, statements, or other documents), any person who
is required to file the report and the notice required under section 6056
(relating to annual reports by private foundations) or to comply with
the requirements of section 6104(d) (relating to public inspection of

rivate foundations’ annual reports) and who fails so to file or comply,
1f such failure is willful, shall pay a penalty of $1,000 with respect to
each such report or notice.”

(0531 ection 7207 (relating to fraudulent returns, statements,
or other documents) is amended by striking out “section 6047 (b)
or (¢)” and inserting in lieu thereof “sections 6047 (b) or (e),
6056, or 6104 (d)".

(f) Perrron 1o Tax Courr; DrericieNcy ProcEpures Mape
APPLICABLE.—

(1) Section 6211 (a) (relating to definition of a deficiency) is
amended—

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

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

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

(2) Section 6212(c) (1) (relating to further deficiency letters
restricted) is amended by striking out “or” before “of estate tax”
and by inserting after “the same decedent,” the following : “of sec-
tion 4940 tax for the same taxable year, or of chapter 42 tax (other
than under section 4940) with respect to any act (or failure to
act) to which such petition relates,”.

(3) Section 6213 (relating to restrictions applicable to defi-
ciencies; petition to Tax Court) is amended by relettering sub-
section (e) as subsection (f) and inserting immediately after
subsection (d) the following new subsection :

“(e) SuspexsioN oF FiLine Pertop FOrR CERTAIN CHAPTER 42 TAxEs.—
The running of the time prescribed by subsection (a) for filing a peti-
tion in the Tax Court with respect to the taxes imposed by section
4941 (relating to taxes on self-dealing), 4942 (relating to taxes on
failure to distribute income), 4943 (relating to taxes on excess business
holdings), 4944 (relating to investments which jeopardize charitable
purpose), or 4945 (relating to taxes on taxable expenditures) shall be
suspended for any period during which the Secretary or his delegate
has extended the time allowed for making correction under section
4941 (e) (4),4942(j) (2),4943(d) (3),4944(e) (3),0r 4945(h) (2).”



83 StaT. ] PUBLIC LAW 91-172-DEC. 30, 1969

(g) LaimrraTions oN AssEsSMENT AND COLLECTION.—
151) Section 6501 is amended by adding at the end thereof the
following new subsection :
“(n) SeeciaL Rure vor CaAprer 42 TaAxes.—
“(1) I~ eeneraL—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 foundation for the year in
which the act (or failure to act) giving rise to liability for such tax
occurred. For purposes of section 4940, such return is the return
filed by the private foundation for the taxable year for which the

tax is imposed.

“(2) gmmm CONTRIBUTIONS TO SECTION 501 (c¢)(3) ORGANI-
zATIONS.—In the case of a deficiency of tax of a private foundation
making a contribution in the manner provided in section 4942
(g) (3) (relating to certain contributions to section 501(c) (3)
organizations) attributable to the failure of a section 501(c) (3)
organization to make the distribution prescribed by section 4942
(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
re to which the contribution was made.”

2) Section 6501(c) is amended by adding the following new

ara h at the end thereof :
i “(7) g‘nmrmanonr OF PRIVATE FOUNDATION STATUS.—In the
case of a tax on termination of private foundation status under
section 507, such tax may be assessed, or a proceeding in court
for the collection of such tax may be begun without assessment,
atany time.”

(3) Section 6501 (e) (3) is amended by adding 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
sgprise 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 amended by relettering subsection (h) as subsection_

(1) and inserting immediately after subsection (g) the following
new subsection :

“(h) Susepension Penxpine Correcrion—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 shall be
suspended for any period described in section 507(g) (2) or during
which the Secretary or his delegate has extended the time for maki
correction under section 4941(e)(4), 4942(j)(2), 4943(d)(3),
4944(6}‘(3[), or 4945(h) (2).”

(h) 1TATIONS ON CREDITS OR REFUNDS.—Section 6511 (relating
to limitations on credits or refunds) is amended by relettering sub-
section (f) as subsection (g) and inserting immediately after subsec-
tion Se) the following new subsection :

“(f) Seeciar Rure ror CrHarrer 42 Taxes—For purposes of an
tax imposed by chapter 42, the return referred to in su ion (a
shall be the return specified in section 6501(n)(1).”

i) Civi. Acrion For ReFUND.—Section 7422 (relating to civil
actions for refund) is amended by relettering subsection (g) as sub-
section (h) and by inserting immediately after subsection (f) the
following new subsection :
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“(g) Seecian Runes ror Cerraiy Excise Taxes Imposep By
CuaPTER 42—

“(1) Rient To BRING ACTIONS.—With respect to any act (or
failure to act) giving rise to liability under section 4941, 4942, 4943,
4944, or 4945, payment of the full amount of tax imposed under
section 4941 (:JJ (relating to initial taxes on self-dealing), section
4942 (a) (relating to initial tax on failure to distribute income),
section 4943 (a) (relating to initial tax on excess business hold-
ings), section 4944(a) (relating to initial taxes on investments
which jeopardize charitable purpose), section 4945(a) (relating
to initial taxes on taxable expenditures), section 4941 (b) Srelat-
ing to additional taxes on self-dealing), section 4942(b) (relatin,
to additional tax on failure to distribute income), section 4943 (b
(relating to additional tax on excess business holdings), section
4944(b) (relating to additional taxes on investments which jeop-
ardize charitable purpose), or section 4945 (b) (relating to adtf" -
tional taxes on taxable expenditures) shall constitute sufficient
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 main-
tained under this section for the credit or refund of any tax
imposed under section 4941, 4942, 4043, 4944, or 4945 with respect
to any act (or failure to act) giving rise to liability for tax
under such sections, unless no other suit has been maintained for
credit. or refund of, and no petition has been filed 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.—For purposes of this
section, any suit for the credit or refund of any tax imposed under
section 4941, 4942, 4943, 4944, or 4945 with respect to any act (or
failure to act) giving rise to liability for tax under such sections,
shall constitute a suit to determine all questions with respect to any
other tax imposed with respect to such act (or failure to act) under

- such sections, and failure by the parties to such suit to brmg-an}s:

such question before the Court shall constitute a bar to suc
question.”

(j) TecuNIcAL, CONFORMING, AND CLERICAL AMENDMENTS.—

1) Section 101(b)(2) (B) (iii) gralat.ing to nonforfeitable

rights) is amended by striking out “section 503(b) (1), (2), or

3)” and inserting in lieu thereof “section 170(b) (1) (A) gii) or
v1) or which is a religious organization sother than a trust) ”.

(2) Section 170(i) (relating to disallowance of deductions in
certain cases) e&aa redesignated by section 201(a) (1) (A) of this
Act) is aAlgerLd _'k T

striking out paragra an
gB) 1)5r s’.('.rikigg outli"(2)ngc§)r disaflowance” and inserting
in lieu thereof “For disallowance”.

(3) Section 501(a) (relating to exemption from ta.xa,tion% is
amended by striking out “502, 503, or 504” and inserting in lieu
thereof “502 or 5037,

(4) Section 501(b) (relating to tax on unrelated business
income) is amended to read as follows:

“(b) Tax oN UnNreraTEp BusiNess INcome aND CerTalN OTHER
AcriviTiEs.—An organization exempt from taxation under subsection
(a) shall be subject to tax to the extent provided in parts IT and ITI
of this subchapter, but (notwithstanding parts II and III of this
subchapter) shall be considered an organization exempt from income
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taxes for the purpose of any law which refers to organizations exempt
from income taxes.”
(5) Section 501(c) (16) (relating to list of exempt organiza- 55%ec o
tions) is amended by striking out “part I1I” and inserting in lieu
thereof “part IV”.
(6) Section 501 (e) &relaftcing to cooperative hospital service 852 Stat- 209
organizations) is amended by striking out in the last sentence
ﬂ':{leliel?f “s;aci&;xt 50;3 S;b) (5).” and inserting in lieu thereof “section
170(b) (1 iii).”. I
(N ect(xon 503(a) (1) (relating to general rule) is amended to 7* 5* ¥3%
read as follows:
“(1) GENERAL RULE.—
;‘]SA) An organization described in section 501(c)(17) 74 St s34
shall not be exempt from taxation under section 501 (a) 1f it 684 Stat. 163.
has engaged in a prohibited transaction after December
31, 1959.
“(B) An organization described in section 401(9.3 shall
not be exempt from taxation under section 501(a) if it has
ged in a prohibited transaction after March 1, 1954.”
(8) gection 503(a) (2) (relating to taxable years affected by 684 Stst. 166.
denial of exemption) is amended by striking out “section 501 (J
(8) or (17)” and inserting in lieu thereof “section 501(c) (17)".
(9) Section 503(d) (relating to future status of organizations
denied exemption) is amended by striking out “section 501 Sc) (3)
or (17)” and inserting in lieu tiareof “gection 501 &c) ()%
(10) Seection 503(g) (relating to special rule for loans) is
amended by striking out “subsection (¢)(1),” and inserting in
lieu thereof “subsection (b) (1),”.
(11) Section 503(h) (relating to special rules relating to lend- 7% 5= 1#2%
ing 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 SECTION 401§a.) AND SECTION
501(c) (17) TRUSTS TO CERTAIN PERsONS.—”, and inserting in
lieu thereof “SprcraL ruLEs.—”,
(B) by striking out “subsection (¢) (1),” and inserting in
lieu thereof “subsection gb) (1)
(C) by striking out “acq ired by a trust described in sec-
tion 401 (a) or section 501(c) (17)”, and
(D) by striking out in paragra.pi: 3) “subsection (c)” and
inserting in lieu thereof “subsection (b)”.
(12) Section 503(i) (relating to loans with respect to which 7% Stat- 1630
employers are prohibited from pledging certain assets) is
amended—
(A) by striking out “Subsection (c¢)(1)” and inserting in
lieu thereof “Subsection (b) (1)”, an:
(B) b‘y striking out “su ion (h)” and inserting in lieu
thereof “subsection (e)”.
(13) Section 503(j) (1) (relating to prohibited transactions) 76 Stat- 827
is amended by striking out “subsection (¢)” and inserting in lieu
thereof “subsection (b)”.
(14) Section 503 (relating to requirements of exemption) is
amended by striking out subsections (b), %e), and (f) and by re-
designating subsections (c¢), (d), (g), (h), (i), and (j) (as
amended), as subsections (b), (c), (d), (o), (f), and (g),
respectivei
(15) Section 504 (relating to denial of exemption) is repealed. EsPeg!

68A Stat. 168.
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(16) Section 542(a) (2) (relating to stock ownership require-
ment) i 15 amended—-
striking out in the second sentence “section 503
h)” :mtfr inserting in lieu thereof “section 401(a), 501(c)
17}3 or 509 (a)”, and
by a.mandmg the third sentence to read as follows:
e precedmg sentence shall not apply in the case of an
orgamzatlon or trust organized or créated before July 1, 1950
if at all times on or after July 1, 1950, and before the close of
the taxable year such orgamzatmn 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 ralatmg to charitable, etc., distribu-
tions) is amended by striking out “section 681” and msertmg in
heu thereof “sections 508(d), 681, and 4948(c) (4)™.

18) Section 681 (b) and (c) (relatlng to operations of trusts
and accumulated income) is repealed.

(19) Section 681(d) (relating to cross reference) is redesig-
nated as subsection (b) and as so redesignated is amended by
striking out “section 503( )" and inserting In lieu thereof “sections
508(d) and 4948(c) (4)".

& 0) Section 878 (relating to foreign educational, charitable,
and certain other exempt organizations) is amended by—

A) striking out “unrelated business income of”, and
%B striking out “trusts, see section 512(a)” and insertin
in lieu thereof “organizations, see sections 512(a) an
49487,
(21) Section 884 ( 1elat1ng to cross references) is amended by
striking out paragraph (1) and by redesignating paragraphs g ;
(3) (4), (5),an§ (6) as paragraphs (1), (2), (3), (4),and
reapectwely
(22) Section 1443 (relating to foreign tax-exempt organiza-
tions) is amended by—
(A) inserting “(a) Income Sussecr To SECTION 511.—"
before “In the case of”, and
(B) adding subsection (b) to read as follows:

“(b) Income Sussect To SECTION 4948.—In the case of income of
a foreign organization subject to the tax imposed by section 4948(a),
this chapter shall ap fply, except that the deduction and withholding
shall be at the rate (Fercent and shall be subject to such conditions
as may be prov ided under regulations preseribed by the Secretary or
his dele
(%?s Section 2039(c) (3) (relating to exemption 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 “sec-
tion 170(b) (1 (A) (ii) or (\71), or which is a religious
organization (other than a trust),”.

24) Section 2517(a) (3) (relatmg to general rule for certain
annuities under qualified plans) is amended by striking out ‘“‘sec-
tion 503 (b) (1), (2),or (3),” and inserting in lieu thereof “section
170(b) (1) (A) (1.1) or (V‘!) or which is a religious organization
(other than a trust),”

(25) Section 4057 ( (b) (relating to the definition -of nnnproﬂt
educational organization) is amended by striking out “section
5{03 (b) (2)” anﬁ inserting in lieu thereof “seetlon 170(b) (1) (A)

117
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(26) Section 4221(d) (5) (relating to the definition of nonprofit
educational organization) is amended by striking out “section
503 (b) (2)” and inserting in lieu thereof “section 170(b) (1) (A)

ii)”.

()27 ) Section 4253(h) (relating to nonprofit hospitals) is
amended by striking out “section 503 (b) (5)” and inserting in lieu
thereof “section 17021}%(1) (A) (i)™

(28) Sectiou 4294(b) (relating to the definition of nonprofit
educational organization) is amended by striking out “sec-
t(,ion (503’(,b) (2)” and inserting in lieu thereof “section 170(b) (1)

A) (ii)”.

29) Section 5214(a)(3)(A) (relating to purposes for with-
drawal of distilled spirits from bonded premises free of tax
or without payment of tax) is amended by striking out “section
503(5)))(?)” and inserting in lieu thereof “section 170(b) (1)
(A) (11)™

230) Section 6033(b) (4) (as redesignated by subsection (d)
(2) of this section) (relating to certain balance sheet items on
returns by exempt organizations) is amended by striking out
“and” at the end thereof.

(31) Section 6033(c) (relating to cross reference) is amended
by inserting the following at the end thereof:

“For reporting requirements as to certain liquidations, dissolutions,
terminations, and contractions, see section 6043(b). For provisions re-
lating to penalties for failure to file a return required by this section,
see section 6652(d).”

(32) Section 6034 (relating to returns by certain trusts) is
amended by striking out all of such section before paragraph (1)
of subsection (a) and inserting in lieu thereof the gollowing:

“SEC. 6034. RETURNS BY TRUSTS DESCRIBED IN SECTION 4947(a) OR
CLAIMING CHARITABLE DEDUCTIONS UNDER SECTION
642(c).

“(a) GeENERAL RULE.—Every trust described in section 4947(a) or
claiming a charitable, etc., deduction under section 642(c) for the
taxable year shall furnish such information with respect to such tax-
able year as the Secretary or his delegate may by forms or regulations
prescribe, including—".

(33) Section 6034 (a) (1) Grelating to returns by certain trusts)
is amended by striking out “(showing separately the amount of
such deduction which was paid out and the amount which was
perm:}}lently set aside for charitable, etc., purposes during such

ear)”.

(3?1) 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 file a return re-
quired by this section, see section 6652(d).”

(85) Section 6043 (relating to return regarding corporate dis-
solution or liquidation) is amended—
h(A)fby striking out the heading and inserting in lieu
thereo

“RETURNS REGARDING LIQUIDATION, DISSOLU-
TION, TERMINATION, OR CONTRACTION.”,

_(B) by striking out “Every corporation” and inserting in
lieu thereof “(a) CorroraTroNs.—Every corporation”, an
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(C) by adding the following new subsections at the end
thereof :

“(b{ Exemer Orcanzations.—Every organization which for any
of its last 5 taxable years preceding its liquidation, dissolution, termi-
nation, or substantial contraction was exempt from taxation under
section 501(a) shall file such return and other information with
respect to such liquidation, dissolution, termination, or substantial
contraction as the Secretary or his delegate shall by forms or regula-
tions prescribe; except that—

“(1) no return shall be required under this subsection from
churches, their integrated aux armsi]conventmns or associations
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 filing where he determines that such filing is not neces-

r{l to the efficient administration of the internal revenue laws or,

respect to an organization deseribed in section 401 (a), where
the employer who established such organization files such a
return.

“(¢) Cross REFERENCE.—

“For provisions relating to penalties for failure to file a return re-

quired by subsection (b), see section 6652(d).”

(36) Section 6104(b) (relating to inspection of annual infor-
mation returns) is amended by striking out “sections 6033 (b) and
3833 :: and inserting in lien thereof “sections 6033, 6034, and

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

& ) by striking out in gu ph (1) “chapter 1 or 12,”
and inserting in lieu the cha.Ptar 1,12, 0r 42,”, and
(B) by stmkmg out “chapter 1,” the last time it appears and

msert in lieu thereof “c a.ptar 1 or 42,

- Section 6201(d) grelat.l to daﬁmanc proceedmgs?
amen ed by striking out “and gift taxes”, am{ inserting in lieu
thereof “gift, and cha ter42 taxes”.

3 tion 6211 b) (relating to the term “reb&te”%
amen striking out ‘subtltlas A or B” and inserting in lieu
thereof “s title A or B or chapter 427,

(40) Section 6212(a) (relating to notice of deficiency) is
amended by striking out “subtitles A or B” and inserting in lien
thereof “subtitle A or B or chapter 427,

(41) Section 6212 (b) (1) (relating to address for notice of defi-
ciency) is amend

(A) by stmkmg out in the title thereof “Axp arrr TAXES” and
inserting in lieu thereof “AND GIFT TAXES AND TAXES IMPOSED

BY CHAPTER 42",

(B) by striking out “subtitle A or chapter 12,” and insert-

ing in lieu thereo%“subtltle A, chapter 12, or cha.pter 42,”, and

%C) by inserting “chapter 42,” after “chapter 12,” the last
place it appears,

( 42) Section 6213(a) (relating to restrictions applicable to defi-
ciencies; petition to Tax Court) is amended by inserting “or chap-
ter 42” after “subtitle A or B”.

(43) Section 6214 (relating to determination by the Tax Court)
is amended by relettering subsection Sc) as subsection (d) and by
inserting after subsection (b) the following new subsection :



83 Star. ] PUBLIC LAW 91-172—-DEC. 30, 1969

“(¢) Taxes Inrosep By SecrioN 507 or Cmaprer 42.—The Tax
Court, in redetermining a deficiency of any tax imposed by section 507
or chapter 42 for any period, act, or failure to act, shall consider such
facts with relation to the taxes under chapter 42 for other periods, acts,
or failures to act as may be necessary correctly to redetermine the
amount of such deficiency, but in so doing shall have no jurisdiction
to determine whether or not the taxes under chapter 42 for any other
period, act, or failure to act have been overpaid or underpaid.” )

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

(45) Section 6344 (a) (1) érelating to certain cross references)
is amended by inserting “and taxes imposed by chapter 42,” after
“oifttaxes”. .

(46) Section 6503 (a) (1) (relating to issuance of statuto
notice of deficiency) is 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— o=

(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 tax-
able 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 res];.-ect to any
act (or failure to act) to which such petition relates,”,

(48) Section 6512(b) (1) (relating to jurisdiction to determine
overpayment determined by Tax Court) is amended ‘ofy 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 b
chapter 42 with res;’)ect to any act (or failure to act) to whic
such petition relates,”.

(49) Section 6601(d) (relating to suspension of interest in cer-
tain cases) is amended—

(A) by striking out in the title thereof “axp Grrr Tax
Cases.” and inserting in lieu thereof “Grrr, Axp CHAPTER
42 Tax Cases.”, and

(B) by striking out “and gift taxes” and inserting in lien
thereof “gift, and chapter 42 taxes”,

(50) Section 6653(c) (1) (relating to definition of underpay-
ment) is amended—

(A) by striking out in the heading thereof “axp crer
raxes.” and inserting in lieu thereof “crrr, AND CHAPTER 42
TAXES.”, and

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

(51) Section 6659(b) (relating to procedure for assessing cer-
tain additions to tax) is amende? by striking out “and gift taxes”
and inserting in lieu thereof “gift, and chapter 42 taxes”.

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

(53) Section 6677 (b) (relating to deficiency procedures not to
apply) is amended by striking out “and gift taxes” and inserting
in lieu thereof “gift, and chapter 42 taxes”.
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(54) Section 6679 (b) (relating to deficiency procedures not to
apply) is amended by striking out “and gift taxes” and inserting
in lieu thereof “gift, and chapter 42 taxes”.

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

(56) Section 7422(e) (relating to stay of proceeding in civil
actions for refund) is amended by striking out “or gift tax” the
first time it a}l)pe,ars and inserting in lieu thereof “gift tax, or tax
im by chapter 427,

5T7) Section 7454 (relating to burden of proof in fraud and
transferee cases) is amended—

(A b'y striking out “FRAUD AND TRANSFEREE
CASES” and inserting in lieu thereof “FRAUD, FOUNDA-
TION MANAGER, AND TRANSFEREE CASES”,

(B) by redesignating subsection (b) as subsection (¢), and

(C) by inserting after subsection (a) the following new
subsection :

“(b) Founpbarion Mawacers.—In any proceeding involving the
issue whether a foundation manager (as defined in section 4946(b))
has ‘knowingly’ participated in an act of self-dealing (within the
meaning of section 4941), participated in an investment which jeopard-
izes the carrying out of exempt purposes (within the meaning of
section 4944 ), 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 F of chapter 1 is
amended to read as follows:

“Subchapter F.—Exempt Organizations

“Part I General rule.
“Part II. Private foundations.
“Part IIL Taxa?on of business income of certain exempt organi-
zations,
“Part IV. Farmers’ cooperatives.
“Part V. Shipowners’ protection and indemnity associations.”
(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 chapter 63 is amended b
striking out “and G%ft Taxes” and inserting in lieu thereof “Gift,
and Certain Excise Taxes”.
(63) The table of subchapters for chapter 63 is amended b
striking out “and gift taxes” in the item relating to subchagtar
and inserting in lieu thereof “gift, and certain excise taxes”.
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(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) Errecrive DaTes.—

(1) In eeNerarL—Except as otherwise provided in this sub-
section and subsection (1), the amendments made by this section
shall take effect on January 1, 1970.

(2) ProvisiONS EFFECTIVE FOR TAXABLE YEARS BEGINNING AFTER
DECEMBER 31, 1969.—The followin%eprovisions 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 Ante, p. 498,
(B) The amendments made by subsection (d) and para-
graphe 3), (15), (16), (20), (1), (30), (31), (32), (35),
34), (35),and (61) of subsection (j).

(3) Secrions 508 (a), (b), anp ‘Sc) ~—Sections 508 &a), (b),
and (c¢) of the Internal Revenue Code of 1954 (as added by this A~ p- 494.
section) shall take effect on October 9, 1969.

(1) Savinas Provisrons.—

(1) REFERENCES TO INTERNAL REVENUE CODE PROVISIONS.—EX-
cept as otherwise expressly provided, references in the following
paragraphs of this subsection are to sections of the Internal Reve-
nue (%ode of 1954 as amended by this section.

(2) Secriox 4941.—Section 4941 shall not apply to—

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

(B’) the sale, exchange, or other disposition of property
which is owned by a private foundation on May 26, 1969 (or
which is acquired 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 disquali-
fied person, if such foundation is required to dispose of such
property in order not to be liable for tax under section 4943
(relating to taxes on excess business holdings) applied, in
the case of a disposition before January 1, 1975, without
taking section 4943 (c) (4) into account and it receives in re-
turn an amount which equals or exceeds the fair market value
of such property at the time of such disposition or at the time
a contract for such disposition was previously executed in a
transaction which would not constitute a prohibited trans-
action (within the meaning of section 503(b) or the cor-
responding 1pro}:'isimls of priorlaw) ;

(C) the leasing of property or the lending of money or
other extension of credit between a disqualified person and a
private foundation pursuant to a binding contract in effect
on QOctober 9, 1969 (or pursuant to renewals of such a con-
tract), until taxable years beginning after December 31, 1979,
if such leasing or lending (or other extension of credit)
remains at least as favorable as an arm’s-length transaction
with an unrelated party and if the execution of such contract
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was not at the time of such execution a prohibited transaction
(within the meaninﬁ of section 503 (b) or the corresponding
provisions of prior law) ;

(D) the use of foods, services, or facilities which are shared
by a private foundation and a disqualified person until taxable
years beginning after December 31, 1979, if such use is pursu-
ant to an arrangement in effect before October 9, 1969, and
such arrangement was not a prohibited transaction (within
the meaning of section 503 (b) or the corresponding provisions
of prior law) at the time it was made and would not be a
prohibited 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) SkcrioN 4942.—In the case of organizations organized
ore May 27,1969, section 4942 shall—

(A) for all purposes other than the determination 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 mini-
mum investment return), and for taxable years beginning in
1972, 1973, and 1974, appiy with an applicable percentage (as
prescribed in section 4942(e) (3)) which does not exceed
415 Eercent, 5 percent, and 514 percent, respectively ;

(B) not apply to an organization to the extent its income is
required to be accumulated pursuant to the mandatory terms
(as in effect on May 26, 1969, and at all times thereafter) of
an instrument executed before May 27, 1969, with respect to
the transfer of income producing Property to such orga-
nization, except that section 4942 shall apply to such organiza-
tion 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 repealed by this Act. In applying the

receding sentence, in addition to the limitations contained
in section 504 (a) or 681 (c) before its repeal, section 504 (a) (1)
or 681(c) (1) shall be treated as not appelging to an organiza-
tion to the extent its income is required to be accumulated
pursuant to the mandatory terms (as in effect on January 1,
1951, and at all times thereafter) of an instrument executed
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 foundation described in
section 4942 (ﬁ) (1%{.&\) (ii) which is not described in section
4942 (g) (1) (A) (1), pursuant to a 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 defined
in section 4942(j) (3) ), if such grant is made for one or more
of the purposes &e&acribed in section 170 (c) (2) (B) and isto be
pa%'d out to such private foundation on or before mber 31,
1974 ;

(D) apply, for purposes of section 4942 (f), in such a man-
ner as to treat any gist.ribution made to a private foundation in
redemption of stock held by such private foundation in a busi-
ness enterprise as not essentially equivalent to a dividend
under section 302 (b) § 1) if such redemption is described in
paragraph (2) (B) of this subsection; and
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(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 prohibition. Ante, p. 502,
With respect to taxable years beginning after December 31, 1971,
subparagraphs (B) and (E) shall apply only during the pendency
of any judicial proceeding by the private foundation which 1s
necessary to reform, or to excuse such foundation from com-
pliance with, its governing instrument or any other instrument
(as in effect on May 26,1111569) in order to comply with the pro-
visions of section 4942, 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 instrument does not
permit compliance with such provisions.

(4) SECTION 4943.—

(A) In the case of a private foundation—

(1) which was incorporated before January 1, 1951;

(i1) substantially all of the assets of which on May 26,
1969, consist of more than 90 percent of the stock of an
incorporated business enterprise which is licensed and
regulated, the sales or contracts of which are regulated,
and the professional representatives of which are licensed,
by State regulatory agencies in at least 10 States; and

(ii1) which acquired such stock solely by gift, devise, or

bequest,

section 4943 (¢) (4) (A) (i) shall be applied with respect to the  Ante, p. 507.
holdings of such foundation in such incor‘porate 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
enterprise in a trust created before May 27, 1969, of which the
foundation is the remainder beneficiary shall be deemed 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,

1( B_)fSubparagraph (A) shall apply to a private foundation
only if—

(1) the foundation does not purchase any stock or other
interest in the enterprise described in subparagraph (A)
after May 26, 1969, and does not acquire any stock or
other interest in any other business enterprise which con-
stitutes 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 a&jnsted net income (as defined in section

4942(f)) for the r[;}tlzgose or function for which it is

org;nized and ope s
(C) or purposes of section 4943 ( c}l(ﬁ) the term “pur-
chase” does not include an exchange which 1s described in para-
graph (2) (B) of this subsection and which is pursuant to a
lan for disposition of excess business holdin%'ls.

( 5§I SectioNn 4945.—Section 4945 (d)(4) and (h) shall not
apply to a grant which is deseribed in paragraph (3) (C) of this
subsection.

(8) Secrion s508(e).—Section 508 (e) shall not apply to require  Ante, p. 494.
inclusion in governing instruments of any provisions inconsistent
with this subsection.



536

Ante, p. 496,

68A Stat. 163,

26 USC 501,

Ante. pp. 498,
518,

G8A Stat. 169;

Post, p. 585.
26 USC 511,

PUBLIC LAW 91-172—DEC. 30, 1969 [83 StaT.

(7) Secrion 509 (a).—In the case of any trust created under the
terms of a will or a codicil to a will executed on or before March
30, 1924, by which the testator bequeathed all of the outstanding
common stock of a corporation 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 enact-
ment 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 requirements
of section 507 for termination of the status of an organization as
a private foundation.

(8) Cerrain rEpEMPTIONS.—For purposes of applying section
302(b) (1) to the determination of the amount of gross investment
income under sections 4940 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 deseribed
in paragraph (2) (B) of this subsection.

Subtitle B—Other Tax Exempt Organizations

SEC. 121. TAX ON UNRELATED BUSINESS INCOME.
(a) Oreanizarions Sunsecr 1o Tax.—

(1) CorroraTe RATES—Section 511(a) (2) (A) (relating to cer-
tain organizations subject 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 aPll;ly
in the ecase of any organization (other than a trust deseribed
in subsection (b) or an organization deseribed in section 501
(c) (1)) which is exempt, except as provided in this part or
part II (relating to private foundations), from taxation
under this subtitle by reason of section 501 (a}.”

(2) Inprvipuarn rates—Section 511(b) (2) (relating to char-
itable, ete., trusts subject to tax on unrelated business income)
isamended to read as follows:

“(2) CHARITABLE, ;l]Tl(B.,) TII:U%I‘S STi?BJEUI'hTU mx.f—The tax
imposed by paragraph (1) shall apply in the case of any trust
wh]i)ch is eg;agpt, except as provided il:l this part or l;iii.rt IT (relat-
ing to private foundations ﬁ from taxation under this subtitle by
reason of section 501 (a) and which, if it were not for such exemp-
tion, would be subject to subchapter J (sec. 641 and following,
relating to estates, trusts, beneficiaries, and decedents).” )

(3) %EUI‘ION 501(e) (2) corroraTiONs.—Section 511 (relating
to tax on unrelated business income) is amended by striking out
subsection (c¢) and inserting in lieu thereof the following new
subsection :

“(e¢) SeeciaL Rure ror Secrron 501(c) (2) CoreoraTions.—If a
corporation described in section 501 (¢) (2)—

“(1) pays any amount of its net income for a taxable year to
an organization exempt from taxation under section 501 8&) (or
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which would pay such an amount but for the fact that the expenses
of collecting 1ts income exceed its income), and

“(2) suc.ﬁ corporation and such organization file a consolidated
return for the taxable year, '

such corporation shall be treated, for purposes of the tax imposed by
subsection (a), as being organized and operated for the same purposes
as szlc;l(o;'%-anization, in addition to the purposes described in section
501(e) (2).”

4) CoNFORMING AMENDMENT.—Section 1504 (relating to defi-
nitions for purposes of consolidated returns) is amended by add-
ing at the end thereof the following new subsection :

“(e) IncLvpmie Tax-Exempr OrcaNizations.—Despite the pro-
visions of paragraph (1) of subsection (b), two or more organizations
exempt from taxation under section 501, one or more of which is
described in section 501 (c) (2) and the others of which derive income
from such 501(c) (2) organizations, shall be considered as includible
corporations for the purpose of the application of subsection (a) to
such organizations alone.”

(b) Derinrrion oF UNrELaATED Business Taxasie INcoME—

(1) In cenNeraL.—Section 512(a) (relating to definition of
unrelated business taxable income) is amended to read as follows:

“(a) Derinrrion.—For purposes of this title—

“(1) GeneraL ruLE.—Except as otherwise provided in this sub-
section, the term ‘unrelated 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 provided in subsection (b).

“(2) SPECIAL RULE FOR FOREIGN ORGANIZATIONS—In the case
of an organization described in section 511 which is a foreign
organization, the unrelated business taxable income shall be—

“(A) its unrelated business taxable income which is derived
from sources within the United States and which is not effec-
tively connected with the conduct of a trade or business within
the United States, plus

“(B) its unrelated business taxable income which is effec-
tively connected with the conduct of a trade or business
within the United States.

“(3) SPECIAL RULES APPLICABLE TO ORGANIZATIONS DESCRIBED IN
SECTION 501(C) (7) OR (9).—

“(A) Generan rULE—In the case of an organization
described in section 501(e) (7) or (9), the term ‘unrelated
business taxable income’ means the gross income (excluding
any exempt function income), less the deductions allowed by
this chapter which are directly connected with the production
of the gross income (excluding exempt function income), both
computed with the modifications provided in paragraphs
(6), (10), (11), and (12) of subsection (b).

“(B) EXEMPT FUNCTION INCOME.—For purposes of subpar-
agraph (A), the term ‘exempt function income’ means the
gross income from dues, fees, charges, or similar amounts
paid by members of the organization as consideration for pro-
viding such members or their dependents or guests goods,
facilities, or services in furtherance of the purposes constitut-
ing the basis for the exemption of the organization to 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 regularly carried on by such
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organization computed as if the organization were subject
to pamgraph (1)), which is set aside—
“(i) for a purpose specified in section 170(c) (4), or
“(i1) in the case of an organization described in sec-
tion 501(e) (9), to provide for the payment of life, sick,
accident, or other benefits,
including reasonable costs of administration directly con-
nected with a purpose described in clause (i) or (ii).If during
the taxable year, an amount which is attributable to income
so set aside 1s used for a purpose other than that described in
clause (i) or (ii), such amount shall be included, under sub-
paragraph (A), in unrelated business taxable income for the
taxable year.

“(C) APPLICABILITY TO CERTAIN CORPORATIONS DESCRIBED
IN SECTION 501 (¢) (2).—In the case of a corporation described
in section 501(e) (2), the income of which is payable to an
organization described in section 501(c) (7) or (9), sub-
paragraph (A) shall apply as if such corEomtion 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) NoNRECOGNITION OF GAIN.—If property used directly
in the performance of the exempt function of an organization
described in section 501(¢) (7) or (9) is sold by such orga-
nization, and within a period beginning 1 year before the date
of such sale, and ending 3 years after such date, other prop-
erty is purchased and used by such organization 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
purposes of this subparagraph, the destruction in whole or in
part, theft, seizure, requisition, or condemnation of property,
shall be treated as the sale of such property, and rules similar
to the rules provided by subsections (b), (¢), (e), and (j)
of section 1034 shall apply.”

(2) MODIFICATIONS.—

(A) RENTS AND DEBT-FINANCED PROPERTY.—Section 512
(b) (3) (relating to modifications with respect to rents 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
A axc]‘??‘ed_u ts £rom resl property (insludi
1) all ren m real pro including property
descn)bed in section 1245 (a.) (3??0{) , and
“(ii) all rents from personal property (including for
purposes of this ga.ra.graph 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 personal property is placed in service,
“(B) Subparagraph (A) shall not apply—
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“(i) if more than 50 percent of the total rent received
or accrued under the lease is attributable to personal
property deseribed in subparagraph (A) (ii), or

“{)ii) 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 percent-

s of receipts or sales). )

“(g)e There shall be excluded all deductions directly con-

y (nt;cf&%d wimmcluded un(llle:i {S;Ib . (3)ph (;(&5)). -

4) Notwi ing paragrap; g E , (3),0r in the
case of debt-financed property (as define :?n section 514:) there Post p. 543
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 a deduction, the amount
ascertained under section 514(a) (2).

(B) Limrr oN SPECIFIC DEDUCTION.—Section 512(b) (12)  68A Stat. 171.
(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  Pest. p. 619.
specific deduction of $1,000. In the case of a diocese, province of a
religious order, or 4 convention or association of churches, there
shall also be allowed, with respect to each parish, individual
church, district, or other local unit, a specific deduction equal to
the lower of—

“(A) $1,000,0r

“(B) the gross income derived from any unrelated trade
or business regularly carried on by such local unit.”

(C) SPECIAL RULES FOR CERTAIN ORGANIZATIONS.—Section
512(b) (relating to modifications in determining unrelated
business taxable income) is further amended by adding at the
end thereof the following :

“(15) Notwithstanding paragraphs (1), (2), or (3), amounts
of interest, annuities, royalties, and rents derived from any organi-
zation (in this paragraph called the ‘controlled organization’) of
which the organization deriving such amounts (in this paragraph
called the ‘controllin§ organization’) has control (as defined in
section 368(c)) shall be included as an item of gross income by LB )
(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) (i) in the case of a controlled organization 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 organization’s taxable income which
if derived directly by the controlling organization would not
be unrelated business taxable income, or

“(ii) in the case of a controlled organization which is
exempt from taxation under section 501(a), the amount of
unrelated business taxable income of the controlled organiza-
tion, bears to

“(B) the taxable income of the controlled organization
(determined in the case of a controlled organization to which
subparagraph (A) (ii) applies as if it were not an organiza-
tion exempt from taxation under section 501(a) ), but not less
than the amount determined in clause (i) or (ii), as the case
may be, of subparagraph (A),
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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 association otg;hnrches, for taxable years
beginning 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 Predecessor 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 reiigious order or by an
educational institution (as defined in section 151(e)(4))
maintained by such religious order, and which was so carried
on before May 27, 1959, and

#(C) less than 10 percent of the net income of which for
each taxable year is used for activities which are not related
to the purpose constituting the basis for the religious order’s
exemption,

there shall be excluded all gross income derived from such trade
or business and all deductions directly connected with the carrying
on of such trade or business, so long as it is established to the
satisfaction of the Secretary or his delegate that the rates or other
charges for such services are competitive with rates or other
charges charged for similar services by persons not exempt from
taxation.”

(D) TecmNicaL AMENDMENT.—Section 512(b) (relating
to exceptions, additions, and limitations in determining un-
related business taxable income) is amended by striking out
so much thereof as precedes paragraph (1) and inserting in
lieu thereof the following:

“(b) Mobrrrcarions.—The modifications referred to in subsection
(a) are the following:"

(3) RELATED AMENDMENT.—

(A) Part IX of subchapter B of chapter 1 (relating to
items not deductible) is amended by adding at the end thereof
the following new section :

“SEC. 277. DEDUCTIONS INCURRED BY CERTAIN MEMBERSHIP ORGA-
NIZATIONS IN TRANSACTIONS WITH MEMBERS.

“(a) GeneraL Rure.—In the case of a social club or other member-
ship organization which is operated primarily to furnish services or
roods to members and which is not exempt from taxation, deductions
or the taxable year attributable to furnishing services, insurance,
goods, or other items of value to members shall be allowed only to the
oxtent of income derived during such year from members or transac-
tions 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 deductions exceed such income,
the excess shall be treated as a deduction attributable to furnishin
services, insurance, goods, or other items of value to members pai
or incurred in the succeeding taxable year.
“(b) Exceprions.—Subsection (a) shall not apply to any organi-
zation—
“(1) which for the taxable year is subject to taxation under
subchapter H or L,
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“(2) which has made an election before October 9, 1969, under
section 456 (c) or which is affiliated with such an organization, or

*“(3) which for each day of any taxable year is a national securi-
ties exchange subject to regulation under the Securities Exchan,
Act of 1934 or a contract market subject to regulation under the
Commodity Excha.nlge 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:

“See. 277. Deductions incurred by certain membership organizations

in transactions with members.”

(4) LocaL EMPLOYEE AssocraTioN.—Section 513(a) (2) (relat-
ing 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 associa-
tion of employees described in section 501(c) (4) organized before
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, ugh food dispensing facilities, or
by snack bars, for the convenience of its members at their usual
p?'a.ces of employment ; or”.

(5) VOLUNTARY EMPLOYEES' BENEFICIARY ASSOCIATIONS AND
CERTAIN FRATERNAL SOCIETIES.— ) |

(A) In omneraL—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’ beneficiary associations providing
for the payment of life, sick, accident, or other benefits to the
members of such association or their (iependents or designated
beneficiaries, if no part of the net earnings of such association
inures (other than through such pa.yments%st.o the benefit of any
private shareholder or individual.

“(10) Domestic fraternal societies, orders, or associations, oper-
ating under the lodge system—

“(A) the net earnings of which are devoted exclusively to
religious, charitable, scientific, literary, educational, and fra-

ternal ur;l)uoses, and

“(B? which do not provide for the payment of life, sick,
accident, or other benefits.”

(B) éqmpnma AMENDMENTS.—Section 801(b) (2) (re-
lating to life insurance reserves) is amended—

(i) by inserting “and” at the end of subparagraph

3
1) by striking out subparagraph (B),and
¢ iji)) by redesignating subpamgmp&; () C) as (B).
Section 810 (relating to rules for certain reserves) is amended
by striking out subsection (e).

(6) CERTAIN FUNDED PENSION TRUSTS.—

(A) ExemMPTION FROM TAXATION.—Section 501 (¢) (relating
to list of exempt organizations) is amended by adding at the
end thereof the following new pa :

“(18) A trust or trusts created before June 25, 1959, forming
part of a plan providing for the payment of benefits under a
pension plan funded onl{ by contributions of employees, if—

“(A) under the plan, it is impossible, at any time prior to
the satisfaction of all liabilities with respect to employees
under the plan, for any part of the corpus or income to be
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(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 employees under a classifi-
cation which is set forth in the plan and which is found by the
Secretary or his dele%ate not to be discriminatory in favor of
employees who are officers, shareholders, persons whose prin-
cipal duties consist of supervising the work of other
employees, or highly compensated employees, and

“(C) such benefits do not discriminate in favor of employees
who are officers, shareholders, persons whose principal duties
consist of s?ipewising the work of other employees, or highly
compensated employees. A plan shall not be considered dis-

criminatory 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 covered by the plan.”
(B) CoNFORMING AMENDMENTS.—

(1) Section 503 (a) (1) (as amended by section 101(j)
(7) of this Act) is amended by inserting after subpara-
graph (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 e,r’lga.ge«d in a prohibited transaction after December 31,
1969.

(ii) Section 503 (as so amended) is amended by strik-
ing out Sc) (17)” each place it appears therein and in-
serting in lieu thereof “(¢) (17) or (18)".

(T) SPECIAL RULES FOR FEEDER ORGANIZATIONS.—Section 502
(relating to feeder organizations) is amended to read as follows:

“SEC. 502. FEEDER ORGANIZATIONS.

“(a) GeEnerar Rure.—An organization operated for the primary
purpose of carrying on a trade or business for profit shall not be
exempt from taxation under section 501 on the ground that all of its
profits are payable to one or more organizations exempt from taxation
under section 501.

“(b) Sprciar Rure—For purposes of this section, the term “trade
or business” shall not include—

“(1) the deriving of rents which would be excluded under sec-
tion 512(b) (3), if section 512 applied to the organization,

“(2) any trade or business in which substantially all the work
in carrying on such trade or business is performed for the organi-
zation without compensation, or

“(3) any trade or business which is the sellinﬁ of merchandise,
substantially all of which has been received by the organization as

ifts or contributions.”

(e) Activities Incrupep As Unreratep Trape or Busivess.—
Section 513 (relating to unrelated trade or business) is amended by
striking out subsection (c) and inserting in lieu thereof the following
new subsection :

“(c) Apverrising, Erc., AcriviTies.—For purposes of this section,
the term ‘trade or business’ includes anir activity which is carried on
for the production of income from the sale of goods or the performance
of services. For purposes of the preceding sentence, an activity does
not lose identity as a trade or business merely because it is carried on
within a larger aggregate of similar activities or within a larger com-
plex of other en%lgaavors which may, or may not, be related to the
exempt purposes of the organization. Where an activity carried on for
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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) UnrecaTep Desr-FiNancep INcoME— )

(1) In ceneran.—Section 514 (relating to business leases) is
amended by striking out so much thereof as precedes subsection
(b) and inserting in lieu thereof the following:

“SEC. 514. UNRELATED DEBT-FINANCED INCOME.

*(a) Uxreratep Desr-Financep IncoMe AnNp Depucrions—In
computing under section 512 the unrelated business taxable income for
any taxable year—

“(1) PERCENTAGE OF INCOME TAKEN INTO AcCOUNT.—There
shall be included with respect to each debt-financed property as an
item of gross income derived from an unrelated trade or business
an amount which is the same percentage (but not in excess of 100

rcent) of the total gross income derived during the taxable year

rom or on account of such property as (A) the average acquisi-
tion indebtedness (as defined in subsection (c¢) (7)) for the taxable
year with respect to the property is of (B) the average amount
(determined under regulations prescribed by the Secretary or his
delegate) of the adjusted basis of such property during the period
it is held by the organization during such taxable year.

“(2) PERCENTAGE OF DEDUCTIONS TAKEN INTO ACCOUNT.— There
shall be allowed as a deduction 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
under paragraph (1) to the sum determined under paragraph ss) 3
The percentage derived under this paragraph shall ml;i};]%lz; applied
with respect to the deduction of any ca.ﬁ:ital loss resulting from
the carryback or carryover of net capital losses under section 1212,

“(3) UCTIONS ALLOWABLE.—The sum referred to in para-
graph (2) is the sum of the deductions under this chapter which
are directly connected with the debt-financed property or the
income therefrom, except that if the debt-financed property is of
a character which is subject to the allowance for depreciation pro-
vided in section 167, the allowance shall be computed only by use
of the straight-line method.

“(b) DeFintTION OF DERT-FINANCED PROPERTY.—

“(1) I~ eexEraL.—For purposes of this section, the term ‘debt-
financed property’ means any property which is held to produce
income and with respect to wijch there is an acquisition indebted-
ness (as defined in subsection (¢)) 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 at any
time during the 12-month period ending with the date of such dis-
position), except that such term does not include—

“(A) (i) any property substantially all the use 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, educational, or other purpose
or function constituting the basis for its exemption under sec-
tion 501 (or, in the case of an organization (fascribed in sec-
tion 511(a) (2) (B), to the exercise or performance of any pur-
pose or function designated in section 501 (¢) (3) ), or (i1) any
property to which clause (i) does not apply, to the extent that
1ts use is so substantially related ;
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“ﬁB) 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
income of any unrelated trade or business;

“(C) any property to the extent that the income from such
property is excluded by reason of the provisions of paragraph
(1), (8{, or (9) of section 512(b) in computing the gross

income of any unrelated trade or business; or

“(D) any property to the extent that it is used in any trade
or bgls)in&;s escribed in paragraph (1), (2), or (3) of section
513(a).

For purposes of subparagraph (A), substantially all the use of a
property shall be considered to be substantially related to the
exercise or performance by an organization of its charitable, edu-
cational, or other purpose or function constituting the basis
for its exemption under section 501 if such property is real prop-
erty subject to a lease to a medical clinic entered into primarily for
purposes which are substantially related (aside from the need of
such organization for income or funds or the use it makes of the
rents derived ) to the exercise or performance by such organization
of its charitable, educational, or other purpose or function con-
stituting the basis for its exemption under section 501.

“(2) gPECIAL RULE FOR RELATED USES.—F or purposes of applying
paragraphs (1) (A), (C), and (D{, the use of any property b
an exempt organization which is related to an organization sha.flr
be trea.teg as use by such organization.

“(3) SPECIAL RULES WHEN LAND IS ACQUIRED FOR EXEMPT USE
WITHIN 10 YEARS.—

“(A) NricaBoruoop ranp.—If an organization acquires
real property for the principal purpose of using the land
(oommencing within 10 years of the time of acquisition) in
the manner described in paragraph (1) (A) and at the time of
acquisition the property 1s in the neighborhood of other prop-
erty owned by t}l)le organization which is used in such manner,
the real property acquired for such future use shall not be
treated as debt-financed property so long as the organization
does not abandon its intent to so use the land within the
10-year period. The preceding sentence shall not apply for an
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 delegate that it is reasonably certain that the land Wiﬁ be
used in the described manner before the expiration of the 10-
year period.

“(B) OrrEer cases.—If the first sentence of subparagraph
(A) is inapplicable only because—

“(i) the acquired land is not in the neighborhood

referred to in subparagraph (A), or
“(ii) the organization (for the period after the first 5
years of the 10-year period) is unable to establish to the
satisfaction of the gﬁ;reta.ry or his delegate that it is
reasonably certain that the land will be used in the man-
ner 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
rovisions of subparagraph (D)) shall not be treated as debt-
E.nanced property for any period before such conversion. For
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purposes of this subparagraph, land shall not be treated as
used in the manner deseribed in paragraph (1) (A) by reason
of the use made of any structure which was on the land when
acquired by the organization.

“(C) Lamrrarions.—Subparagraphs (A) and (B)—

“(i) shall apply with respect to any structure on the
land when acquired by the organization, or to the land
occupied by the structure, only if (and so long as) the
intended fuh}llre(u.gl? i f) the land in 1t1he lganner C oa:scrib%dia
in paragra 1 nires that the structure
demI:)IishedI:}r removed ill'le%rder to use the land in such
manner ;

“(ii) shall not apply to structures erected on the land
after the acquisition ufy;:he land ; and

“(iii) shall not apply to property subject to a lease
which 1s a business lease as Fdegued in subsection (f)).

“(D) REFUND OF TAXES WHEN SUBPARAGRAPH (B) APPLIES.—
If an organization for any taxable year has not used land in
the manner to satisfy the actual use condition of subparagraph
(B) before the time prescribed by law (including extensions
thereof) for filing the return for such taxable year, the tax
for such year shall be computed without regard to the appli-
cation of subparagraph (B), but if and when such use con-
dition is satisfied, the provisions of subparagraph (B) shall
then be a.pg:]ied to such taxable year, If the actual use condi-
tion of subpara ragh (B? is satisfied for any taxable year
after such time g)r ling the return, and if credit or refund of
any overpayment for the taxable year resulting from the satis-
faction of such use condition is(Prevented at the close of the
taxable year in which the use condition is satisfied, by the oper-
ation of any law or rule of law (other than chapter 74, relating  52%,5:% 24
to closing agreements and compromises), credit or refund of 7123.
such overpayment 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
satisfied. Interest on any overpayment for a taxable year
resulting from the application of sub%)a-mgmph (B) after
the actual use condition is satisfied shall be allowed and paid
at the rate of 4 percent per annum in lien of 6 percent per
annum.

“(E) SPECIAL RULE FOR CHURCHES.—In applying this para-

raph to a church or convention or association of churches,
in lieu of the 10-year period referred to in subparagraphs (A)
and (B) a 15-year period shall be applied, ang subparagraphs
(A) and (B) (i1) shall apply whether or not the acquired land
meets the neighborhood test.
(¢) AcQuisiTION INDEBTEDNESS.—

“(1) Generan ruLE—For purposes of this section, the term
‘acquisition indebtedness’ means, with respect to any debt-financed
property, the unpaid amount of—

“(A) the indebtedness incurred by the organization in
acquiring or improving such propertgr;

“(B) the indebtedness incurred before the acquisition or
improvement of such property if such indebtedness would not
hase been incurred but for such acquisition or improvement ;
an

“(C) the indebtedness incurred after the acquisition or
improvement of such profperty if such indebtedness would not
have been incurred but for such acquisition or improvement
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and the incurrence of such indebtedness was reasonably fore-

seeable at the time of such acquisition or improvement,
except that in the case of any taxable year beginning before Janu-
ary 1, 1972, any indebtedness incurneg before June 28, 1966, shall
not be taken into account. In the case of an organization (other
than a church or convention or association o% churches) such
indebtedness incurred before June 28, 1966, shall be taken into
account if such indebtedness constitutes business lease indebted-
ness (as defined in subsection(g)).

“(2) PROPERTY ACQUIRED SUBJECT TO MORTGAGE, ETC.—For pur-

of this subsection—

“(A) GenerarL ruLE—Where property (no matter how
acquired) is acquired subject to a mortgage or other similar
lien, the amount of the indebtedness secured by such mortgage
or lien shall be considered as an indebtedness of the organiza-
tion incurred in acquiring such property even though the
organizat.ion did not assume or agree to pay such indebtedness.

*(B) Excerrions.—Where property subject to a mortgage
is acquired by an organization by bequest or devise, the indebt-
edness secured by the mortgage shall not, be treated as acquisi-
tion indebtedness during a period of 10 years following the
date of the acquisition. %f an organization acquires i}mperty
by gift subject to a mortgage which was placed on the prop-
erty more than 5 years before the gift, which property was
held by the donor more than 5 years before the gift, the
indebtedness secured by such mortgage shall not be treated
as acquisition indebtedness during a period of 10 years follow-
ing the date of such gift. This subparagraph shall not apply
if the organization, in order to acquire the equity in the
property by bequest, devise, or gift, assumes and agrees to
pay the indebtedness secured by the mortgage, or if the
organization makes any payment for the equity in the prop-
erty owned by the decedent or the donor.

“(3) ExXTENSION OF 0BLIGATIONS.—For purposes of this section,
an extension, renewal, or refinancing of an obligation evidencing a
pre-existing indebtedness shall not be treated as the creation of a
new indebtedness.

“(4) INDEBTEDNESS INCURRED IN PERFORMING EXEMPT PURPOSE.—
For purposes of this section, the term ‘acquisition indebtedness’
does not include indebtedness the incurrence of which is inherent
in the performance or exercise of the purpose or function consti-
tuting the basis of the organization’s exemption, such as the
indebtedness incurred by a credit union described in section
501(c) (14) in accepting deposits from its members. )

“(5) Anwurrms.—For purposes of this section, the term ‘acqui-
sition indebtedness’ does not include an obligation to pay an
unnuit?r which—

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

“(B) is payable over the life of one individual in being at
the time the annuity is issued, or over the lives of two indi-
viduals in being at such time, and

“(C) is payable under a contract which—

“(i) does not guarantee a minimum amount of pay-
ments or specify a maximum amount of payments, and
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“(ii) does not provide for any adjustment of the
amount of the annuity payments by reference to the
income received from the transferred property or any
other property.

“(6) CERTAIN FEDERAL FINANCING.—For purposes of this sec-
tion, the term ‘acquisition indebtedness’ does not include an
obligation, to the extent that it is insured by the Federal Housing
Administration, to finance the dpurchase, rehabilitation, or con-
struction of housing for low and moderate income persons.

“(7) AVERAGE ACQUISITION INDEBTEDNESS.—For purposes of this
section, the term ‘average acquisition indebtedness’ for any taxable
year with respect to a debt-financed property means the average
amount, determined under regulations prescribed by the Secretary
or his delegate, of the acquisition indeﬁmdnesa during the period
the property is held by the organization during the taxable year,
except that for the purpose oguclt\)lmputing the percentage of any

in or loss to be taken into account on a sale or other disposition
of debt-financed property, such term means the highest amount of
the acquisition indebtedness with respect to such property during
the 12-month period ending with the date of I:ll:e sale or other
disposition.

“(d) Basis or Desr-Finaxcep ProperTy AcQuirep 18 (CORPORATE
Liqumarion.—For purposes of this subtitle, if the property was
acquired in a complete or partial liquidation of a corporation in
excha.nE: for its stock, the basis of the property shall be the same as it
would be in the hands of the transferor corporation, increased by the
amount of gain recognized to the transferor corporation upon such
distribution and by the amount of any gain to the organization which
was included, on account of such distribution, in unrelated business
taxable income under subsection (a).

“(e) Arrocarion Rures.—Where debt-financed property is held
for purposes described in subsection (b) (1) (A), (B), (C),or (D)
as well as for other purposes, proper allocation shall be made with
respect to basiBLindebtedness, and income and deductions. The alloca-
tions required by this section shall be made in accordance with regu-
lations prescribed by the Secretary or his Felegate to the extent proper
to carry out the purposes of this section.”

(2) RELATED AMENDMENTS.—

(A) Section 48(a) (4) (relating to definition of section 38
Fropert-y) is amended by adding at the end thereof the fol-
owing new sentence : “If the pro rt{1 is debt-financed prop-
erty (as defined in section 51£(c)pf, the basis or cost of such
property for purposes of computing qualified investment
under section 46(c) shall include only that percentage of
the basis or cost which is the same percentage as is used under
section 514 (b), for the year the property is placed in service,
in computing the amount of gross income to be taken into
account gurmg such taxable year with respect to such

roperty.

(B) The second sentence of section 681(n?) (relating to
limitation on charitable deduction of taxable trusts) is
amended by striking out the words “certain leases” and
inserting in lieu thereof ‘‘certain property acquired with
borrowed funds”.

(C) Section 1443(a) (relating to withholding of tax on
payments to foreign tax-exempt organizations) is amended b}r

striking out “rents” and inserting in lieu thereof “income”.’
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(3) TECHNICAL AND CONFORMING AMENDMENTS.—

A)) Subsections (b), Sc), and (d) of section 514 (relatin
fz:lal ; usiness lpaasles) are relettered as subsections (f), (g), an

res vely.

(B) New subsection (f) (1) (old subsection (b) (1), relat-
ing to general rule for definition of business lease) is amended
by striking out “subsection (c)” and inserting in lieu thereof
“subsection (g)”. :

(C)_ The ta%;le of sections for part III of subchapter F of
chapter 1 (as redesignated by section 101(a) of this Act) is
amended by striking out—

“Sec. 514. Business leases.”
and inserting in lieu thereof the following:

“Sec. 514. Unrelated debt-financed income.”

(e) ReErurNns.—
(1) I~ eeNeraL.—Subpart B of part III of subchapter A of
chapter 61 is amended by adding at the end thereof the l;olltmrin,tz:
new section :

“SEC. 6050. RETURNS RELATING TO CERTAIN TRANSFERS TO EXEMPT
ORGANIZATIONS.

“(a) GeneraL Rure—On or before the 90th day after the transfer
of income producing property, the transferor shall make a return in
compliance with the provisions of subsection (b) if the transferee is
known by the transferor to be an organization referred to in section
511 (a) or (b) and the property (without regard to any lien) has a
fair market value in excess of $50,000.

“(b) Form anp ConteNTs OF RETURNS.—The return required by

-subsection (a) shall be in such form and shall set forth, in respect of

the transfer, such information as the Secretary or his delegate pre-
seribes by regulations as necessary for carrying out the provisions of
the income tax laws.”

(2) TecuN10AL AMENDMENT.—The table of sections for subpart
B of part I1I of subchapter A of chapter 61 is amended by adding

at the end thereof the following:
“Sec. 6050. Returns relating to certain transfers to exempt

organizations.”
(f) Restricrion oN ExamiNation oF CuurcHEs.—Section 7605
relating to time and place of examination) is amended by adding at
the end thereof the following new subsection :

“(¢c) RestricrioNn oNn Examination oF CHurcHEs.—No examina-
tion of the books of account of a church or convention or association of
churches shall be made to determine whether such orﬁanizatiun may
be engaged in the carrying on of an unrelated trade or business or may
be otherwise engaged 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)
ulllﬁess the Secretary or his delegate (such officer being no lower than a
Erincipal internal revenue officer for an internal revenue region)

elieves 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 cﬁurch 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.”
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) Errecrive Dates—The amendments made by this section
wﬂthanby subsections (b) (3) and (e) ) shall apply to taxable years
(oraet after December 31, 1969. The amendments made by subsec-
W) shall apply to taxable years begmnin%- after December 31,
1970.(TL° amendments made by subsection (e) shall apply with respect
to transfers of property after December 31, 1969. ere an organiza-
tion makes & bargain purchase of property before October 9, 1969,
which is subject to a mortga which was placed on the property more
than 5 years before the purcﬁse, and the orgamza.tmn paid the seller
a total amount no reater than the amount of the seller’s cost (includ-
ing attorneys’ fees% directly related to the transfer of such property
to the organization (but in any event no more th;m 10 percent of the
value of the seller’s equity in the property), the indebtedness secured
such mortgage shall not be treated, notwithstanding the amend-
ments made by subsection (d) (1), as acquisition indebtedness for pur-
oses of section 514(c) (1) of the Internal Revenue Code of 1954 4nte: ». s4s.
Euring a period of 10 years following the date of the transaction.

TITLE II-INDIVIDUAL DEDUCTIONS
Subtitle A—Charitable Contributions

SEC. 201. CHARITABLE CONTRIBUTIONS.
(a) LiMrTaTIONs AND SPECIAL RULES.—

(1) I~ eENERAL—Section 170 (relating to charitable, etc., con-  68A Stat. s8.
tributions and gifts) is amended— #RCUREAT9;

(A) by redesignating subsections (h) and (i) as (i) and
(j), respectively, and by redesignating subsection (d) as (h),
and
(B) by striking out subsections (a), (b), (¢), (e), and (f)
and inserting in lieu thereof the following:
“(a) ArrowaNce oF DebpucrioNn.—

“(1) GeneranL RULE.—There shall be allowed as a deduction
any charitable contribution (as defined in subsection (¢) ) payment
of which is made within the taxable year. A charitable contribu-
tion shall be allowable as a deduction only if verified under regu-
lations prescribed by the Secretary or his delegate.

“(2) CoRPORATIONS ON ACCRUAL BAsIs.—In the case of a corpor-
ation reporting its taxable income on the accrual basis, if—

“(A) the board of directors authorizes a charitable contri-
bution 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 aﬁact 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 taxable year, and shall
be signified in such manner as the Secretary or his delegate shall
by“l‘egulatlons prescribe.

(3) FUTURE INTERESTS IN TANGIBLE PERSONAL PROPERTY.—-
For purposes of this section, payment of a charitable contribution
which consists of a future interest in tangible personal property

all be treated as made only when all intervening interests in,
and rights to the actual Jmseession or enjoyment of, the property

Ve expired or are hel nls,K persons other than the taxpayer or

those standing in a relationship to the taxpayer described in section

N0 0.9 _ gy
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267 (b). For purposes of the preceding sentence, a fixture wh;
is izs.te)nded to be severed from the rea propert},' shall be tm&
as tangible personal property.

“(b) PERCENTAGE LIMITATIONS.—

“(1) Inpivipuars.—In the case of an individual, the deductio,
provided in subsection (a) shall be limited as provided in th,
succeeding subparagraphs.

“(K? GENERAL RULE—Any charitable contribution to_

‘(i) a church or a convention or association of
churches,

“(ii) an educational organization which normally
maintains a regular faculty and curriculum and normally
has a regularly enrolled body of pupils or students iy
attendance at the place where its educational activities
are regularly carried on,

#(i1i) an organization the principal purpose or fune.
tions of which are the providing of medical or hos itul
care or medical education or medical research, if the
organization is a hospital, or if the organization is 4
medical research organization directly engaged in the
continuous active conduct of medical research in con-
junction with a hospital, 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 receives a sub-
stantial part of its support (exclusive of income received
in the exercise or performance by such organization of
its charitable, educational, or other purpose or funetion
constituting the basis for its exemption under section
501 (a)) from the United States or any State or political
subdivision thereof or from direct or indirect contribu-
tions from the general public, and which is organized and
operated exclusively to receive, hold, invest, and admin-
ister property and to make expenditures to or for the
benefit of a college or university which is an organization
referred to in clause (ii) of this subparagraph and which
is an agency or instrumentality of a State or political
subdivision thereof, or which is owned or operated by a
State or political subdivision thereof or by an agency or
instrumentality of one or more States or political
subdivisions, )

( “(v) a governmental unit referred to in subsection

e)(1),

)‘Evi) ) an organization referred to in subsection (c) (2)
which normally receives a substantial part of its support
(exclusive of income received in the exercise or perform-
ance by such organization of its charitable, educational,
or other purpose or function constituting the basis for
its exemption under section 501(a)) from a govern-
mental unit referred to in subsection (c)(1) or from
direct or indirect contributions from the general Eubhc,

“(vil) a private foundation described in subpara-
graph (E),or
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;s( %vm) an organization described in seetion 509 (a) (2)
or (3),
shall be allowed to the extent that the aggregate of such con-
tributions does not exceed 50 percent o%gt-fhe taxpayer’s con-
tribution base for the taxable year, '
#(B) OraEr coNTRIBUTIONS.—Any charitable contribution
other than a charitable contribution to which subparagraph
(A) applies shall be allowed to the extent that the aggregate
of such contributions does not exceed the lesser of—

“(1) 20 percent of the taxpayer’s contribution base for
the taxable year, or

“(ii) the excess of 50 ‘)el'cent of the taxpayer’s contri-
bution base for the taxable year over the amount of chari-
table contributions allowable under subparagraph (A)
(determined without regard to subparagraph (D)).

*(C) UNLIMITED DEDUCTION FOR CERTAIN INDIVIDUALS.—
Subject to the provisions of subsections (f) (6) and (g), the
limitations in subparagraphs (A), (B),and (D), and the pro-
vigions of subsection ﬁ:) F 1) (B), shall not apply, in the case
of an individual for a taxable year beginning {Jefore Janu-
ary 1, 1975, if in such taxable year and in 8 of the 10 preceding
taxable years, the amount of t{xe charitable contributions, plus
the amount of income tax (determined without regard to
chapter 2, relating to tax on self-employment income) paid
during such ge{u‘ in respect of such year or preceding taxable
years, exceeds the transitional deduction percentage (deter-
mined 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 per-
sonal exemption), and

“(i11) any net operating loss carryback to the taxable

rear under section 172.
In lien of the amount of income tax paid during any such
year, there may be substituted 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 PROPERTY.—

“(i) In the case of charitable contributions of capital
gain property to which subsection (e) (1) (B) does not
apply, the total amount of contributions of such
property which may be taken into account under subsec-
tion (a) for any taxable year shall not exceed 30 percent
of the taxpayer’s contribution base for such year. For
purposes of this subsection, contributions of capital gain
property to which this paragraph a{)plles shall be taken
into account after all other charitable contributions.

“(ii) If charitable contributions described in subpara-
graph (A) of capital gain property to which clause (i)
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 subsection (d) (1),
as a charitable contribution of capital gain property to
which clause (i) applies in each of the 5 succeeding tax-
able years in order of time.
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“(jii) At the election of the taxpayer (made gt
time and in such manner as the Secretary or his delegate
prescribes by regulations), subsection (e{(l) shall app]
to all contributions of capital gain property (to wi?gﬂ
subsection (e) (1) (B) does not otherwise apply) made
by the taxsayer uring the taxable year. If such an elg,.
tion is made, clauses (i) and (ii) shall not apply to gy
tributions of capital gain pmgerty made 5’ ing the
taxable year, and, in applying subsection (d) (1) for sycy
taxable year with respect to contributions of capita] in
property made in any prior contribution year g}r which
an election was not made under this clause, such conty.
butions shall be reduced as if subsection (e)(1) hag
applied to such contributions in the year in which made
“(iv) For purposes of this subparagraph, the tepy,
‘capital gain property’ means, with respect to any contri.
bution, any capital asset the sale of which at its faip
market value at the time of the contribution would haye
resulted in gain which would have been long-term capita]
gain. For purposes of the preceding sentence, any prop-
erty which is property used in the trade or business (as
g:%g‘g‘{gf- ;l;stéltled in section 1231(b)) shall be treated as a capital
“(E) CERTAIN PRIVATE FOUNDATIONS.—The private founda-
tions referred to in subparagraph (A) (vii) and subsection
(e) (1) (B) are— , _ |
“(i) a private operating foundation (as defined in sec-
Ante, p. 502. tion 4942 () (32),
“(ii) any other private foundation (as defined in sec-
tion 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 qualify-
ing distributions (as defined in section 4942 (g), without
regard to paragraph (3) thereof), which are treated,
after the application of section 4942(g) (3), as distribu-
tions out of corpus (in accordance with section 4942(h))
in an amount equal to 100 percent of such contributions,
and with respect to which the taxpayer obtains adequate
records or other sufficient evidence from the foundation
showing that the foundation made such qualifying dis-
tributions, and _
“(iil) a private foundation all of the contributions to
which are pooled in a common fund and which would be
described 1n section 509 (a) (3) but for the right of any
substantial contributor (hereafter in this clause called
‘donor’) or his spouse to designate 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 contribution; but this clause spnll apply
on]g if all of the income of the common fund is requl
to be (and is) distributed to one or more organizations
described in such paragraph (1) not later than the 15th
day of the third month after the close of the taxable yes
in which the income is realized by the fund and only !

Ante, p. 496.
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all of the corpus attributable to any donor’s contribu-
tion 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
CcOrpus.

#(F) CoNTRIBUTION BASE DEFINED—For pur of this
section, the term ‘contribution base’ means adjusted gross
income (ﬁomputed without regard to any net operating loss
carryback to the taxable year under section 172).

“(2) CorroraTiONs.—In the case of a corporation, the total
deductions under subsection (a) for any taxable year shall not
exceed 5 percent of the taxpayer’s taxable income computed with-
out regard to— )

“(A) thissection,

“(B) part VIII (except section 248),
“EC) any net operating loss carryback to the taxable year

under section 172,

“(D) section 922 (special deduction for Western Hemi-
sphere trade corporations), and
“(E) any capital loss carryback to the taxable year under

section 1212(a) (1).

“(¢) CuarrraBLE CoNTRIBUTION DEriNep.—For purposes of this

section, the term ‘charitable 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 of the foregoing, or the United States or the
District of Columbia, but only if the contribution or gift is made
for exclusively public purposes.

“(2) A corporation, trust, or community chest, fund, or founda-
tion—

“(A) created or organized in the United States or in any
possession thereof, or under 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, scientifie, literary, or educational purposes or for
the prevention of cruelty to children or animals;

“(C) no part of the net earnings of which inures to the
benefit of any private shareholder or individual; and

“(D) no substantial part of the activities of which is carry-
ing on propaganda, or otherwise attempting, to influence
legislation, and which does not participate in, or intervene
in (including the publishing or distributing of statements),
any political campaign on behalf of any candidate for public
office.

A contribution or gift by a corporation to a trust, chest, fund, or
foundation shall be deductible by reason of this paragraph only
if it is to be used within the United States or any of its possessions
exclusively for purposes specified in subparagraph (B).

“(3) A post or organization of war veterans, or an auxiliary
unit or society of, or trust or foundation for, any such post or
organization—

_“(A) organized in the United States or any of its posses-
sions, and X

“(h) no part of the net earnings of which inures to the

benefit of any private shareholder or individual.

GBA Stat. 63;
76 Stat. BB9.
26 USC 172,

26 USC 241-248.

68A Stat, 291,

Post, p. 538,
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“(4) In the case of a contribution or gift by an individug],
domestic fraternal society, order, or association, operatin e:
the lodge system, but only if such contribution or gift is g |,
used exclusively for religious, charitable, scientific, literar o
educational purposes, or for the prevention of cruelty to cbﬂydm
Orf(nimﬂs' ed and operated excl
5 cemetery company owned and operated exclusiy
the be)neﬁt. of itsryme.mbers,yor any corpml?aﬁsion chartaredels&l;?:
for burial purposes as a cemeter{ corporation and not permitteg
by its charter to engage in any business not necessarily incidens
to that purpose, if such company or corporation is not operateq
for profit and no part of the net earnings of such company op
corporation inures to the benefit of any private shareholder op
individual.
For purposes of this section, the term ‘charitable contribution’ g)s,
means an amount treated under subsection (h) as paid for the yse
of an organization deseribed in paragraph (2), (3), or (4),
“(d) Carryovers oF Excess CONTRIBUTIONS.—
“(1) INDIVIDUALS.—
“(A) Ix generaL—In the case of an individual, if the
amount of charitable contributions deseribed in subsection
(b) (1) (A) payment of which is made within a taxable year
(hereinafter in this paragraph referred to as the ‘contribution
year’) exceeds 50 percent (30 percent, in the case of a contriby-
tion year beginning before January 1, 1970) of the taxpayer's
contribution base for such year, such excess shall be treated as
a charitable contribution described in subsection (b) (1) (A)
aid in each of the 5 succeeding taxable years in order of time,
Eut, 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 deseribed in sub-
section (b) (1) (A) payment of which is made by the
taxpayer within such succeeding taxable year (deter-
mined without regard to this subparagraph) and the
charitable contributions described in subsection (b)(1)
(A) payment of which was made in taxable years before
the contribution year which are treated under this sub-
paragraph as having been paid in such succeeding taxable
year; or
“(ii) 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 sul})paragraph 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) SPECIAL RULE FOR NET OPERATING LOSS CARRYOVERS.—
In applying subparagraph (A), the excess determined under
subparagraph (X) for the contribution year shall be reduced
to the extent that such excess reduces taxable income (8
computed for purposes of the second sentence of section 172
iy (b) (2)) and increases the net operating loss deduction for
taxable year succeeding the contribution year.
“(2) CoRrPORATIONS.—
“(A) In GENERAL—Any contribution made by a corpors:
tion in a taxable year (hereinafter in this paragraph refe
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to as the ‘contribution year’) in excess of the amount deduct-
ible for such tiear 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 succeeding taxable year under subsection Sb) (2)
over the sum of the contributions made in such year plus the
a te of the excess contributions which were made in tax-
able years before the contribution year and which are deducti-
ble under this subparagraph for such succeeding taxable year;
or (ii) in the case of 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
rtion of such excess contribution not deductible under this
subparagraph for any taxable year intervening 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—
“(i) the contributions made by a corporation in a tax-

able 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 excess reduces taxable
income (as computed for purposes of the second sentence of
section 172(b) (2)) and increases a net operating loss carry-
over under section 172 to a succeeding taxable year.

“(e) Cerrain ContrBUTIONS OF ORpDINARY INcoME anDp CaprraL

(GaiN PROPERTY.—

“(1) GeneraL rurLe.—The amount of any charitable contribu-
tion 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 property contributed had been sold by
the taxpayer at its fair market value (determined at the time
of such contribution), and

“(B) in the case of a charitable contribution—

“(i) of tangible personal property, if the use by the
donee is unrelated to the purpose or function constituting
the basis for its exemption under section 501 (or, in the
case of a governmental unit, to any purpose or function
described in subsection (¢) ), or

“(ii) to or for the use of a private foundation (as
defined in section 509(a) ), other than a private founda-
tion described in subsection (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 (determined at the time of such con-
5 tributic‘n).f , h (other than in th

or purposes of applying this paragraph (other than in the case
of gain to which se[z:timinﬁgl'f (d IEl) , 1245 (a), 1250(a), 1251(c), or
1252(a) applies), property which is pro ertﬁ used in the trade
or business (as defined in section 1231(13?) shall be treated as a
capital asset.
~ “(2) Arrocatiox or Basis.—For purposes of paragraph (1),
In the case of a charitable contribution of less than the taxpayer’s
entire interest in the property contributed, the taxpayer’s adjusted

76 Stat. 889,
26 USC 172,

Ante, p. 496.

B0 Stat, 759.

Post, pp. 571,
652, 566, 572.

68A Stat. 325,
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basis in such property shall be allocated between the i om
tributed and any interest not contributed in accordance with pagy
lations preseribed by the Secretary or his dele%ahe. regu-
“(£) DisarLowance oF DepuctioN IN Cerrain Cases anp Seroyy,

"‘_(Fl) In ceneraL—No deduction shall be allowed under thi
section for a contribution to or for the use of an organizati

]Za.tlon 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) RemarNper INTEREST.—In the case of property trans.
ferred in trust, no deduction shall be allowed under thig sec-
tion for the value of a contribution of a remainder intepest
unless the trust is a charitable remainder annuity trust op 4
charitable remainder unitrust (described in section 664), op 4
pooled income fund (described in section 642(c) (5)).

“(B) Income 1NTERESTS, ETC.—NO deduction 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 annuit
or the trust instrument specifies that the interest is a fixed
percentage distributed yearly of the fair market value of the
trust property (to be determined yearly) and the grantor is
treated as the owner of such interest for purposes of applying
section 671. If the donor ceases to be treated as the owner of
such an interest for purposes of applying section 671, at the
time the donor ceases to be so treated, the donor shall for pur-
poses of this chapter be considered as having received an
amount of income equal to the amount of any deduction he
received under this section for the contribution reduced by the
discounted value of all amounts of 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 Secre-
tary or his delegate shall preseribe such regulations as may be
necessary to carry out the purposes of this subparagraph.

“(C) DENIAL OF DEDUCTION IN CASE OF PAYMENTS BY CER-
TAIN TRUSTS.—In any case in which a deduction is allowed
under this section for the value of an interest in property
described in subparagraph 3’8}, transferred in trust, no de-
duction shall be allowed under this section to the grantor or
any other person for the amount of any contribution made by
the trust with respect to such interest. .

“(D) Exceprion.—This paragraph shall not apply in 8
case in which the value of all interests in property transfe
in trust are deductible under subsection (a).

*(8) DENIAL OF DEDUCTION IN CASE OF CERTAIN CONTRIBUTIONS
OF PARTIAL INTERESTS IN PROPERTY.—

“(A) IxceENeraL.—In the case of a contribution (not made
by a transfer in trust) of an interest in property which con-
sists of less than the taxpayer’s entire interest in such prop-
erty, a deduction shall be allowed under this section only 0
the extent that the value of the interest contributed would b
allowable as a deduction under this section if such Inte
had been transferred in trust. For purposes of this subpars
graph, a contribution by a taxpayer of the right to use pro
erty shall be treated as a contribution of less than
taxpayer’s entire interest in such property.
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“(B) Exceprions.—Subparagraph (A) shall not apply to
a contribution of—

“(i) a remainder interest in a personal residence or
farm, or
_ “(11) an undivided portion of the taxpayer’s entire
interest In property.

‘(4) VALUATION OF REMAINDER INTEREST IN REAL PROPERTY.—
For purposes of this section, in determining the value of a
remainder interest in real property, depreciation (computed on
the straight line method) and depletion 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

rescribe a different rate.

“(5) REDUCTION FOR CERTAIN INTEREST.—If, in connection with
any charitable contribution, a liability is assumed by the recipient
or by any other person, or if a charitable contribution is of prop-
erty which is subject to a liability, then, to the extent necessary to
avoid the duplication 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 (i) which has been paid
(or 1s to be paid) by the taxpayer, (ii) which is attributable to
the liability, and (iii) which is attributable to any period after
the making of the contribution, and

“(B) in the case of a bond, shall be further reduced for
interest (1) which has been paid (or is to be paid) by the tax-
payer on indebtedness incurred or continued to purchase or
carry such bond, and (ii) which is attributable to any period
before the making of the contribution.

The reduction pursuant to subparagraph (B) shall not exceed the
interest (including interest equivalent) on the bond which is
attributable to any period before the making of the contribution
and which is not (under the taxpayer's method of accounting)
includible in the gross income of the taxpayer for any taxable year.
For purposes of this paragraph, the term ‘bond’ means any bond,
debenture, note, or certificate or other evidence of indebtedness.

“(6) PARTIAL REDUCTION OF UNLIMITED DEDUCTION.—

“(A) Ingeneran.—If the limitations in subsections (b) (1)
(A) and (B) do not apply because of the application of sub-
section (b) (1) (C), the amount otherwise allowable as a
deduction under subsection (a) shall be reduced by the amount
by which the taxpayer’s taxable income computed without
regard 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 section be reduced
below the amount allowable as a deduction under this section
without the applicability of subsection (b) (1) (C).

“(B) TRANSITIONAL DEDUCTION PERCENTAGE.—For purposes
of applying subsection (b)(1)(C), the term ‘transitional
deduction percentage’ means— S

“(i) inthe case of a taxable year beginning before 1970,
90 ‘percent, and L
“(i1) inthe case of a taxable year beginning in—

1870, 80 percent
1971 T4 percent
1972 68 percent
1973 62 percent

1974 56 percent.
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& SC) TRANSITIONAL INCOME PERCENTAGE—For DUrposes of
applying subparagraph (A), the term ‘transitional income
percentage’ means, in the case of a taxable year beginning i

1970 20

1971 26 m
1972 32 Dercen
1973 38 percent
1974 44 perceng»

(2) CONFORMING AMENDMENTS.— )
(A) Section 170(g) (velating to application of unlimiteq
charitable deduction) is amended by striking out “subsectioy
(b) (5)” each place it appears and inserting in lieu theregf

“subsection (d)(1)”, and by striking subparagraph (B) of

paragraph (2).

(B) Section 545(b) (2) (relating to adjustments to per.
sonal holding company taxable income) and section 53g
(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 “sectioy
170(b) (1) (A), (B),and (D)";

(i1) by striking out “section 170(b) (2) and (5)” in
the first sentence and inserting in lieu thereof “section
170(b) (2) and (d) (1)";

(iii) by striking out “‘adjusted gross income’” in
the second sentence and inserting in lieu thereof “ ‘con-
tribution base'™; and

(iv) by striking out “the first sentence of section 170
(b) S.‘Z) and (5)™ in the second sentence and inserting in
lieu thereof “section 170(b) (2) and (d) (1)".

(C) Section 809 (e) (3) (relating to modifications of deduc-
tions for life insurance companies) is amended—

(1) by striking out “the first sentence of” in subpara-
graph 8:\.) ; and

(11) by striking out “section 170(b) (3)” in subpara-
graph (%3) and inserting in lieu thereof “section 170
(d) (2) (B)”.

(b) CuarrraBLe ConNTriBuTiONS BY Estates axp Trusrs.—Sub-

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

“(e¢) Depuction For AMmounTs PAm or PERMANENTLY SET ASWE
ToRr A CariTABLE PURPOSE.—

%(1) GeNerar rRULE—In the case of an estate or trust (other
then a trust meeting the specifications of subpart B), there shall be
allowed as a deduction in computing its taxable income (in lien
of the deduction allowed by section 170(a), relating to deduction
for charitable, etc., contributions and gifts) any amount of the
gross income, without limitation, which pursuant to the terms of
the governing instrument is, during the taxable year, paid for 8
purpose specified in section 170(c¢) (determined without _reg!%!'d
to section 170(c) (2) (A)). If a charitable contribution is paid
after the close of such taxable year and on or before the last day
of the year following the close of such taxable year, then
trustee or administrator may elect to treat such contribution &
paid during such taxable year. The election shall be made at
time and in such manner as the Secretary or his delegate P*
seribes by regulations.

y




FT
43 STAT. ] PUBLIC LAW 91-172-DEC. 30, 1969 559

“(2) AMOUNTS PERMANENTLY SET ASIDE—In the case of an
and in the case of a trust (other than a trust meeting the
specifications of subpart B) required by the terms of its gov-
erning 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 organization described in section
170§c),0r Ante, p. 553.

“(i1) the grantor is at all times after October 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—

“(i) the testator dies before October 9, 1972, without
having republished the will after October 9, 1969, by
codicil 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

“(iii) the will is not republished by codicil or otherwise
before October 9, 1972, and the testator is on such date
and at all times thereafter under a mental disability to
republish the will by codicil or otherwise,

there shall also be allowed as a deduction in computing its tax-
able income any amount of the gross income, without limitation,
which pursuant to the terms of the governing instrument is, dur-
ing the taxable year, permanently set aside for a purpose specified
in section 170(c), or 1s to be used exclusively for religious, chari-
table, scientific, literary, or educational purposes, or for the pre-
vention of cruelty to children or animals, or for the establishment,
acquisition, maintenance, or operation of a public cemetery not
operated for profit. In the case of a trust, the preceding sentence
shall apply only to gross income earned with respect to amounts
t-ransferreg to the trust before October 9, 1969, or transferred
under a will to which subparagraph (B) applies.
“(3) PooLep 1xcome FUNDS.—In the case of a pooled income
fund (as defined in paragraph (5)), there shall also be allowed as
a deduction in computing its taxable income any amount of the
Emss income attributable to gain from the sale of a capital asset
eld for more than 6 months, without limitation, which pursuant
to the terms of the governing instrument is, during the taxable
{g}ar, permanently set aside for a purpose specified in section
0(c).
“%4) ApjustmeNnTs.—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 shall be made for any deduction allow-
able to the estate or trust under section 1202 (relating to deduction 584 Stat; 320.
for excess of capital gains over capital losses). In the case of a ’
trust, the deduction allowed by this subsection shall be subject to
section 681 (relating to unrelated business income). sz T
“(5) DEFINITION OF POOLED INCOME FUND.—For purposes of :
paragraph (3), a pooled income fund is a trust—
“(A) to which each donor transfers property, contributing
an irrevocable remainder interest in such property to or for
the use of an organization described in section 170(b) (1) (A)
(other than in clauses (viig or (viii)), and retaining an in-
come interest for the life of one or more beneficiaries (living
at the time of such transfer),
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“(B) in which the property tmnsfarredol’z each dongp ;

commjn%hd with property transferred by other donorg w]:‘;

have made or make similar transfers,

“(C) which cannot haye investments in securities whig,
are exempt from the taxes imposed by this subtitle,

“(D) which includes only amounts received from transfop
which meet the requirements of this paragraph,

“(E) which is maintained by the organization to whig
the remainder interest is contributed and of which no dongy
or beneficiary of an income interest is a trustee, and

“(F) from which each beneficiary of an income interegt
receives income, for each year for which he is entitled to pe.
ceive the income interest referred to in subparagraph (4)
determined by the rate of return earned by the trust for sucl
year.

For purposes of determining the amount of any charitable cop.
tribution 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 preceding tﬂe taxable year of the
fund in which the transfer is made. In the case of funds in exist-
ence less than 3 taxable years preceding the taxable year of the
fund in which a transfer is made, the rate of return shall he
deemed to be 6 percent per annum, except that the Secretary or
his delegate may prescribe 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 provisions of section 170 shall a;

1 .7!

(¢) Two-YEar CHariTABLE TrUSTS.—Section 673 (E}p %relat-ing to
trusts where the income is payable to a charitable beneficiary for at
least a two-year period) is repealed.

(d) Disarrowance oF EstaTte axp Grrr Tax Depuctions 1N Cer-
TaIN Casgs.—

(1) ESTATES OF CITIZENS OR RESIDENTS.—Subsection (e) of sec-
tion 2055 (relating to disallowance of charitable deductions in
certain cases) is amended to read as follows:

*(e) DrsaLLowaNce oF DepuctioNs 1N CerTAIN CASES.—

“(1) No deduction shall be allowed under this section for 2
transfer 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) Where an interest in property (other than a remainder
interest in a personal residence or farm or an undivided portion
of the decedent’s entire interest in property) passes or has pass
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 suE:ect.ion (a) unless— |

“(A) in the case of a remainder interest, such interest 18 II
a trust which is a charitable remainder annuity trust or %
charitable remainder unitrust (described in section 664) ord
pooled income fund (described in section 642(c) (5)), or
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“(B) in the case of any other interest, such interest is in the
form of a guaranieed annuity or is a fixed percentage dis-
tributed yearly of the fair market value of the property (to
be determined yearly).”

(2) EsTATES OF NONRESIDENTS NOT CITIZENS.—Subparagraph
(E) of section 2106 (a) (2) (relating to disallowance of deductions
in certain cases) is amended to read as follows:

“(E) DISALLOWANCE OF DEDUCTIONS IN CERTAIN CASES.—
The provisions of section 2055 (e) shall be applied in the deter-
mination of the amount allowable as a deduction under this

P
(3E Grrr Tax.—Subsection (c) of section 2522 (relating to
disallowance of charitable deductions in certain cases) is amended
to read as follows:
“(c) DisaLLowaNcE oF Depucrions 1N CerraiNn Cases—
#(1) No deduction shall be allowed under this section for a gift
to of for the use of an organization or trust deseribed in section

508(d) or 4948(c) (4) subject to the conditions specified in such /s

secflons.

“(2) Where a donor transfers an interest in property (other
than a remainder Interest in a personal residence or farm or an
undivided portion of the donor’s entire interest in property) to
a person, or for a use, described in subsection (a) or (b) and an
interest in the same property is retained by the donor, or is trans-
forred or has been transferred (for less than an adequate and full
consideration in money or money’s worth) from the donor to a

rson, or for a use, not described in subsection (a) or (b), no

eduction shall be allowed under this section for the interest
which is, or has been transferred to the person, or for the use,
desceribed in subsection (a) or (b),unless—

“(A) inthe caseof a remainder interest, such interest isin a
trust which is a charitable remainder annuity trust or a chari-
table 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 annuity or is a fixed percentage dis-
tributed yearly of the fair market value of the property (to
be determined yearly).”

(4) POLITICAL ACTIVITIES. — .

(A) Section 2055(a) (relating to transfers for public,
charitable, and religious uses) is amended— )

(i) by striking out “and” before “no substantial part”
in paragraph (2), and by inserting before the semicolon
at the end of such paragraph “, 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 publicoffice”;and

(ii) by striking out “and” before “no substantial part”
in paragraph (3), and by inserting before the semicolon
at the end of such paragraph “, and such trustee or trust-
ees, or such fraternal society, order, or association, does
not participate in, or intervene in (including the pub-
lishing or distributing of statements), any political cam-
paign on behalf of any candidate for public office”.

(B) Section 2106(a) (2) (relating to transfers for public,
charitable, and religious uses) is amended—
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(i) by striking out “and” before “no substantial pay»
in subparagraph (A) (ii), and by inserting before the
semicolon at the end of such subparagraph ¥, and whjg,
does not participate in, or intervene in (includi the
publishing or distributing of statements), any politicy]
caﬁ]paign on behalf of any candidate for publie office”
an

(ii) by striking out “and” before “no substantial par¢»
in subparagraph (A) (iil), and by inserting before the
semicolon at the end of such subparagraph “, and sycl,
trustee or trustees, or such fraternal society, order, or
association, does not participate in, or intervene iy
(including the publishing or distributing of statements)
any political campaign on behalf of any candidate for
public office”.

(C) Section 2522(a) (relating to charitable and similay
gifts of citizens or residents) is amended by striking oyt
“and” before “no substantial part” in paragraph (2), and by
inserting before the semicolon at the end of such paragraph
“ and which does not participate in, or intervene in (includ-
ing the publishing or distributing of statements), any politi-
ca?cumpaigp on behalf of any candidate for public office”,

(D) Section 2522(b) (relating to charitable and similar
gifts of nonresidents) is amended—

(1) by striking out “and” before “no substantial part”
in paragraph (2), and by inserting before the semicolon
at the end of such paragraph “, 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”; and

(i) by inserting after “legislation” in paragraph (3)
, and which does not participate in, or intervene in
(including the publishing or distributing of statements),
any political campaign on behalf of any candidate for

public office™.

(¢) CrarrraBLe Reasarxper TrRUSTS.— )

(1) Subpart 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 fol-
lowing new section :

“SEC. 664, CHARITABLE REMAINDER TRUSTS. )

“(a) Gexeran RuLe—Notwithstanding any other provision of this
subchapter, the provisions of this section shall, in accordance with
regulations prescribed by the Secretary or his delegate, apply in the
case of a charitable remainder annuity trust and a charitable remainder
unitrust.

“(b) Cuaracter or Distrisurions.—Amounts distributed by 8
charitable remainder annuity trust or by a charitable remainder uni-
trust shall be considered as having the following characteristics i
the hands of a beneficiary to whom is paid the annuity described in
E(nélc):s(e‘;tlon (d) (1) (A) or the payment described in subsection (d)

“(1) First, as amounts of income (other than gains, and
amounts treated as gains, from the sale or other disposition of cap-
ital 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;

‘e
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«(2) Second,asa capital gain to the extent of the capital gain of
the trust for the year and the undistributed capital Pgaingoafnﬂla
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
rior years; and :

#(4) Fourth,as a distribution of trust corpus.

For purposes of this section, the trust shall determine the amount of
itsundistributed capital gain on a cumulative net basis.

“(c) ExeMPTION Froym Income Taxys—A charitable remainder

annuity trust and a charitable remainder unitrust shall, for any taxable
ear, not be subject to any tax imposed by this subtitle, unless such
trust, for such year, has unrelated business taxable income (within the
meaning of section 512, determined as if part IIT of subchapter F
applied to such trust).

“(d) DEFINITIONS.—
“(1) CHARITABLE REMAINDER ANNUITY TRUST.—For purposes
of this section, a charitable 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 in trust) is to be paid, not less often than anmml{J , to
one or more persons (at least one of which is not an organiza-
tion deseribed in section 170(¢) 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 individual or individuals,

“(B) from which no amount other than the payments de-
seribed in subparagraph () may be paid to or for the use of
any person other than an organization deseribed in section
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 organization described
in section 170(¢e) 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 isa trust—

“(A) from which a fixed percentage (which is not less than
5 percent) of the net fair market value of its assets, valued
annually, is to be paid, not less often than annually, to one or
more persons (at least one of which is not an organization de-
scribed in seetion 170 (¢) 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 individual or individuals,

“(B) from which no amount other than the payments de-
seribed in subparagraph (A) may be paid to or ¥nr‘ the use of
any person other than an organization described in section
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 organization described
in section 170(c) or is to be retained by the trust for such a use.

“(3) Excerrion.—Notwithstanding the provisions of para-
graphs (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 required to be distributed under paragraph
(2)(A), and
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“(B) any amount of the trust income which is in excess o
the amount required to be distributed under paragraph 2)
(A), to the extent that (by reason of subparagraph (A)) ],
aggregate of the amounts paid in prior years was fess than the
te of such required amounts.
“(e) VaruaTtioN FOr PURPOSES OF CHARITABL}: Commo‘s.-_FOr
purposes of determining the amount of any charitable contribution the
remainder interest of a charitable remainder annuity trust or c};gri,
table remainder unitrust shall be computed on the basis that an
amount equal to 5 percent of the net fair market value of its assets (op
a greater amount, 1f required under the terms of the trust instrument)

is to be distributed each year.”
(2) The table of sections for subpart C of part I of subchapter
J of chapter 1 (relating to estates and trusts which may accumy.
late income or which distribute corpus) is amended by adding at

the end thereof:

“Sec. 664. Charitable remainder trusts."

(f) Banrcany Sares 1o CHARITABLE ORGANIZATIONS.—Section 1011
(relating to adjusted basis for determining gain or loss) is amended—
(1) by striking out “The” at the beginning and inserting in liey
thereof :
“(a) GeneraL Rure.—The”, and
(2) by adding at the end thereof the following new subsection:
“(b) Barcarn Sare 10 A CmarrraprE OrcantzatioNn.—If a dedue-
tion is allowable under section 170 (relating to charitable contriby-
tions) by reason of a sale, then the adjusted basis for determinin
the gain from such sale shall be that portion of the adjusted basis
which bears the same ratio to the adjusted basis as the amount realized
bears to the fair market value of the property.”
(2) Errective DaTeEs.—

(1) (A) Except as provided in subparagraphs (B) and (C),the
amendments made by subsection (a) shall apply to taxable years
beginning after December 31, 1969.

(B) Subsections (e) and (f) (1) of section 170 of the Internal
Revenue Code of 1954 (as amended by subsection (a)) shall app:l};
to contributions paid after December 31, 1969, except that, wi
respect to a letter or memorandum or similar property described
in section 1221 (3) of such Code (as amended by section 514 of this
Act), such subsection (e) shall apply to contributions paid after
July 25, 1969.

(C) ?Para-gra hs (2), (3), and (4) of section 170(f) of such
Code (as amended by subsection (a)) shall apply to transfers
trust and contributions made after July 31, 1969.

(D) For purposes of applying section 170(d) of such Code
(as amended by subsection (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 beginning after December
31, 1969, except that section 642(¢) (5) of the Internal Revenué
Code of 1954 (as added by subsection (b)) shall apply to transfers
in trust made after July 31, 1969.

(3) The amendment made by subsection (c) shall apply t0
transfers in trust made after April 22, 1969.

™
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(4) (A) Except as provided in subpa hs (B) and (C), the
amendments made by paragraphs (1) ans (2) of subsect(lmz,(d)
shall a.pgly 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 will executed on or before cho'gr 9,
1969—

(i) if the decedent dies before October 9, 1972, without
having republished the will after October 9, 1969, by codicil or
otherwise,

(ii) if the decedent at no time after October 9, 1969, had
the right to change the portions of the will which pertain to
the paaﬂin%;]f_the property to, or for the use of, an organiza-
tion described in section 2055 (a), or Ante, p. 561.

ém) if the will is not republished by codicil or otherwise
before October 9, 1972, andp the decedent is on such date and
at all times thereafter under a mental disability to republish
the will by codicil or otherwise.

(C) Such amendments shall not apply in the case of property
transferred in trust on or before Qctober 9, 1969—

(i) if the decedent dies before October 9, 1972, without
having amended after October 9, 1969, the instrument govern-
ing the disEDSition of the pmferty,

(ii) if the property transferred was an irrevocable interest
to, or for the use of, an organization described in section
2055 (a), or

(ii1) 1if the instrument governing the disposition of the
property was not amended by the decedent before October 9,
1972, and the decedent is on such date and at all times there-
after 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 section 2522 (c¢) (2) of the Internal Revenue
Code of 1954 shall apply to gifts made after July 31, 1969. Aate, p, 561.

(E) The amendments mage 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) BEriemsrry vor Unviivmrrep CHaRrraBLE DEDUCTION . —

(1) Section 170(b) (1) (C) (relating to unlimited charitable 4nter »- 549.
deduction for certain individuals), as amended by subsection (a)
of this section, is amended by adding at the end thereof the follow-
ing 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 contributions 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 taxpayer had not remarried after the death of
such former spouse.”

(2) The amendment made by this subsection shall apply to
taxable years beginning after December 31, 1968,

l 100 0. 179 . 5
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Subtitle B—Farm Losses, Etc.

SEC. 211. GAIN FROM DISPOSITION OF PROPERTY USED IN F (N
WHERE FARM LOSSES OFFSET NONFARM INCOME,
(a) I GenNerar.—Part IV of subchapter P of chapter 1 (relating,
special rules for determining capital gains and losses) is nmendef by
adding at the end thereof the following new section:

“SEC. 1251. GAIN FROM DISPOSITION OF PROPERTY USED IN FARMINg
WHERE FARM LOSSES OFFSET NONFARM INCOME,
“(a) Circumstances Unper WHIcH SecTioN Appries.—This section
shall apply with respect to any taxable year only if—

*(1) there is a farm net loss for the taxable year, or

“(2) there is a balance in the excess deductions account as of the
close of the taxable year after applying subsection (b) (3) (A)

“(b) Excrss DepucrioNs Accounr.—

“(1) RequmeMeNT.—Each taxpayer subject to this section shall,
for purposes of this section, establish and maintain an excess
deductions acecount.

“(2) ADDITIONS TO ACCOUNT.—

“(A) Generarn rure—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 individual (other
than a trust) and, except as provided in this subparagraph,
in the case of an electing small business corporation (as
defined in section 13?1(b)%, subparagraph (A) shall apply
for a taxable year—

“(1) only if the taxpayer’s nonfarm adjusted 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 busi-
ness corporation for a taxable year if on any day of such year
a shareholder of such corporation is an individual who, for
his taxable year with which or within which the taxable year
of the corporation ends, has a farm net loss.

“(C) Magrriep ixpivipuars.—In the case of a husband or
wife who files a separate return, the amount specified in sub-
paragraph (B) (i) shall be $25,000 in lieu of $50,000, and in
subparagraph (B) (ii) shall be $12,500 in lieu of $25,000. This
subparagraph shall not apply if the spouse of the taxpayer
does not have any nonfarm adjusted gross income for the tax-
able year.

“(D) NONFARM ADJUSTED GROSS INCOME.—For purposes of
this section, the term ‘nonfarm adjusted gross income’ means
adjusted gross income (taxable income, in the case of an elect-
ing small business corporation) computed without regard to
income or deductions attributable to the business of farming

“(3) Sumrracrions FRoM accouNT.—If there is any amount i
the excess deductions account at the close of any taxable year
(determined before any amount is subtracted under this para-
graph for such year) there shall be subtracted from the account—

“(A) an amount equal to the farm net income for such
year, plus the amount (determined as gro vided in regulations
prescribed by the Secretary or his delegate) necessary t0
adjust the account for deductions which did not result in 3
reduction of the taxpayer’s tax under this subtitle for the
taxable year or any preceding taxable year, and

i
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“(B) after apﬁlymg Earagmph (2) or subparagraph &A)
of paragraph (as the case may be), an amount equal to
the sum of the amounts treated, solely by reason of the appli-
cation of subsection (c), as gain from the sale or exchange of

roperty which is mneither a capital asset nor propert
ﬁescribed in section 1231. property

“(4) EXCEPTION FOR TAXPAYERS USING CERTAIN ACCOUNTING
METHODS.—

“ (AL GeneraL RULE—Except to the extent that the tax-
payer has succeeded to an excess deductions account as pro-
vided in paragraph (5), additions to the excess deductions
account shall not be required by a taxpayer who elects to com-
pute taxable income from farming (1) by using inventories,
and (ii) by charging to capital account aﬁ expenditures paid
or incurred which are gmperly chargeable to capital account,

including such expenditures which the taxpayer may, under
this chapter or regulations prescribed thereunder, otherwise
treat or elect to treat as expenditures which are not chargeable
to capital account).

“(B) TiME, MANNER, AND EFFECT OF ELECTION.—An elec-
tion under subparagraph (A) for any taxable year shall be
filed within the time prescribed by law (including extensions
thereof) for filing the return for such taxable year, and shall
be made and filed in such manner as the Secretary or his dele-
gate shall prescribe by regulations. Such election shall be

inding 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 election made under subparagraph (A), a
taxpayer 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), 374 (a), or 381 applies, the acquiring corporation shall
succeed to and take into account as of the close of the day of
distribution or transfer, the excess deductions account of the
transferor.
“ (B) CEerTAIN GIPTS.—If— o .
:I(i) farm recapture property is disposed of by gift,
an
“(ii) the potential gain (as defined in subsection (e)
(5)) on farm recapture property disposed of by gift
during any one-year period in which any such gift occurs
is more than 25 percent of the potential gain on farm
recapture property held by the donor immediately prior
to the first of such gifts

]
each donee of the property shall succeed (at the time the first of
such gifts is madaﬁ) f the
the donor’s taxable year in which the first of such gifts is made)
to the same proportion of the donor’s excess deductions account
(determined, after the application of paragraphs (2) and (3)

ut in an amount determined as of the close of
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with respect to the donor, as of the close of such taxable year), g
the tﬁmtential gain on the property received by such donee begys
to the aggregate potential gain on farm recapture property hejq
by the donor immediately prior to the first of such gifts,

“(6) JornT RETURN.—In the case of an addition to an exces
deductions account for a taxable year for which a joint return yys
filed under section 6013, for any subsequent taxable year for whiel,
a separate return was filed tﬁe Secretary or his delegate ghy))
provide rules for allocating any remaining amount of such add;.
tion in a manner consistent with the purposes of this section,

“(c) OrbiNarY INCOME.—

“(1) GeneranL rULR.—Except as otherwise provided in thig
section, if farm recapture property (as defined in subsection
(e)(1)) is disposed of during a taxable year beginning after
December 31, 1969, the amount by which—

“(A) in the case of a sale, exchange, or involuntary con-
version, 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 capital
asset nor property described 1n section 1231. Such gain shaﬂ be
recognized notwithstanding any other provision of this subtitle,

“(2) LimoraTioN.—

“(A) AMOUNT IN EXCESS DEDUCTIONS ACCOUNT.—The
ag, te of the amounts treated under paragraph (1) as
gain from the sale or exchange of property which is neither
a capital asset nor property described in section 1231 for any
taxable year shall not exceed the amount in the excess deduc-
tions account at the close of the taxable year after applying
subsection (b)(3) (A).

“(B) DrsposITIONS TAKEN INTO ACCOUNT.—If the aggregate
of the amounts to which paragraph (1) applies is limited by
the application of subparagraph (A), paragraph (1) shall
apply in respect of such dispositions (and in such amounts) as
provided under regulations prescribed by the Secretary or his
delegate.

“(C) SPECIAL RULE FOR DISPOSITIONS OF LAND.—In apply-
ing subparagraph (A), any gain on the sale or exchange of
land shall be taken into account only to the extent of its
potential gain (as defined in subsection (e)(5)).

“(d) Exceprions anp SpeciaL RuLes.—

“(1) Grrrs.—Subsection (c) shall not apply to a disposition by
gift.

“(2) TransrFER AT DEATH.—Except as provided in section 691
(relating to income in respect of a decedent), subsection (c) shall
not apply toa transfer at death.

“(3) CERTAIN CORPORATE TRANSACTIONS.—If the basis of prop-
erty in the hands of a transferee is determined by reference t0
its basis in the hands of the transferor by reason of the application
of sections 332, 351, 361, 371(a), or 374(a), then the amount of
gain taken into account by the transferor under subsection rf:‘} (1)
shall not exceed the amount of gain recognized to the transteror
on the transfer of such property (determined without regard to
this section). This paragraph shall not apply to a disposition 0
an organization (other than a cooperative described in section
521) which is exempt from the tax imposed by this chapter.
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%(4) LiKE KIND EXCHANGES; INVOLUNTARY CONVERSION, ETC.—
1f property is disposed of and gain (determined without regard
to B:us sectl0;

n) is not recognized in whole or in part under section

1031 or 1033, then the amount of gain taken into account by the
ransferor under subsection (c) (1) shall not exceed the sum of—

“(A) the amount of gain recognized on such disposition
(determined without regard to this section), plus -4

“(B) the fair market value of property acquired with
respect to which no gain is recognized under subparagraph
(A),but which is not farm recapture property.

“(5) PARTNERSHIPS.—

“(A) InceENERAL—In the case of a partnership, each part-
ner shall take into account separately his distributive share
of the partnership’s farm net losses, gains from dispositions of
farm recapture property, and other items in applying this
section to the partner.

“(B) TraxsrErs 10 PARTVERsHIPS.—If farm recapture
property is contributed to a partnership and gain (determined
without regard to this section) is not recognized under section
721, then the amount of gain taken into account by the trans-
feror under subsection (c) (1) shall not exceed the excess of
the fair market value of farm recapture property transferred
over the fair market value of the partnership interest attrib-
utable to such property. If the partnership agreement provides
for an allocation of gain to the contributing partner with
respect to farm recapture property contributed to the partner-
ship (as provided in section 704(c)(2)), the partnership
interest of the contributing partner shall be deemed to be
attributable to such property.

“(6) PROPERTY TRANSFERRED TO CONTROLLED CORPORATIONS.—
Except for transactions deseribed in subsection (b) (5) (A), in the
case of a transfer, described in paragraph (3), of farm recapture

roperty to a corporation, stock or securities received by a trans-
eror in the exchange shall be farm recapture property to the
extent attributable to the fair market value of farm recapture
property (or, in the case of land, if less, the adjusted basis plus the
potential gain (as defined in subsection (e) (5)) on farm recapture

erty) contributed to the corporation by such transferor.
NI1TIONS.—For purposes of this section—

“(1) FARM RECAPTURE PROPERTY.—Lhe 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 ;n%relat.ing to livestock),
or (4) (relating to an unharvested crop) of section 1231(b)
which is or has%)een 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 hands 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) Farm ~ET 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

68A Stat. 302,
26 USC 1031,
1033.

26 USC 721,

26 USC 704,
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“(B) the gross income derived from such trade or busip,

Gains and losses on the disposition of farm recapture Propert
referred to in section 1231( 330( determined without regard to thl{
section or section 1245(a)) shall not be taken into account,

“(8) Farm NEr INcoME.—The term ‘farm net income’ m
the amount by which the amount referred to in pa aph (2) (B)
exceeds the amount referred to in paragraph (2)(A).

“(4) TrADE OR BUSINESS OF FARMING.—

“(A) Horse racine.—In the case of a taxpayer e
in the raising of horses, the term ‘trade or business of fary,.
ing’ includes the racing of horses.

‘(B) SEVERAL BUSINESSES OF FARMING.—If a taxpayer js
engaged in more than one trade or business of farming, a]|
such trades and businesses shall be treated as one traﬁe or
business.

“(5) PorentiaL cain—The term ‘potential gain’ means ap
amount equal to the excess of the fair market value of prope
over its adjusted basis, but limited in the case of land to the extent
of the deductions allowable in respect to such land under sectiong
175 (relating to soil and water conservation expenditures) angd
182 (relating to expenditures by farmers for clearing land) for
the taxable year and the 4 preceding taxable years.”

(b) CoNFORMING AMENDMENTS.—

(1) Section 301(b) (1) (B)(ii) (relating to corporate distri-
butions of propertiy) 1s amended by striking out “or 1250(a)” and
inserting in lieu thereof “1250(a), 1251(c), or 1252(a)".

(2) Section 301(d) (2)(B) (relating to the basis of property
distributed by a corporation) is amended by striking out “or
1250(a)” and inserting in lieu thereof “1250(a), 1251(c), or
1252 (a) ™.

(3) Section 312(c) (3) (relating to adjustment to corporate
earnings and profits) is amended by striking out “or 1250 (a)” and
inserting in lieu thereof “1250(a), 1251 (c), or 1252 (a) .

(4) Section 341(e) (12) Srelating to nonapplication 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 (c), and 1252 (a) .

(5) Section 453(d) (4) (B) (relating to distribution of install-
ment obligations under certain liquidations) is amended by strik-
ing out “or 1250(a)” and inserting in lieu thereof “1250 (a), 1251
(¢),or1252(a)”.

(6) Section 751(c) (relating to unrealized receivables in part-
nership transactions) is amended by striking out “and section 1230
property (as defined in section 1250(c))” and inserting in lieu
thereof “section 1250 property (as defined in section 1250(c)),
farm recapture property (as (Kaﬁned in section 1251(e) (1)), and
farm land (as defined in section 1252(a))”; and by striking out
‘1‘125(2(32,” and inserting in lieu thereof “1250(a), 1251((5, or

252 (a)”.
(7) %‘he table of sections for part IV of subchapter P of chapter
1 is amended by adding at the end thereof the following:

“Sec. 1251. Gain from disposition of property used in farming where
farm losses offset nonfarm income.”

(¢) Errectrve Dates—The amendments made by this section shall
apply to taxable years beginning after December 31, 1969.
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SEC. 212. LIVESTOCK.

(2) DEPRECIATION REC.\P]}'RE._-—

(1) GeENERAL RULE—Section 1245(a) (2) (relating to recom-
uted basis with respect to gain from disposition of certain
epreciable property) is amended by striking out “or” at the end

of subparagraph (A), and by inserting immediately after sub-
paragraph (B) the following : 3

“(C)_ with respect to livestock, its adjusted basis recom-
puted by adding thereto all adjustments attributable to

eriods after December 31, 1969, or”.

(2) CoN¥ORMING AMENDMENT.—Section 1245(a) (3) (relating
to section 1245 property) is amended by striking out *(other than
livestock) ”.

3) Errecrive pate.—The amendments made by paragraphs
(1) and (2) shall apply with respect to taxable years beginning
after December 31, 1969.

(b) Lavesrock Usep 1N TrRApE or BusiNess.— _

(1) AMENDMENT OF SECTION 1231.—Section 1231(b) (3) (relat-
ing to property used in a trade or business) is amended to read
as follows:

“(3) Lavestock.—Such term includes—

“(A) cattle and horses, regardless of age, held by the tax-
payer for draft, breeding, dairy, or sporting purposes, and
held by him for 24 months or more from the date of acquisi-
tion, and

“(B) other livestock, regardless of age, held by the tax-
yayer for draft, breeding, dairy, or sporting purposes, and
%m]d by him for 12 months or more from the date of
acquisition.

Such term does not include poultry.”

(2) Errecrive pare—The amendments made by paragraph
(1) shall apply to livestock acquired after December 31, 1969.

(¢) Excmances or Lavestock oF DIFFERENT SEXES.—

(1) NoT TO BE TREATED AS LIKE KIND EXCHANGES.—Section 1031
(relating to exchange of property held for productive use or for
investment) is amended by adding at the end thereof the follow-
ing new subsection :

“(e) Excuances or Livesrock or DiFrereNT SExes.—For purposes
Ef tlh.i’s section, livestock of different sexes are not property of a like
<ind.’

(2) Errecrive pate—The amendment made by paragraph (1)
shall apply to taxable years to which the Internal Revenue Code
of 1954 applies.

SEC. 213, DEDUCTIONS ATTRIBUTABLE TO ACTIVITIES NOT ENGAGED

IN FOR PROFIT.

. (1) Geserar Rure—Part VI of subchapter B of chapter 1 (relat-
g to itemized deductions for individuals and corporations) is
amended by adding at the end thereof the following new section:

“SEC. 183. ACTIVITIES NOT ENGAGED IN FOR PROFIT.
. “(2) Gezerar Rure—In the case of an activity engaged in by an
individual or an electing small business corporation (as defined in
section 1371 (b)), if such activity is not engaged in for profit, no deduc-
tion attributable to such activity shall be allowed under this chapter
Exge(gt as provided in this section. e

) Depucrions Arrowasie—In the case of an activity not

engaged in for profit to which subsection (a) applies, there shall
be al owed—
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“(1) the deductions which would be allowable under
chapter for the taxable year without regard to whether op not
such activity is engaged in for profit, and

“(2) a deduction equal to the amount of the deductions whig},
would be allowable under this chapter for the taxable only
if such activity were engaged in for profit, but only to the
that the gross income derived from such activity for the taxab
year exceeds the deductions allowable by reason of paragraph (1)

*(c) Acriviry Nor Encacep 1N ¥or Prorrr DeriNen.—For pyy.
poses of this section, the term ‘activity not engaged in for profip
means any activity other than one with respect to which deductiong
are allowable for the taxable year under section 162 or under pars.
graph (1) or (2) of section 212. )

“(d) sumprioN.—If the gross income derived from an activit
for 2 or more of the taxable years in the period of 5 consecutive taxabje
years which ends with the taxable year exceeds the deductions attrib.
utable 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 activity shall be pre-
sumed for purposes of this chapter for such taxable year to be an
activity engaged in for profit. In the case of an activity which con-
sists in major part of the breeding, training, showing, or racing of
horses, the preceding sentence shall be applied by sulmstituting the
period of T consecutive taxable years for the period of 5 consecutive
taxable years.” ) )

(b) Tecm~icAr, AMeENDMENT.—Section 270 (relating to limitation
on deductions allowable to certain individuals) is repealed.

(¢) CrErICAL 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 chap-
ter 1 is amended by striking out the item relating to section 270.
(8) Section 6504 (relating to cross references) is amended by
striking out the item relating to section 270.
(d) Errecrive Dare—The amendments made by this section shall
apply to taxable years beginning after December 31, 1969.
SEC. 214. GAIN FROM DISPOSITION OF FARM LAND.
(a) In GENeraL.—Part IV of subchapter P of chapter 1 ( relatir;s
to special rules for determining capital gains and losses) is amend

by adding after section 1251 (added by section 211 of this Act) the .

following new section:

“SEC. 1252. GAIN FROM DISPOSITION OF FARM LAND.
“(a) GeNERAL RurE.— '
“(1) OrprNary 1ncoME.—Except as otherwise provided in this
section, if farm land which the taxpayer has held for less than 10
Eears is disposed of during a taxabB: year beginning after Decem-
er 31,}?&9, th]: Ioweli _ofa o
the applicable percentage of the te 0

deductgons allowed under sections 175 (relz%gggtt soil and
water conservation expenditures) and 182 (relating to
expenditures by farmers for clearing land) for expendifures
made by the taxpayer after December 31, 1969, with respect t0

the farm land or

e
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“(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
dis‘posit.ion), over

“(ii) the adjusted basis of such land

shall be treated as gain from the sale or excfmnge of property
which is neither a capital asset nor property described in sec-
tion 1231. Such gain shall be recogmzetf;otwithstanding any
other provision of this subtitle, except that this section shall
not apply to the extent section 1251 applies to such gain.

%(2) Farm ranp.—For purposes of this section, the term ‘farm
land’ means any land with respect to which deductions have been
allowed under sections 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

he farm land is disposed of — percentage is—
o Within 5 years after the date it was acquired._.____ 100 pgrcent.
Within the sixth year after it was acquired________ 80 percent.
Within the seventh year after it was acquired____ 60 percent.
Within the eighth year after it was acquired-—___ 40 percent.
Within the ninth year after it was acquired—____ 20 percent.
10 years or more years after it was acquired-_____ 0 percent.

“(b) Specran Rures.—Under regulations prescribed by the Secre-
tary or his delegate, rules similar to the rules of section 1245 shall be
applied for purposes of this section.”

b) Crericar AMENDMENT.—The table of sections for part IV of
subchapter P’ of chapter 1 is amended by adding at the end thereof the
following : -

“Sec. 1252. Gain from the disposition of farm land.”

(e¢) Errective Date.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1969.
SEC. 215. CROP INSURANCE PROCEEDS.

(2) Year ixn Waicn INcLupep 1x Income.—Section 451 (relating
to general rule for taxable year of inclusion) is amended by adding at
the end thereof the following new subsection :

“_(d) SeeciaL Rure ror Crop Insurance Proceeps.—In the case
of insurance proceeds received as a result of destruction or damage to
crops, a taxpayer reporting on the cash receipts and disbursements
method of accounting 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.”

Errecrive Date—The amendment made by subsection (a)
%‘}]1 ;Pp]y to taxable years ending after the date of the enactment of
is
SEC. 216. CAPITALIZATION OF COSTS OF PLANTING AND DEVELOPING
CITRUS GROVES.

(a) RequirmenT or Caprrarization.—Part IX of subchapter B
of chapter 1 (relating to items not deductible) is amended by adding
after section 277 (added by section 121(b) (3) of this Act) the follow-
INg new section :
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«SEC. 278. CAPITAL EXPENDITURES INCURRED IN PLANTING A}
SEC. 218. CY/ELOPING CITRUS GROVES. GAND TS

“(a) Generan Rure.—Except as provided in subsection (b),
amount (allowable as a deduction without regard to this section)
which is attributable to the planting, cultivation, maintenance, oy
development of any citrus grove SOr part thereof), and which j
incurred before the close of the fourth taxable year beginning with tje
taxable year in which the trees were planted, shall be charged to capity)
account. For purposes of the preceding sentence, the portion of a cityys
grove plantec{) in one taxable year shall be treated separately from the
portion of such grove planted in another taxable year.

%(b) Exceprions.—Subsection (a) shall not apply to amounts alloy.
able as deductions (without regard to this section), and attributable o
a citrus grove (or part thereof) which was:

“%l) replanted after having been lost or damaged (while in the
hands of the taxpayer), by reason of freeze, disease, drought, pests
or casualty, or

#(2) planted or replanted prior to the enactment of this section”

(b) Crerrcar. AMENDMENT.—The table of sections for such part IX
is amended by adding at the end thereof the following new item:

“Sec. 278. Capital expenditures incurred in planting and developing
citrus groves,”

(¢) Errecrive Date.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1969.

Subtitle C—Interest

SEC. 221. INTEREST.

(a) Lorrarion ox INTEREST DEDUCTION ATTRIBUTABLE TO INVEST-
MENT INpEBTEDNESS.—Section 163 (relating to interest) is amended
by redesignating subsection (d) as (e), and by inserting after subsec-
tion (c¢) the following new subsection :

“(d) Liomrrarion oN INTEREST 0N INVESTMENT INDEBTEDNESS.—

“(1) IxceENERAL—In the case of a taxpayer other than a corpo-
ration, the amount of investment interest (as defined in para-
graph (3) (D)) otherwise allowable as a deduction under this
chapter shall be limited, in the following order, to—

“(A) $25,000 ($12,500, in the case of a separate return by
a married individual), plus
“(B) the amount of the net investment income (as defined
in paragraph (3) (A)), plus
“(0) an amount equal to the amount by which the net
long-term capital gain exceeds the net short-term capital
Joss for the taxable year, plus
“(D) one-half of the amount by which investment interest
exceeds the sum of the amounts described in subparagraphs
(A), (B),and (C). L
In the case of a trust, the $25,000 amount sFeclﬁed in subparg-
graph (A) and in paragraph (2)(A) shall be zero. In deter-
mining the amount deseribed in su paragrafph (C), only gans
and losses attributable to the disposition of property held for
investment shall be taken into account.

“(2) CARRYOVER OF DISALLOWED INVESTMENT INTEREST.—

“(A) I~ cENeraL—The amount of disallowed investment
interest for any taxable year shall be treated as investmen
interest paid or acerued in the succeeding taxable year. The
amount, of the interest so treated which is allowable as
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deduction by reason of the first sentence of this paragraph
for any taxable year shall not exceed one-half of the amount
by which— !

“(i) the net investment income for such taxable year
plus $25,000, exceeds

¥(i1) the investment interest paid or accrued during
such taxable year (determined without regard to this
paragraph) or $25,000, whichever is greater.

“(B) REDUCTION FOR CAPITAL GAIN DEDUCTION.—If—

“(1) an amount of disallowed investment interest
treated under subparagraph (A) as investment interest
paid 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 deduction allowable
under section 1202,

“(3) Drrinrrions.—For purposes of this subsection—

“(A) NerINnvesTMENT INcOME—The term ‘net investment
income’ means the excess of investment income over invest-
ment expenses.

“(B) InvesrmeNT txcomE~— The term ‘investment income’
means—

“(i) the gross income from interest, dividends, rents,
and royalties,

“(ii) thenet short-term capital gain attributable to the
disposition of property held for investment, and

“(111) any amount 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 conduct of a trade or business.

“(C) InvesrmeNT Bxpexses—The term ‘investment ex-
penses’ means the deductions allowable 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 sub-
paragraph, the deduction allowable under section 167 with
respect to any property may be treated as the amount which
would have been =Ylownble had the taxpayer depreciated the
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 allowable 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 tax-
able year for which the taxpayer has held the property.

“(D) InvestmenT INTEREST.—The term ‘investment inter-
est’ means interest paid or accrued on indebtedness incurred or
continued to purchase or carry property held for investment.

“(E) DISALLOWED INVESTMENT INTEREST.—The term ‘dis-
allowed 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).
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“(4) SPECIAL RULES.—

“(A) PROPERTY SUBJECT TO NET LEASE—For purposes of
this subsection, property subject to a lease shall be treateq 5
property held for investment, and not as property used iy 5
tra.g: or business, for a taxable year, if—

“(i) for such taxable year the sum of the deductions
with respect to such property which are allowable solely
by reason of section 162 is less than 15 percent of the
rental income produced by such property, or

“(ii) the lessor is either guaranteed a specified retyp,
or is guaranteed in whole or in part a.gainstqnss of income,

“(B) Parrnersares.—In the case of a partnership, eqep
partner shall, under regulations prescribed by the Secrety

or his delegate, take into account separately his distributiye

share of the partnership’s investment interest and the othey
items of income and expense taken into account under this
subsection.

“(C) SHAREHOLDERS OF ELECTING SMALL BUSINESS CORPORA-
tioNs.—In the case of an electing small business corporation
(as defined in section 1371(b) ), the investment interest paid
or acerued by such corporation and the other items of income
and expense which would be taken into account if this sub-
section applied to such corporation shall, under regulations
prescribed by the Secretary or his delegate, be treated as
investment interest paid or acerued by 1%10 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) Construcrion 1NTEREST.—For purposes of this sub-
section, interest paid or accrued on indebtedness incurred or
continued in the construction of property to be used in a trade
or business shall not be treated as investment interest.

“(5) CaprraL gains.—For purposes of sections 1201(b) (relat-
ing to alternative capital gains tax), 1202 (relating to deduetion
for capital gains), and 57(a) (9) (relating to treatment of capital
gains as a tax preference) , an amount equal to the amount of invest-
ment interest which is allowable as a deduction under this chap-
ter by reason of subparagraph (C) of paragraph (1) shall
treated as gain from the sale or other disposition 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 interest, investment income, and investment expenses
attributable to a specific item of property, if the indebtedness with
respect to such property—

o | 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
commitment which, on such date and at all times thereafter
prior to the incurring of such indebtedness, is binding on the
taxpayer.”

(b) Errecrive Date.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1971.
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Subtitle D—Moving Expenses

+ 931, MOVING EXPENSES.

" (a) DEDUCTION FOR Movine Expexses.—Section 217 (relating to
moving expenses) is amended to read as follows:
«SEC. 217. MOVING EXPENSES.

“(a) DEDUCTION Avvowep.—There shall be allowed as a deduction
moving expenses paid or incurred during the taxable year in connection
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 ExpExsEs.—

“(1) In eENERAL—For purposes of this section, the term
‘moving expenses’ means only the reasonable expenses—

“(A) of moving household goods and personal 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 gen-
eral location of the new principal place of work and return,
for the principal purpose of searching for a new residence,

“(D) of meals and lodging while oceupying temporary
quarters in the general location of the new principal place of
work during any period of 30 consecutive ({ays after obtain-
ing employment, or

“(E) constituting qualified residence sale, purchase, or
lease expenses.

“(2) QUALIFIED RESIDENCE SALE, ETC., EXPENSES.—For pur-
poses of paragraph (1) (E), the term ‘qualified residence sale, pur-
chase, or lease expenses’ means only reasonable expenses incident

“(A) the sale or exchange by the taxpayer or his spouse of
the taxpayer’s former residence (not including expenses for
work performed on such residence in order to assist in its sale)
which (but for this subsection and subsection (e)) would be
taken into account in determining the amount realized on the
sale or exchange,

“&B) the purchase by the taxpayer or his spouse of a new
residence in the general location of the new principal place of
work which (but for this subsection and subsection (e))
would be taken into account in determining—

“(i) the adjusted basis of the new residence, or
“(i1) 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 tax-
payer or his spouse on property used by the taxpayer as his

former residence, or .

“(D) the acquisition of a lease by the taxpayer or his spouse
on property used by the taxpayer as his new residence in the
neral location of the mew principal place of work (not
meluding amounts which are payments or prepayments of
rent).
“(3) LaMrraTiONs.—
“(A) Dorrar Limrrs.—The aggregate amount allowable as

a deduction under subsection (a) in connection with a com-

mencement of work which is attributable to exienses

described in subparagraph (C) or (D) of paragraph (1)

78 Stat. 51.
26 USC 217.
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shall not exceed $1,000. The aggregate amount allowablg g

deduction under subsection (a) which is attributable tq qlla}ia.
fied residence sale, purchase, or lease expenses shall not exeaed
$2,500, reduced by the aggregate amount so allowable wh;
is attributable to expenses described in subparagraph (C) or
(D) of paragraph (1).

“(B) HusBaxp axp wire.—If a husband and wife
commence work at a new principal place of work within t},
same general location, subparagraph (A) shall be applied P
if there was only one commencement of work. In the case of 3
husband and wife filing separate returns, subparagraph (4)
shall be applied by substituting ‘$500" for ‘$1,000°, and 'by
substituting ‘$1,250" for *$2,500°.

“(C) INDIVIDUALS OTHER THAN TAXPAYER—IN the case of
any individual other than the taxpayer, expenses referred to
in subparagraphs (A) through (D) of paragraph (1) shyll
be taken into account only if such individual has both the
former residence and the new residence as his principal plaee
of abode and is a member of the taxpayer’s household.

“(¢) Conprrrons For ArLowaNceE—No deduction shall be allowed
under this section unless—
“(1) thetaxpayer’s new principal place of work—

“(A) isat least 50 miles farther from his former residence
than was his former principal place of work, or

“(B) if he had no former principal place of work, is at
least 50 miles from his former residence, and

“(2) either—

“(A) during the 12-month period immediately following
his arrival in the general location of his new principal place
of work, the taxpayer is a full-time employee, in sncfl) general
location, during at least 39 weeks, or

“(B) during the 24-month period immediately following
his arrival in the general location of his new principal place
of work, the taxpayer is a full-time employee or performs
services as a self-employed individual on a full-time basis, in
such general location, during at least 78 weeks, of which not
less than 39 weeks are during the 12-month period referred
to in subparagraph (A).

For purposes of paragraph (1), the distance between two
Eoints shall be the shortest of the more commonly traveled routes
etween such two points.
“(d) Rures For APPLICATION OF SUBSECTION (c)(2).—
“(1) The condition of subsection (c) (2) shall not apply if the
taxpayer is unable to satisfy such condition by reason of—

“(A) death or disability, or )

“(B) involuntary separation (other than for willful mis-
conduet) 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 sat
such condition. I

“(2) If a taxpayer has not satisfied the condition of subsection
(c) (2) before the time prescribed by law (including extensions
thereof) for filing the return for the faxable year during whichhe
gald or incurred moving expenses which ‘would otherwise ¢

eductible under this section, but may still satisfy such condition,
then such expenses may (at the election of the taxpayer) be de-

dg%(; rofr such taxable year notwithstanding subsection (c) (2):
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“(A) for any taxable year moving expenses have been
deducte&i in accordance with the ruléngrovilf.’leed in paragraph
9), an

( ‘2(13) the condition of subsection (c)(2) cannot be satis-

fied at the close of a subsequent taxable year,
‘ then an amount equal to the expenses which were so deducted ghall
be included in gross income for the first such subsequent taxable

| year.

“(e) Drxtav oF DousLe BexeriT.—The amount realized on the sale
of the residence described in subparagraph (A) of subsection (b) (2)
<hall not be decreqsed by the amount of any expenses described in such
subparagraph which are allowed as a deduction under subsection (a),
g]]dp the basis of a residence described in subparagraph (B) of subsec-
tion (b)(2) shall not be increased by the amount of any expenses
deseribed in such subparagraph which are allowed as a deduction under
subsection (a). This subsection shall not apply to any expenses with
respect t(E \;‘hich an amount is included in gross income under subsec-
tion (d) (3).

“{f( ) )R‘ULES FoR SELF-EMpPLoYED INDIVIDUALS.—

“(1) DrrintrioN.—For purposes of this section, the term ‘zelf-
employed individual’ means an individual who performs personal
services—

“(A) as the owner of the entire interest in an uninecorpo-
rated trade or business, or

“(B) as a partner in a partnership carrying on a trade or
business.

“(2) RULE FOR APPLICATION OF sUBsEcTIONS (b) (1) (c) anD
(p)—For purposes of subparagraphs (C) and (D) of subsection
(b) (1), an individual who commences work at a new principal
place of work as a self-employed individual shall be treated as hav-
g obtained employment when he has made substantial arrange-
ments to commence such work.

“(g) Recvrarions—The Secretary or his delegate shall prescribe
such regulations as may be necessary to carry out the purposes of this
section.”

(b) Incrusion 1x Gross Incoye or Moving ExpENSE REIMBURSE-
seNts,—Part IT of subchapter B of chapter 1 (relating to items spe-
clﬁcallg' included in gross income) is amended by adding after section
81the following new section :

“SEC. 82. REIMBURSEMENT FOR EXPENSES OF MOVING.
. “There shall be included in gross income (as compensation for serv-
lces) any amount received or accrued, directly or indirectly, by an
individual as a payment, for or reimbursement of expenses of moving
from one residence to another residence which is attributable to
employment or self-employment.”
¢) CoNFORMING AMENDMENTS.—
(1) The table of sections for part II of subchapter B of chapter
11s amended by adding at the end thereof the following new item:

“Sec. 82. Reimbursement of moving expenses.”

(2) Section 1001 (relating to determination of amount and rec-
ognition of gain or loss) is amended by adélingir1 after subsection
(e) (as added by section 516(a) of this Act) the following new

_subsection :
"(f) Cross REFERENCE.—

“For treatment of certain expenses incident to the sale of a residence
which were deducted as moving expenses by the taxpayer or his spouse
under section 217(a), see section 217(e).”

579

68A Stat, 19;
80 Stat, 1152,
26 USC 71-81.

Post, p. 646,



580

68A Stat, 301,

Ante, p. 577.

68A Stat. 5;
82 Stat. 252,
26 USC 1-51,

26 USC 531,
541,
68A Stat. 13,

76 Stat, 962,

Post, p. 619.

PUBLIC LAW 91-172-DEC. 30, 1969 (83 Sray

(3) Section 1016(c) is amended to read as follows:
“(c) Cross REFERENCES.—
“(1) For treatment of certain expenses incident to the purchage
a residence which were deducted as moving expenses by theI{axp“u. of
his spouse under section 217(a), see section 217(e). o
“(2) For treatment of separate mineral interests as one

see section 614.” o %
(d) Errecrive Dates.—The amendments made by this section shy)
apply to taxable years beginning after December 31, 1969, except that—

(1) section 217 of the Internal Revenue Code of 1954 (g5
amended by subsection (a)) shall not apply to any item to the
extent that the taxpayer received or accrued reimbursement op
other expense allowance for such item in a taxable year beginning
on or before December 31, 1969, which was not included in Jys
gross income; and .

(2) the amendments made by this section shall not apply (atthe
election of the taxpayer made at such time and manner as the
Secretary 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 principal place of work of which the taxpayer
had been notified by his employer on or before December 19, 1969,

TITLE III—MINIMUM TAX; ADJUSTMENTS
PRIMARILY AFFECTING INDIVIDUALS

Subtitle A—Minimum Tax

SEC. 301. MINIMUM TAX FOR TAX PREFERENCES.
(a) IN GenEran.—Subchapter A of chapter 1 (relating to determi-

nation of tax liability) is amended by adding at the end thereof the
following new part.:

“PART VI—MINIMUM TAX FOR TAX PREFERENCES

“See, 56. Imposition of tax.
“Sec. 57. Items of tax preference.
“Sec. 58, Rules for application of this part.

“SEC. 56. IMPOSITION OF TAX.

“(a) I~ Generar.—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 preference in excess of $30,000,
is greater than

“(2) the taxes imposed by this chapter for the taxable year
(computed without regard to this part and without regard to
the taxes imposed by sections 531 and 541) reduced by the sum
of the credits allowable under—

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

“(B) section 37 (relating to retirement income), and

“(C) section 38 (relating to investment credit).

“(b) DererrAL oF Tax Liasiry v Case oF Cerrarxy Ner OPERAT
ING Losses.—

“(1) Incexeran.—If for any taxable year a person—

“(A) has a net operating loss any portion of which (under
section 172) remains as a net operating loss carryover t0
succeeding taxable year, and

“(B) has items of tax preference in excess of $30,000;

=
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then an amount equal to the lesser of the tax imposed by subsec-
g;n (a) or 10 wt of the amount of the neIi: operg{ing loss
carryover described in suhparangh (A) shall be treated as tax
Jiability not 1m for the taxable year, but as imposed for the
suoceef{ taxable year or years pursuant to paragraph (2).

«(2) YEAR OF LIABILITY.—In any taxable year in which an
portion of the net operating loss carryover attributable to the
excess described in paragraph (1) (B) reduces taxable income, the
amount of tax liability 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.

“(35 PrioriTy oF AppricATION.—For purposes of paragraph
(2),if any portion of the net operating loss carryover described in
paragrap (1) (A) is not attributable to the excess described in
paragraph (1) (B), such portion shall be considered as being
applied n reducing taxable income before such other portion.

«3EC. 57. ITEMS OF TAX PREFERENCE.
“ia) In Generar—For purposes of this part, the items of tax
preference are—

“(1) Excess INVESTMENT INTEREST.—The amount of the excess
investment interest for the taxable year (as determined under
subsection (b)).

“(2) ACCELERATED DEPRECIATION ON REAL PROPERTY.—With
respect to each section 1250 Iircnperty (as defined in section 1250
(cf ), the amount by which the deduction allowable for the tax-
able year for exhaustion, wear and tear, obsolescence, or amortiza-
tion 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 (determined without regard to section 167(k)) for
which the taxpayer has held the property.

“(3) ACCELERATED DEPRECIATION ON PERSONAL PROPERTY SUBJECT
TO A NET LEASE.— With respect to each item of section 1245 prop-
erty (as defined in section 1245(a) (3)) which is the subject of
a net, Jease, 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 taxall?)le year had the taxpayer depreciated
the property under the straight line method for each taxable year
of its useful life for which the taxpayer has held the property.

“(4) AMORTIZATION OF CERTIFIED POLLUTION CONTROL FACILI-
TiES.—With respect to each certified pollution control facility for
which an election is in effect under section 169, the amount bg
which the deduction allowable for the taxable year under suc
section exceeds the depreciation deduction which would otherwise
be allowable under section 167. .

“(5) AMORTIZATION OF RAILROAD ROLLING STOCK.— With respect
to each unit of railroad rolling stock for which an election 1s in
effect under section 184, the amount by which the deduction allow-
able for the taxable year under such section exceeds the deprecia-
tion deduction which would otherwise be allowable under section

T

167,

- g{ﬁ) Stock oprrons.—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

3100 079 . 39
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section 424 (b) ), the amount by which the fair market value of the
share at the time of exercise exceeds the option price,

“(T) RESERVES FOR LOSSES ON BAD DEBTS OF FINANCIAL INStrpy,
tioN8,—In the case of a financial institution to which section sg=
or 593 applies, the amount by which the deduction allowable f,
the taxaﬁ)e year for a reasonable addition to a reserve fop b1
debts exceeds the amount that would have been allowable had
institution maintained its bad debt reserve for all taxable years
on the basis of actual e‘x elrience. :

“(8) DeprertoN.—With respect to each property (as defined ;
scct.iogl 614), the excess of t.hel deduction for 32;)1%1:&011 a]lm\?ﬁ[:}z
under section 611 for the taxable year over the adjusted basis of
the property at the end of the taxable year (determined withgy
regard to the depletion deduction for the taxable year).

*(9) CAPITAL GAINS.—

“(A) Isprvipuars.—In the case of a taxpayer other thay
a corporation, an amount equal to one-half of the amount }y
which the net long-term capital gain exceeds the net short.
term capital loss for the taxable year.

“(B) Corrorarions—In the case of a corporation, if the
net long-term capital gain exceeds the net short-term capityl
loss for the taxable year, an amount equal to the produet
obtained by multiplying such excess by a fraction the numey-
ator of which is the sum of the normal tax rate and the sur-
tax rate under section 11, minus the alternative tax rate
under section 1201 (a), for the taxable year, and the denomi-
nator 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 3
corporation to which section 1201(a) does not apply, the
amount under this subparagraph shall be determined under
regulations prescribed by the Secretary or his delegate in a
manner consistent with the preceding sentence,

Paragraph (1) shall apply only to taxable years beginning before
Janunary 1, 1972, Pm-agrapf:s (1) and (3) shall not apply to a corpo-
ration other than an electing small business corporation (as defined in
section 1371(b)) and a personal holding company (as defined in sec-
tion 542).

“(b) Excess INvESTMENT INTEREST.—

“(1) Ix eExErAL—For purposes of paragraph (1) of subsec-
tion (a), the excess investment interest for any taxable year is the
amount by which the investment interest expense for the taxable
year exceeds the net investment income for the taxable year.

“(2) Derintrions.—For purposes of this subsection—

“(A) Ner invesTMENT INCOME.—The term ‘net investment
income’ means the excess of investment income over invest-
ment expenses.

“(B) InvestsENT 1NcoME—The term ‘investment income’
means—

“(i) the gross income from interest, dividends, rents
and royalties,
“(ii) the net short-term capital gain attributable
the disposition of property held for investment, and
“(iii) amounts treated under sections 1245 and_m
as gain from the sale or exchange of property which 3
Illglst:‘}.ler a capital asset nor property described in sectioh
t]
but only to the extent such income, gain, and amounts are not
derived from the conduct of a trade or business.
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“(C) IxvestmeENT ExPENsEs—The term ‘investment
expenses’ means the deductions allowable under sections
164(&? (1) or (2), 166, 167, 171, 212, 243, 244, 245, or 611 _ 78 Stat. 40, 52,
directly connected with the production of investment income. 35508 eer 5%,
For purposes of this subparagraph, the deduction allowable =
under section 167 with respect to any property may be treated _ Pest, pp. 625,
as the amount which would have been allowable had the tax- “**
payer depreciated the 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 _ Fost pp-629,
the taxpayer has held the property. 5
“(D) INVESTMENT INTEREST EXPENSE—The term ‘invest-
ment interest expense’ means interest paid or accrued on
indebtedness incurred or continued to purchase or carry prop-
erty held for investment. For purposes of the preceding sen-
tence, interest paid or accrue(!{ 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 October 9, 1969, shall be treated as property held for invest-
ment, and not as property used in a trade or business.
“(¢) 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
section 162 is less than 15 percent of the rental income produced Fest p- 710.
by such property, or
“(2) the Pessor is either guaranteed a specified return or is guar-
anteed in whole or in part against loss of income.
“SEC. 58. RULES FOR APPLICATION OF THIS PART.
“(a) Hussaxp anxp Wire—In the case of a husband or wife who
files a separate return for the taxable year, the $30,000 amount specified
insection 56 shall be $15,000.
“(b) Memerrs or CoNTrOLLED GrROUPS.—In the case of a controlled
group of co?l)omtimls (as defined in section 1563(a)), the $30,000 FPest p. 002.
amount specified in section 56 shall be divided equally among the com-
ponent members of such group unless all component members consent
(at such time and in such manner as the Secretary or his delegate pre-
seribes by regulations) to an apportionment plan providing for an
unequal allocation of such amount.
“(¢) Esrates anp Trusts.—In the case of 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 Lasés of the income of the estate
or trust allocable to each, and
“(2) the $30,000 amount specified in section 56 applicable to
such estate or trust shall be rgguced to an amount which bears the
same ratio to $30,000 as the portion of the sum of the items of tax
B;:ference allocated to the estate or trust under paragraph (1)
Ts to such sum.

({4
ngd) Erecring Smarn Business CorporaTIONS AND THEIR SHARE-
ERS.—
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“(1) I~ ceNeEraL—Except as provided in paragraph i
itengs )of tax preference of an electing small busi:tgrss (Izjurp(iz;hth
(as defined in section 1371 (b)) for each taxable year of the per "
ration shall be treated as items of tax preference of the sh?;:
holders of such corporation, and, except as provided in aragrapj
(2), shall not be treated as items of tax preference of SU(RI 001‘1)01?&
tion. The sum of the items so treated shall be apportioned pro pate
among such shareholders in a manner consistent with section 1374
(c) (1). For purposes of this paragraph, this part shall be treateq
as applying to such corporation.

“(2) Cerrain capiTAL GAINS.—IT for a taxable year of an elest.
ing small business corporation a tax is imposed on the income of
such corporation under section 1378, such corporation shall, ;.
withstanding the provisions of section 1371(b) (1), be subject to
the tax imposed by section 56, but computed only with referene
to the item of tax preference set forth in section 57(a) (9) (B) to
the extent attributable to gains subject to the tax imposed by
section 1378,

“(e) Particreants IN A Common Trust Fuxp.—The items of tay
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 pref-
erence of the participants of such fund and shall be apportioned
pro rata among such participants. For purposes of this subsection,
this part shall ge treated as applying to such fund.

& (% Recuratep Invesrmext CompanNies, 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 preference of such company
or such trust for each taxable year to the extent that such item 1s
attributable to amounts taken into account as income by the share-
holders of such company under section 852(b) (3), or by the share-
holders or holders of beneficial 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) g}) and, in the case of a real estate invest-
ment 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 shareholﬁers or holders of beneficial
interests of such trust (and not as items of tax preference of such
company or such trust), in the same proportion that the dividends
(other than capital gain dividends) paid to each such shareholder,
or holder of beneficial interest, bears to the taxable income of such
company or such trust determined without regard to the deduc-
tion for dividends paid.

“(g) Tax Prererexces ATTRIBUTABLE To FOREIGN SOURCES.—

“(1) I~ eENErRaL—For purposes of section 56, the items of tax
preference set forth in section 57(a) (other than in paragrap
(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 extent that such 1tems
reduce the tax imposed by this chapter (other than the t&%
imposed by section 56) on income derived from sources Wl
the United States. For purposes of the preceding sentence, item
of tax preference shall ll))e treated as reducing the tax imposed
this chapter before items which are not items of tax preference
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#(2) CAPITAL GAINS AND STOCK OPTIONS.—For purposes of sec-
tion 5)3, the items of tax preference set forth in gara.graphs (6)
and (9) of section 57(a) which are attributable to sources within
any foreign country oti'_é)oasnsamn 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 (8) of
section 57(a), preferential treatment is not accordped trans-
fers 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 or exchange of capital assets (or property
treated as capital assets).”

(b) TecHNICAL AND CONFORMING AMENDMENTS.—

(1) The table of parts for su'bcha.ﬁ)ter A of chapter 1 isamended

by adding at the end thereof the following new item :

“Part VL Minimum tax for tax preferences.”

(2) Section 5(a) (relating to cross references to other rates of
tax on individuals, ete.) is amended by adding at the end thereof
the following new paragraph:

“(5) For minimum tax for tax preferences, see section 56.”

(3) Section 12 (relating to cross references relating to tax on
corporations) is amended by adding at the end thereof the follow-
ing new paragraph :

“(8) For minimum tax for tax preferences, see section 56.”

(4) Section 46(a) (3) (relating to liability for tax for deter-
mining amount of investment credit) is amended by inserting
“spction 56 (relating to minimum tax for tax preferences),” before
“section 5317,

(5) Section 51(b) (1) (relating to adjusted tax for purposes of
tax surcharge) is amended by inserting “section 56,” after “this
section,”.

(6) Section 443 (relating to returns for a period of less than 12
months) is amended by redesignating subsection (d) as subsec-
tion (e) and inserting after subsection (c) the following new
subsection :

“(d) Avsustmext ix Excrusion ror Compuring Minmmum Tax
70k Tax PrerereNcrs.—If a return is made for a short period by rea-
son of subsection (a), then the $30,000 amount specified in section 56
(relating to minimum tax for tax preferences), modified as provided
by section 58, shall be reduced to the amount which bears the same
ratio to such specified amount as the number of days in the short period
bears to 365.”

(T) Section 453(c) (3) (relating to rule for change from acerual
to installment basis) is amended by inserting “, other than by sec-
tion 56,” after “prior revenue laws)”. . J

(8) Section 511 (relating to tax on unrelated business income
of charitable, etc., organizations) is amended by adding after
subsection (c) (as added by section 121(a)(3) of this Act) the

. Jollowing new subsection: )

(d) Tax Prererexces.—The tax imposed by section 56 shall apply

10 an organization subject to tax under this section with respect to

ltems of tax preference which enter into the computation of unrelated
Usiness taxable 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

585

Ante, p. 580.

82 Stat. 252,

G8A Stat, 149,
26 USC 443,

Ante, p. 580,

Ante, p. 536.

26 USC 901,



B0 Stat. 114,

26 USC 1373,

72 Stat. 1654,

80 Stat. 62,

Ante, p. 580.

78 Stat, 105,

Post, p. 394,

PUBLIC LAW 91-172-DEC. 30, 1969 [33&&.’;

by seetion 56 (relating to minimum tax for tax preferences) »
ot v sl _ ¥ )" after

(10{ Section 1378(c) (relating to definition of undistribygeg
taxable income) is amended by striking out “tax imposed by s
tion 1378(a)” and inserting m lieu thereof “taxes imposeq },
sections 56 and 1378(a)”. ¥

(11) Section 1375(a)(3) (relating to reduction for tyye
imposed) is amended—

(A) by striking out “TaX 1MPOSED BY SECTION 1378 ip
heading of such section and inserting in lieu thereof “ypyxp
roseD” 5 and

(B) by striking out “tax imposed by section 1378(a) on the
income of” in the text of such section and inserting in ligy
thereof “taxes imposed by sections 56 and 1378(a) on”,

(12) Section 6015(c) (relating to definition of estimated tax) i
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) is amendeq
by inserting after “chapter 1” in paragraph (1) *(other than by
section 56)7”. :

(¢) Errrcrive Dare.—The amendments made by this section shall
apply to taxable years ending after December 31, 1969. In the case of 4
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 subsec-
tion (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 number of days in the taxable
year oceurring after December 31, 1969, and

(2) the denominator of which is the number of days in the
entire taxable year.

Subtitle B—Income Averaging

SEC. 311. INCOME AVERAGING.

(a) Loyvrration ox Tax.—Section 1301 (relating 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.” i

(b) AveracasLE INcoyme.—Section 1302 (relating to the definition
of averagable income and related definitions) is amended to read as
follows:

“SEC. 1302. D%‘(I)P#EION OF AVERAGABLE INCOME; RELATED DEFINI-

“(a) AveracaBrE Ixcome.—

“(1) I~ eeneraL.—For purposes of this part, the term ‘aver-
agable income’ means the amount by which taxable income for the
computation year (reduced as provided in paragraph (2))
exceeds 120 percent of average base period income. ]

“(2{ Repucrions.—The taxable income for the computation
year shall be reduced by— =

“(A) the amount (if any) to which section 72(m) (5)
applies, and :
“(B) the amounts included in the income of a beneficiary
of a trust under section 668(a).
“(b) Averace Base Prriop Income—For purposes of this part—

“(1) In eeExeran—The term ‘average base period income
means one-fourth of the sum of the base period incomes for the
base period.
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ﬁ(gf Base pEriop iNcoMe—The base period income for any
taxable year is the taxable income for such year—
“( A? increased by an amount equal to the excess of—
‘(i) the amount excluded from gross income under
section 911 (relating to earned income from sources with-
out the United States) and subpart D of part III of
subchapter N (sec. 931 and following, relating to income
from sources within possessions of the United States),
over
“(ii) 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 of a trust under section 668 (a). Pest i 334,
“(¢) Ormer Reratep DeriNirions—For purposes of this part—
“(1) CompurarioN YEAR—The term ‘computation year’ means
the taxable year for which the taxpayer chooses the benefits of this

art.
¥ “(2) Base periop.—The term ‘base period’ means the 4 taxable
ears immediately prece the computation year.

“(3) Basereriop YEAR—The term ‘base period year’ means any
of the 4 taxable years immediately preceding the computation

ear.
“(4) Joryt RETURN.—The term ‘joint return’ means the return
of a husband and wife made under section 6013.” Post, pp. 675,

(¢) Sercia. Rures—Section 1304(b) (relating to special rules e it

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
(3) by adding at the end thereof the following new paragraphs:
“(5) section 1201(b) (relating to alternative c:tpitzj\ gains tax), Post p. 635
and
“(6) section 1348 (relating to 50-percent maximum rate on  Post. ». 685
earned income).”
(d) CoNFORMING AMENDMENTS.—
(1) Section 1303(c) (2)(B) is amended by striking out 78St 107
“adjusted”.
(2) Section 1304 is amended—
(A) by striking out paragraph (3) of subsection (¢) and
by redesignating paragraphs (4) and (5) of such subsections
as li);,ragraphs (3) and (4), respectively; )
) by striking out “Paragraphs (2), (3), and (4)” in
?ubsect('iion )( ¢) (1) and inserting in lieu thercof “Paragraphs
2) and (3)7;
(C) b(y Strilking out “paragraph (4)” in subsection (e) (1)
(B) and inserting in lieu thereof “paragraph (8)"”;
(D) by striking out “adjusted” in subparagraph (B) of
subsection (c) f;) (as redesignated) ;
(E) by striking out in subsection (d) ¢, and the $3,000
figure contained in section 1302(bh) (2) (C) shall be applied
to the aggregate net incomes”; ! .
. (F) by striking out subsections (e) and (f) and inserting
M n lien thereof the following:
(¢) TrearsenT oF CERTAIN OTHER ITEMS.—



588

76 Stat. 821,

Ante, p. 586.

78 Stat, 111.

26 USC 6511,

Ante, p. 586.

Ante, p. 579.

PUBLIC LAW 91-172-DEC. 30, 1969 [83 Stay,

“(1) Secrion 72(m) (5).—Section 72(m) (5) (relating to
alties applicable to certain amounts received by OWner-employge
shall be applied as if this part had not been enacted. )

“(2) Oruer rreMs.—Except as otherwise provided in thig
the order and manner in which items of income or limitatiogrt'
tax shall be taken into account in computing the tax im %
this chapter on the income of any eligible individual to whom
section 1301 applies for any computation year shall be deterp;
under regulations prescribed by the Secretary or his delegate.

R |

(G) by redesi atin%subsection (g) as (f).
(3) Section 6511(d) (2) (B) (i1) is amended—
(A) by striking out “1302(e) (1)” and inserting in ljgy
thereof “1302(c) (1)”; and
(B) by striking out “1302(e) (3)” and inserting in Jigy
thereof “1302(¢) (3)".

(e) Errective Dare—The amendments made by this section shy]]
apply with respect to computation years (within the meaning of see.
tion 1302(c) (1) of the Internal Revenue Code of 1954) begimﬁug
after December 31, 1969, and to base period years (within the meanip
of section 1302(c) (3) of such Code) applicable to such computation
years.

i Subtitle C—Restricted Property

SEC. 321. RESTRICTED PROPERTY.

(a) In Generan—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 221 (b) of this Act( the following
new section :

“SEC. 83. PROPERTY TRANSFERRED IN CONNECTION WITH PERFORM.
ANCE OF SERVICES.

“(a) GeNerarL Rure—If, in connection with the performance of
services, property is transferred to any person other than the person
for whom such services are performed, the excess of—

(1) the fair market value of such property (determined with-
out regard to any restriction 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 forfeiture, whichever occurs
earlier, over

“(2) the amount (if any) paid for such property,

shall be included in the gross income of the person who performed such
services in the first taxable year in which tl?: rights of the person hav-
ing the beneficial interest in such property are transferable or are not
subject to a a substantial risk of forfeiture, whichever is applicable.
The preceding sentence shall not apply if such person sells or other-
wise disposes of such property in an arm’s length transaction before
his rights in such property become transferable or not subject to &
substantial risk of forfeiture.

“(b) Errcrron To IncLupe ¥ Gross INcome 1N YEAR OF
TRANSFER.— :

“(1) In GENERAL—Any person who performs services in cob-
nection with which property is transferred to any person Ill.z{l
elect to include in his gross income, for the taxable year in whi
such property is transf%rred, the excess of — !

“(A) the fair market value of such property at the fimeé of
transfer (determined without regard to any restriction other
than a restriction which by its terms will never lapse), 0vef
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“ a&B) _the amount (if any) paid for such property.
1f such election is made, subsection (a) shall not apply with respec
to the transfer of such property, and if such property is sugge-
uently forfeited, no deduction shall be allowed in respect of such
forfeiture. .

«(2) ErectioN,—An election under paragraph (1) with respect
to any transfer of property shall be made in such manner as the
Secretarg or his delegate preseribes 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.

4(c) Seeciar Rures.—For purposes of this section—

“(1) SUBSTANTIAL RISK OF FORFEITURE.—The rights of a person
in proPerty are subject to a substantial risk of forfeiture if such

n’s rights to full enjoyment of such property are conditioned
upon the future performance of substantial services by any
individual.

“(2) TRANSFERABILITY OF PROPERTY.—The rights of a person in
property are transferable only if the rights in such property of
any transferee are not subject to a substantial risk OF forfeiture.

“(d) CerrarNy Restricrions Wuica Win Never Lapse—

“(1) Varuarion.—In the case of property subject to a restric-
tion which by its terms will never lapse, and which allows the
transferee 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 established to the contrary
by the Secretary or his delegate, and the burden of proof shall be
on the Secretary or his delegate with respect to SlllR'l value.

“(2) Cancervation.—If, in the case of property subject to a
restriction which by its terms will never lapse, the restriction is
canceled, then, unless the taxpayer establishes—

¥ (A) that such cancellation was not compensatory, and

“(B) that the person, if any, who would be allowed a
deduction if the cancellation were treated as compensatory,
will treat the transaction as not compensatory, as evidenced
in such manner as the Secretary or his delegate shall pre-
scribe by regulations,

the excess of the fair market value of the property (computed
without regard to the restrictions) at the time of cancellation
over the sum of —

“(C) the fair market value of such property (computed
by taking the restriction into account) immediately before
the cancellation, and X

“(D) the amount, if any, paid for the cancellation, )

shall be treated as compensation for the taxable year in which

. Such cancellation occurs.

‘(¢) Arpricapirry or SectioN.—This section shall not apply to—
§ slg a transaction to which section 421 ap_‘iles’ 1 26 USC 421,
“(2) a transfer to or from a trust described in section 401(a)

or a transfer under an annuity plan which meets the require-

ments of section 404 (a) (2), , e

“(3) 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 ascertainable fair market value at the date
of grant,
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*“(f) Horpine Periop.—In determining the period for whicy the
taxpayer has held property to which subsection (a) applies, there shall
be included only the period beginning at the first time his rights ip, h
gro rty are transferable or are not subject to a substantia] risk of

orfeiture, whichever occurs earlier.

“(g) CerraIN Excuaners.—If property to which subsectio

| - i n (a)
applies is exchanged for property subject to restrictions and conditiong
substantially similar to those to which the property given in such
exchange was subject, and if section 354, 355, 356, or 1036 (or so myg),
of section 1031 as relates to section 1036) applied to such exchange, gy
if such exchange was pursuant to the exercise of a mn\'&l‘s’iun
privilege—

‘(1) such exchange shall be disregarded for purposes of syl

section (a),and
“(2) the property received shall be treated as property to whic
subsection (a) applies.

*(h) Depuvcrron By Exmproyer—In the case of a transfer of prop.
erty to which this section 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 serviees in
connection with which such property 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 sich services. Such dedue-
tion shall be allowed for the taxable year of such person in which gr
with which ends the taxable year in which such amount is included in
the gross income of the person who performed such services.

“(1) Tranxsitioy Rures.—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 contract 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 exercise of an option
granted pursuant to a binding written contract entered into before
April 22, 1969, between a corporation and the transferor requiring
the transferor to grant options to employees of such corporation
(or a subsidiary of such corporation) to purchase a determinable
number of shares of stock of such corporation, but only if the
transferee was an employee of such corporation (or a subsidiary
of such corporation) on or before April 22, 1969, or

“(5) in exchange for (or pursuant to the exercise of a conver-
sion privilege contained in) property transferred before July 1
1969, or for property to which this section does not apply (by
reason of paragraphs (1), (2), (3), or (4)), if section 354, 35,
356, or 1036 (or so much of section 1031 as relates to section 1036)
applies, or if gain or loss is not otherwise required to be recog
nized upon the exercise of such conversion privilege, and if the
property received in such exchange is subject to restrictions and
conditions substantially similar to those to which the property
given in such exchange was subject.”

(b) Nonexemer Trusts AND NONQUALIFIED A NNUITIES.—

(1) BENEFICIARY OF NONEXEMPT TRUST.—Section 402(b) (relat-
ing to taxability of beneficiary of nonexempt trust) is amended 0
read as follows:
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#(b) TaxaBIITY OF BENEFICIARY oF NoNexempr Trust.—Contri-
ions to an employees’ trust made by an employer during a taxable
—eqr of the employer which ends within or with a taxable year of the
. for which the trust is not exempt from tax under section 501 (a) 5§34 3t 193-
11 be included in the gross income of the employee in accordance ;
with section 83 (relating to property transferred in connection with 4nte p. S88.
;nrfol‘m“““ of services), except that the value of the employee’s
erest in the trust shall be substituted for the fair market value of
the property for purposes of applying such section. The amount actu-
al distributed or que gvallab]e to any dl_stmbutee by any such trust
chall be taxable to l!1m in the year in whlcl_n so distributed or made
available, under section 72 (relating to annmtles}, except that distri-
putions of income of such trust befm'ga the annuity starting date (as
defined in section 72(c) (4)) shall be included in the gross mcome of
the employee without regard to section 72(e) (1) (relating to amount
not received as annuities). A beneficiary of any such trust shall not be
considered the owner of any portion of such trust under subpart E of
art I of subchapter J (relating to grantors and others treated as
substantial owners).”

(2) BENEFICIARY UNDER NONQUALIFIED ANNUITY.—Section 403 084 Stat. 137;
(relating to taxation of employee annuities) is amended by strik- 1622. =
ing out subsections (c¢) and (d) and inserting in lieu thereof the
following new subsection:

“(¢) TaxapiLiTy oF BENEFICIARY UNDER NONQUALIFIED ANNUITIES
or UxpEr AxwNurties PurcHasep By ExEMpr ORGANIZATIONS.—
Premiums paid by an employer for an annuity contract which is not
subject to subsection (a) shall be included in the gross 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 such contract shall be substituted for the fair market value ot
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 gross income under subsection (b). The amount
actually paid or made available to any beneficiary under such contract
shall be taxable to him in the year in which so paid or made available
under section 72 (relating to annuities).”

(3) DEDUCTIBILITY OF EMPLOYER CONTRIBUTIONS.—Section 404
(a) (5) ( relat.ing to deduction for contributions of an employer
to an employees’ trust, etc.) is amended to read as follows:

“(5) Ormer praxs—If the plan is not one included in para-
graph (1), (2), or (3), in the taxable year in which an amount
attributable to the contribution is ineludible in the gross income of
employees participating in the plan, but, in the case of a plan in
which more than one employee participates only if separate
accounts are maintained for each employee.”

(¢) Crerrcar. AsexpamenT—The table of sections for part II of
subchapter B of chapter 1 is amended by adding at the end thereof the

owing new item:
“Sec. 83. Property transferred in connection with performance of
services.”

ad) Errective Dares.—The amendments made by subsections (a)
and (c) shall apply to taxable years ending after June 30, 1969. The
amendments ma.(ﬁa {)v subsection (b) shall apply with respect to con-

tributions made and premiums paid after August 1, 1969.
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Subtitle D—Accumulation Trusts, Multiple Trusts, Ete,

SEC. 331. TREATMENT OF EXCESS DISTRIBUTIONS BY TRUSTS,

a) Inx Generan.—Subpart D of part I of subchapter J of
68A Stat. 223; | ié a,lnendedbo read as follows: chapter

76 Stat. D86.
“SUBPART D—TREATMENT OF EXCESS DISTRIBUTIONg
BY TRUSTS

“Sec. 660. Definitions applicable to subpart D.

“Sec. 666. Accumulation distribution allocated to preceding yeapg

“Sec. 667. Denial of refund to trusts; authorization of credit to bene-
ficiaries.

““Sec. 668. Treatment of amounts deemed distributed in Dreceding

years.
“Sec. 669. Treatment of capital gain deemed distributed ip pre
ceding years.

“SEC. 665. DEFINITIONS APPLICABLE TO SUBPART D.

“(a) Uxpistriurep Ner IncomE—For purposes of this subpar,
the term ‘undistributed net income’ for any taxable year means the
amount by which the distributable net income of the trust for such
taxable year exceeds the sum of—

“(1) the amounts for such taxable year specified in paragraphs
68A Stat. 220, (1) and (2) of section 661 (a),and
’ “(2) the amount of taxes imposed on the trust attributable to
such distributable net income,

*(b) AccumuraTioN DistriBuTioN.—For purposes of this subpart,
the term ‘accumulation 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 gl:mt not
be]ow)zero} by the amounts specified in paragraph (1) of section
661(a).

“(¢) Special Rure ArppricasLe To DistrizurioNs sy Crrraiy For-
eiey Trusts.—For purposes 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 foreign
trust created by a United States person shall be deemed in the year
of payment to have been directly paid by the foreign trust.

“(dy'; Taxes Iseosep oN THE Trust—For purposes of this sub-
part, the term ‘taxes imposed 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 undistributed portions of distributable net imcome and gains It
excess of losses from sales or exchanges 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) O
669 (d) and (e) to any beneficiary.

“(e) Preceping TaxasrLe Year—For. purposes of this subpart—

“(1) in the case of a trust (other than a foreign trust created by
a United States person), the term ‘preceding taxable year’ does not
include any taxable year of the trust—
“(A) which precedes by more than 5 years the ta_x&b!ﬁ
. year of the trust in which an accumulation distribution
made, if it is made in a taxable year beginning before Janu
ary 1, 1974,
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“(B) W‘}Jlll:? beg(ipsi bﬁfgre Jnnu(nfl'ydl, 1969, in the case of
an accumulation distribution made during a taxable

after December 31, 1973, or .
@ (gl) w]nctllli:te mi before ac'l} aﬁuugy 1, 1969, lx)n the case of a

capital gain distribution made during a taxable ye in-
nixl:g after December 31, 1968 ; and o HPEE Petein

(2) in the case of a foreign trust created by a United States
rson, such term does not include any taxable year of the trust to
which this part does not applfv.
the case of a preceding taxable year with respect to which a trust
ifies (without regard to this subpart) under the provisions of sub-
art B, for purposes of the application of this subpart to such trust

r such taxable year, such trust shall, in accordance with regulations
pmscribﬁd by the Secretary or his delegate, be treated as a trust to
which subpart C applies.

4(f) UxpisTRIBUTED Caprrar GaiN.—For purposes of this subpart,
the term ‘undistributed capital gain’ means, for any taxable year of the
trust beginning after December 31, 1968, the amount by wgich—

“(1) gains in excess of losses from the sale or exchange of capi-
tal 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 durﬁ such taxable year, or (B) paid, permanently

set aside, or used for the purposes specified m section 642(c),
exceed

“(2) the amount of taxes imposed on the trust attributable to
such gains.

For purposes of paragraph (1), the deduction under section 1202
(relating to deduction for excess of capital gains over capital losses)
shall not be taken into account.

“(g) Caprran Gain Distrisurion.—For purposes of this subpart,
the term ‘capital gain distribution’ for any taxable year of the trust
means, to the extent of undistributed capit a,{ 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 distributab%e net income
for such year reduced (but not geluw zero) by the amounts speci-
fied 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 ALLOCATED TO PRECED-
ING YEARS.

“{a) Amount Arrocatep.—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 meanin ﬁ
of paragraph (2) of section 661(a) distributed on the last day of eac
of the preceding taxable years, commencing with the earliest of such
years, to the extent that such amount exceeds the total of any undistrib-
uted net income for all earlier preceding taxable years. The amount
dﬁﬂned to be distributed in any such preceding taxable year under the
Preceding sentence shall not exceed the undistributed net income for
such preceding taxable year. For purposes of this subsection, undis-
tributed net income for each of such preceding taxable years shall be
computed without regard to such accumulation distribution and
Without regard to any accumulation distribution determined for any
Sicceeding taxable year.

b) Torar, Taxes Deemep Distrisuren.—If any portion of an
Accumulation distribution for any taxable year is deemed under sub-
Section (a) to be an amount within the meaning of paragraph (2)
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of section 661 (a) distributed on the last day of any preceding taxable
year, and such portion of such distribution is not less than the undi
tributed net income for such preceding taxable year, the trust gh:ﬁ
be deemed to have distributed on the last day of such precedi tax.
able year an additional amount within the meaning of paragraph zi_
of section 661(a). Such additional amount shall be equal to the tax
imposed on the trust for such preceding taxable year attributab]e to
the undistributed net income. For purposes of this subsection the
undistributed net income and the taxes imposed on the tryst for
such preceding taxable year attributable to such undistributed
income shall be computeci without regard to such accumulation disty.
bution and without regard to any accumulation distribution detep.
mined for any succeeding taxable year,

“(e) Pro Rara Porrion oF Taxes Deesep DistrRiBuTED.—If 4
portion of an accumulation 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 Jess
than the undistributed net income for such preceding taxable year
the trust shall be deemed to have distributed on the last day of ‘sue}
preceding taxable year an additional amount within the meaning of
paragraph (2) of section 661(a). Such additional amount shall be
equal to the taxes imposed on the trust for such taxable year attribyt-
able to the undistributed net income multiplied by the ratio of the

rtion of the accumulation distribution to the undistributed net
income of the trust for such year. For purposes of this subsection, the
undistributed net income and the taxes imposed on the trust for sneh
preceding taxable year attributable to such undistributed net income
shall be computed without regard to the accumulation distribution and
without regard to any accumulation distribution determined for any
succeeding taxable year.

“(d) Rure WHEN InrormarioN Is Nor Avarasce—If adequate
records are not available 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 undistributed
net income earned during the earliest preceding taxable year of the
trust in which it can be established that the trust was in existence.
“SEC. 667. DENIAL OF REFUND TO TRUSTS; AUTHORIZATION OF

CREDIT TO BENEFICIARIES.

“(a) DeniaL or ReFunp To Trusts.—No refund or credit shall be
allowed to a trust for any preceding taxable year by reason of a
distribution deemed to have been made by such trust in such year under
section 666 or 669.

“(b) Avrnorization oF Creprr 1o Bexerrciary.—There shall be
allowed as a credit (without interest) against the tax imposed by this
subtitle on the beneficiary an amount equal to the amount of the taxes
deemed distributed to such beneficiary by the trust under sections 660
(b) and (c) and 669 (d) and (e) during preceding taxable years of
the trust on the last day of which the beneficiary was in being, reduced
by the amount of the taxes deemed distributed to such beneficiary for
such preceding taxable years to the extent that such taxes are taken
into account under sections 668(b) (1) and 669(b) in determining the
amount of the tax imposed by section 668.

“SEC. 668. TREATMENT OF AMOUNTS DEEMED DISTRIBUTED IN PRE-
CEDING YEARS.

“(a) GeneraL RurLe.—The total of the amounts which are tre{lted
under sections 666 and 669 as having been distributed by the trust m#
preceding taxable year shall be included in the income of a beneficiary
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¢ ¢he trust when paid, credited, or required to be distributec he

‘“ﬁh: that such total would have bee:‘-}nc]uded in the income loifms&clh

peneficiary under section 662(a)(2) and (b) if such total had been 534 5. 220.
paid o such b_eneﬁemrﬁ on the last day of such preceding taxable i
The tax imposed by this subtitle on a beneficiary for a taxable

year in which any such amount is included in his income shall be

Jetermined only as provided in this section and shall consist of the
of—

g (1) a partial tax computed on the taxable income reduced by
an amount equal to the total of such amounts, at the rate and in
the manner as if this section had not been enacted,

“(2) a partial tax determined as provided in subsection (b) of
this seetion. and

“(3) in the case of a beneficiary 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 required to distribute all of its income currently for

any taxable year prior to the first taxable year in which income is
aceumulated.
“(b) Tax oN DISTRIBUTION.—
#(1) ALTERNATIVE METHODS.—IXcept as provided in paragraph
(2), the partial tax imposed by subsection (a)(2) shall be the
lesser of—

“(A) the aggregate of the taxes attributable 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 attrib-
utable to recomputing the beneficiary’s gross income for each
of the beneficiary’s 3 taxable years immediately preceding the
vear 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 666 and required to
be included in income under subsection (a) by such number
of preceding taxable 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) SrEciAL 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 distribution is deemed made under section 666(a), the par-
tial 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 dedue-
tions for such year.

“(B) The partial tax shall not be computed under thie pro-
visions 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 under section 666(a) to
have been distributed to such beneficiary, some part of prior
accumulation distributions by each of two or more other trusts
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is deemed under section 666(a) to have been distributeq
such beneficiary. b
“(C) If the partial tax is computed under pa
E51) (B), and the amount of the undistributed net ip

eemed distributed in any preceding taxable year of the tyyg
is less than 25 percent of the amount of the accumulatioy dis.
tribution divided by the number of preceding taxable years
which the accumulation distribution is allocated under section
666 (a), the number of preceding taxable years of the p
with respect to which an amount is deemed distributeq ¢, ,
beneficiary under section 666 (a) shall be determined withys
regard to such year.

“(3) EFFECT OF OTHER ACCUMULATION DISTRIBUTIONS AND (Apr.
TAL GAIN DISTRIBUTIONS.—In computing the partial tax undep

aragraph (1) for any beneficiary, the income of such beneficigry
¥0r each of his prior taxable years— :

“(A) shall include amounts previously deemed distributeq
to such beneficiary in such year under section 666 or 669 gs 4
result of prior accumulation distributions or capital gain dis.
tributions (whether from the same or another trust), and

“(B) shall not include amounts deemed distributed to such
beneficiary in such year under section 669 as a result of 4
capital gain distribution from the same trust in the current
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 beneficiary in the
same taxable year, the distributions shall be deemed to have been
made consecutively in whichever order the beneficiary shall
determine,.

“(5) INFORMATION REQUIREMENTS WITH RESPECT TO BENE-
FICIARY.—

“(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 information with
respect to his income, for each taxable year with which or in
which ends a taxable year of the trust on the last day of which
an amount is deemed distributed under section 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 beneficiary’s income for a taxable year for
which the beneficiary has not supplied the information
required under subparagraph (A) shall be made by the Sec-
retary or his delegate on the basis of information available
to him.

“SEC. 669. TREATMENT OF CAPITAL GAIN DEEMED DISTRIBUTED IN
PRECEDING YEARS.

“(a) Amount Arrocatep.—In the case of a trust which is not

uired to distribute all of its income currently, the amount of a capita
gain distribution of such trust for a taxable year shall be deemed to be
an amount properly paid, credited, or required to be 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 exc the total
of any undistributed 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 undis:
tributed capital gain for such preceding taxable year. For purposes ¢
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is subsection, undistributed capital gain for each of such receding
tg]:able years shall be computed without regard to such cagital gain
distribution and without regard to any capital gain distribution deter-
mined for any succeeding taxable year.

“(b) TaxoxN DistriBurioN.—The partial tax imposed by section 668
(a) 8} shall be the lesser of—

“(1) the te of the taxes attributable to the amounts
deemed distributed under this section, had such amounts been
included in the gross income of the beneficiary on the last day of
each res[;::ctive preceding taxable year, or

“(2& the tax determined by multiplying by the number of
preceding taxable years of the trust, on the %ast 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 beneficiary’s gross in-
come for each of the beneficiary’s 3 taxable years immediately
preceding the year of the capital gain distribution by adding to
the income of each of such years an amount determined by divid-
ing the total of the amounts deemed distributed under this section
and required to be included in income under section 668(a) by
sach number of preceding taxable years of the trust,

Jess an amount equal to the amount of taxes deemed distributed to the
beneficiary under subsections (d) and (e) which are attributable to
the capital gain distribution,

“(c) Errecr or Oraer DistrsrrioNs; Specran Rures, 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 beneficiary 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

“(2) shall include amounts deemed distributed to such bene-
ficiary in such year under section 666 as a result of an accumulation
distribution from the same trust in the current year.

Under regulations preseribed by the Secretary or his delegate, rules
similar to the rules provided by paragraphs (2), (4), and (5) of sec-
tion 668 (b) shall be applied for purposes of this section,

“(d) Torar, Taxes Deemep Distrisuren.—If any portion of a
capital gain distribution for any taxable year is deemed under subsec-
tion (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 undis-
tributed capital gain for such preceding taxable year, the trust shall
be deemed to have properly distributed on the last day of such preced-
Ing taxable year an additional amount. Such additional amount shall
be equal to the taxes imposed on the trust for such preceding taxable
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
mﬁmdlng taxable year,

(¢) Pro Rara Porrion or Taxes Deemeo Distrmsuren.—If any
portion of a capital gain distribution for any taxable year is deemed
under subsection (a) to be an amount properly paid, credited, or re-
quired to be distributed on the last day of any preceding taxable year
and such portion of the capital gain distribution is less than the undis-

ted capital gain for such preceding taxable year, the trust shall

9-100 0- 70 . 4n
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be deemed to have properly distributed on the last day of such Preced.
ing taxable year an additional amount. Such additional amount

be equal to the taxes imposed on the trust for such taxable year
attributable to such undistributed capital gain multiplied by the
ratio of the portion of the capital gain distribution to the U:ndistriiuted
capital gain of the trust for such year. For purposes of this subsectiq
the undistributed ca{))it.al gain and the taxes imposed on the trust fop
such preceding taxable year attributable to such gain shall be cop.
puted without regard to the c_aplt_al gain distribution and withoyt
regard to any capital gain distribution determined for any stcceeding
taxable year.

“(1) Cuaracrer oF Cariran Gain.—For purposes of this section
the character of the capital gain of a trust for any taxable year with
respect to a beneficiary shall be the same as it was with respect to the
trust.”

(b)Y Distriurions 1N First Sixry-Five Days oF Taxasre Yeap—
Section 663(b)(2) (relating to limitation on sixty-five day rule) is
amended to read as follows:

“(2) Loyrrarion.—Paragraph (1) shall apply with respect to
any taxable year of a trust only if the fiduciary of such trust elects,
in such manner and at such time as the Secretary or his delegate
preseribes by regulations, to have paragraph (1) apply for such
taxable year.”

(¢) Excessive Creprrs.—Section 6401(b) (relating to excessive
credits) is amended—

(1) by striking out “Uxper Secrrons 31 ANp 39” in the heading
of such section;

(2) by striking out “and 39 (relating” in the text of such sec-
tion and inserting in lieu thereof *, 39 (relating”; and

(3) by inserting after “lubricating oil)” in the text of such sec-
tion “and 667 (b) (relating to taxes paid by certain trusts)”.

(d) Errecrive Date.—

(1) Generan rurLe—FExcept as otherwise provided in this sub-
section, the amendments macfe by this section shall apply to tax-
able years beginning after December 31, 1968.

(2{ ExcErTIONS.—

(A) Amounts paid, credited, or required to be distributed
by a trust (other than a foreign trust created by a United
States person) on or before the last day of a taxable year of
the trust beginning before January 1, 1974, shall not be
deemed to be accumulation distributions to the extent that
such amounts were accumulated by a trust in taxable years of
such trust beginning before January 1, 1969, and would have
been excepted from the definition of an accumulation distribu-
tion by reason of paragraphs (1), (2), (3), or (4) of section
665(b) of the Internal Revenue Code of 1954, as in effect on
December 31, 1968, if they had been distributed 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 Janu-
ary 1, 1970, the first sentence of section 666(a) of the Internal
Revenue Code of 1954 (as amended by this section) shall no
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) dis-
tributed on the last day of each of the preceding taxable years
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to the extent that such amount exceeds the total of any un-
distributed net income for any taxable years intervening be-
tween the taxable year with respect of which the accumulation
distribution is determined and such preceding taxable year.
(C) In the case of a trust which was in existence on Decem-

ber 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 beneficiary before January 1,
1972. If the beneficiary receives capital gain distributions
from more than one such trust before January 1, 1972, the

recedinlg sentence shall apply to eapital gain distributions

rom only one of such trusts, such one to be designated by
the taxpayer in accordance with regulations prescribed by -
the Secretary or his delegate. For purposes of the preceding
sentence, capital gain distributions received from a trust
qualifying under section_ 2056 (b) (5) of the Internal Revenue

Code of 1954 by a surviving spouse (who is the beneficiary 584 Stet; 392
of only one such trust) shall be disregarded. e

SEC. 332. TRUST INCOME FOR BENEFIT OF A SPOUSE.
(a) IncoME For BENEFIT OF GRANTOR'S SPOUSE.—

(1) Paragraphs (1), (2), and (3) of section 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) 7.

:b)pE}“FI-‘.CTI\'"E Dare—The amendments made by subsection (a)
shall apply in respect of property transferred in trust after October 9,

" TITLE IV—ADJUSTMENTS PRIMARILY
AFFECTING CORPORATIONS

Subtitle A—Multiple Corporations

8EC. 401. MULTIPLE CORPORATIONS.
(a) IN GENERAL.—
(1) Section 1561 (relating to surtax exemptions in case of 78St 116
certain controlled corporations) is amended to read as follows:
“SEC. 1561, LIMITATIONS ON CERTAIN MULTIPLE TAX BENEFITS IN
THE CASE OF CERTAIN CONTROLLED CORPORATIONS.
*(a) Gexerar Rure—The component members 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 sub-
title to—
*(1) one $25,000 surtax exemption under section 11(d), 78 Sets 25,
*(2) one $100,000 amount for purposes of computing the accu-
mulated earnings credit under section 535(c) (2) and (3), and _ 684 Stat. 180;
_%(3) one $25,000 amount for purposes of computing the limita-
tion on the small business deduction of life insurance companies
under sections 804 (a) (4) and 809(d) (10). dod Gl R
The amount specified in paragraph (1) shall be divided equally
imong the component members of such group on such December 31
unless all of such component members consent &t such time and in such
Mmanner as the Secretary or his delegate shall by regulations preseribe)
10 an apportionment I;}Ya.n providing for an unequal allocation of such
imount. The amounts specified in paragraphs (2) and (3) shall be
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divided equally among the component members of such group on
Deeemb:;lm u;):ﬂass ﬁ Secretary or his delegate prescribes re%uh;uagh;
rmitting an unequal allocation of such amounts.

“(b) Crrrarx Ssort TaxasLe Yrars.—If a corporation has a shoy
taxable year which does not include a December 31 and is & com
member of a controlled group of corporations with respect to such tay.
able year, then for purposes of this subtitle—

“(1) the surtax exemption under section 11(d),
v/ 52) the amount to be used in computing the accumulated eary-
ings credit under section 535(c) (2) and (3), and

%(3) the amount to be used in computing the limitation on the
small business deduction 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 specifieq
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 purposes of the preceding
sentence, section 1563 (b) shall be applied as if such last day were sub-
stituted for December 31.”

(2) Section 1562 (relating to privilege of groups to elect muyl-
tiple surtax exemptions) is repealed.

(3) The table of sections for part IT of subchapter B of chapter
6 is amended by striking out the items relating to sections 1561 and
1562 and inserting in lieu thereof the following :

“Sec. 1561, Limitations on certain multiple tax benefits in the case of
certain controlled corporations.”

(b) TrawsrrioNan Rures ror Coxrtronrep Grours or CoRrpoRra-
TIONS.—

(1) Part II of subchapter B of chapter 6 (relating to certain
controlled corporations) is amended by adding at the end thereof
the following new section :

“SEC. 1564. TRANSITIONAL RULES IN THE CASE OF CERTAIN CON-
TROLLED CORPORATIONS.

*(a) LivrraTion oN AppitioNAL BENEFITS. —

“(1) In ceneraL.—With respect to any December 31 after 1969
and before 1975, the amount of—

“(A) each additional $25,000 surtax exemption under sec-
tion 1562 in excess of the first such exemption,
“(B) each additional $100,000 amount under section 535 (c)
(2) and (3) in excess of the first such amount, and )
‘(C) each additional $25,000 limitation on the small busi-
ness deduction of life insurance companies under sections
804(a) (4) and 809(d) (10) in excess of the first such limita-
tion
otherwise allowed to the component members of a controlled group
of corporations for their taxable years which include such Decem-
beﬁeg]{)IShaIl be reduced to the amount set forth in the following
sci e:

Amount Small

sux LS gedeam

urtax s

"Taxable years including— exemption and g; limitation

AL i U A B, (RS 833 333 $20,83

Dec. 31, 1971 - NS 'gg.'ssr 16,667

Dec. 31, 1972. s 12,500 50, 000 12,500

Dec. 31, 1973 : 8,333 33333 83
Dec. 31, 1974. 4,167 16, 667 4.1

|
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«(2) Erecrion.—With respect to any December 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 del shall by ations 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 1s not reduced under paragraph (1).

%(b) DivipeExps RecE1veDp BY CORPORATIONS.—

“(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(&)({ under section
1562(a) (relating to privilege of a controlled group of cor-
porations 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 component member of such group which includes
December 31, 1969,

then, with respect to a dividend distributed on or before Decem-
ber 31, 1977, out of earnings and profits of a taxable year which
includes a December 31 after 1969 and before 1975, subsections
(a) (8) and (b) of section 243 (relating to dividends received by
corporations) shall be applied to such component members com-
prising an affiliated group (as 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 includes a December 31 after 1969
and before 1975, notwithstanding that an election under sec-
tion 1562 (a) isin effect, for the taxable year.

“(B) Section 243(b)(1)(B) (ii) shall not apply with
respect to a dividend distributed on or before December 31,
1977, out of earnings and profits of a taxable year which
includes a December 31 after 1969 and before 1975 for which
an election under section 1562(a) is in effect, and in lieu of
the percentage specified in section 243 (a) (3) with respect to
such dividend, the percentage shall be the percentage set forth
in the following schedule:

“If the dividend is distributed out
of the earnings and profits of

the distributing corporation’s The percentage

taxable year which includes— shall be—
December 31, 1970 8714 percent.
Deecember 31, 1971 == 90 percent.
December 31, 1972 ——— 92% percent.
December 31, 1973 95 percent.
December 31, 1974 971 percent.

“(C) For taxable years which include a December 31 after
1969 for which an election under section 1562 (a) is in effect,
section 243(b) (3) (C) (v) shall not be applied to limit the
e number of surtax exemptions.

(¢) Cerrary Smort TaxABLE YEARS.—If— yart
“(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
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“(2) such corporation is a component member of a controljeq
group of corporations with respect to such taxable year (deter.
mined by applying section 1563(b) as if the last day of such tgy
able year were substituted for December 31),

then subsections (a) and (b) shall be applied as if the last day of syg
taxable year were the nearest December 31 to such day.” '

Ante, p. 600, (2) (A) The first sentence of section 1562(b) (1) is amendeq by

striking out “$25,000” and inserting in lieu thereof “the amouyt
of such corporation’s surtax exemption for such taxable year”,
(B) Section 11(d) is amended by striking out “section 15g1»

GBA Btat. 182 and inserting in lieu thereof “section 1561 or 1564”.

’ (C) Section 535(c)(5) is amended by striking out “section
1551”7 and inserting in lieu thereof “section 1551, and for limits.
tion on such credit in the case of certain controlled corporations,
see sections 1561 and 15647,

(D) Section 804 is amended by adding after subsection (c) the
following new subsection :

“(d) Cross REFERENCE—

“For reduction of the $25,000 amount provided in subsection (a)(4)
in the case of certain controlled corporations, see sections 1561 and

1564.”
(E) The table of sections for part IT of subchapter B of chap-
ter 6 is amended by adding at the end thereof the following:
“Sec. 1564. Transitional rules in the case of certain controlled
corporations.”
s (¢) Brornir-Sister CoNtroLLED Grours.—Section 1563 (a)(2) is
amended to read as follows:

*(2) DBroTHER-SISTER CONTROLLED GROUP.—Two0 or more corpo-
rations if 5 or fewer persons who are individuals, estates, or trusts
own (within the meaning of subsection (d) (2) ) stock possessing—

“(A) at least 80 percent of the total combined voting
power of all classes of stock entitled to vote or at least 80
percent of the total value of shares of all classes of the stock
of each corporation, and _

“(B) more than 50 percent of the total combined voting
power of all classes of stock entitled to vote or more than 50
percent of the total value of shares of all classes of stock of
each corporation, taking into account the stock ownership of
each such person only to the extent such stock ownership 15
identical with respect to each such corporation.”

(d) Excrupep Stock Rures.—

(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
(iii) 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 charitable organizations which are
exempt from tax) applies and which is controlled directly o
indirectly by the parent corporation or subsidiary corpora-
tion, by an individual, estate, or trust that is a principal stock-
holder (within the meaning of clanse (ii)) of the parent
corporation, by an officer of the parent corporation, or by any
combination thereof.”

78 Stat. 25.

73 Btat, 115.

68A Stat. 163,
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(2) Section1563(c) (2) (B) isamended—

(A) by striking out “a person who is an individual, estate,
or trust (re:fems to in this paragraph as ‘common owner’)
owns” and inserting in lieu thereof “5 or fewer persons who
are individuals, estates, or trusts (referred to in this subpara-

h as ‘common owners’) own”;

E ) by striking out “or” at the end of clause (i) ;

C) by striking out in clause (ii) “such common owner”,
“the common owner”, and “stock.” and inserting in lieu
thereof “any of such common owners”, “any of the common
owners”, and “stock, or”, respectively ; and

(D) by adding after clause (ii) the following new clause:

“(1i1) stock in such corporation owned (within the
meaning of subsection (d)(2)) by an organization to
which section 501 (relating to certain eduecational and
charitable organizations which are exempt from tax)

apli)]ies and which is controlled directly or indirectly by
such corporation, by an individual, estate, or trust that
is a principal stockholder (within the meaning of sub-
paragraph (A)(ii)) of such corporation, by an officer
of such corporation, or by any combination thereof.”
(e) InvestMENT CrEDIT.—

(1) Section 46(a)(5) is amended to read as follows:

“(5) ContrOLLED GrROUPS.—In the case of a controlled group,
the $25,000 amount specified 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 regulations pre-
scribe, For purposes of the preceding sentence, the term ‘con-
trolle(d group’ has the meaning assigned to such term by section
1563(a).”

(2) Section48(e)(2) (C) isamended to read as follows:

“(C) ControLLED GrOUPS.—In the case of a controlled
group, the $50,000 amount specified 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.”

(8) Section 48(¢) (3) (C) is amended to read as follows:

“(C) ControLrEp grour.—The term ‘controlled group’ has
the meaning assigned to such term by section 1563 (a), except
that the phrase ‘more than 50 percent’ shall be substituted for
the phrase ‘at least 80 percent’ 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 corporation which is a com-
ponent member of a controlled group (within the meaning of sec-
tion 46(a)(5)) to another corporation which is a component
member of the same controlled group, the basis of such property
to the lessor.” :

(f) Aobrrionar. Frst-Year Deprecrarion.—Section 179(d) is

amended—

(1) by amending paragraph (2) (B) to read as follows:
“(B) the property 1s not acquired by one component mem-
ber of a controlled group from another component member of
the same controlled group, and”; and
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gﬂ) by amending paragraphs (6) and (7) to read as folloysg,

“(6) LIMITATION OF CONTROLLED GROUP.—For purpogeg
of subsection S.)l) of this section—

“(A) all component members of a controlled group shall g
treated as one taxpayer, and

“(B) the Secretary or his delegate shall apportion the dol.
lar limitation contained in such subsection (b) among the
component members of such controlled group in such mannep
as he shall by regulations prescribe.

“(7) CoNTROLLED GROUP DEFINED.—FoOr purposes of paragraphs
(2) and (6), the term ‘controlled group’ has the meaning assigne
to it by section 1563 (a) ; except that, for such purposes, the phrage
‘more than 50 percent’ shall be substituted for the phrase ‘at lagst
80 percent’ each place it appears in section 1563 (a) (1).”

(g) Rerroacrive TerMiNaTION oF SEcTION 1562 ELECTIONS. —If 2
affiliated group of corporations makes a consolidated return for the
taxable year which includes December 31, 1970 (hereinafter in thig
subsection referred to as “1970 consolidated return year™), then on or
before the due date I;‘rescribed 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 a.n? prior December 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 valis only if it meets the requirements of sections 1562(c) (1) and
1562 (e) of such Code (other than making the termination before the
expiration of the 3-year period specified in section 1562(e) ).

h) ErrecTive 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 (¢), (d), (e), and
(f) shall apply with respect to taxable years ending on or after
December 31, 1970.

Subtitle B—Debt-Financed Corporate Acquisitions and
Related Problems

SEC. 411. INTEREST ON INDEBTEDNESS INCURRED BY CORPORATION
E)DQCQUIRE STOCK OR ASSETS OF ANOTHER CORPORA-

(a) DisaLLowance oF InTeErEst DepuctioNn.—Part IX of sub-
chapter B of chapter 1 (relating to items not deductible) is amended
by adding at the end thereof the following new section:

“SEC. 279. INTEREST ON INDEBTEDNESS INCURRED BY CORPORA-

TION TO ACQUIRE STOCK OR ASSETS OF ANOTHER COR-
PORATION.

“(a) GenerarL Rure.—No deduction shall be allowed for any
interest paid or incurred by a corporation during the taxable year wi
respect to its corporate acquisition indebtedness to the extent that such
interest exceeds—

“(1) $5,000,000, reduced by

“(2) the amount of interest paid or incurred by such cor-
E:ratlon during such year on obligations (A) issued after Decem-
ber 31, 1967, to provide consideration for an acquisition descrl
in paragraph (1) of subsection (b), but (B) which are not
corporate acquisition indebtedness.
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4(b) CoRPORATE A?qmsmon INpERTEDNESS —For purposes of
this section, the term corgrate acquisition indebtedness’ means any
obligation evidenced by a bond, debenture, note, or certificate or other
eﬁﬂeﬂm of indebtedness issued after October 9, 1969, by a corporation
(hamina,fter in this section referred to as ‘issuing co ration’) if—

“(1) .such obligation is issued to provide consideration for the
aequisition of—
“(A) stock in another corporation (hereinafter in this
section referred to as ‘acquired corporation’), or
“(B) assets of another corporation (hereinafter in this
section referred to as ‘acqnirego corporation’) pursuant to a
plan under which at least two-thirds (in value) of all the
assets (excluding money) used in trades and businesses carried
on by such corporation are acquired,
“(2) such obligation iseither—
“(A) subordinated to the claims of trade creditors of the
issulng corporation generally, or
“(B) expressly subordinated in right of payment to the
payment of any substantial amount of unsecured indebted-
ness, whether outstanding or subsequently issued, of the
issuing corporation,
“(3) the bond or other evidence of indebtedness 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 ac(é{uire, directly or indirectly, stock
in the issuing corporation, an
“(4) asofa day determined under subsection (¢) (1), either—
“(A) the ratio of debt to equity (as defined in subsection
(e) (2)) of the issuing corporation exceeds 2 to 1, or
“(B) the projected earnings (as defined in subsection
(¢)(3)) do not exceed 3 times the annual interest to be paid
or incurred (determined under subsection (c¢) (4)).

“(e) Rures ror AppricaTioN oF SusecTioN (b) (4).—For purposes
of subsection (b) (4)—

“(1) TrME OF DETERMINATION.—Determinations 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 deseribed in subsection '(ﬁ) (1) of stock in, or assets of,
the acquired corporation. .

“(2) Ratio oF pEBT To EQUITY.—The term ‘ratio of debt to
equity’ means the ratio which the total indebtedness of the issuing
corporation bears to the sum of its money and all its 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  3¢'ysc es. -
has acquired substantially all of the properties, of the
acquired corporation.
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“(B) The average annual earnings referred to in subpap,.
graph (A) is, for any corporation, the amount of its eay,
ings and profits for any B-iyear period ending with the g
day of a taxable year of the issuing corporation describeq
in paragraph (1), computed without reduction for—

“(i) interest paid or incurred,
“(i1) depreciation or amortization allowed under thjs
chapter
4{3i) Tisbility for tex wide thischapten,and
¥(iv) distributions to which section 301(c) (1) ap-
plies (other than such distributions from the acquireq
to the issuing corporation),
and reduced to an annual average for such 3-year period puy.
suant to regulations prescribed by the Secretary or his é)ele-
gate. Such regulations shall include rules for cases whepe
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 INCURRED.—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 outstanding,
or

“(B) if projected earnings are determined under clause
(ii) of paragraph (3)(A), the annual interest to be paid or
incurred by both the issuing corporation and the acquired
corporation, determined by reference to their combined total
indebtedness outstanding,

“(5) SPECIAL RULES FOR BANKS AND LENDING OR FINANCE COM-
ranies.—With respect to any corporation which is a bank (as
defined in seection 581) or is primarily engaged in a lending or
finance business—

“(A) in determining under paragraph (2) the ratio of
debt to equity of such corporation (or of the affiliated grm:{
of which such corporation is a member), the total indebted-
ness 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 corpo-
ration is a member) the amount of sucR interest (determined
without regard to this paragraph) shall be reduced 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 aver
age annual earnings, the amount of the earnings 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 a business of making loans or purchasing or dis
counting accounts receivable, notes, or instaliment obligations.
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#(d) Taxasie YEars 1o WuicH Arericasce—In applying this

on.-—

o “(1) First YEAR OF DISALLOWANCE.—The deduction of interest
on any obligation shall not be disallowed under subsection (a)
pefore the first taxable year of the issuing corporation as of the
Jast day of which the-ap;iﬂgat_ion of either subparagraph (A) or
subparagraph (B) of subsection (b)(4) results in such obliga-
tion being corporate acquisition indebtedness.

“(2) (GENERAL RULE FOR SUCCEEDING YEARS.—Except as pro-
vided in paragraphs (3), (4), and (5), if an obligation is deter-
mined to be corporate acquisition indebtedness as of the last day
of any taxable year of the issuing corporation, it shall be corpo-
rate acquisition indebtedness for such taxable year and all sub-
sequent taxable years.

“(3) REDETERMINATION WHERE CONTROL. ETC., 18 ACQUIRED.—
1f an obligation is determined to be corporate acquisition indebt-
edness as of the close of a taxable year of the issuing corporation
in which clause (i) of subsection (c) (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 corpo-
ration thereafter in which clause (ii) of subsection (P[) (3)(A)
conld apply, such obligation shall be considered not to be corpo-
rate acquisition indebtedness for such later taxable year and all
taxable years thereafter.

“(4) Sprcran s-year nune—If an obligation whieh has been
determined to be corporate acquisition indebtedness for any tax-
able year wonld not be such indebtedness for each of any 3 con-
secutive taxable vears thereafter if subsection (b) (4) were applied
as of the close of each of such 3 years, then such obligation shall
not be corporate acquisition 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
corporation, such obligations shall be corporate acquisition in-
debtedness for a taxable year only if at some time after October 9,
1969, and before the close of such year the issuing eorporation owns
5 percent or more of the total combined voting power of all classes
of stock entitled to vote of such other corporation.

“(e) Cerrain NoNtaxasre TransacrioNs—An acquisition of stock
of a corporation of which the issuing corporation is in control (as
defined in section 368(c)) in a transaction in which gain or loss is not
recognized shall be deemed an acquisition deseribed in paragraph (1)
of subsection (b) only if immediately before such transaction (1) the
aequired corporation was in existence, and (2) the issuing corporation
was not in control (as defined in section 368(c)) of such corporation.

“(f) Exearerion ror Cerraiy Acquisitions oF Forerien Corrora-
TIONs.—For purposes of this section, the term ‘corporate acquisition
ndebtedness’ does not include any indebtedness issued to any person
to provide consideration for the acquisition of stock in, or assets of, any

oreign corporation substantially all of the income of which, for the

3-fyear period ending with the date of such acquisition or for such fpart
of such period as the foreign corporation was in existence, is from

Sources without the United States. .

(&) Arrruiaten Grours.—In any case in which the issuing corpo-

ration is a member of an affiliated group, the application of this section

shall be determined, pursnant to regulations prescribed b{ the Secre-
tary 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

68A Stat. 120.
26 USC 368,
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id or incurred by any corporation (other than the issuing cq 3
};)i?m determined w{thout regard to t.h(is subsection shallu}hg ing “dr:d
in the determinations required under subparagraphs (A) and (B) of
subsection (b) (4) as of any daﬁ only if such corporation is a me
of the affiliated group on such day, and, in determining projecteq
earnings of such corporation under subsection (¢) (3), there shall pe
taken into account only the earnings and profits of such co: tion
for the period during which it was a member of the affiliated group
For purposes of the preceding sentence, the term ‘affiliated group’ hyg
the meaning assigned to such term Eg section 1504 (a), except that )]
corporations other than the acquired corporation shall be treated g5
includible corporations (without any exelusion under section 1504 (b
and the acquired corporation shall not be treated as an includible cop.
poration.

“(h) Craxees v OpricaTioNn.—For purposes of this section—

“(1) Any extension, renewal, or refinancing 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 acquisition indebted-
ness of the 1ssuing corporation is also corporate acquisition indeht-
edness of any corporation which becomes liable for such obligation
as guarantor, endorser, or indemnitor or which assumes liability
for such obligation in any transaction.

“(1) Cerrary OBLiGaTIONS IssuED AFTER OOTOBER 9, 1969.—For pur-

oses of this section, an obligation shall not be corporate acquisition
indebtedness if issued after October 9, 1969, to provide consideration
for the acquisition of—

“(1) stock or assets pursuant to a binding written contract
which was in effect on October 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 atl;gl times thereafter before such acquisition,
owned at least 50 percent of the total combined voting power of all
classes of stock entitled to vote of the acquired corporation.

Paragraph (2) shall cease to apply whenc?a;t 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) Errecr oxn OrEr Provisions.—No inference shall be drawn

m any provision in this section that any instrument designated asa
bond, debenture, note, or certificate or other evidence of indebtedness
by its issuer represents an obligation or indebtedness of such issuer in
applying any other provision of this title.”

b) Crericar. AmexpmeNT.—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. 279. Interest on indebtedness incurred by corporation to acquire
stock or assets of another corporation.”

(¢) Errecrive Date—The amendments made by this section shall
apply to the determination of the allowability of the deduction of
interest paid or incurred with respect to indebtedness incurred after
October 9, 1969.

SEC. 412. INSTALLMENT METHOD.

(a) Cerrain Evibences or Inpeerepness Deemen To Be Pav-
MENT.—Section 453 (b) (relating to sales of realty and casual sales of
personalty) is amended by addgng at the end tl:}:ereof the following
new pa IPh:

“rggm URCHASER EVIDENCES OF INDEBTEDNESS PAYARLE ON DEMAND
OR READILY TRADABLE.—In applying this subsection, a bond or other
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evidence of indebtedness which is payable on demand, or which is
issued by a corporation or a government or politieal subdivision
thereof (A) with interest coupons attached or in registered form
(other than one In registered form which the taxpayer establishes
will not_be readily tradable m an established securities market),
or (B) in any other form designed to render such bond or other
evidence of indebtedness rea.dll&v tradable in an established securi-
ties market, shall not be treated as an evidence of indebtedness of
the purchaser.”

(b) Errective Date.—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) Boxps axp OrHER EVIDENCES OF INDEBTEDNESS.—Section 1232

(s) (relating to general rule) is amended to read as follows: 68A Stat. 326,
4 éla) GexeraL RuLe—For purposes of this subtitle, in the case of *° V5¢ '3

bonds, debentures, notes, or certificates or other evidences of indebt-

edness, which are capital assets in the hands of the taxpayer, and which

are issued by any corporation, or by any government or political sub-

division thereof—

#(1) RermemENT.—Amounts received by the holder on retire-
ment of such bonds or other evidences of indebtedness shall be con-
sidered as amounts received in exchange therefor (except that in
the case of bonds or other evidences of indebtedness issued 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, 1060.—
Except as %)mvided in subparagraph (C), on the sale or
exchange of bonds or other evidences of indebtedness issued
by a corporation after May 27, 1969, held by the taxpayer
more than 6 months, any gain realized shall (except as pro-
vided in the following sentence) be considered gain from the
sale or exchange of a capital asset held for more than 6 months.
If at the time of original issue there was an intention to call
the bond or other evidence of indebtedness before maturity,
any gain realized on the sale or exchange thereof which does
not exceed an amount equal to the original issue discount (as
defined in subsection (b)) reduced by the portion of original
issue discount previously includible in the gross income of
any holder (as provided in paragraph (3) (B)) shall be con-
sidered as gain from the sale or exchange of property which
isnot a capital asset.

“(B) CORPORATE BONDS ISSUED ON OR BEFORE MAY 27, 1969,
AND GOVERNMENT BONDS.—Except as provided in subpara-
graph (C), on the sale or exchange of bonds or other evidences
of indebtedness issued by a government or political sub-
division thereof after December 31, 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— L1 .

“(1) an amount equal to the original issue discount
(as defined in subsection (b) ),or )

“(ii) if at the time of original issue there was no inten-
tion to call the bond or cﬁner evidence of indebtedness
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before maturity, an amount which bears the same ratj, to
the original issue discount (as defined in subsection (b))
as the number of complete months that the bond or
evidence of indebtedness was held by the taxpayer beay
to the number of complete months from the date of orig.
inal issue to the date of maturity,
shall be considered as gain from the sale or exchange of prop-
erty which is not a capital asset. Gain in excess of such amoypg
shall be considered gain from the sale or exchange of a capita]
asset held more than 6 months.
“(C) Exceprions.—This paragraph shall not apply to—
“(i) obligations the interest on which is not includible
in gross income under section 103 (relating to certain
governmental obligations), or
“(ii) any holder who has purchased the bond or other
evidence of indebtedness at a premium.
“(D) DOUBLE INCLUSION IN INCOME NOT REQUIRED.—This
section shall not require the inclusion of any amount previ.
ously includible in gross income.

“(3) INCLUSION IN INCOME OF ORIGINAL ISSUE DISCOUNT oy
CORPORATE BONDS ISSUED AFTER MAY 27, 196%9.—

“(A) Geveran rurne—There shall be included in the gross
income of the holder of any bond or other evidence of indelt-
edness issued by a corporation after May 27, 1969, the ratable
monthly portion of original issue discount multiplied by the
number of complete 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 (b)) divided by the number of complete
months from the date of original issue to the stated maturity
date of such bond or other evidence of indebtedness. For pur-
poses 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 monthin
which there is no corresponding day) ; and, in any case where
a bond or other evidence of indebtedness is acquired on any
other day, the ratable monthly portion of original issue dis-
count for the complete month in which such acquisition
occurs shall be allocated between the transferor and the
transferee in accordance with the number of days in such
complete month each held the bond or other evidence of
indebtedness.

“(B) REDUCTION IN CASE OF ANY SUBSEQUENT HOLDER—
For purposes of this paragraph, the ratable monthly portion
of original issue discount shall not include an amount, deter-
mined at the time of any purchase after the original issue of
such bond or other evidence of indebtedness, equal to the
excess of—

“(1) the cost of such bond or other evidence of indebt-
edness incurred by such holder, over

“(ii) the issue price of such bond or other evidence of
indebtedness increased by the portion of original dis
count previously includible in the gross income of any
holder (computed without regard to this subparagraph);
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divided by the number of complete months (plus any frac-
tional part of a month commencing with the date of purchase)
from the date of such purchase to the stated maturity date
of such bond or other evidence of indebtedness.
“(C) Purcnase pEFINED.—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 indebtedness 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 acquired, or under section 1014 (a) (relat- 684 stat. 296.

ing to property acquired from a decedent). 20 Use a0
“(D) Exceerions.—This paragraph shall not apply to
any holder—

*(1) who has purchased the bond or other evidence of
indebtedness at a premium, or
#(i1) which is a life insurance company to which sec-
tion 818(Db) applies. 73 Stat. 133,
“(E) Basis apsustmexts.—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
pursnant to subparagraph (A).”
(b) Issue Price—Section 1232(b) (2) (relating to issue price) is _68A stat. 326;
amended by adding at the end thereof the following: 18 Brat. Sk,
“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 investment unit shall be
that portion thereof which the fair market value of such element
bears to the total fair market value of all the elements in the invest-
ment 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 evidence of indebtedness or an invest-
ment unit issued pursuant to a plan of reorganization within the
meaning of section 368(a)(1) or an insolvency reorganization 26 USC 368.
within the meaning of section 371, 373, or 374), which is issued  SpAs 13,
for property and which P A
“(A) is part of an issue a portion of which is traded on an
established securities market, or
“(B) isissued for stock or securities which are traded on an
established securities market,
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
redemption price at maturity.” ) _
(¢) ReQuireMENT oF REPORTING.—Section 6049(a) (1) (relating to 76 stat. 1056.
requirements of reporting interest) is amended to read as follows:
¥(1) I~ eeENERAL—Every person— : :
“(A) who makes payments of interest (as defined in sub-
section (b)) aggregating $10 or more to any other person dur-
g any ealendar year,
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“(B) who receives payments of interest as a nominee ang
who makes payments aggregating $10 or more during any
calendar year to any other person with respect to the interegt
so received, or

“(C) whichisa corporation that has outstanding any bong,
debenture, note, or certificate or other evidence ﬂ% indebted.

ness in registered form as to which there is during any cq.
endar year an amount of original issue discount aggregating
$10 or more includible in the gross income of any liltﬁ er under
sectionf 1232(a) (3) without regard to subparagraph (B)
thereo
shall make a return according to the forms or regulations pre-
seribed by the Secretary or his delegate, setting forth the aggregate
amount of such payments and such aggregate amount includible
in the gross income of any holder and the name and address of the
person to whom paid or such holder.”

(d) SraremenTs To BE FurNisaep To PErsons Wrre Respecr 1o
Waom InrorMaTiON Is FurnNismep.—Section 6049(c) (relating to
statements to be furnished to persons with respect to whom informa-
tion is furnished) is amended to read as follows:

“(e¢) Starements To B Furxisaep 1o Persons WrrH Reserer 1o
Wuon InFormation Is FurNisaep.—Every person making a retumn
under subsection (a) (1) shall furnish to eacﬁ person whose name is set
forth in such return a written statement showing—

‘;1( 1) the name and address of the person making such return,
an
“(2) the aggregate amount of payments to, or the aggregate
amount ineludible in the gross income of, the person as shown on
such return.
The written statement required under the preceding sentence shall be
furnished to the person on or before January 31 of the year following
the calendar year for which the return under subsection (a) (1) was
made. No statement shall be required to be 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) Errecrive Dare.—The amendments made by this section shall
agtp}_v with respect to bonds and other evidences of indebtedness issued
after May 27, 1969 (other than evidences of indebtedness issued pur-
suant to a written commitment which was binding on May 27, 1969,
and at all times thereafter).

SEC. 414, LIMITATION ON DEDUCTION OF BOND PREMIUM ON RE-
PURCHASE.

(a) Loarariox oN Depucrion oF Bonp Premium ox Repus
crase.—Part VIII of subchapter 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 OF BOND PREMIUM ON RE-
PURCHASE.

“(a) GexErar Rure—No deduction shall be allowed to the issuing
corporation for any premium paid or incurred upon the repurchase ofa
bond, debenture, note, or certificate or other evidence of indebtedness
which is convertible into the stock of the issuing corporation, or a cor-
poration in control of, or controlled by, the issuing corporation, to the
extent the repurchase price exceeds an amount equal to the a(i]'usmd
1ssue price plus a normal call premium on bonds or other evidences 0
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indebtedness which are not convertible. The preceding sentence shall
:ﬁaa ly to the extent that the corporation can demonstrate to the

: é E’tmll of the Secretary or his delegate that such excess is attribut-

‘ able to the cost of borrowing and is not attributable to the conversion

ture.
fe?‘(b} SeeciaL Rures.—For purposes of subsection (a)—
[ “(1) ApsusTEp I1SSUE 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 indebtedness issued after February 28,
1913, decreased by any amount of premium included in gross
income before repurchase by the mmﬁ corporation.
“(2) ControL.—The term ‘control’ has the meaning assigned to
such term by section 368 (c).”
(b) Crericar 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.”

(¢) Errecrive Date.—The amendments made by this section shall
apply to a convertible bond or other convertible evidence of
im&gtedness repurchased after April 22, 1969, other than such a bond
or other evidence of indebtedness repurchased pursuant to a binding
obligation incurred on or before April 22, 1969, to repurchase such
bong‘:Jr 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 apply to the repurchase of such convertible bond or
other convertible evidence of indebtedness.

SEC. 415. TREATMENT OF CERTAIN CORPORATE INTERESTS AS STOCK
OR INDEBTEDNESS.

(a) In GeNeraL.—Subchapter C of Chapter 1 (relating to corporate
distributions and adjustments) 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
indebtedness.

“SEC. 385. TREATMENT OF CERTAIN INTERESTS IN CORPORATIONS AS
STOCK OR INDEBTEDNESS.

“(a) Avrsorrry To Prescrier Recurations.—The Secretary or his
delegate is authorized to prescribe such regulations as may be neces-
sary or appropriate to determine whether an interest in a corporation
15 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 determining
with respect to a particular factual situation whether a debtor-creditor
telationship exists or a corporation-shareholder relationship exists.

mfactors so set forth in the regulations may include among other
rs:

“(1) whether there is a written unconditional promise to pay
on demand or on a specified date a sum certain in money in return
for an adequate consideration in money or money’s worth, and to
pay a fixed rate of interest,

a-mo_-m_ﬂ
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“(2) whether there is subordination to or preference v
indigbt)ednms of the corporation, - ovetany
“(3) the ratio of debt to equity of the corporation,
A4 f&} whether there is convertibility into the stock of the ¢q
ration, and Tpo-
“(5) the relationship between holdings of stock in the corpo
ration and holdings of the interest in question.” :
(b) Crrricar AxexpmeNT.—The table of parts for subchapter ¢ of
chapter 1 is amended by striking out the last line and inserting in liey
thereof the following :
“Part VI. Treatment of certain corporate interests as stock op

indebtedness.
“Part VII. Effective date of subchapter C."”

Subtitle C—Stock Dividends

SEC. 421. STOCK DIVIDENDS.

(2) In GExErRaL—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) Gexrran Rure—Except as otherwise provided in this section,
oross 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) Excerrioxs.—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.—ILf the distribution is,
at the election of any of the shareholders (whether exercised
before or after the declaration thereof), payable either—

“fA) in its stock, or
“(B) in property.

“(2) DisprorortioNatTe pisTRIBUTIONS.—Lf the distribution (or
a series of distributions of which such distribution is one) has the
result of—

“(A) the receipt of property by some shareholders, and

“(B) an increase in the proportionate interests of other
shareholders in the assets or earnings and profits of the cor-
poration.

#(3) DISTRIBUTIONS OF COMMON AND PREFERRED 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 share-
holders. >

“(4) DisTRIBUTIONS ON PREFERRED sTOCK.—If the distribution
is with respect to preferred 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 PREFERRED sToCK.—1f the
distribution is of convertible preferred stock, unless it is estal-
lished to the satisfaction of the Secretary or his delegate that such
distribution will not have the result described in paragraph (2)-

“(c¢) Cerrain Traxsacrions Trearep as DistriBurionNs.—Eor
26 USC 301. pu s of this section and section 301, the Secretary or his delegate
shall prescribe regulations under which a change in conversion ratit

6BA Stat. 90.
26 USC 305.

——
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in redemption price, a difference between redemption price
and issue price, a red.emptlon which is treated as a distribution to
which section 301 anlla, or any transaction (including a recapitaliza- 684 stat. 84.
tion) havm%gl similar effect on the interest of an%shareholder shallbe 2 V8¢t
treated as & istribution with respect to any shareholder whose propor-
tionate interest in the earnings and profits or assets of the corpora-
tion is increased by such change, difference, redemption, or similar
ransaction.
#(d) DEFINTTIONS.—

“(1) Ricurs T0 ACQUIRE sTOCK.—For purposes of this section,
the term ‘stock’ includes rights to acquire such stock.

“(2) SmarenoLbErs.—For purposes of subsections (b) and (c),
the term ‘shareholder’ includes a holder of rights or of convertible
gecurities. g

“(e) Cross REFERENCES.—
“For special rules—

“(1) Relating to the receipt of stock and stock rights in corporate
organizations and reorganizations, see part III (sec. 351 and
following).

“(2) In the case of a distribution which results in a gift, see section
2501 and following.

“(3) In the case of a distribution which has the effect of the pay-
ment of compensation, see section 61(a)(1).”

(b) ErrecTive DATES.—

(1) Excelpt as otherwise provided im this subsection, the amend-
ment made by subsection (a) shall apply with respect to distribu-
tions (or deemed distributions) mu&e after January 10, 1969, in
taxable years ending after such date.

(2) (A) Section 305(b) (2) of the Internal Revenue Code of
1954 (as added by subsection (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, (ii)
issued pursuant to a contract binding on January 10, 1969, on the
distributing corporation, (iii) which is additional stock of that
class of stock which (as of January 10, 1969) had the largest fair
market value of all classes of stock of the corporation (takinﬁ
into account only stock outstanding on January 10, 1969, or issue
pursuant to a contract binding on January 10, 1969), (iv)
described in subparagraph (C) (11i), or (v) issued in a prior dis-
tribution deseribed in clause (i), (ii), (iii),or (iv).

(B) Subparagraph (A) shall apply only if—

(i) the stock as to which there 1s a receipt of property was
outstanding on January 10, 1969 (or was issued pursuant to
a contract binding on January 10, 1969, on the distributing
corporation), and

(ii) if such stock and any stock described in subparag_rap.h
(A) (1) were also outstanding on January 10, 1968, a distri-
bution 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 deseribed in subparagraph (A) (i). .

(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—

(1) nonconvertible preferred stock, )

(ii) additional stock of that class of stock which meets the
requirements of subparagraph (A) (ii1),or
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(iii) preferred stock which is convertible into stock Which
meets the requirements of subparagraph (A) (iii) at 5 fixeq
conversion ratio which takes account of all stock dividengg
and stock splits with respect to the stock into which sye}, con
vertible stock is convertible.

SD) For purposes of this paragraph, the term “stoek” inelyges
rights to acquire such stock.

(3) In cases to which Treasury Decision 6990 (promuyl
January 10, 1969) would not have a,Fplied, in applying aragraphg
(1) :mlg (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 subsection (a)) shall not apply to any distributigy
(or deemed distribution) with respect to preferred stock (inclyg.
ing any increase in the conversion ratio of convertible stock) mage
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 magds
after January 10, 1969, in taxable years ending after such date
to the extent that the amendment made by subsection (a) does nat,
apply by reason of paragraph (2), (3), or (4) of this subsection,
section 305 of the Internal Revenue Code of 1954 (as in effect
before the amendment made by subsection (a)) shall continue
to apply.

Subtitle D—Financial Institutions

SEC. 431. RESERVE FOR LOSSES ON LOANS; NET OPERATING LOSS
CARRYBACKS.

(a) Bap Drer Depuctions or FiNancian InstiTuTions,.—Part 1 of
subchapter H of chapter 1 (relating to rules of general application
to banking institutions) is amended%;y adding at the end thereof the
following new sections:

“SEC. 585. RESERVES FOR LOSSES ON LOANS OF BANKS.

“(a) Instrrurions to WaicH Secriox Appries.—This section shall
apply to the following financial institutions:

“(1) any bank (as defined in section 581) other than an orga-
nization to which section 593 applies, and

“(2) any corporation to which paragraph (1) would apply
except for the fact that it is a foreign corporation, and in the case
of any such foreign corporation this section shall apply only with
respect to loans outstanding the interest on which is effectively
connected with the conduct of a banking business within the
United States.

(b) Apprriox To ResErves For Bap DeBTs.—

“(1) Generan ruLE—For purposes of section 166(c), the rea-
sonable addition to the reserve for bad debts of any financial instl-
tution to which this section applies shall be an amount determin
by the taxpayer which shall not exceed the ter of— "

“(A) for taxable years beginning before 1988 the addition
to the reserlve for lossesd 33 oans eter;ni(m;d under the per-
centage method as provided in paragraph (2),or

“(g the addition to the reserve for losses on loans deter-
lzliiled under the experience method as provided in paragraph

3). !

“(2) PERCENTAGE METHOD.—The amount determined under this
paragraph for a taxable year shall be the amount necessary to

increase the balance of the reserve for losses on loans (at the clos

1
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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 determined under this para-
graph 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
outstanding at such time, the amount determined under this

aragraph shall be the amount necessary to increase the
Ealance of the reserve at the close of the taxable yearto (i) the
allowable percentage of eligible loans outstanding at such
time, or (i1) 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 ?j) 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 close of the base year
sears to the amount of eligible loans outstanding at the close
of the base year.
For purposes of this paragraph, the term ‘allowable 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 deter-
mined under this paragraph shall not exceed 0.6 percent of eligible
loans outstanding at the close of the taxable year or an amount
sufficient to inerease the reserve for losses on loans to 0.6 percent of
eligible loans outstanding at the close of the taxable year, which-
ever 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 beginning before
1976, and for taxable years beginning after 1981, the last taxable
year beginning 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. .
“F3) ExperiExce mETHOD.—The amount determined under this
paragraph for a taxable year shall be the amount necessary to increase
the balance of the reserve for losses on loans (at the close of the taxa-
ble year) to the greater of—

“(A) the amount which bears the same ratio to loans out-
standing at the close of the taxable year as (i) the total bad
debts sustained during the taxable year and the 5 preceding
taxable years (or, with the approval of the Secretary or his
delegate, a shorter period), adjusted for recoveries of bad debts
during such period, bears to (1i) the sum of the loans outstand-
ing 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 X

“(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
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year as the balance of the reserve at the close of the
year bears to the amount of loans outstanding at the ol
of the base year. 05e
For purposes of this paragraph, the base year shall be the last taxah)
year before the most recent adoption of the experience method, exee :
that for taxable years beginning after 1987 the base year shali be ;
last taxable year beginning before 1988, .
“(4) REGULATIONS; DEFINITION OF ELIGIBLE LOAN, ETC.—The Sec.
retary or his delegate shall define the terms ‘loan’ and ‘eligible loay’
and prescribe such regulations as may be necessary to carry out the
purposes of this section; except that the term ‘eligible loan” shall pot
include—

“(A) aloantoabank (asdefined in section 581),

“(B) a loan to a domestic branch of a foreign corporation t,
which subsection (a) (2) applies,

“(C) a loan secured by a deposit (i) in the lending bank, g
(ii) in an institution described in subparagraph gA) or (B i
the lending bank has control over withdrawal of such deposit

“D) a %oan to or guaranteed by the United States, a possession
or instrumentality thereof, or a State or a political subdivisioy
thereof, )

( “)({]j_};(%;oan evidenced by a security as defined in section 165

r) = i)

& (F) aloan of Federal funds, and

“((G) commercial l>a¥e1', including short-term promissory notes
which may be purchased on the open market.

“SEC. 586. RESERVES FOR LOSSES ON LOANS OF SMALL BUSINESS

INVESTMENT COMPANIES, ETC.

“(a) Instirurions 1o Waicu SecrioN Arpries.—This section shall
apply to the following financial institutions:

#(1) any small business investment company operating under
the Small Business Investment Act of 1958, and

“(2) any business development corporation.

For purposes of this section, the term ‘business development corpora-
tion’ means a corporation which was created by or pursuant fo an
act of a State legislature for purposes of promoting, maintaining,
and assisting the econom{ 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 participation), and which 1s
operated primarily for such purposes.
“(b) Apbprriox To REservEs For Bap DeEpTs.—

“(1) GeNeraL RULE—For purposes of section 166(c), except
as provided in paragraph (2) the reasonable addition to the
reserve for bad debts of any financial institution to which this
section applies shall 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) 10
the greater of —

“(A) the amount which bears the same ratio to leans ont-
standing at the close of the taxable year as (i) the total bad
debts sustained during the taxable year and the 5 preceding
taxable years (or, with the approval of the Secretary or hlj
delegate, a shorter period), agjusted for recoveries of ba
debts during such period, bears to (ii) the sum of the loans
outstanding at the close of such 6 or fewer taxable years, of
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“(B) the lower of—
“(1) the balance of the reserve at the close of the base
year,or

“(i1) if the amount of loans outstanding at the close of
the taxable {rear 1s less than the amount of loans outstand-
ing 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 beginning 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 deseribed in
subsection (a),the reasonable addition to the reserve for bad debts
of such financial institution 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 de-
termined by the Secretary or his delegate) to loans outstanding at
the close of the taxable year as (i) the total bad debts sustained by
all institutions deseribed in the ag licable paragraph of subsection
(a) during the 6 preceding taxable years (adjusted for recoveries
of bad debts during such period), bears to (ii) the sum of the loans
by all such institutions outstanding at the close of such taxable
ears.”

(b) 10-Year NET OpERATING LoOss CarryBack.—Section 172(b) (1)
(relating to net operating loss deduction) is amended by striking out
in subparagraph (A)(i) thereof “and (E)” and inserting in lien
thereo%) “(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 afpplies, a net operating loss for any taxable
year beginning after December 31, 1975, shall be a net o({)_er-
ating loss carryback 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 following the taxable
year of such loss. ) )

“(G) In the case of a Bank for Cooperatives (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 tax-
able year beginning after December 31, 1969, shall be a net
operating loss carryback to each of the 10 taxable years pre-
ceding the taxable year of such loss and shall be a net oper-
ating loss carryover to each of the 5 taxable years following
the taxable year of such loss.”

(¢) TecaNICAL AND CLERICAL AMENDMENTS.— .

(1) Subsection (h) of section 166 (relating to bad debts) is
amended by adding at the end thereof the following new para-
graph:

“(4) For special rule for bad debt reserves of banks, small business
investment companies, ete., see sections 585 and 586.”
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6BA Stat. 202. (2) The table of sections for part I of subchapter H of cjjgy
1 is amended— hapter
(A) by striking out:
“Sec. 582. Bad debt and loss deduction with t t
BeLd By banka"" | TeoRect to secunity
and inserting in lieu thereof :

“Sec. 582. Bad debts, losses, and gains with respect to SeCuritie
held by financial institutions.”

(B) by adding at the end thereof the following:

“Sec. 585. Reserves for losses on loans of banks,
“Sec. 586. Reserves for losses on loans of small business inyes;.
ment companies, ete.”

(d) Errecrive 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.

76 Stat. 978, a) Reserve ror Losses ox Loaxs—Section 593(b) (relating
S ad((lition to reserves for bad debts) is amended— ( e
(1) by striking out subparagraph (A) of paragraph (1) and

inserting in lieu thereof the following:

“(A) the amount determined to be a reasonable addition tq
the reserve for losses on nonqualifying loans, computed in the
same manner as is provided with respect to additions to the
reserves for losses on loans of banks under section 585 (b) (3)

Hlus”.
[:21) by striking out paragraphs (2), (3), (4), and (5) and
inserting in lieu thereof the following:
“(2) PERCENTAGE OF TAXABLE INCOME METHOD.—

“(A) Ix gExERaL—Subject to subparagraphs (B), (C),
and (D), the amount determined under this paragraph for the
taxable year shall be an amount equal to the applicable per-
centage of the taxable income for such year (determined
under the following table) :

L]

The applicable percentage under

“For a taxable year beginning in— this paragraph shall be—
1)1 e el A~ e = et - O T S e e LA T 60 percent.
1970 57 percent.
B 5 54 percent.
1972 R e 51 percent
B & s . 49 percent.
1974 — ———= 47 percent.
1975 o s e v s 45 percent.
1976 43 percent.
I e s e e L e e e e 42 percent.
1978 = 41 percent,

1979 or thereafter _ N _ 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 de
seribed 1n section 7701 (a) (19) (C),is less than—

“(i) 82 percent of the total assets in the case of a tax-
payer other than a mutual savings bank, the applicable
percentage for such year Frovided by subparagraph (A
shall be reduced by 34 of 1 percentage point for each 1
percentage point of such difference, or

“(ii) 72 percent of the total assets in the case of 3
mutual savings bank, the applicable percentage for su

Post, p. 622,
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year provided by subparagraph (A) shall be reduced b
11/, percentage points for each 1 percentage point of sucﬁ
difference.

1f, for the taxable year, the percentage of the assets of such
taxpayer which are assets described in section 7701(a) (19)
(C) is less than 60 percent (50 percent for a taxable year
beginning before 1973 in the case of a mutual savings bank),
this paragraph shall not apply.

“(C) REDUCTION FOR AMOUNTS REFERRED TO IN PARAGRAPH
(1) (A).—The amount determined under subparagraph (A)
shall be reduced 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 percent (28 percent in the case of mutual savings
banks) bears to (ii) the percentage of the assets of the tax-
payer for such year whic{l’ are not assets described in section
T701(a) (19) (Cﬁ.

“(D) OVERALL LIMITATION ON PARAGRAPH.—The amount
determined under this ]!'Jara-graph shall not exceed the amount
necessary to inerease 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 income shall be computed—

“(1) by excluding from gross income any amount
included therein by reason of subsection (f),

“(ii) withont regard to any deduction allowable for
any addition to the reserve for bad debts,

“(ii1) by excluding from gross income an amount equal

_ to the net gain for the taxable 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 345 of the net long-term capital gain for
the taxable year or 3% of the net long-term capital gain
for the taxable year from the sale or exchange of prop-
erty other than property described in clause (iii), and

“(v) by excluding from gross income dividends with
respect to which a deduction is allowable by part VIII of
subchapter B, reduced by an amount equal to the appli-
cable percentage (determined under subparagraphs (A)
and (B)) of the dividends received deduction
(determined without regard to section 596) for the tax-
able year. :

“(3) PrrcexTacE 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 man-
ner as is provided with respect to additions to the reserves for
losses on loans of banks undgf' section 585(b) (2), reduced by the
amount. referred to in paragraph (1) (A) for the taxable year.

“(4) Expertence MeTHop.—1he amount determined under this
paragraph for the taxable year shall be computed in the same
manner as is provided with respect to additions to the reserves

for losses on loans of banks under section 585(b) (3).

“(5) DETERMINATION OF RESERVE FOR PERCENTAGE METHOD.—

For purposes of paragraph (3), the amount deemed to be the bal-

ance of the reserve for Il}osses on loans at the beginning of the
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taxable year shall be the total of the balances at such time of the
reserve for losses on nonqualifying loans, the reserve for Josses
qualifying real property loans, and the supplemental reserye for
losses on loans.” )

(b) Cerrarx Corrorate AcQuisrrions.—Section 593(f) (1) (velyt.
ing to distributions to shareholders) is amended by addmf at the engq
thereof the following new sentence: “This paragraph shall not appl
to any transaction to which section 381 Fre]ating to earryovers ii
certain corporate acquisitions) applies.”

(¢) INvEsTMENT STaNDARDS.—Section T701(a)(19) (definiy
domestic building and loan association) is amended to read as folloys.

“(19) DoMESTIC BUILDING AND LOAN ASSOCIATION.—The tepy
‘domestic building and loan association’ means a domestic build;
and loan association, a domestic savings and loan a ssociation, ;;ﬁ
a Federal savings and loan association—

“(A) which either (i) is an insured institution within the
meaning of section 401(a) of the National Housing Aet (12
U.S.C., see. 1724(a) ), or (ii) is subject by law to supervisioy
and examination by State or Federal authority having supey.
vision over such associations;

“(B) the business of which consists principally of acquir-
ing the savings of the public and investing in loans; and

*(C) atleast 60 percent of the amount of the total assetsof
which (at the close of the taxable year) consists of—

“(i) 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 exclud-
able from gross income under section 103,

“(1i1) certificates of deposit in, or obligations of, a
corporation organized under a State law which specifi-
cally 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 1055) 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 im-
provement of residential real property or real property
used primarily for church purposes, provided that for
purposes of this clause, residential real property shall
include single or multifamily dwellings, facilities n resi-
dential developments dedicated to public nse or property
used on a nonprofit basis for residents, and mobile homes
not used on a transient basis,

“(vi) loans secured by an interest in real property
located within an urban renewal area to be developed for
predominantly residential use under an urban renew

lan approved by the Secretary of Housing and Urbat
velopment under part A or part B of title T of the
Housing Act of 1949, as amended, or located within any
area covered by a program eligible for assistance under
section 103 of tiﬁ Demonstration Cities and Metropolital
Development Act of 1966, as amended, and loans m
for the improvement of any such real property,
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%(vii) loans secured by an interest in educational,
health, or welfare institutions or facilities, ineludin
structures designed or used primarily for residentia
purposes for students, residents, and persons under care,
emwge_s, or members of the staff of such institutions
or“( _.I;;Jm, : 4 e

viil) property uired through the liquidation of
defaulted loans descar":i‘il)ed in clausegh(v), (v?), or (vii),

“(ix) loans made for the payment of nses oi col-
lege or university education or Vocatiommining, in
accordance with such ilations as may be prescribed
by the Secretary or his delegate, and 21

“(x) property used by the association in the conduct
of the business described in subparagraph (B).

At the election of the taxpayer, the percentage specified in this
subparagraph shall be ap[lxlied 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 Secretary or his delegate. For purposes of clause (v),
if a multifamily structure securing a [nan is used in part for
nonresidential purposes, the entire loan is deemed a residen-
tial 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 development of Jand shall
be deemed to be loans secured by an interest in residential
real property if, under regulations preseribed by the Secre-
tary or his delegate, there is reasonable assurance that the
property will become residential real property within a period
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 perior£ such land becomes residential real
mperty.”
(d) CoxrormiNG AdEeNpMENTS.—Section 7701(a)(32) (defining 78 Stai- 1181-
cooperative bank) is amended— '
(1) by striking out subparagraph (B) and inserting in lieu
thereof the following:

“(B) meets t%e requirements of subparagraphs (B) and
(C) of paragraph (19) of this subsection (relating to defini-

tion of domestic building and loan association).”, and

(2) by striking out the third sentence thereof.
(e) Errecrive Date—The amendments made by this section shall
be effective for taxable years beginning after July 11, 1969.

8EC, 433. TI'{TEATMENT OF BONDS, ETC., HELD BY FINANCIAL INSTITU-
IONS.

(a) Gary ox Securrrmes Hewp gy Financian INstrruTioNs.—Sub-
section (c) of section 582 (relating to bad debt and loss deduction with g:huglgts-azz 02.
respect to securities held by banks) is amended by striking out such :
subsection and inserting the following in lieu thereof:
(¢) Bonp, Erc., Losses aANp Gains or FINANCIAL INSTITUTIONS.—
“(1) GexeraL ruLe.—For purposes of this subtitle, in the case
of a financial institution to which section 585, 586, or 593 applies, 5 Snre;posins;
the sale or exchange of a bond, debenture, note, or certificate or ™
Oth;alr evidence of indebtedness shall not be considered a sale or
exchange of a capital asset. :
“(Q)g'ie.‘a.msmgxm RULE FOR BANKS.—In the case of a bank, if
the net long-term capital gains of the taxable year from sales or
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exchanges of gualifying securities exceed the net short-te

ital losses of the taxable year from such sales or exchan &

excess shall be considered as gain from the sale of a capita] 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, dehey
ture, note, or certificate or other evidence of indebtedness ]lelci
by a bank on July 11, 1969. )

“(B) The amount treated as capital gain or loss from th,
sale or exchange of a qualifying security shall be determineg
by multiplying the amount of capital gain or loss from th,
sale or exchange of such security (determined without regayq
to this subsection) by a fraction, the numerator of which
the number of days Eefore July 12, 1969, that such security
was held by the bank, and the denominator of which is thy
number of days the security was held by the bank.”

(b) ConrorMiNg AMENDMENT.—Paragraph (1) of section 1243
(relating to loss of a small business investment company) is amended
to read as follows:

“(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”.

(e) CreEricaL AMENDMENT.—The heading for section 582 is amended
to read as follows:

“SEC. 582. BAD DEBTS, LOSSES, AND GAINS WITH RESPECT TO SE-

CURITIES HELD BY FINANCIAL INSTITUTIONS."

(d) Errective Date—

(1) I~ eEnERaL—The amendments made by this section shall
apply to taxable years beginning after July 11, 1969.
(2) ELECTION FOR SMALL BUSINESS INVESTMENT COMPANIES AND
BUSINESS DEVELOPMENT CORPORATIONS.—Notwithstanding pars-
ph (1), in the case of a financial institution described in section
586 (a) of the Internal Revenue Code of 1954, the amendments
made by this section shall not apply for its taxable years beginning
after July 11, 1969, and before July 11, 1974, unless the taxpayer
so elects at such time and in such manner as shall be preseribed by
the Secretary of the Treasury or his delegate. Such election shall
be irrevombfe and shall apply to all such taxable years.
SEC. 434. LIMITATION ON DEDUCTION FOR DIVIDENDS RECEIVED BY

MUTUAL SAVINGS BANKS, ETC. >

(a) Seeciar Limrrarion.—Part IT of subchapter H of chapter 115
amended by adding at the end thereof the following new section:

“SEC. 596. LIMITATION ON DIVIDENDS RECEIVED DEDUCTION.

“In the case of an organization to which section 593 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 regard to this section
for the taxable year as a deduction with respect to dividends recel
shall be reducetf by an amount equal to the applicable percentage for
such year (determined under subparagraphs (A) and (B) of sectioh
593(b) (2) ) of such total amount.”
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(b) TecHNICAL AND CLERICAL AMENDMENTS.—

dividends received) is amended by adding at the end thereof the
following new subsection :

4(d) Cross REFERENCE.—
“For special rule relating t t
i A8 hilies; moe toctien BE S| s bk (Ehoybo. wikich
(2) The table of sections for part IT of subchapter H of chap-
ter 1 1s amended by adding at the end thereof : " 3

“See, 596, Limitation on dividends received deduction.”

(¢c) Errecrive Dare.—The amendments made by this section shall
apply to taxable years beginning after July 11, 1969.

SEC. 435. FOREIGN DEPOSITS IN UNITED STATES BANKS,

(a) IxcoME From Sources WirHIN THE UNTTED STATES.—

1) Effective with respect to amounts paid or credited after
December 31, 1969, subparagraphs (C) and (D) of section
861(a) (1) (relating to interest) are each amended by striking out
“qfter December 31, 1972,”.

(2) Section 861(c) (relating to interest on deposits, ete.) is
amended by striking out “1972” and inserting in lieu thereof
“1975".

b) Properry WiTHiN THE UN1TED StATES.—The second sentence
of section 2104 (c) (relating to debt obligations) is amended by strik-
ing out “December 31, 1972” and inserting in lieu thereof “Decem-
ber 31, 1969”.

Subtitle E—Depreciation Allowed Regulated Industries; Earn-
ings and Profits Adjustment for Depreciation

SEC. 441. PUBLIC UTILITY PROPERTY.

(a) Ix GENERAL—Section 167 (relating to depreciation) is amended
by nserting after subsection (k) (added by section 521) the following
new subsection : i

“(1) ReasoNasLr ALLOWANCE 1IN Case oF Prorerry oF CerraIN
Urnaries—

“(1) PrE-1970 PUBLIC UTILITY PROPERTY.—

“(A) Ix ceneran.—In the case of any pre-1970 public
utility property, the term ‘reasonable allowance’ as used in
subsection (a) means an allowance computed under—

“(1) a subsection (1) method, or

“(i1) the applicable 1968 method for such property.
Except as pmvideti) in subparagraph (B), clause (1i) shall
apply only if the taxpayer uses a normalization method of
accounting.

¥(B) FLOW-THROUGH METHOD OF ACCOUNTING IN CERTAIN
cases.—In the case of any pre-1970 public utility property,
the taxpayer may use the applicable 1968 method for such
property 1f— - =

“(i) the taxpayer used a flow-through method of
accounting for such property for its July 1969 account-
ing period, or ) y )

(1i) the first accounting period with respect 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 prop-
erty in question is established.
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“(2) PosT-1969 PUBLIC UTILITY PROPERTY.—In the case of i
post-1969 public utility property, the term ‘reasonable allowgng;.
as used in subsection (a) means an allowance computed undey__

b

“(A) a subsection (1) method,

*(B) a method otherwise allowable under this section if ¢},

taxpayer uses a normalization method of accounting, or
“(C) the applicable 1968 method, if, with respect to its pp.

1970 public utility property of the same (or similar) ki d

most recently placed in service, the taxpayer used a floy.

through method of accounting for its July 1969 accounting

period.

(3) DeriNtrIOoNs.—For purposes of this subsection—

“(A) Pusric uriuity prorErTY.—The term ‘public utilit
property’ means property used predominantly in the trade o
{)usmess of the furnishing or sale of —

“(1) electrical energy, water, or sewage dispos]
services,

“(ii) gas or steam through a local distribution systen

“(ii1) telephone services, or other communication sery.
ices if furnished or sold by the Communications
Satellite Corporation for purposes authorized by the
Communications Satellite Act of 1962 (47 U.S.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 approved by a State or political sub-
division thereof, by any ageney or instrumentality of the
United States, or by a public service or public utility com-
mission or other similar body of any State or political sub-
division thereof.

“(B) Pre-1970 pUBLIC UTILITY PROPERTY.—The term ‘pre-
1970 public utility property’ means property which was publie
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 puyblic utility property.

“(D) ArpuicABLE 1968 METHOD.—The term ‘applicable 1968
method’ means, with respect to any public utility property—

“(i) the method of depreciation used on a return with
respect to such property for the latest taxable year for
which a return was filed before August 1, 1969,

“(ii) if clause (i) 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

“(ii1) if neither clause (i{ nor (ii) apples, 3
subsection (1) method, ;

In the case of any section 1250 property to which subsection
(j) applies, the term ‘applicable 1968 method’ means the
method permitted under subsection (j) which is most neary
comparable to the applicable 1968 method determined undet
the preceding sentence.

“{)E) APPLICABLE 1968 METHOD IN CERTAIN oAsEs.—If the
taxpayer evidenced the intent to use a method of deprqclﬂ-m;n
(other than its applicable 1968 method or a subsection ()
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method) with respect to any public utility 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 operating results in its regulated
books of account 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) SussecrioN (1) serHOD.—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 thap (i) a declining balance method, (ii) the sum
of the years-digits method, or (iii) any other method allow-
able solely gy reason of the application of subsection (b) (4)
or (j) (1) (C).

“(EG) NORMALIZATION METHOD OF ACCOUNTING.—In order
to use a normalization method of accounting with respect to
any public utility property—

“(i) the taxpayer must use the same method of depre-
ciation to compute both its tax expense and its depreecia-
tion expense for purposes of establishing its cost of
service for ratemaking purposes and for reflecting oper-
ating results in its regulated books of account, and

“(1i) if, to compute its allowance for depreciation
under this section, it uses a method of depreciation other
than the method it used for the purposes described in
clanse (1), the taxpayer must make adjustments to a
reserve to reflect the deferral of taxes resulting from the
use of such different methods of depreciation.

“(H) FLOowW-THROUGH METHOD OF ACCOUNTING.—The tax-
payer used a ‘flow-throngh method of accounting’ with respect
to any public utility property if it used the same method of
depreciation (other than a subsection (1) method) to compute
its allowance for depreciation under this section and to com-
pute its tax expense for purposes of reflecting oper-
ating results in its regulated books of account.

“(T) Jury 1869 accouNTING PERTOD.— Lhe term ‘July 1969
accounting period’ means the taxpayer’s latest accountin,
period ending before Angust 1, 1969, for which it compute
its tax ex{}ense for purposes of reflecting operating results
in its regulated books of aceount.

For purposes of this paragraph, different declining balance rates
shall be treated as different methods of depreciation.
*(4) SPECIAL RULES AS TO FLOW-THROUGH METHOD.—

“(A) ELECTION AS TO NEW PROPERTY REPRESENTING GROWTH
IN capacrry.—If the taxpayer makes an election under this
subparagraph within 180 days after the date of the enact-
ment of this subparagraph in the manner prescribed by the
Secretary or his delegate, in the case of taxable years begin-
nm%' after December 31, 1970, paragraph (2) (C) shall not
apply with respect to any post-1969 public utility property,
to the extent tflat such property constitutes property which
increases the productive or operational capacity of the tax-
payer with respect to the goods or services described in para-
graph (3)(A) and does not represent the replacement of
existing capacity.

“(B) CERTAIN PENDING APPLICATIONS FOR CHANGES IN
METHOD.—In applying paragraph (1) (B), the taxpayer shall

627
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be deemed to have used a flow-through method of account;
for its July 1969 accounting period with respect to any pﬁ
1970 public utility property for which it filed a timely appli-
cation for change of accounting method before August 1, 1&9
if with respect to public utility ({)roperty of the same (01"
similar) kind most recently placed in service, it used a floy.
through method of accounting for its July 1969 accounting
perit‘)lg.

“(5) REORGANIZATIONS, ASSETS ACQUISITIONS, ETC.—If by 1g.
son of a corporate reorganization, by reason of any other acquig;.
tion of the assets of one taxpayer by another taxpayer, by reasoy
of the fact that any trade or business of the taxpayer is subject to
ratemaking by more than one body, or by reason of other cireym.
stances, the application of any provisions of this subsection to an
public utility property does not carry out the pu s of this
subsection, the Secretary or his delegate shall provide by regula.
tions for the application of such provisions in a manner consistent
with the purposes of this subsection.”

(b) Errecrive Date—The amendment made by subsection (a)
shall apply with respect to all taxable years for which a return has not
been filed before August 1, 1969.

SEC. 442. EFFECT ON EARNINGS AND PROFITS.
(a) Ix GexeraL—Section 312 (relating to earnings and profits) is
amended by adding at the end thereof the following new subsection:
“(m) Errect or DEPRECIATION ON EARNINGS AND PROFITS.—

“(1) GenNeran rRuLE—For purposes of computing the earnings
and profits of a corporation for any taxable year beginning after
June 80, 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) Exceerion.—If for any taxable year 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 section 167(a), and which is not—

“(A) adeclining 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 (%) (1) (C) of section 167,
then the adjustment to earnings and profits for depreciation for
such year shall be determined under the method so used (in lieu of
under the straight line method).

“(3) CERTAIN FOREIGN CORPORATIONS.—The provisions of para-
graph (1) shall not apply in computing the earnings and profis
of a foreign corporation for any taxable year for which less than
20 percent of the gross income from all sources of such corporation
is tf:rived from sources within the United States.”

(b) CoNFORMING AMENDMENTS.—

(1) Section 964(a) (relating to earnings and profits of 2
foreign corporation) is amended by striking out “For purpose
of this subpart,” and inserting in lieu thereof “Except as provided
in section 812(m) (3), for purposes of this subpart™. y

_ (2) Section 1248(c) (1) (relating to general rule for determins-
tion of the earnings and profits of a foreign corporation) ¥
amended by striking out “For purposes of this section,”
inserting in lieu thereof “Exce;)t as provided in section 312(m)
(3), for purposes of this section”.
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TITLE V—ADJUSTMENTS AFFECTING
INDIVIDUALS AND CORPORATIONS

Subtitle A—Natural Resources

SEC. 501. PERCENTAGE DEPLETION RATES.
a) CraxGe IN CerraiN Percentace Deprerion Rartes—Subsec-
tion (b) of section 613 (relating to percentage depletion) is amended

as follows:

%(h) PERCENTAGE Derrerion 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 United States—anorthosite,
clay, laterite, and nephelite syenite (to the extent that alumina
and aluminum compounds are extracted therefrom), 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 foﬁowing
metals: antimony, beryllium, bismuth, cadmium, cobalt,
columbium, lead, lithium, manganese, mercury, molybdenum,
nickel, platinum and platinum group metals, tantalum,
thorium, tin, titanium, tungsten, vanadium, and zine.

“(2) 15 rercENT—IT from deposits in the United States—

“(A) gold,silver, copper, and iron ore, and

“(B) oil shale (except shale described in paragraph (5)).

“(3) 14 PERCENT—

“(A) metal mines (if paragraph (1) (C) or (2)(A) does
not apply ), rock asphalt, and vermiculite: and

“(B) if paragraph (1)(C), (5), or (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 percExT—asbestos (if paragraph (1) (C) does not
apply), brucite, coal, lignite, perlite, sodium chloride, and
wollastonite.

“(5) Tl rercent—clay and shale used or sold for use in the
manufacture of sewer pipe or brick, and clay, shale, and slate used
or sold for use as sintered or burned lightweight aggregates.

*(6) b PERCENT—

“(A) gravel, peat, pumice, sand, scoria, shale (except shale
describedg in paragraph (2)(B) or (5)), and stone except
stone described in paragraph (7)) ;

“(B) clay used, or sold for use, in the manufacture of
drainage and roofing tile, flower pots, and kindred products;
and .

“(Q) if from brine wells—bromine, calcium chloride, and
magnesium chloride. - .

_ “(7) 14 pErcENT—Al] other minerals, including, but not lim-
ited to, aplite, barite, borax, calcium carbonates, diatomaceous
earth, dolomite, feldspar, fullers earth, garnet, gilsonite, granite,
llmestone, magnesite, magnesinm carbonates, marble, mollusk
shells (including clan 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 Iornamental.
stone), thenardite, tripoli, trona, and (if paragraph (1) (C) does

Mamn .
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not apply) bauxite, flake graphite, fluorspar, lepidolite. mie
spodumene, and tale (inc-lut'ﬁllg pyrophyllite), except that,1 u,:hl:ss
sold on bid in direct competition with a bona fide bid to sej]
mineral listed in paragraph (3), the percentage shall be 3 :j
cent for any such other mmeral (other than slate to which papy.
graph (5) applies) when used, or sold for use, by the mine oyygy
or operator as rip rap, ballast, road material, rubble, concpetq
aggregates, or for similar purposes. For purposes of this par.
graph, the term ‘all other minerals’ does not include—

“(A) soil,sod, dirt, turf, water, or mosses; or

“(B) minerals from sea water, the air, or similar inex.
haustible sources.

For the purposes of this subsection, minerals (other than sodiyy
chloride) extracted from brines pumped from a saline perennial Jake
within the United States shall not be considered minerals from gy
inexhaustible source.”

(b) Errecrive Dare—The amendment made by subsection (a)
shall apply to taxable years beginning after October 9, 1969,

SEC. 502. TREATMENT PROCESSES IN THE CASE OF OIL SHALE,

(a) In GexeranL.—Section 613(c) (4) (relating to treatment proe-
esses considered as mining) is amended by striking out “and” at the
end of subparagraph (G), by redesignating subparagraph (H) as sub-
paragraph (I), and by inserting after subparagraph (G) the folloy-
g new subparagraph:

“(H) in the case of oil shale—extraction from the ground,
crushing, loading into the retort, and retorting, but not hydro-
genation, refining, or any other process subsequent to retort-
ng; and”.

(b) Errective Date—The amendments made by subsection (a)
shall apply to taxable years beginning after the date of the enactment
of this Act.

SEC. 503. MINERAL PRODUCTION PAYMENTS.

(a) Ix Generar.—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. IN&%{;{FSTAX TREATMENT OF MINERAL PRODUCTION PAY-

“(a) Carvep-our Propuctiox PaymeNT—A production payment
carved out of mineral property shall be treated, for purposes of this
subtitle, as if it were a mortgage loan on the property, and shall not
qualify as an economic interest in the mineral property. In the case
of a production payment carved out for exploration or development of
a mineral property, the preceding sentence shall apply only if and to
the extent gross income from the property (for purposes of section
613) would be realized, in the absence of the application of such sen-
tence, by the person creating the production payment.

“(b) Rerarneo Probuction PAyMENT ON SALE oF Minerar ProP-
ERTY.—A production payment retained on the sale of a mineral prop-
erty shall be treated, for purposes of this subtitle, as if it were &
purchase money mortgage loan and shall not qualify as an economi
interest in the mineral property.

“(¢) Rerainep PropuctioNn PAymEeNT oN Lease oF MineraL ProF-
ErTY.—A production payment retained in a mineral property by the
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r in a leasing transaction shall be treated, for purposes of this
itle, insofar as the lessee (or his successors in interest) is con-
cerned, as if it were a bonus granted by the lessee to the lessor payable
in installments. The treatment of the ﬁroducmon ayment in the hands
of the lessor shall be determined without regard to the provisions of
is subsection. : ! )
T (’d) DeriNITION.—AS used in this section, the term ‘mineral prop-
BrL?r has the meaning assigned to the term ‘property’ in section 614(25 :
(e) quLATIONS.-—The Secretary or his delegate shall prescribe
such regulations as may be necessary to carry out the purposes of this
jon.”
9Eﬂf];.) CLERICAL AMI:NDMENT:—TI‘AE table of parts for subchapter I of
chapter 1 is amended by adding at the end thereof the following:
“Part IV. Mineral production payments.”
(¢) ErrecTive DaTES.—

(1) Generar 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 pay-
ments created before January 1, 1971, pursuant to a binding con-
tract entered into before August 7, 1969.

(2) Erecrion.—At the election of the taxpayer (made at such
time and in such manner 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 mineral properties after
the beginning of his last taxable year ending before August 7,
1969. No interest shall be allowed on any refund or eredit of any
overpayment resulting from such election for any taxable year
ending before August 7, 1969.

(3) Seecran rRuLE—VWith respect to a taxpayer who does not
elect the treatment provided in paragraph (2) and who carves
out one or more mineral production payments on or after
August 7, 1969, during the taxable year which includes such date,
the amendments made by this seetion shall apply to such produc-
tion payments only to the extent the aggregate amount of such
production payments exceeds the lesser of—

(A) the excess of—

(i) the aggregate amount of production payments
carved out and sold by the taxpayer during the 12-month
period immediately preceding his taxable year which
includes August 7, 1969, over )

(ii) 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, within the meaning of chapter 1 of
subtitle A of the Internal Revenue Code of 1954, for the tax-
able year which includes August 7, 1969, to an amount equal
to the amount of deductions (other than any deduction under
s;alct.ifm 172 of such Code) allowable for such year under such
chapter. i

The preceding sentence shall not ap{ﬂy for purposes of determin-
Ing the amount of any deduction allowable under section 611 or

the amount of foreign tax credit allowable under section 904 of
such Code.
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SEC. 504. EXPLORATION EXPENDITURES.

(a) AMENDMENTS TO SEcTION 615.—Section 615 (relating to explo.

ration expenditures) is amended—

(1) by striking out the heading and inserting in lieu thereos.

“SEC. 615. PRE-1970 EXPLORATION EXPENDITURES.”; and

(2) by adding at the end thereof the following new subsectioy.
“(h) TeraNarioN.—The provisions of this section shall not apply

with respect to expenditures paid or incurred after December
1969.”

ly
3,

(b) AxENpMENTS TO SECTION 617.—Section 617 (relating to adg;.
tional exploration expenditures in the case of domestic mining) j

amended—

(1) by striking out the heading and inserting in lieu thereof.
“SEC. 617. DEDUCTION AND RECAPTURE OF CERTAIN MINING EXPLg.

RATION EXPENDITURES.”;

(2) by striking out in subsection (a) (1) “in the United States
or on the Outer Continental Shelf (within the meaning of sectioy
2 of the Outer Continental Shelf Lands Act, as amended and sup-
plemented; 43 U.S.C. 1331)”; and

(3) by striking out subsection (h) and inserting the following
in lieu thereof :

“(h) Limrrarion.—

“(1) I~ GENERAL—Subsection (a) shall apply to any amount
paid or incurred after December 31, 1969, with respect to an
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 section
615(a) and the amounts which are or have been treated as deferred
expenses under section 615(b), or the corresponding provisions of
prior law, does not exceed $400,000.

“(2) AMOUNTS TAKEN INTO ACCOUNT.—For purposes of par-
graph (1), there shall be taken into account amounts deducted
and amounts treated as deferred expenses by—

“(A) thetaxpayer,and

“(B) any individual or corporation who has transferred to
the taxpayer any mineral property.

“(3) ArPLICATION 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 if—

“(A) the taxpayer acquired any mineral property from
the individual or corporation under circumstances whi
make paragraph (1), (8), (11), (15), (I7), (20), or (22)
section 113(af) of the Internal Revenue Code of 1939 apply
to such transfer;

“(B) the taxpayer would be entitled under section 381(¢)
(10) to deduct expenses deferred under section 615 (b) had the
distributor or transferor corporation elected to defer such
expenses; or

“(C) the taxpayer acquired any mineral property from
the individual 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.”
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(¢) CONFORMING AMENDMENTS.—
(1) Section 243£b) (3) (C) (iii) is amended by striking out
“aectlog gﬁ ((:]:]))(11))’”and inserting in lieu thereof “sections 615(c)
1) an . d
( %2) Para%mp (10) of section 381(c) is amended—
(A) ({‘stniung. out so much as precedes the second sen-
tence and inserting in lieu thereof:

%(10) TREATMENT OF CERTAIN MINING EXPLORATION AND DEVEL-
OPMENT EXPENSES OF DISTRIBUTOR OR TRANSFEROR CORPORATION.—
The acquiring corporation shall be entitled to deduct, as if it were
the distributor or transferor.corporatmn, expenses deferred under
sections 615 and 616 (relating to pre-1970 exploration expendi-
tures and development expenditures, respectively) if the distrib-
ator or transferor corporation has so elected.”; and

(B) by adding at the end thereof the following new
sentence: “For the purpose of applying the limitation pro-
vided 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 T03(b) is amended by striking out “(relating to
exploration exl_}endltul‘ei{ or under section 617 (relating to addi-
tional exploration expenditures in the case of domestic mining)™
and inserting in lieu thereof “(relating to pre-1970 exploration
expenditures) or under section 617 (relating to deduction and
recapture of certain mining exploration expenditures)”.

(4) Paragraph (10) of section 1016(a) is amended by inserting
“pre-1970” after “certain”.

(5) The table of sections for part I of subchapter I of Chapter 1
is amended—

(A) by striking out the item relating to section 615 and
inserting in lieu thereof:

“Sec, 615. Pre-1970 exploration expenditures.”; and

(B) by striking out the item relating to section 617 and
inserting in lieu thereof:
“See. 617. Deduction and recapture of certain mining exploration
expenditures.”
(d) Errective DaTE—

(1) Ix eeExeraL.—The amendments made by this section shall
agply with respect to exploration expenditures paid or incurred
atter December 31, 1969,

(2) PRESUMPTION OF ELECTION UNDER SECTION 617.—For pur-
poses 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 expenditures paid or incurred before Janu-
ary 1, 1970, shall be treated as an election under section 617 (a)
of such Code with respect to exploration exggndit-ures paid or
incurred after December 31, 1969. The preceding sentence shall
not apply to any taxpayer who notifies the Secretary of the
Treasury or his delegate (at such time and in such manner as the
Secreta_ry or his delegate prescribes by regulations) that he does
not desire his election uncﬁar section 615 (e% to be so treated.

633

78 Stat. 53.
26 USC 243.

68A Stat. 127.

26 USC 616.

Ante, p. 632.

26 USC 703.

68A Stat. 300.



634 PUBLIC LAW 91-172-DEC. 30, 1969 (83 S

SEC. 505. CONTINENTAL SHELF AREAS.
(a) I~ Generar.—Subchapter I of chapter 1 (relating to Natur
68A Stat. 207;  pesources) is amended by adding after part IV (added by 3905501151‘3;

Ante, p. 630.

26 vsc s11-  of this Act) the following new part:

636.
“PART V—CONTINENTAL SHELF AREAS

“Sec. 638. Continental shelf areas.
“SEC. 638. CONTINENTAL SHELF AREAS.
“For purposes of apgly ing the provisions of this chapter (inclugj
g0 on Star. 276 sections 861(a) (3) and 862(a) (3) in the case of the performance of
26 usc 861, 862. personal services) with respect to mines, oil and gas wells, and othe,
natural deposits—

Ml “(1) the term ‘United States’ when used in a geographie
sense includes the seabed and subsoil of those submarine aregg
which are adjacent to the territorial waters of the United States
and over which the United States has exclusive rights, in aceord.
ance with international law, with respect to the exploration and
exploitation of natural resources; and

co"::ﬁ;e ign “(2) the terms ‘foreign country’ and ‘possession of the United
HPassasalbnor States’ when used in a geographical sense include the seabed and

ttis Dottad subsoil of those submarine areas which are adjacent to the terri-
ates.

torial waters of the foreign country or such possession and over
which the foreign country (or the United States in case of such
{mssession) has exclusive rights, in accordance with international
aw, with respect to the exploration and exploitation of natural
resources, but this paragraph shall apply in the case of a forej
country only if it exercises, directly or indirectly, taxing jurisdic-
tion 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.” .
oot e (b) Sovrce or IncoMe ¥or WritnnOLDING 0F Tax.—Section 1441
T (rvelating to withholding of tax on nonresident aliens) is amended by
adding at the end thereof the following new subsection:

“(f) CONTINENTAL SHELF AREAS.—

“For sourees of income derived from, or for services performed with
respect to, the exploration or exploitation of natural resources on sub-
marine areas adjacent to the territorial waters of the United States, se¢
section 638.”

(¢) Crerrcar. AmexpMENT.—The table of parts for subchapter Iof
chapter 1 is amended by adding at the end thereof the following new
item:

“Part V. Continental shelf areas.”

SEC. 506. FOREIGN TAX CREDIT WITH RESPECT TO CERTAIN FOREIGN
MINERAL INCOME. p
) (a) LomrratioNn ox AMmounT oF ForeioN Taxes Arrowep.—Section
goA Stat. 285 901 (relating to taxes of foreign countries and possessions of the
United States) is amended—

(1) by redesignating subsection (e) as subsection (f), and

(2) by inserting after subsection (d) the following new sub-
section :

“(e) Foreiey Taxes on MiNeraL INcoME— .

“(1) REDPUCTION IN AMOUNT ALLOWED.—Notwithstanding sub-
section (b), the amount of any income, war profits, and exces
profits taxes paid or accrued during the taxable year to any forelg®
country or possession of the Unite%] States with respect to foreigh
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mineral income from sources within such country or possessio
which would (but for this paragraph) be allowedrgnderpsuchs:ubl}
gection shall be reduced by the amount (if any) by which—

“ & A) the amount of such taxes (or, if smal er, the amount
of the tax which would be computed under this chapter with
respect to such income determined without the deduction
allowed under section 613), exceeds

“(B) the amount of the tax computed under this chapter
with respect to such income.

“(2) FOREIGN MINERAL INCOME DEFINED.—For purposes of
paragra h (1), the term ‘foreign mineral income’ means income
derived from the extraction of minerals from mines, wells, or other
natural (lgpnsits, the processing of such minerals into their pri-
mary products, 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 paid by the taxpayer under
section 902, to the extent such dividends are attributable to
foreign mineral income, and

“(B) that portion of the taxpayer’s distributive share of
the in('.?me of partnerships attributable to foreign mineral
income

(b) Erecrion oF Overarn Limrrarion.—Section 904(b) (relating
toelection of overall 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
inserting 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 insert- |

ing in lieu thereof “Except in a case to which paragraph (1) (B)
applies, if the taxpayer”.

(¢) Errrcrive Date.—The amendments made by this section shall

apply with respect to taxable years beginning after December 31, 1969.

Subtitle B—Capital Gains and Losses

SEC. 511. INCREASE IN ALTERNATIVE CAPITAL GAINS TAX.

(a) Derixrrion or Ner Seerron 1201 Garn.—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) NersectioN 1201 GAIN.—The term ‘net section 1201 gain’
means the excess of the net long-term capital gain for the taxable
year over the net short-term capital loss for such year.” .

) IncreasE ¥ ArtErNATIVE Tax Rares—Section 1201 (relating
toalternativetax) is amended to read as follows:

“SEC. 1201, ALTERNATIVE TAX. )

“(a) CorporaTrons.—If for any taxable year a corporation has a
Iet section 1201 gain, then, in lieu of the tax imposed by sections 11, 511,
521 (a) or (c),and 831(a), there is hereby imposed a tax (if such tax is
less than the tax imposed by such sections) which shall consist of the
Sim of a tax computed on the taxable income reduced by the amount of

net section 1201 gain, at the rates and in the manner as if this
Subsection had not been enacted, plus—
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“(1) in the case of a taxable year beginning before January |
1975— L
“(A) ataxof 25 percent of the lesser of—
“(i) theamount of the subsection (d) gain, or
g “(i1) the amount of the net section 1201 gain,
an
“(B) ataxof 30 percent (28 percent in the case of a t
year beginning after December 31, 1969, and before Jam?x :;: .
1971) of the excess (if any) of the net section 1201 gain gye
the subsection (d) gain;and

“(2) inthecaseofa taxable year beginning after December 31
1974, a tax of 30 percent of the net section 1201 gain. /

“(b) Orier Taxpayers—If for any taxable year a taxpayer othey

than a corporation has a net section 1201 gain, then, in lieu of the tyy

Post.p. 678 imposed by sections 1 and 511, there is hereby imposed a tax (if sych

e B tax is less than the tax imposed by such sections) which shall consjg
of the sum of—

“(1) a tax computed on the taxable income reduced by y,
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) atax 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

“(3) if the amount of the net section 1201 gain exceeds the
amount of the subsection (d) gain, a tax computed as provided in
subsection (c) on such excess.

“(e¢) Compuration or Tax on Carrran Gaix v Excrss or S
secrioNn (d) GaiN—

“(1) In gexerarL.—The tax computed for purposes of subsec
tion (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 subsec-
tion (b) (1) plus (B) an amount equal to 50 percent of the sub-
section (d) gain.

“(2) Layrramion.—Notwithstanding paragraph (1), the fax
computed for purposes of subsection l?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) 2914 percent, in the case of a taxable year beginning
after December 31, 1969, and before January 1, 1971, 0r
“(B) 3214 percent, in the case of a taxable year beginning
after December 31, 1970, and before January 1, 1972. |
“(d) Susskcrion (d) Gainy Derinep.—For purﬁ)oses o% this section
the term ‘subsection (d) gain’ means the sum of the long-term capital
gains for the taxable year arising—

“(1) in the case of amounts received before January 1, 197
from sales or other dispositions pursuant to binding contracts
(other than any gain from a transaction described in section 63!

(oK st ;13 or 1235) entered into on or before October 9, 1969, including sl
26 USC 631, or other dispositions the income from which is returned on

1235. basis and in the manner prescribed in section 453(a) (1); 4 &
e s sts “(2) in respect of distributions from a corporation made Eﬂ‘!’
to October 10, 1970, which are pursuant to a plan of complete qu!

dation adopted on or before October 9, 1969, and
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¢(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 filing a separate return) over the
sum of the gains to which pa.mgrapﬁs (1) and (2) apply.

“(B) Cross REFERENCES.—

«For computation of the alternative tax—
“(1) in the case of life insurance companies, see section 802(a)(2);
“(2) in>the case of regulated investment companies and their share-

holders, see section 852(b)(3) (A) and (D); and

“(3) in the case of real estate investment trusts, see section 857(b)
3)(A)”
(¢) CONFORMING AMENDMENTS.—

(1) Section 802(a)(2) (B) (relating to alternative 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 reg-
ulated investment companies and their 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 section 1201 (a), on”,

(B) by adding at the end of subparagraph (C) the follow-
ing new sentence: “For purposes of subparagraph (A) (ii),
the deduction for dividends paid shall, in the case of a tax-
able year beginning before January 1, 1975, 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).7,

(C) gy striking out “of 25 percent” in subparagraph (D)
(1),an

(D) by amending subparagraph (D) (iii) to read as
follows:

“(ii1) The adjusted basis of such shares in the hands
of the shareholder shall be increased, with respect to the
amounts required by this subparagraph to be included in
computing his long-term capital gains, by 75 percent of
so much of such amounts as equals the amount subject to
tax in accordance with section 1201(a) (1) (A) and by
70 percent (72 percent in the case of a taxable year begin-
ning after December 31, 1969, and before January 1,
1971) 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 imposition of tax in the
case of capital gains of real estate mvestment trusts) is amended :

(Al) by striking out “of 25 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 follow-
ing new sentence: “For purposes of subparagraph (A) (ii),
in the case of a taxable year beginning before January 1,
1975, the deduction for d}ividends paid shall first be made
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from the amount subject to tax in accordance wit
tion 1201(a) (1) (B), to the extent thereof, and thep fw"
the amount subject to tax in accordance with Sectioy
1201(a) (1) (A).” ; -

(4) Section 1378 (relating to tax imposed on certain capita]
gains of an e]ect.in% small business corporation) is amended .

(A) by striking out “25 percent of” in subsection (b) (1)
and inserting in lieu thereof “the tax, determined as pProvideq
in section 1201 (a), on”,

(B) by adding at the end of subsection (b) the followiy,
new sentence: “In applying section 1201(a) (1) (A) and (R
for purposes of paragraph (1), the $25,000 limitation shqf]
first be deducted from the amount (determined withoy
regard to this subsection) subject to tax in accordance wit
section 1201 ( a? (1) (B), to the extent thereof, and then froy
the amount (determined without regard to this subsectioy
sul(ylject to tax in accordance with section 1201(a) (1) (A)*
an

(C) by striking out “25 percent of” in subsection (e)(3)
and inserting in lien thereo? “a tax, determined as provided
in section 1201 (a), on”.

(d) Errective Date.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1969.

SEC. 512. CAPITAL LOSSES OF CORPORATIONS.

(a) Toree-Yrar CarryBaCK oF NET Carrrar Losses.—Section
1212(a) (1) (relating to capital loss carryover for corporations) is
amended to read as follows:

“ (1} Ix geNEraL.—If a corporation has a net capital loss for any
taxable year (hereinafter in this paragraph referred to as the ‘loss
year’), the amount thereof shall be—
“(A) acapital loss carryback to each of the 3 taxable years
preceding the loss year, but only to the extent—

“(1) such loss is not at.trigutable to a foreign expro-
priation capital loss, and

“(ii) the carryback of such loss does not increase 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 toa
foreign expropriation capital loss) succeeding the loss year,
and shall be treated as a short-term capital loss in each such tax-
able year. The entire amount of the net capital loss for any taxable
year shall be carried to the earliest of the taxable years 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 los
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 yeas
to which such loss may be carried. For purposes of the precﬁd]gﬁ
senfence, the net capital gain for any such prior taxable year

be computed without regard to the net capital loss for the 103

year or for any taxable year thereafter. In the case of any!

capital loss which cannot be carried back in full to a p

taxable year by reason of clause (ii) of subparagraph (A), the net

capital gain for such prior taxable year shall in no case be treated
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as greater than the amount of such loss which can be carried back
to sucl?, rgcedmg taxable year upon the application of such
clause (11). {

SeeciaL RuLes.—Section 1212 (a) (relating to net capital losses

of corporations) is amended by adding at the end thereof the following
pew paragra hs:

“(3) ELECTING SMALL BUSINESS CORPORATIONS.—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 corpora-
tion under subchapter S, and a net capital loss of a corporation
(for a year for which it is not such an electing small business cor-
poration) shall not be carried back under paragraph (1) (A) toa
taxable year for which it is an electing small business corporation.

“(4) SPECIAL RULES ON 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 defined in section 552) ;

“(B) for which it is a regulated investment company (as
defined in section 851) ;

“(C) for which it is a real estate investment trust (as
defined in section 856) ; or

“(D) for which an election made by it under seetion 1247
is applicable (relating to election by foreign investment com-
panies to distribute income currentl \g) S

(¢) Cerrain CorroraTe Acquisitions.—Section 381(h) (3) (relat-

ing to operating rules for carryovers in certain corporate acquisitions)
is amended by striking out *a net operating loss” and inserting in lieu
thereof “a net operating loss or a net capital loss”,

(d) TextaTive CARRYBACK ApsusTMENTS.—Section 6411 (relating

to quick refunds in respect of tentative carryback adjustments) 1s
amended—

(1) by striking out the first two sentences of subsection (a) and
inserting in lieu 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 section
172(b), by an investment credit carryback provided in section
46(b), or {y a capital loss earryback provided in section 1212(a)
(1), from any taxable year. The app?ication shall be verified in
the manner prescribed by section 6065 in the case of a return 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 cap-
ital loss, or unused investment credit from which the carryback
results and within a period of 12 months from the end of such
taxable year (or, with respect to any portion of an investment
credit carryback from a taxable year attributable to a net oper-
ating 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 I‘e(;‘llll‘ed by
regulations prescribed by the Secretary or his delegate.”, and

(2) by striking out “net operating loss or unused investment
credit”, wherever such term appears in subsections (a) (1), (b),
and, (c), and inserting in lieu Blereof “net operating loss, net cap-
ital loss, or unused investment credit”.

() Srarures or LimiraTions aNp INTEREST RELATING TO CAPITAL
88 CARRYBACKS.—
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72 Stat. 1663; 1) ASSESSMENT AND COLLECTION.—Section 6501 (relatin
S s eehi: linsitltions on assessment and collection) is amende&— ting to
(A) by striking out “Loss CarryBacKs” in the heading of
subsection (h) and inserting in lieu thereof “Loss or Capypy,

Loss CaArryBACKS”,

(B) by striking out “loss carryback” in subsection (h
inserting in lieu thereof “loss carryback or a capital log
carryback”,

(‘5) by striking out “operating loss which” in subsectigy
(h) and inserting in lien thereof “operating loss or net capita]
loss which”,

(D) by striking out “assessed, or within 18 months” and g
that follows thereafter in subsection (h) and inserting in Jjg,
thereof “assessed. In the case of a deficiency attributable ¢,
the application of a net operating loss earryback, such defi.
ciency may be assessed 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

76 Stat. 889. Expansion Act of 1962, if later than the date prescribed by

26 USC 172. . [t}
the preceding sentence.”,

81 Stat. 731. (E) by striking out “loss carryback” in subsection (j) and
inserting in lieu thereof “loss carryback or a capital los
cangback”, and )

(F) by striking out “net operating loss carryback or an
investment credit carryback™ in subgection (m) and inserting
in lieu thereof “net operating loss earryback, a capital loss
carryback, or an investment credit carryback”,

i A et 808; (2) CrepIT orR REFUND.—Subsection (d) of section 6511 (relat-

ing to limitations on credit or refund) is amended—

(A) by striking out “ross carryBacks™ in the heading of
paragraph (2) and inserting in lieu thereof “ross or carimas
LOSS CARRYBACKS”,

(B) by striking out “loss carryback™ in that part of para-
graph (2)(A) which precedes clause (i) thereof and insert-
ing in lieu thereof “loss carryback or a capital loss carryback”,

(C) by striking out “operating loss which” in that part of
paragraph (2)(A) which precedes clause (i) thereof and
inserti,l;lg in lieu thereof “operating loss or net capital loss
which”,

(D) by striking out “loss earryback™ 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 paragraph (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 carryback
adjustment, the determination by any court, including the
Tax Court, in any proceeding in which the decision of the
court has become final, shall be conclusive except with respect
to the net operating loss deduction, and the effect of suc
deduction, or with respect to the determination of a short
term capital loss, and the effect of such short-term capita
loss, to the extent that such deduection or short-term .Caplml
loss is affected by a carryback which was not an issue in it
proceeding.”,

(F) by striking out “loss carryback” in paragraph (2) (_B}
(ii) and inserting in lieu thereof “loss carryback or a capitd
loss carryback, as the case may be,”, and
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(G) by striking out “loss carryback” in paragraph (4
and insert,l,ng in li‘eu thereof ﬁ, (-arrybagk m-g a ({)api(ta} S?s?s
carryback”.

(3) INTEREST ON UNDERPAYMENTS.—Section 6601 (e) (relating
to computation of interest in case of carryback or adjustment for
certain unused deductions) is amended—

(A) by striking out “Loss carrYEACK” in the heading of
paragraph (1) and inserting in lieu thereof “Loss orR CAPITAL
LOSS CARRYBACK”, .

(B) by striking out “net operating loss” wherever it
appears 1n paragraph (1) and inserting in lien thereof “net
operating loss or net capital loss”, an

(C) by striking out “loss carryback” in paragraph (2) and
inserting in lieu thereof “loss carryback or a capital loss
carryback”.

(4) INTEREST ON OVERPAYMENTS.—Section 6611(f) (relating to
interest in case of refund of income tax caused by carryback or
adjustment for certain unused deductions) is amended—

(A) by striking out “ross carryBack” in the heading of
paragraph (1) and inserting in lieu thereof “Loss or caprTAL
LOSS CARRYBACK”,

(B) by striking out “net operating loss” wherever it ap-
pears 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 lieu thereof “loss carryback or a capital loss
carryback”.

(f) TEcHNICAL AMENDMENTS.—

(1) The heading of section 1212 is amended by striking out
“CARRYOVER?” and inserting in lieu thereof “CARRYBACKS
AND CARRYOVERS”.

(2) The item relating to section 1212 in the table of sections for
part IT of subchapter P of chapter 1 is amended by striking out
“carryover” and inserting in lieu thereof “carrybacks and carry-
overs”,

(3) Section 246(b) (1) (relating to dividends received deduec-
tion) is amended by striking out “and 247” and inserting in lieu
thereof “and 247, and without regard to any capital loss carryback
to the taxable year under section 1212(a) (1).”

(4) Section 481(b)(3) (A) (relating to changes in method of
accounting) is amended by striking out “loss carryover” and
inserting in lieu thereof “loss earryback or carryover”™.

(5) Section 535 (b) (6) (relating to improper accumulations of
surplus) is amended— )

(A) by striking out “capital loss carryover” in the first
sentence and inserting in lieu thereof “capital loss carryback
or carryover”, and .

(B) by striking out “capital loss carryover” in subpara-
Eraph (B) and inserting in lieu thereof “capital loss carry-

ack and earryover”. :

(6) Paragraph (7) of section 535(b) érelatmg to treatment of
capital loss carryovers) is amended to read as follows: .

“(7) CaprrarL Loss.—No allowance shall be made for the capital
loss carryback or carryover provided in section 1212.” .

(7) Section 1314(a) (relating to mitigation of limitations) is
amended by striking out “capifal loss carryover” and inserting
i lieu thereof “capital loss carryback or carryover”.
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68A Stat. 340. 8) The Jast sentence of section 1314(h) (relating to m
| adgus)stment) is amended to read as follows: “In %hz ca;ethgg o
adjustment resulting from an increase or decrease in a net oper
ating loss or net capital loss which is carried back to the year oi
adjustment, interest shall not be collected or {)laid for any Periog
rior to the close of the taxable year in which the net °Per&ting
ﬁ)ss or net capital loss arises.”
(%) Errecrive Dare—The amendments made by this section ghy
apply with res%ect to net capital losses sustained in taxable years
beginning after December 31, 1969.
SEC. 513. CAPITAL LOSSES OF INDIVIDUALS.
(a) Loyrarioy oN Arrowance or Caprrar Losses.—Section 191
(b) (relating to limitation on capital losses of taxpayers other thyy
corporations) is amended to read as follows:
“(b) OrrER TaXPAYERS.—
“(1) Inx eeNERAL.—In the case of a taxpayer other than a egp.
poration, losses from sales or exchanges of capital assets shall he
allowed only to the extent of the gains from such sales g
exchanges, plus (if such losses exceed such gains) whichever of
the following is smallest :
& %A) the taxable income for the taxable year,
“(B) $1,000, or
“(C) the sum of—
“(i) the excess of the net short-term capital loss over
the net long-term capital gain, and
“(i1) one-half of the excess of the net long-term capital
loss over the net short-term capital gain.

“(2) Marriep iNpIviDUALS.—In the case of a husband or wife
who files a separate return, the amount specified in paragraph
(1) (B) shall be $500 in lieu of $1,000.

“(3) CoMPUTATION OF TAXABLE INcoME—For purposes of para-
graph (1), taxable income 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’.” .
78 Stat. 99. (b) Carrrar Loss Carryover—Section 1212(b) (relating to capital

loss carryover of taxpayers 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%faph %l)!
thereof the

Pgst, p. 675.

and by striking out paragraph (2) and inserting in lieu
following new paragraphs:
“(2) SPECIAL RULES.— '
“(A) For purposes of determining the excess referred toi
aragraph (1) (A), an amount equal to the amount allow
or the taxable year under section 1211(b) (1) (A), (B),or
(C) shall be treated as a short-term capital gain in such year
“(B) For purposes of determining the excess referred t0
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 :
“(i1) the excess of the amount described in clause (i)
over the net short-term capital loss (determined withot
regard to this subsection) for such year,
shall be treated as a short-term capital gain in such year.
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| #(3) TraxsiTIONAL RULE—In the case of any amount which,
under paragraph (1) and section 1211(b) (as in'effect for taxable Ante. ». 642.
ears beginning before J. anuary 1,1970), is treated as a eapital loss
in the first taxable year beginning after December 31, 1969, para-
ph (1) and section 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 beginnin
after December 31, 1969, shall not apply) to the extent such
amount exceeds the total of any net capital gains (determined
without regard to this subsection) of taxable years beginning
after December 31, 1969.”

(¢) CONFORMING AMENDMENT.—Section 1222(9) (defining net capi- 78 stat. 100,
tal gain) is amended by striking out “In the case of a corporation, the” 1222.
and inserting in lieu thereof *The”.

(d) ErrectivE DaTe.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1969,

SEC. 514. LETTERS, MEMORANDUMS, ETC.

a) TrearMENT A8 PropErTY Whica Is Nor o Capiran AsseT.—
Section 1221 (3) (relating to definition of eapital asset) is amended to  68A star. 321.
read as follows:

“(3) a copyright, a literary, musical, or artistic compaosition, a
letter or memorandum, or similar property, held by—

“(A) a taxpayer whose personal efforts created such
property,

*(B) in the case of a letter, memorandum, or similar prop-
erty, a taxpayer for whom such property was prepared or
produced, or

“(C) ataxpayer in whose hands the basis of such property
is determined, for purposes of determining gain from a sale
or exchange, in whole or part by reference to the basis of such
property in the hands of a taxpayer described in subpara-
eraph (A) or (B) ;™

(b) CoNFORMING AMENDMENTS.— )

(1) Section 341 (e) (5) (A) (iv) (relating to definition of subsec- 72 Stat- 1618.
tion (e) asset in the case of collapsible corporations) is amended to
read as follows:

“(iv) property (unless included under clause (i), (ii), or
(ii1)) which consists of a copyright, a literary, musical, or
artistic composition, a letter or memorandum, or similar
property, or any interest in any such property, 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 indi-
vidual who owns more than 5 percent in value of the stock of
the corporation.” )

(2) Section 1231 (b) (1) (C) (relating to definition of property
used in the trade or business) is amended by inserting *, a letter or
memorandum” before , or similar property”.

(¢) Errrcrive Date—The amendments made by this section shall
apply to sales and other dispositions occurring after July 25, 1969.

SEC. 515, T%TAL SDISTRIBUTIONS FROM QUALIFIED PENSION, ETC,

643

(a) Livrration on Caprrarn Garns TREATMENT.— o
1) Earerovees’ TRustT.—Section 402(a) (relating to taxability 684 Stai 135
of beneficiary of exempt trust) is amended by adding at the end
thereof the following new paragraph:
“(5) LimrraTioN ON CAPITAL GAINS TREATMENT.—The first

Sl
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sentence of paragraph (2) shall apply to a distribution paiq after
December 31, 1969, only to the extent that it does not excepq the

of—
“(A) the benefits accrued by the employee on behg)
whom it is paid during plan years beginging before } g
an-
uary 1, 1970, and
“(B) the portion of the benefits accrued by such emply
during plan years beginning after December 31, 1969, wh]y‘fﬁ
the distributee establishes does not consist of the emplg 00,
allocable share of employer contributions to the trust by w jc]:
such distribution is paid. '
The Secretary or his delegate shall presceribe such regulations g
may be necessary to carry out the purposes of this para aph.”
(}é) Emproyee aNNuviTIES.—Section 403(a) (2) (re%;,t to
capital gains treatment for certain distributions under a ‘Ilﬂ:ﬁﬁed
annuity plan) is amended by adding at the end thereof the fo).
lowing new subparagraph:
“(C) LIMITATION ON CAPITAL GAINS TREATMENT.—Subpary.
graph (A) shall apply to a payment paid after December 31,
1969, only to the extent it does not exceed the sum of—
“(1) the benefits accrued by the employee on behal
of whom it is paid during plan years Leginning before
January 1,1970, and
“(ii) the portion of the benefits accrued by such
employee during plan years beginning after December 31,
1969, which the pa{ee establishes does not consist of the
employee’s allocable share of employer contributions
under the plan under which the annuity contract is
urchased.
The Secretary or his delegate shall preseribe such regnlations
as may be necessary to carry out the purposes of this sub-

68A Stat. 138.
26 USC 403.

paragraph.” ) )
76 Stat. 824. (b)) LimrratioN oN Tax.—Section 72(n) (re]atmﬁ to treatment of
certain distributions 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) GeneraL RruLE—This subsection shall apply fo
amounts—
“(i) distributed to a distributee, in the case of an
employees’ trust described in section 401(a) which is
exempt from tax under section 501 (a),or .
“(i1) paid to a payee, in the case of an annuity plan
described in section 403 (a), o
if the total distributions or amounts payable to the distribute
or payee with respect to an employee (including an individus
who is an employee within the meaning of section 401 (c) (1))
are paid to the distributee or payee within one taxable year ¢
the distributee or payee, but only to the extent that sectiol
402(a) (2]?) or 403(a) (2) (A) does not apply to such amounts
“(B) DISTRIBUTIONS TO WHICH APPLICABLE.—This subset
tion shall apply only to distributions or amounts paid—
“%i on account of the employee’s death,
“(i1) with respect to an individual who is an emplﬁf.”
without mg:ord to section 401(c) (1), on account of b
separation from the service,

Ed
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“(ii1) with respect to an employee within the meaning
of section 401 (¢) (1), after he has attained the age of 5014
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) Minimusm periob oF sErvicE—This subsection shall
apply to amounts distributed or paid to an employee from or
under a plan only if he has been a participant in the plan for
5 or more taxable years prior to the taxable year in which such
amounts are distributed or paid.

“(D) AxounTs susseer 10 rENALTY.—This subsection
shall not apply to amounts described in clanses (ii) and (iii)
of subparagraph (A) of subsection (m)(5) (but,in the case
of amounts deseribed in clause (ii) of such subparagraph, only
to the extent that subsection (m)(5) applies to such
amounts).”; and

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

“(4) SPECIAL RULE FOR EMPLOYEES WITHOUT REGARD TO SECTION
101 ¢)(1.—In the ease of amounts to which this subsection
applies which are distributed or paid with respect to an individual
who is an emll)loyee without regard to section 401(c) (1), para-
graph (2) shall be applied with the following modifications:

“(A) 7 times’ shall be substituted for ‘5 times’, and ‘142
percent’ shall be substituted for ‘20 percent’.

“(B) Any amount which is received during the taxable
year by the employee as compensation (other than as deferred
compensation within the meaning of section 404) for personal
services performed for the employer in respect of whom the
amounts distributed or paid are received shall not be taken,
into aceonnt.

“(C) No portion of the total distributions or amounts pay-
able (of which the amounts distributed or paid are a part)
to which section 402 (a) (2) or 403 (a) (2) (A) applies shall be
taken into account,

Subparagraph (B) shall not apply if the employee has not
attained the age of 5914 years, unless he has died or become dis-
abled (within the meaning of subsection (m) (7)).”

(¢) TecuNicAL AND CONFORMING AMENDMENTS.—

(1) Section 405(e) (relating to capital gains treatment not to
apply to bonds distributed by trusts) is amended—

(A) by striking out “Caritan Gains TrearMENT” in the
heading and inserting in lieu thereof “Carrrar Gains Trear-
MENT AND LiMrraTion oF Tax”;

(B) by striking out “Section 402(a) (2)” and inserting in
lieu thereof “Section 72 (n) and section 402(a) (2)”; and

(C) by striking out “section” and inserting in lieu thereof
“sections™.

(2) Section 406 (¢) (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 “Provisioxs.,” in the heading and
incerting in lien thereof “Provisions axp LnnmarioNn or
Tax.”; and

2100 0 - TH - 43
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1015.

68BA Stat. 325.
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(B) by striking out “section 402(a) (2)” and inserting in
lieu thereof “section 72 (n), section 402(a) (2),”.

(8) Section 407 (¢) (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 “Provisions axp Linyiration or
Tax.”; and

(B) by striking out “section 402(a) (2)” and inserting in
lieu thereof “section 72(n), section 402(a) (2),".

(4) Section 1304(b) (2) (relating to certain provisions inap-
plicable) is amended to read as follows:

“(2) section 72(n) (2) (relating to limitation of tax in case of
total distribution),”.

(d) Errecrive Date—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) Saces or Tery InTERESTS,.—Section 1001 (relating to determina-
tion of amount of and recognition of gain or loss) is amended by adding
at the end thereof the following new subsection:

“(e) Cerraix TeryM INTERESTS.—

“(1) I~ cENERAL—In determining gain or loss from the sale or
other disposition of a term interest in property, that portion of the
adjusted basis of such interest which is determined pursuant to
section 1014 or 1015 (to the extent that such adjusted basis is a
portion of the entire adjusted basis of the property) shall be
disregarded.

“(2) TerM INTEREST IN PROPERTY DEFINED.—For purposes of
paragraph (1), the term ‘term interest in property’ means—

“(A) alifeinterest in property,
“(B) aninterest in property for a term of years, or
“(C) anincome interest in a trust.

“(3) Exceprion.—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

ersons.”

(bs) Cerrary Casvavry Losses UNpEr SecrioN 1231.—Section 1231
(a) (relating to property used in the trade or business and involun-
tary conversions) is amended by striking out all that follows para-
graph (1) and inserting in lieu thereof the following :

“(2) losses (including losses not compensated for by insurance
or otherwise) upon the destruction, in whole or in part, theft or
seizure, or re%msit.ion 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 involun-
tary conversion.

In the case of any involuntary conversion (subject to the provisions of
this subsection but for this sentence) arising from fire, storm, ship-
wreck, 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 resulting
in gain or loss) if during the taxable year the recognized losses from
such conversions exceed the recognized gains from such conversions.”
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(¢) Transrers oF Fraxcuises, TRapEMARKS AND TrADE NaMES—

(1) Ix eexeraL.—Part IV of subchapter P of chapter 1 (relat-

ing to special rules for determining czgital gains and losses) is

amended by adding after section 1252 (added by section 214 of this
Act) the following new section:

“SEC. 1253. TRﬁ\EL?EERS OF FRANCHISES, TRADEMARKS, AND TRADE

“(a) Generar Rure—A transfer of a franchise, trademark, or
trade name shall not be treated as a sale or exchange of a capital asset
if the transferor retains any significant power, right, or continuing
interest with respect to the subject matter of the franchise, trademark,
or trade name.

*(b) Derinrrions—For purposes of this section—

“(1) FRJ\N(.'HISE.—TEE term *franchise’ includes 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 CONTINUING INTEREST.—
The term ‘significant power, right, or continuing interest’ includes,
but is not limited to, the foliowing rights with respect to the inter-
est transferred :

“(A) A right to disapprove any assignment of such inter-
est, or any part thereof.

“(B) Aright toterminate at will.

“(C) A right to prescribe the standards of quality of
products used or sold, or of services furnished, and of the
equipment and facilities used to promote such products or
services.

¥(D) A right to require that the transferee sell or adver-
tise only products or services of the transferor.

“(E) A right to require that the transferee purchase sub-
stantially all of his supplies and equipment from the
transferor.

“(F) A right to payments contingent on the productivity,
use, or disposition of the subject matter of the interest trans-
ferred, if such payments constitute a substantial element
under the trausfer agreement.

*(3) Transrer.—The term ‘transfer’ includes the renewal of a
franchise, trademark, or trade name.

*(c) TREATMENT OF CoNTINGENT PAYMENTS BY TRANSFEROR.—
Amounts received or aceruned on account of a transfer, sale, or other
disposition of a franchise, trademark, or trade name which are con-
tingent on the productivity, use, or disposition of the franchise, trade-
mark, or trade name transterred shall be treated as amounts received or
accrued from the sale or other disposition of property which is not a
capital asset.

“(d) TrearmeNt oF PaymMeENTS BY TRANSFEREE.—

“(1) CoNTINGENT PAYMENTS.—Amounts paid or incurred dur-
ing 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) Ormer paYyMENTS—If a transfer of a franchise, trade-
mark, or trade name is not (by reason of the application of sub-
section (a)) treated as a sale or exchange of a capital asset, any

647
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payment not described in paragraph (1) which is made in dis-
charge of a principal sum agreed upon in the transfer agreement
shall be allowed as a deduction—

“(A) in the case of a sin?le payment made in discharge
of such principal sum, ratably over the taxable years in the
period beginning with the taxable year in which the %ayment
1s 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—

“(i) the period of the transfer agreement, or
“(i1) a period of more than 10 taxable years, whether
ending before or after the end of the period of the trans-
fer 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 regulations prescribed by the Secretary
or his delegate, consistently with the preceding provisions of
this paragraph.

“(e Excnmon.——[i‘his section shall not apply to the transfer of a
franchise to engage in Professional football, basketball, baseball, or
other professional sport.”

(2) CONFORMING AMENDMENTS.—
Flonts 2. 710, (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 thertl:(;% the following:
“(2) For special rule relating to the treatment of payments by
a transferee of a franchise, trademark, or trade name, see section

1253.”
534 stat. 209; (B) Section 1016(a) (relating to adjustments to basis) is
s b amended by striking out the period at the end of paragraph

(21) and inserting in lieu thereof a semicolon, and by insert-
ing 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

Anls, . 647- under section 1253(d) (2)."” ;

(C) The table of sections for part IV of subchapter P of
chapter 1 is amended by adding at the end thereof the follow-
ing new item:

“See, 1253. Transfers of franchises, trademarks, and trade
names,"”
(d) ErFecTiveE 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
taxable years beginning after mber 31, 1969.

(3) The amendments made by subsection (c) shall apply to
transfers after December 31, 1969, except that section 1253(d) (1)
of the Internal Revenue Code of 1954 (as added by subsection (¢) )
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 6pa;yrmeni;s made in taxable years en after
December 31, 1969, and beginning before January 1, 1980.
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Subtitle C—Real Estate Depreciation

SEC. 521. DEPRECIATION OF REAL ESTATE.

(a) SectioNn 1250 ProrERTY AND REHABILITATION PrOPERTY.—
Section 167 (relating to depreciation) is amended by redesi.ﬁcting sub-
section (j) as subsection (m), and by inserting after subsection (i)
the following new subsections:

*(j) Sercian Rures ror SectioN 1250 PROPERTY.—

“(1) GexeraL ruLE—Except as provided in paragraphs (2)
and (3), in the case of section 1250 property, subsection (b) shall
not apply and the term ‘reasonable allowance’ as used in subsec-
tion (a) shall include an allowance computed in accordance with
regulations prescribed by the Secretary or his delegate, under any
of the following methodys:

“(A) the straight line method,

“(B) the declining balance method, using a rate not exceed-
ing 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 productive of an annual
allowance which, when added to all allowances for the period
commencing with the taxpayer's use of the property and
including the taxable year, does not, during the first two-
thirds of the useful life of the property, exceed the total of
such allowances which would have been used had such allow-
ances been computed under the method described in subpara-
graph (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 PROPERTY.—

“(A) I~ eenErarL—Paragraph (1) of this subsection shall
not apply, and subsection (b) shall apply in any taxable year,
to a building or structure—

“(i) which is residential rental property located
within the United States or any of its possessions, or
located within a foreign country if a method of deprecia-
tion for such propertg' comparable to the method pro-
vided in subsection (b) (2) or (3) is provided by the
laws of such country, and

“(ii) the original use of which commences with the
taxpayer.

In the case of residential rental property located within a
foreign country, the original use of which commences with
the taxgayer, if the allowance for depreciation provided
under the laws of such country for such property is greater
than that provided under paragraph (1) of this subsection,
but less than that provided under subsection (b), the allow-
ance for depreciation under subsection (b) shall be limited
to the amount provided under the laws of such country.

“(B) Derintrion.—For purposes of subparagraph Z,A) , 8
building or structure sha]lpbe considered to be residential
rental property for any taxable year only if 80 percent or
more n? the gross rental income from such building or strue-
ture for such year is rental income from dwelling units
(within the meaning of subsection (k)(3)(C)). For pur-
poses of the preceding sentence, if any portion of such build-
ing or structure is occupied by the taxpayer, the gross rental
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income from such building or structure shall include the

rental value of the portion so occupied.

“(C) CHANGE IN METHOD OF DEPRECIATION.—Any change
in the computation of the allowance for depreciation for an
taxable year, permitted or required by reason of the appli-
cation of subparagraph (A), shall not ge considered a change
in a method of accounting.

‘(3) PROPERTY CONSTRUCTED, ETC., BEFORE JULY 25, 1969.—
Para th (1) of this subsection shall not apply, and subsection
(b) shall apply, in the case of property—

b Ag the construction, reconstruction, or erection of which
was before July 25, 1969, or

“(B) for which a written contract entered into before
July 25, 1969, with respect to any part of the construction,
reconstruction, or erection or for the permanent financing
thereof, was on July 25, 1969, and at all times thereafter,
binding on the taxpayer.

“(4) Usep sECTION 1250 PROPERTY.—Except as provided in par-
agraph (5), in the case of section 1250 property acquired after
July 24, 1969, the original use of which does not commence with
the taxpayer, the allowance for depreciation under this section
shall beliimited to an amount computed under—

“(A) the straight line method, or :

“(B) any other method determined by the Secretary or

his delegate to result in a reasonable allowance under sub-

section (a), not including—

“(i) any declining balance method,

“(i1) the sum of the years-digits method, or

“(ii1) any other method allowable solely by reason of

the application of subsection (b) (4) or paragraph (1)
C) ofI:‘,his subsection.

“(5) UsED RESIDENTIAL RENTAL PROPERTY.—In the case of sec-
tion 1250 property which is residential rental property (as defined
in paragraph (2) (B)) acquired after July 24, 1969, having a use-
fu]p life of 20 years or more, the original use of which does not
commence with the taxpayer, the allowance for depreciation under
this section shall be limited to an amount computed under—

“(A) thestraight line method,

i ; the daclininﬁ balance method, using a rate not exceed-
ing 125 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 method determined by the Secretary or his
delegate to result in a reasonable allowance under subsection
(a), not including—

#(i) the sum of the years-digits method,

“(i1) any declining balance method using a rate in
excess of the rate permitted under subparagraph (B), or

“(iii) any other method allowable solely by reason of
the application of subsection (b)(4) or paragraph

(1) (C) of this subsection.

“(6) SPECIAL RULES.— :

“(A) Under regulations prescribed by the Secretary or his
delegate, rules similar to the rules provided in Ii?ragraEhs
(5), (9), (10), and (13) of section 48(h) shall be applied
for purposes of paragraphs (3), (4), and (5) of this
subsection.
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“(B) For purposes of paragraphs (2), (4), and (5), if
section 1250 property which is not property described in sub-
section (a) when its original use commences, becomes property
described in subsection (a) after July 24, 1969, such property
shall not be treated as property the original use of which com-
mences with the taxpayer.

“(C) Paragraphs (4) and (5) shall not apply in the case of
section 1250 property acquired after July 24, 1969, pursuant
to a written contract for the acquisition of such property or
for the permanent ﬁnancin% thereof, which was, on July 24,
1969, and at all times thereafter, binding on the taxpayer.

“(k) Derpreciation oF ExpExprrures To ReEmasmrrate Low-INcoue
Renrar Housing.—
“(1) 60-moNTH RULE—The taxpayer may elect, in accordance
with regulations prescribed by the gecretary or his delegate, to
compute the depreciation deduction provided by subsection (a)
att.rﬁ:utable to rehabilitation expenditures incurred with respect
to low-income rental housing after July 24, 1969, and before f]‘p:ﬁ-
uary 1, 1975, under the straight line method using a useful life of
60 months and no salvage value. Such method shaﬁbe in lieu of any
other method of computing the depreciation deduection under sub-
section (a),and in lieu of any deduction for amortization, for such
expenditures.
*(2) LiMITATIONS.—
& éA) Thi:%mgate amount of rehabilitation expenditures
paid or incu by the taxpai;er with respect to any dwelling
unit in any low-income rental housing which may be taken into
account under paragraph (1) shall not exceed $15,000.

“(B) Rehabilitation expenditures paid or incurred by the
taxpayer in any taxable year with respect to any dwelling
unit in any low-income rental housing shall be taken into
account under paragraph (1) only if over a period of two con-
secutive years, including the taxable year, the aggregate
amount of such expenditures exceeds $3,000.

“(3) Derinrrions.—For purposes of this subsection—

“(A) Renasiuitarion EXPENDITURES.—The term ‘rehabili-
tation expenditures’ means amounts chargeable to capital
account and incurred for property or additions or improve-
ments to property (or related facilities) with a useful life of 5
years or more, in connection with the rehabilitation of an
existing building for low-income rental housing; but such
term does not include the cost of acquisition of such building
or any interest therein.

“(B) Low-iNcoms RENTAL Housing.—The term ‘low-
income rental housing’ means any building the dwelling units
in which are held for occupancy on a rental basis by families
and individuals of low or moderate income, as determined by
the Secretary or his delegate in a manner consistent with the
policies of the Housing and Urban Development Act of 1968 82 Stat. 476
pursuant to regulations prescribed under this subsection. oo,

“(C) DwerLriNGg unir.—The term ‘dwelling unit’ means a
house or an apartment used to provide living accommodations
in a building or structure, but does not include a unit in a
hotel, motel, inn, or other establishment more than one-half
of the units in which are used on a transient basis.”
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(b) RECAPTURE OF ApDITIONAL DEprRECIATION.—Section 1250(a)
(relating to gain from dispositions of certain depreciable realty) is
amended to read as follows:

*(a) GExEraL RurLe—Except as otherwise provided in this section—

“(1) ADDITIONAL DEPRECIATION AFTER DECEMBER 31, 1969.—Lf
section 1250 property is disposed of after December 31, 1969, the
applicable percentage of the lower of— .

“(A) that portion of the additional depreciation (as
defined in subsection (b) (1) or (4)) attributable to periods
after December 31, 1969, in respect, of the property, or

*(B) the excess of—

“(i) the amount realized (in the case of a sale,
exchange, or involuntary conversion), or the fair market
value of such property (in the case of any other disposi-
tior?, over

“(ii) the adjusted basis of such property,

shall be treated as gain from the sale or exchange of property
which is neither a capital asset nor property described in section
1231. Such gain shall be recognizec{) notwithstanding any other
provision of this subtitle.

“(C) APPLICABLE PERCENTAGE.—For purposes of para-
graph (1), the term ‘applicable percentage’ means—

“(1) in the case of section 1250 property disposed of
pursuant to a written contract which was, on July 24,
1969, and at all times thereafter, binding on the owner of
the property, 100 percent minus 1 percentage point for
each full month the pmfierty was held after the date the
property was held 20 full months;

“{ii) in the case of section 1250 property constructed,
reconstructed, or acquired by the taxpayer before Janu-
ary 1, 1975, with respect to which a mortgage is insured
under section 221(d) (3) or 236 of the National Housing
Act, or housing is financed or assisted by direct loan or
tax abatement under similar provisions of State or local
laws, and with respect to which the owner is subject to
the restrictions described in section 1039(b) (1) (B), 100
percent minus one percentage point for each full month
the property was held after the date the property was
held 20 full months;

“(iii) in the case of residential rental property (as
defined in section 167(j) (2) (B) ) other than that covered
by clauses (i) and (ill), 100 percent minus 1 percentage
point for each full month the property was held after
the date the property was held 100 full months;

“(iv) in the case of section 1250 property with respect
to which a depreciation deduction ¥§r rehabilitation
expenditures was allowed under section 167 (k), 100 per-
cent minus 1 percentage point for each full month in
excess of 100 full months after the date on which such
property was placed in service; and

“(v) 1n the case of all other section 1250 property, 100

reent.

Clauses (i), (ii),and (iii) shall not apply with respect to the
additional depreciation described in subsection (b) (4).
*(2) ADDITIONAL DEPRECIATION BEFORE JANUARY 1, 1970.—

“(A) I~ gENErAL—If section 1250 property is disposed
of after December 31, 1963, and the amount determined under
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paragraph (1 E B) exceeds the amount determined under
Paragmph 1) (A), then the applicable percentage of the
ower of—

(i) that portion of the additional depreciation attrib-
utable to periods before January 1, 1970, in respect of
the property, or

“(ii) the excess of the amount determined under para-
graph (1) (B) over the amount determined under para-
graph (1) (A),

shall also be treated as gain from the sale or exchange of prop-
erty which is neither a capital asset nor property described
in section 1231. Such gain shall be recognized notwithstand-
ing any other provision of this subtitle.

‘(Bg APPLICABLE PERCENTAGE.—For purposes of subpara-
graph (A) the term ‘applicable percentage’ means 100 percent
minus 1 percentage point for each full month the {)m rty
was held after the date on which the property was held for 20
full months.”

(¢) Apprrronar DeprecraTioN.—Section 1250(b) (relating to defi-
nition of additional depreciation) is amended by adding at the end
thereof the following new paragraph:

“(4) ADDITIONAL DEPRECIATION ATTRIBUTABLE TO REHABILITA-
110N EXPENDITURES.—The term ‘additional depreciation’ also
means, in the case of section 1250 property with respect to which a
depreciation deduction for reﬂabllita.tion expenditures was
allowed under section 167(k), the depreciation adjustments Ante, p. 651.
allowed under such section to the extent attributable to such prop-
erty, except that, in the case of such property held for more than
one year after the rehabilitation expenditures so allowed were
incurred, it means such adjustments only to the extent that the
exceed the amount of the depreciation adjustments which woul
have resulted if such adjustments had been determined under the
straight line method of adjustment without regard to the useful
life permitted under section 167 (k).”

(d) Cuanee iIN MerHOD OoF CoMPUTING DEPRECIATION.—Section
167(e) (relating to depreciation) is amended by adding at the end 76 Stat- 1034.
thereof the following new paragraph :

“(3) CHANGE WITH RESPECT TO SECTION 1250 PROPERTY.—A tax-
payer may, on or before the last day prescribed by law (including
extensions thereof) for filing his return for his grst taxable year
beginning after J ul{ 24, 1969, and in such manner as the Secretary
or%lis delegate shall by regulation prescribe, elect to change his
method of depreciation in respect of section 1250 property (as
defined in section 1250(¢)) from any declining balance or sum of
the years-digits method to the Stl'lllﬁht line method. An election
may be made under this paragraph notwithstanding any pro-
vision to the contrary in an agreement under subsection (d).”

(e) TecunicaL axp ConrorMING CHANGES.—

(1) Subsection (d) of section 1250 is amended by striking out
“subsection (a)(1)” wherever it appears and inserting in lieu
thereof “subsection (a)”.

(2) Subsection Ff) of section 1250 is amended—

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

26 USC 1231.

78 Stat. 10].
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26 USC 125, . (B) by striking out paragraph (2) thereof and inserting
in lieu thereof the following:

“(2) ORDINARY INCOME ATTRIBUTABLE TO AN ELEMENT.—For
purposes of paragraph (1), the amount taken into account for any
element shall be the sum of—

“(A) the amount (if any) determined by multiplying—
“(i) the amount which bears the same ratio to the
lower of the amounts specified in subparagraph (A) or
B) of subsection (a) (1) for the section 1250 property as
the additional depreciation for such element attributable
to periods after December 31, 1969, bears to the sum of the
additional depreciation for all elements attributable to
periods after December 31,1969, by
“(ii) the applicable percentage for such element, and
*(B) the amount (if any) determined by multiplying—
“(i) the amount which bears the same ratio to the
lower of the amounts specified in subsection (a) (2) (A)
éi) or (ii) for the section 1250 property as the additional
epreciation for such element attributable to periods
before January 1, 1970, bears to the sum of the additional
deFreciation or all elements attributable to periods
before January 1,1970, by
“(ii) the applicable percentage for such element.
For purposes of this paragraph, determinations with respect to
any element shall be made as 1f it were a separate property.”
(f) Carryovers 1IN CErRTAIN CORPORATE ACQUISITIONS.—Section
68A Stat- 126. 381 (c) (6) (relating to method of computing depreciation allowance)
is amended to read as follows:

“(6) METHOD OF COMPUTING DEPRECIATION ALLOWANCE.—The
acquiring corporation shall be treated as the distributor or trans-
feror corporation for purposes of computing the depreciation

gate, PB: 625, allowance under subsections (b), (j), and (k% of section 167 on
e . property acquired in a distribution or transfer with respect to so
much of the basis in the hands of the acquiring corporation as does
not exceed the adjusted basis in the hands of the distributor or
transferor corporation.”
(g) Errective Date.—The amendments made by this section shall
apply with respect to taxable years ending after July 24, 1969.

Subtitle D—Subchapter S Corporations
SEC. 331. QUALIFIED PENSION, ETC., PLANS OF SMALL BUSINESS COR-

PORATIONS.
WMo i (a) Ix GeNeraL—Subchapter S of chapter 1 (relating to election
at. 113. ¥ B . . .
26 usc 1371~ of certain small business corporations as to taxable status) is amended
1378. by adding at the end thereof the following new section :

“SEC. 1379. CERTAIN QUALIFIED PENSION, ETC., PLANS.

“ISB,) ApprTioNAL REQUIREMENT FOR QUALIFICATION OF SToCK BoNuUs
or Prorir-SHARING PLANS.—A trust forming part of a stock bonus or
profit-sharing plan which provides contributions or benefits for
employees some or all of whom are shareholder-employees shall not
constitute a qualified trust under section 401 (relating to qualified Een
sion, profit-sharing, and stock bonus plans) unless the plan of which
such trust is a part provides that forfeitures attributable to contribu-
tions deductible under section 404(a) (3) for any taxable year (begin-
ning after December 31, 1970) of the employer with respect to which



83 StaT. ] PUBLIC LAW 91-172—-DEC. 30, 1969

it is an electing small business corporation may not inure to the bene-
fit of any individual who is a shareholder-employee for such taxable
year. A plan shall be considered as satisfying the requirement of this
subsection for the period beginning with the first day of a taxable year
and ending with the 15th day of the third month following the close
of such taxable year, if all the provisions of the plan which are
necessary to satisfy this requirement are in effect by the end of such
period and have been made effective for all purposes with respect to
the whole of such period.

“(b) TAxARILITY OF SUAREITOLDER- KarpLover BENEFICIARIES.—

“(1) INCLUSION OF EXCESS CONTRIBUTIONS IN GROSS INCOME.—
Notwithstanding the provisions of section 402 (relating to tax-
ability of beneficiary of employees’ trust), section 403 (relating
to taxation of employee annuities), or section 405(d) (relating to
taxability of beneficiaries under qualified bond purchase plans),
an individual who is a sharcholder-employee of an electing small
business corporation shall include in gross income, for his taxable
year in which or with which the taxable year of the corporation
ends, the excess of the amount of contributions paid on his behalf
which is deductible under section 404(a) (1), (2), or (3) by the
corporation for its taxable year over the lesser of—

“(A) 10 percent of the compensation received or acerued by
him from such eorporation during its taxable year, or
“(B) $2,500.

“(2) TREATMENT OF AMOUNTS INCLUDED IN GROSS INCOME.—Any
amount included in the gross income of a shareholder-employee
under paragraph (1) shall be treated as consideration for the con-
tract contributed by the sharcholder-employee for purposes of
section 72 (relating to annuities).

“(3) DEDUCTION FOR AMOUNTS NOT RECEIVED AS BENEFITS.—1f—

“(.\) amounts ave ineluded in the gross income of an indi-
vidual under paragraph (1), and
“(B) the rights of snch individual (or his beneficiaries)
under the plan terminate before payments under the plan
which are excluded from gross income equal the amounts
ineluded in gross income under paragraph (1),
then there shall be allowed as a deduction, for the taxable year in
which sueh rights terminate, an amount equal to the excess of the
amounts included in gross income under paragraph (1) over such
payments,

“(e) Carnyover or Aarounts DrepuerisLe.—No amount deductible
shall be enrried forward under the second sentence of section 404 (a)
(3) (A) (relating to limits on deductible contributions under stock
bonus and profit-sharing trusts) to a taxable year of a corporation with
respect to which it is not an electing small business corporation from
a taxable year (beginning after December 81, 1970) with respect to
which it is an electing small business corporation.

¥(d) Suarenorper-Easeroyee—For purposes of this section, the
term ‘shareholder-employee’ means an employee or officer of an electing
small business corporation who owns 801- is considered as owning
within the meaning of section 318(a) (1), on any day during the tax-
able year of such corporation, more than 5 percent of the outstanding
stock of the corporation.”

(b) Coxrorarrne AxenpmeNT.—Section 62 (relating to adjusted
gross income defined) is amended by inserting after paragraph (8) the
following new paragraph :

“(9) PexsioN, ETC., PLANS OF FLECTING SMALL BUSINESS
corporaTioNs.—The deduction allowed by section 1379 (b) (3).”
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(¢) Crericar AmenomeNT.—The table of sections for subchapter S
of chapter 1 is amended by adding at the end thereof the following
new item:

“Sec. 1379. Certain qualified pensions, ete., plans.”

(d) Errecrive Dare—The amendments made by this section shall
apply with respect to taxable years of electing small business
corporations beginning after December 31, 1970.

TITLE VI—STATE AND LOCAL OBLIGATIONS

SEC. 601. ARBITRAGE BONDS.

(a) Nor To Be TreaTeD As Tax-Exempr OBLicaTioNs.—Section 103
(relating to interest on certain governmental obligations) is amended
by redesignating subsection (d) as (e), and by inserting after subsec-
tion 3(:) the following new subsection :

“(d) Arerrrace Boxps.—

“(1) Suesecrion (a) (1) Nor 10 APPLY.—EXcept as provided in
this subsection, any arbitrage bond shall be treated as an obliga-
tion not described mn subsection (a) (1).

“(2) Arsrrrace soNp.—For purposes of this subsection, the
term ‘arbitrage bond’ means any obligation which is issued as part
of an issue all or a major portion of the proceeds of which are
reasonably expected to E)e used directly or indirectly—

“(X) to acquire securities (within the mennui of section
165(g) (2) (A) or (B)) or obligations (other than obliga-
tions deseribed in subsection (a)(1)) which may be reason-
ably expected at the time of issuance of such issue, to produce
a yield over the term of the issue which is materially higher
(taking into account any discount or premium) than the
yield on obligations of such issue, or

“EB) to replace funds which were used directly or indi-
rectly to acquire securities or obligations described in sub-

paragraph (A).
“(3) ]f}r:mmn.—f’uragmph (1) shall not apply to any obli-
tion—
“é}A) which is issued as part of an issue substantially all
of the proceeds of which are reasonably expected to be used
to provide permanent financing for real property used or to
be used for residential purposes for the personnel of an edu-
cational institution ?within the meaning of section
151 (e{ (4)) which grants baccalaureate or higher degrees, or
to re%aace funds which were so used, and
“(B) the yield on which over the term of the issue is not
reasonably expected, at the time of issuance of such issue, to
be substantially lower than the yield on obligations acquired
or to be acquired in providing such financing.
This par?)ﬁradph shall not apply with respect to any obligation for
any peri uring which it is held by a person who is a sub-
stantial user of property financed by the proceeds of the issue of
which such obligation 1s a part, or by a member of the family
(within the meaning of section 318(9.;(1)) of any such person.



83 Star. ] PUBLIC LAW 91-172—-DEC. 30, 1969

“(4) Seecian rures.—For purposes of paragraph (1), an obli-
tion shall not be treated as an arbitrage bond solely by reason
of the fact that—
“(A) the ‘]grooeeds of the issue of which such obligation is
a part may be invested for a temporary period in securities
or other obligations until such proceeds are needed for the
purpose for which such issue was issued, or
“(B) an amount of the proceeds of the issue of which such
obligation is a part may be invested in securities or other obli-
gations which are part of a reasonably required reserve or
replacement fund.
The amount referred to in subparagraph (B) shall not exceed 15
percent of the proceeds of the issue of which such obligation is a
part unless the issuer establishes that a higher amount is necessary.
“(5) Reeurarions,—The Secretary or his delegate shall pre-
seribe such regulations as may be necessary to carry out the pur-
poses of this subsection,”
(b) Errective Date—The amendments made by subsection (a)
shall apply with respect to obligations issued after October 9, 1969.

TITLE VII—EXTENSION OF TAX SURCHARGE
AND EXCISE TAXES; TERMINATION OF IN-
VESTMENT CREDIT

SEC. 701. EXTENSION OF TAX SURCHARGE.
(a) SurcHARGE ExTENsION. Section 51(a) (relating to imposition
of tax surcharge) is amended—
(1) by adding at the end of paragraph (1) (A) the following:
“CALENDAR YEAR 1970:
TABLE 1.—SINGLE PERSON (OTHER THAN HEAD GEE'PI?AJI&&HOLD) AND MARRIED PERSONS FILING SEPARATE

If the adjusted tax is: It the adjusted tax is:
At least— But less than— The tax is— At least— But less than— The tax is—
0 $155 0 $1, 020 $1, 060 $26
$155 175 ) 060 1100 27
175 195 , 100 , 140 28
195 215 , 140 , 180 29
215 235 , 180 i 30
235 255 . 220 2 260 )
255 215 , 260 , 300 32
275 300 , 300 ,340 33
300 340 3 , 340 , 380 U
340 380 , 380 ,420 35
380 420 1 , 420 , 460 3%
420 460 , 460 , 500 37
460 500 1 , 500 , 540 8
500 540 1 , 540 , 580 39
540 580 14 , 580 , 620 40
580 620 1 , 620 , 660 41
620 660 16 , 660 , 700 42
660 700 17 , 700 , 740 43
700 740 18 , 140 , 180 a4
740 780 19 , 180 , 820 45
780 820 20 , 820 , B60 45
820 850 21 , 860 , 300 LY
860 900 22 , 900 , 40 48
900 940 23 , 940 , 980 4
940 880 24 , 980 2, 020 50
980 1,020 25 2,020 and over, 2.5% of the adjusted tax.

Ante, p. 93.
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TABLE 2.—HEAD OF HOUSEHOLD

1f the adjusted tax is: It the adjusted tax is:
At least— But less than— The tax is— At least— But less than— The tax is—

0 $230 0 $1,020 $1, 060 26
$230 250 51 , 060 ,100 27
250 270 2 , 100 1,140 28
270 290 3 L 140 1180 29
310 4 , 180 . 30
310 330 5 ,220 > 31
330 350 6 , 260 ,300 32
350 370 7 , 300 2340 33
370 330 8 , 340 1,380 3
390 410 9 , 380 1,420 35
410 430 10 , 420 , 460 36
430 460 11 L 460 2500 37
0 500 12 , 500 , 540 33
500 540 13 , 540 , 580 39
540 580 14 ,980 ,620 40
620 15 , 620 , 660 41
620 18 , 660 ,700 42
700 17 , 700 , 140 43
700 740 18 1740 7 44
740 780 19 , 180 , 820 45
780 20 ,820 , 860 46
820 860 21 860 ,900 47
860 22 , 900 1,940 48

900 940 23 , 340 1,980
940 880 24 , 980 2,020 50

980 1,020 25 2,020 and over, 2.5% of the adjusted tax.

TABLE 3.—MARRIED PERSONS OR SURVIVING SPOUSE FILING JOINT RETURN

If the adjusted tax is: If the adjusted tax is:
At least— But less than— The tax is— At least— But less than— The tax is—
0 $300 0 §1,020 $1,060 $26
320 §1 , 060 , 100 27
320 340 2 ,100 "140
340 360 3 , 140 , 180 29
360 380 4 , 180 , 220 30
380 400 5 220 , 260 31
400 420 6 , 260 , 300 32
420 440 7 ,300 , 340 33
440 460 8 L340 , 380 34
0 480 9 . 380 420 35
480 500 0 , 420 , 460 36
500 520 1 , 460 , 500 37
520 540 2 , 500 1, 540 38
540 560 3 '540 1! 580 3g
560 580 4 , 580 . 620 40
580 620 5 4620 , 660 a1
620 660 6 , 660 , 700 42
660 700 7 L 100 1,740 43
700 740 8 , 740 1,780
740 780 9 L 180 1,820 45
780 820 0 820 , 860 a5
820 860 1 + 860 . 47
860 900 2 , 900 940 48
900 940 23 1940 1980 49
940 980 24 , 980 2, 020 50
980 1,020 25 2,020 and over, 15?’5 of the adjusted tax.""
Ante, p. 95. (2) by striking out the table in paragraph (1) (B) and inserting
in lieu thereof the following table:
Percent
Estates and
““Calendar year trusts Corporation
19 : o 1o
1970 2.5 25>
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(3) by striking out “January 1, 1970” the first time it appears
in cllmragraph (2) (A) and inserting in lieu thereof “July 1,1970%, 4nte, &. 55.
an

(4) by striking out paragraph (2) (A) (ii) and inserting in lien
thereof the following:

“(i1) a fraction, the numerator of which is the sum of
the number of days in the taxable year occurring on and
after the effective date of the surcharge and before Janu-
ary 1, 1970, plus one-half times the number of days in the
taxable year occurring after December 31, 1969, and be-
fore July 1, 1970, and the denominator of which is the
number of days in the entire taxable year.”

(b) Recerer or Mintyom DistrisuTions.—Section 963(b) (relat-  Ante, p. 95.
ing to reccillj)t of minimum distributions) is amended—

(1? y striking out “surcharge period” in the heading of para-

raph (1) and insert.ing in lieu thereof “surcharge period ending
sefore January 1, 19707,

(2) by striking out “1964” in the heading of paragraph (2) and
inserting in lieu thereof 1964 and taxable years beginning in
19?19 anﬁ ending in 1970 to the extent subparagraph (B) applies”;
an

(3) by striking out the last two sentences and inserting in lien

thereof the following:
“In the case of a taxable year beginning before the surcharge
period and ending within the surcharge period, or beginning
within the surcharge period and ending after the surcharge period,
or beginning before January 1, 1970, and ending after Decem-
ber 31, 1969, the required minimum distribution shall be equal
to the sum of—

“(A) that portion of the minimum distribution which
would be required if the provisions of paragraph (1) were
applicable to the taxable year, which the number of days in
such taxable year which are within the surcharge period
and before January 1, 1970, bears to the total number of
days in such taxable year,

“(B) that portion of the minimum distribution which
would be required if the provisions of paragraph (2) were
applicable to such taxable year, which the number of days
in such taxable year which are within the surcharge period
and after December 31, 1969, bears to the total number of
da‘ys in such taxable year, and

‘(C) that portion of the minimum distribution which
would be required if the provisions of paragraph (3) were
applicable to such taxable year, which the number of days
in such taxable year which are not within the surcharge
period bears to the total number of days in such taxable

ear.
As used in this subsection, the term ‘surcharge period’ means the
seriod beginning January 1, 1968, and ending June 30, 1970.”
(c} Errecrive Dares.—The amendments made by subsections (a)
and (b) shall apply to taxable years ending after December 31, 1969,
and beginning before July 1, 1970.
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SEC. 702. CONTINUATION OF EXCISE TAXES ON COMMUNICATION
SERVICES AND ON AUTOMOBILES.

(a) PASSENGER AUTOMOBILES.—
(1) Ix eeNeEraL.—Section 4061(a) (2) (A) (relating to tax on
passenger automobiles, ete.) is amended to read as follows:
‘(A) Articles enumerated in subparagraph SJB) are tax-

able at whichever of the following rates is applicable

“If the article is sold— The tax rate is—
Before January 1, 1971 T percent.
During 1971 b percent.
During 1972 3 percent.
During 1973 1 percent.

The tax imposed by this subsection shall not apply with
respect to articles enumerated in subparagraph (B) which are
sold by the manufacturer, producer, or importer after Decem-
ber 31, 1973.”

2) CONFORMING AMENDMENT.—Section 6412(a) (1) (re]ntiléﬁ
to floor stocks refunds on passenger automobiles, ete.) is amend
by striking out “January 1, 1970, January 1, 1971, January 1, 1972,
or January 1, 1973”, and inserting in lieu thereof “January 1,
1971, January 1,1972, January 1, 19%3, or January 1, 1974”.

(b) COMMUNICATIONS SERVICES.—
(1) CoNTINUATION OF TAX.—Section 4251 (a)(2) (relating to
tax on certain communications services) is amended by striking
out the table and inserting in lieu thereof the following table :

“Amounts paid pursuant to

bills first rendered— Percent—
Before Jannary & 20V .o o oo S i oo o 10
During 1971 e b

| ST e o R e S S 3
During 1973 d . : A

(2) Conrorming aMENDMENT.—Section 4251(b) (relating to
termination of tax) is amended by striking out “January 1, 19737,
and inserting in lieu thereof “January 1,1974”,

(3) REPEAL OF SUBCHAPTER B OF CHAPTER 33.—Section 105 (b) (3)
of the Revenue and Expenditure Control Act of 1968 (82 Stat.
266) is amended to read as follows:

“(3) REPEAL OF SUBCHAPTER B OF CHAPTER 33.—Effective with
respect to amounts paid pursuant to bills first rendered on or after
January 1, 1974, subchapter B of chapter 33 (relating to the tax
on communications) is repealed. For purposes of the preceding
sentence, in the case of communications services rendered before
November 1, 1973, for which a bill has not been rendered before
January 1, 1974, a bill shall be treated as having been first ren-
dered on December 31, 1973. Effective January 1, 1974, the table
of subchapters for chapter 33 is amended by striking out the
item relating to such subchapter B.”

SEC. 703. TERMINATION OF INVESTMENT CREDIT.

(a) In Generar.—Subpart B of part IV of subchapter A of chap-
ter 1 (relating to rules for computing credit for investment in certain
depreciable property) is nmenged by adding at the end thereof the
following new section :

“SEC. 49. TERMINATION OF CREDIT.

“(a) GeneraL Rure—For purposes of this subpart, the term ‘sec-
tion 38 Property’ does not include property—

“(1) the physical construction, reconstruection, or erection of
which is begun after April 18,1969, or
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“(2) which is acquired by the taxpayer after April 18,1969,
other than pre-termination property. ) :
“(b) Pre-TermiNvatioN ProperTy.—For purposes of this section—
“(1) BinpiNe coNTRACTS.—Any property shall be treated as
pre-termination property to the extent that such property is con-
structed, reconstructed, erected, or acquired §>ursua.nt to a con-
tract which was, on April 18, 1969, and at all times thereafter,
binding on the taxpayer.
“(2) EqQurrPED BUILDING RULE.—If—

“(A) pursuant to a plan of the taxpayer in existence on
April 18, 1969 (which plan was not substantially modified at
any time after such date and before the taxpayer placed the
equipped building in service), the taxpayer has constructed,
reconstructed, erected, or acquired a building and the machin-
ery and equipment necessary to the planned use of the build-
ing bﬁ the taxpayer, and ) )

‘(B) more than 50 ¥ercent of the aggregate adjusted basis
of all the property of a character subject to the allowance
for depreciation making up such building as so equipped is
attributable to either property the construction, reconstruc-
tion, or erection of which was begun by the taxpayer before
April 19, 1969, or property the acquisition of which by the
taxpayer occurred before such date,

then all property comprising such building as so equi]iped (and
any incidental property adjacent to such building which is neces-
sary to the planned use of the building) shall be pre-termination
property. For purposes of subparagraph (B) of the precedin
sentence, the rules of paragra ])J:Ls (1) and (4) shall be applied.
For purposes of this paragraph, a special purpose structure shall
be treated as a building.
“(3) PLANT FACILITY RULE.—
“(A) GeENERAL RULE—If—
“(1) pursuant to a plan of the taxpayer in existence on
April 18,1969 (which glan was not substantially modified
at any time after such date and before the taxpayer placed
the plant facility in service), the taxpayer has con-
S!Jl‘lllmfbd, reconstructed, or erected a plant facility, and
either
“(i1) the construction, reconstruction, or erection of
such iala,nt facility was commenced by the taxpayer before
April 19, 1969, or
“%(iii) more than 50 percent of the aggregate adjusted
basis of all the property of a character subject to the
allowance for depreciation making up such plant facility
is attributable to either property 5]9 construetion, recon-
struction, or erection o? which was begun by the tax-
payer before April 19, 1969, or property the acquisition
of which by the taxpayer occurred before such gn.te,
then all property comprising such plant facility shall be pre-
termination property. For purposes of clause (iii) of the
E;'ecedin% sentence, the rules of paragraphs (1) and (4) shall
applied.

5 F B) Prant raciurry pEFINED.—For purposes of this para-
graph, the term ‘plant facility’ means a facility which does
not include any building (or of which buildings constitute
an insi %niﬁcant f)ortion) and which is—

. “(i) a self-contained, single operating unit or process-
1Ing operation,
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*(ii) located on a single site, and
“(ii1) identified, on April 18, 1969, in the purchasing
and internal financial plans of the taxpayer as a single
unitary project.
“(C) Sprcian rure.—For purposes of this subsection, if—
“(i) a certificate of convenience and necessity has been
issued before April 19, 1969, by a Federal reglﬂatorﬁ
agency with respect to two or more plant facilities whic
are included under a single plan of the taxpayer to con-
struet, reconstruct, or erect such plant facilities, and
“(ii) more than 50 percent of the aggregate adjusted
basis of all the property of a character subject to the
allowance for depreciation making up such plant facili-
ties is attributabiia to either property the construction,
reconstruction, or erection of which was begun by the
taxpayer before April 19, 1969, or property the acquisi-
tion of which by the taxpayer occurred before such date,
such ]glu.nt facilities shall be treated as a single plant facility.
“(D) COoMMENCEMENT OF CONSTRUCTION.—For purposes of
subparagraph SA) (ii), the construction, reconstruction, or
erection of a plant facility shall not be considered to have
commenced until construction, reconstruction, or erection has
commenced at the site of such plant facility. The preceding
sentence shall not apply if the site of such plant })acilit.y is
not located on land.

“(4) MACHINERY OR EQUIPMENT RULE.—Any piece of machinery
or equmenb——

L1

(A) more than 50 percent of the parts and components of
which (determined on the basis of cost) were held by the tax-
payer on April 18, 1969, or are acquired by the taxpayer pur-
suant, to a binding contract which was in effect on such date,
fm;i inclusion or use in such piece of machinery or equipment,
an

“(B) the cost of the parts and components of which is not
an insignificant portion of the total cost,

shall be treated as property which is pre-termination property.
“(5) CERTAIN LEASE-BACK TRANSACTIONS, ETC.—

“(A) Where a person who is a }mrt.y to a binding contract
ers rights in such contract
(or in the property to which such contract relates) to another
person but a party to such contract retains a right to use the
property under a lease with such other person, then to the
extent of the transferred rights such other person shall, for
purposes of paragraph (1), succeed to the position of the
transferor with respect to such binding contract and such
property. In any case in which the lessor does not make an
election under section 48(d)—

“(1) the preceding sentence shall apply only if a party
to the contract retains the right to use the property under

a lease for a term of at least 1 year; and
“(ii) if such use is retained (other than under a long-
term lease), the lessor shall be deemed for the purposes of
section 47 as having made a disposition of the property
at such time as the lessee loses the right to use the

property.
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For purposes of clause (ii), if the lessee transfers the lease in
a transfer described in paragraph (7), the lessee shall be con-
sidered as having the right to use of the property so long as
the transferee has such use.

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

“(i) a person who holds property (or rights in prop-
erty) which is pre-termination property ti'l reason of
the application of paragraph (4) shall, with respect to
such groperty, be treated as a party to a binding con-
tract described in paragraph (1), and

“(ii) a corporation which is a member of the same
affiliated group (as defined in paragraph (8)) as the
transferor described in subparagrap ?A) and which
simultaneously with the transfer of property to another
person acquires a right to use such pmgerty under a lease
with such other person shall be treated as the transferor
and as a party to the contract.

“(6) CERTAIN LEASE AND CONTRACT OBLIGATIONS.—

“(A) Where, pursuant to a binding lease or contract to
lease in effect on April 18, 1969, a lessor or lessee is obligated
to construct, reconstruct, erect, or acquire property specified
in such lease or contract or in a related document filed before
April 19, 1969, with a Federal regulatory agency, or Froperty
the specifications of which are readily ascertainable from the
terms of such lease or contract or from such related document,
any prnge.rt- so constructed, reconstructed, erected, or
acquired by the lessor or lessee shall be pre-termination prop-
erty. In the case of any project which includes property other
than the property to be feased to such lessee, the preceding sen-
tence shall be applied, in the case of the lessor, to such other

roperty only :F the binding leases and contracts with all
essees in effect on April 18, 1969, cover real property consti-
tuting 25 percent or more of the project (determined on the
basis of rental value). For tﬁ)urposes of the preceding sen-
tences of this paragraph, in the case of any project where one
or more vendor-vendee relationships exist, such vendors and
vendees shall be treated as lessors and lessees.

“(B) Where, in order to perform a binding contract or con-
tracts in effect on April 18, 1969, (i) the taxpayer is required
to construct, reconstruct, erect, or acquire property specified
in any order of a Federal regulatory agency for which appli-
cation was filed before Ap:ﬁlli), 1969, (ii) the property is to
be used to transport one or more products under such contract
or contracts, and (iii) one or more parties to the contract or
contracts are required to take or to provide more than 50 per-
cent of the products to be transported over a substantial
portion of the expected useful life of the property, then such
property shall be pre-termination property.

“(C) Where, in order to perform a binding contract in
effect on April 18, 1969, the taxpayer is required to construct,
reconstruct, erect, or acquire property specified in the contract
to be used to produce one or more products and (unless the
other party to the contract is a State or a political subdivision
of a State which is required by the contract to make substan-
tial expenditures which benefit the taxpayer) the other

to the contract is ﬁuired to take substantially all of

the produects to be produced over a substantial portion of the
expected useful life of the property, then such property shall
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be pre-termination property. For purposes of applying the
preceding sentence in the case of a contract for the extraction
of minerals, property shall be treated as specified in the con-
tract if (1) the specifications for such property are readily
ascertainable from the location and characteristics of the
mineral properties specified in such contract from which the
minerals are to be extracted; (ii) such property is necessary
for and is to be used solely in the extraction of minerals under
such contract; (iii) the physical construction, reconstruction,
or erection of such property is begun by the tax]i]ayer before
April 19, 1970, such property is acquired by the taxpayer
before April 19, 1970, or such property is constructed, recon-
structed, erected, or acquired pursuant to a contract which
was, on April 18, 1970, and at all times thereafter, binding
on the taxpayer; (iv) such property is placed in service on
or before December 31, 1972; (v) such contract is a fixed
price contract (except for provisions for price changes under
which the loss of the credit allowed by section 38 would not
result in a price change); and (vi) such property is not
placed in service to replace other property used in extracting
minerals under such contract,

“(7) CERTAIN TRANSFERS TO BE DISREGARDED.—

“(A) If property or rights under a contract are trans-
ferred in—

“(i) atransfer by reason of death,

“(i1) a transaction as a result of which the basis of
the prog»erty in the hands of the transferee is deter-
mined by reference to its basis in the hands of the
transferor by reason of the application of section 332,
351,361,871 (a), 374 (a), 721, or 731, or

“(iii) a sale of substantially all of the assets of the
transferor pursuant to the terms of a contract, which was
on April 18, 1969, and at all times thereafter, binding on
the transferee,

and such property (or the property acquired under such con-
tract) would be treated as pre-termination property in the
hands of the decedent or the transferor, such property shall
be treated as pre-termination property in the hands of the
transferee.

“(B) If—

“(i) property or rights under a contract are acquired
in a transaction to which section 334(b) (2) applies,

“(ii) the stock of the distributing corporation was
acquired before April 19, 1969, or pursuant to a binding
contract in effect April 18, 1969, and

“(iii) such propertge(or the property acquired under
such contract) would be treated as pre-termination prop-
erty in the hands of the distributing corporation,

such property shall be treated as pre-termination property in
the hands of the distributee.

“(8) PROPERTY ACQUIRED FROM AFFILIATED CORPORATION.—In
the case of property acquired by a corporation which is a mem-
ber of an affibated group from another member of the same

group—

“(A) such corporation shall be treated as having acquired
such property on the date on which it was acquired by such
other member,
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“(B) such corporation shall be treated as having entered
into a binding contract for the construction, reconstruction,
erection, or acquisition of such property on the date on which
such other member entered into a contract for the construc-
tio(rll, reconstruction, erection, or acquisition of such property,
an

“(C) such corporation shall be treated as having commenced
the construetion, reconstruction, or erection of such propert
on the date on which such other member commenced such
construction, reconstruction, or erection.

For purposes of this subsection and subsection (¢), a contract

between two corporations which are members of the same affiliated

eroup shall not. be treated as a binding contract as between such

corporations, unless, at all times after June 30, 1969, and prior to

the completion of performance of such contract, such corporations

are not members of the same affiliated group. For purposes of the

preceding sentences, the term ‘affiliated group’ has the meanin

assigned to it by section 1504 (a), except that all corporations shall ~ 34 Stat. 369.
be treated as includible corporations (without any exclusion Sa i
under section 1504(b) ).

“(9) BARGES FOR OCEAN-GOING VESSELS.—DBarges specifically
designed and constructed, reconstructed, erected, or acquired for
use with ocean-going vessels which are designed to carry barges
and which are pre-termination property, but not in excess of—

“(A) the number to be used with such vessels specified in
applications for mortgage or construction loan insurance filed
with the Secretary of Commerce on or before April 18, 1969,
under title XTI of the Merchant Marine Act, 1936, or SEUA Blet, 17673

“(B) if subvaragraph (A) does not apply and if more than 45 vsc 1271, -
30 percent of theﬁ)ar ves which the taxpayer establishes as 12790.
necessary to the initial planned use of such vessels are pre-
termination property (determined without regard to this
paragraph), the number which the taxpayer establishes as so
necessary,

together with the machinery and equipment to be installed on such
barges and necessary for their planned use, shall be treated as pre-
termination property.

*(10) CERTAIN NEW-DESIGN PRODUCTS,— Where—

“(A) on April 18, 1969, the taxpayer had undertaken a
project to produce a product of a new design pursnant to
binding contracts in effect on such date which—

‘(i) were fixed-price contracts (except for provisions
requiring or permitting price changes resulting from
ch s in rates of pay or costs of materials), an

“(11) covered more than 50 percent of the entire pro-
duction of such design to be delivered by the taxpayer
before January 1, 1973, and

*(B) on or before April 18, 1969, more than 50 percent of
the aggregate adjusted basis of all property of a character
subject to the allowance for depreciation required to carry
out such binding contracts was progerty the construction,
reconstruction, or erection of which had been begun by the
taxpayer, or had been acquired by the taxpayer (or was under
a binding contract for such construction, reconstruction, erec-
tion, or acquisition),

then all tangible personal Empert.y placed in service by the tax-
Ea_ver before January 1, 1972, which is required to earry out such

inding contracts shall be deemed to be pre-termination property.
For purposes of subparagraph (B) of the preceding sentence, jigs,
dies, templates, and similar items which can be used only for the
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manufacture or assembly of the production under the project and
which were deseribed in written engineering and internal financial
plans of the taxpayer in existence on April 18, 1969, shall be
treated as property which on such date was under a binding con-
tract for construction.

“(e¢) Leasep Prorerry.—In the case of property which is leased
after April 18,1969 (other than pursuant to a binding contract to lease
entered into before April 19, 1969), which is section 38 property with
respect to the lessor but is property which would not be section 38 pro
erty because of the application of subsection (a) if acquired by the
Jessee, and which is property of the same kind which the lessor ordi-
narily sold to customers before April 19, 1969, or ordinarily leased
hefore such date and made an election under section 48(d), such prop-
crty shall not be section 38 property with respect to either the lessor
or the lessee.

¥(d) Prorerry Pracep v Service ArrteEr 1975.—For purposes of
this subpart, the term ‘section 38 property’ does not include any prop-
erty placed in service after December 31, 1975.”

(b) Laarrrarions ox Use or Carryovers AND CARRYBACKS.—Section
46(b) (relating to carryback and carryover of unused credits) is
amended by adding at the end thereof the following new paragraphs:

“(5) TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1968, AND
ENDING AFTER APRIL 18, 1969.— L'he amount which may be added
under this subsection for any taxable year beginning after Decem-
ber 31, 1968, and ending after April 18, 1969, shall not exceed 20
pereent of the higher of—

“(A) the aggregate of the investment credit carrybacks
and investment credit carryovers to the taxable year, or

“(B) the highest amount computed under subparagraph
() for any preceding taxable year which began after Decem-
ber 31, 1968, and ended after April 18, 1969.

“(6) ADDITIONAL 3-YEAR CARRYOVER PERIOD IN CERTAIN CASES.—
Any portion of an investment credit carryback or carryover to any
taxable year beginning after December 31, 1968, and ending after
April 18, 1969, which—

“(A) may be added under this subsection under the limita-
tion provided by paragraph (2),and
“(B) may not be added under the limitation provided by
paragraph (5), _
shall be an investment credit carryover to each of the 3 taxable
years following the last taxable year for which such portion may
be added under paragraph (1), and shall (subject to the provi-
sions of paragraphs (1), (2), and (5)) be added to the amount
allowable as a credit by section 38 for such years.” .

(¢) Rures ReEnating 10 CeErTAIN CASUALTIES AND THEFTS AND TO
RerraceMENT OF CeERTAIN SECTION 38 PROPERTY.—

(1) PROPERTY DESTROYED BY CASUALTY.—Section 47 (a) (4) (ve-
lating to rules with respect to section 38 property destroyed by
casualty, ete.) is amended by adding at the end thereof the fol-
lowing new sentence:

“Subparagraphs (B) and (C) shall not apply with respect
to any casualty or theft occurring after April 18, 1969.”

(2) REPLACEMENT OF CERTAIN SECTION 38 PROPERTY.—Section
47(a) (relating to certain dispositions of section 38 ]‘)mperty) is
amended by adding at the end thereof the following new
paragraph:

“(5) CERTAIN PROPERTY REPLACED AFTER APRIL 18, 1969.—In
any case in which—

“(A) section 38 property is disposed of, and
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“(B) property which would be section 38 property but for
section 49 is placed in service by the taxpayer to replace the
property disposed of,

the increase under paragraph (1) and the adjustment under para-
graph (3) shall not be ﬁ'reater than the increase or adjustment
which would result if the qualified investment of the property
described in subparagraph ?B) (determined as if such pro[i)f:rty
were section 38 property) were substituted for the qualified
investment of the property disposed of (as determined under
paragraph (1)). Except in the case of a disposition by reason
of a casualty or theft occurring before April 19, 1969, the pre-
ceding sentence shall apply only if the section 38 property dis-

sed of is replaced within 6 months after the date of such

isposition.”

(d) Coxroryine AmENpMENT.—The table of sections for subpart B
of part IV of subchapter A of chapter 1 (relating to rules for comput-
ing credit for investment in certain depreciable property) is amended
by adding at the end thereof the following new item:

“Sec. 49. Termination of credit.”

SEC. 704. AMORTIZATION OF POLLUTION CONTROL FACILITIES.

(a) Avpowance—Part VI of subchapter B of chapter 1 (relating
to itemized deductions for individuals and corporations) is amended
by striking out section 169 and inserting in lieu thereof the following
new section:

“SEC. 169. AMORTIZATION OF POLLUTION CONTROL FACILITIES.

ol ae) Arrowaxce or Depvcrion.—Every person, at his election,
shall be entitled to a deduction with respect to the amortization of
the amortizable basis of any certified pollution control facility (as
defined in subsection (d), based on a period of 60 months. Such
amortization deduction shall be an amount, with respect to each month
of such period within the taxable year, equal to the amortizable basis
of the pollution control facility at the end of such month divided by
the number of months (including the month for which the deduction 1s
computed) remaining in the period. Such amortizable basis at the end
of the month shall be computed without regard to the amortization
deduction for such month. The amortization deduction provided by
this section with respect to any month shall be in lieu of the deprecia-
tion deduction with respect to such pollution control facility for such
month ﬁxmvided by section 167. The 60-month period shall begin, as to
any pollution control facility, at the election of the taxpayer, with the
month following the month in which such facility was completed
or acquired, or with the succeeding taxable year.

“(b) Erecrion or AmorrizatioN.—The election of the taxpayer to
take the amortization deduction and to begin the 60-month period with
the month following the month in which the facility is completed or
acquired, or with the taxable year succeeding the taxable year in which
such facility is completed or acquired, shall be made by filing with the
Secretary or his delegate, in such manner, in such form, and within
such time, as the Secretary or his delegate may by regulations pre-
seribe, a statement of such election.

“(e) TERMINATION OF AMORTIZATION DEeEpvcTioN.—A taxpayer
which has elected under subsection (b) to take the amortization deduc-
tion provided in subsection (a) may, at any time after making such
election, discontinue the amortization deduction with respect to the
remainder of the amortization period, such discontinuance to begin as
of the beginning of any month specified by the taxpayer in a notice
in writing filed with the Secretary or his delzgate before the beginning
of such month. The depreciation deduction provided under section
167 shall be allowed, beginning with the first month as to which the
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amortization deduetion does not apply, and the taxpayer shall not be
entitled to any further amortization deduction under this section with
respect to such pollution control facility.

“(d) Derixrrions.—For purposes of this section—

“(1) CerTIFIED POLLUTION CONTROL FaciLiry.—The term ‘cer-
tified pollution control facility’ means a new identifiable treat-
ment }alcility which is used, in connection with a plant or other
property in operation before January 1, 1969, to abate or control
water or atmospheric pollution or contamination by removing,
altering, disposing, or storing of pollutants, contaminants, wastes,
or heat and which—

“(A) the State certifying anthority having jurisdiction
with respect to such facility has certified to the Federal cer-
tifying authority as having been constructed, reconstructed,
erected, or acquired in conformity with the State program or
requirements for abatement or control of water or atmos-
pherie pollution or contamination ; and

“(B) the Federal certifying authority has certified to the
Secretary or his delegate (1) as being in compliance with the
npplicab{e regulations of Federal agencies and (ii) as being
in furtherance of the geueral policy of the United States for
cooperation with the States in the prevention and abatement
of water pollution under the Federal Water Pollution Con-
trol Aect, as amended (33 U.S.C. $66 et seq.), or in the pre-
vention and abatement of atmospheric pollution and con-
tamination under the Clean Air Aect, as amended (42 U.S.C.

81 Stat. 485. 1857 et seq_)_
“(2) Stark certiFyiNG avrnorrry.—The term ‘State certify-
ing authority’ means, in the case of water pollution, the State
water pollution control agency as defined in section 13(a) of the

70 Stat. 498;
80 Stat. 1246.

33 USC 466]. Federal Water Pollution Control Act and, in the case of air
pollution, the air pollution control agency ns defined in section
42 USC 1857h. 302(b) of the Clean Air Act. The term *State certifying anthority’

includes any interstate agency authorized to act in place of a
certifying authority of the State.

“(3) Feoeran cErrieyiNg avtnoriry.—The ferm ‘Federal cer-
tifying authority’ means, in the case of water pollution, the Secre-
tary of the Interior and, in the case of air pollution, the Seeretary
of Health, Edueation, and Welfare.

“(4) NEW IDENTIFIABLE TREATMENT FACILITY.—For purposes of
paragraph (1), the term ‘new identifinble treatment facility’
meludes only tangible property (not including a building and
its structural components, other than a building which is
exclusively a treatment facility) which is of a character subject

Sonu A to the allowance for depreciation provided in section 167, which
; is identifiable as a treatment facility, and which—
“(A) isproperty
“(1) the construction, reconstruection, or erection of
which is completed by the taxpayer after December 31,
1968, or
“(i1) acquired after December 31, 1968, if the original
use of the property commences with the taxpayer and
commences nfter such date, and
“(B) isplaced in service by the taxpayer before January 1,
1975.
In applying this section in the case of property described in clause
(i) of subparagraph (.\), there shall be taken into account only
that portion of the basis which is properly attributable to con-
struction, reconstruction, or erection after December 31, 1968,
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“(e) ProrrrMaxiNg ABaTEMENT WoORKS, Etc—The Federal certi-
fying authority shall not certify any property under subsection
(d) (1) (B) to the extent it appears that by reason of profits derived

ugh the recovery of wastes or otherwise in the operation of such
property, its costs will be recovered over its actual useful life.

“{J?) AmorT1ZABLE Basis.—

“(1) Derrxep.—For purposes of this section, the term ‘amortiz-
able basis’ means that portion of the adjusted basis (for determin-
ing gain) of a certified pollution control facility which may be
amortized under this section.

“(2) SPECIAL RULES.—

“(A) If a certified pollution control facility has a useful
life (determined as of the first day of the first month for
which a deduction is allowable under this sectionsz] in excess of
15 years, the amortizable basis of such facility shall be equal
to an amount which bears the same ratio to the portion of the
adjusted basis of such facility, which would be eligible for
amortization but for the application of this subparagraph, as
15 bears to the number of years of useful life of such facility.

“SB) The amortizable basis of a certified pollution control
facility with respect to which an election under this section is
in effect shall not be increased, for purposes of this section,
fhor additions or improvements after the amortization period

as begun.

“(g) Derpreciation Depucrion.—The depreciation deduction pro-
vided by section 167 shall, despite the provisions of subsection (a), be
all mvcran:ly with respect to the portion of the adjusted basis which is not
the amortizable basis.

“(h) InvesrseNT CreEpIT Nor To Be Artowep.—In the case of any
property with respect to which an election has been made under sub-
section (2), so much of the adjusted basis of the property as (after the
application of subsection (f)) constitutes the amortizable basis for
purposes of this section shall not be treated as section 38 property
within the meaning of section 48(a).

“(i) Lire TexaNT AND REMAINDERMAN.—In the case of property
held by one gerson for life with remainder to another person, the
deduction under this section shall be computed as if the life tenant
were the absolute owner of the property and shall be allowable to the
life tenant.

“(j) Cross REFERENCE,—

“For special rule with respect to certain gain derived from the dis-
position of property the usted basis of which is determined with

regard to this section, see section 1245.”

(b) Conrorming, Erc., AMENDMENTS.—

(1) The table of sections for part VI of subchapter B of chap-
ter 1 is amended by striking out the item relating to section 169
and inserting in lieu thereof the following new item:

““Sec. 169, Amortization of pollution control facilities.”

_ (2) The heading and the first sentence of section 642 (f) (relat-
ing to special rules for credits and deductions of estates and
trusts) are amended to read as follows:

“(f) Anortizarion DEpucrions.—The benefit of the deductions for
amortization provided by sections 168, 169, 184, and 187 shall be
allowed to estates and trusts in the same manner as in the case of an
individual.”

(3) Section 1082(a) (2) (B) (relating to basis for determining
gain or loss) is amended by striking out “or 169” and inserting
in lieu thereof ¢, 169, 184, 185, or 187",

669

Ante, p. 649.
26 USC 167.

76 Stat. 967.

Ante, p. b67.
Post, pp. 670,
674,

68A Stat. 315.



670

Ante, p. 571.

78 Stat. 101.

26 USC 1250.

68A Stat. 45;
76 Stat. 1063;
Ante, p. 571.

PUBLIC LAW 91-172—DEC. 30, 1969 [83 Start.

(4) Section 1245 (a) of such Code (relating to gain from dis-
position of certain depreciable property) is amended—

(A) by inserting after paragraph (2)(C) (added by sec-
t.10n 212(&1) 1) of this Act) the following new subparagraph:

“(D) with respect to any property referred to in para-
graph (3) (D), 1ts adjusted basis recomputed by addin
thereto all adjustments attributable to periods beginning w1t§
the first month for which a deduction for amortlzatmn is
allowed under section 169 or 185" ;

(B) by striking out “168” each place it appears in para-
g‘rt_‘}ph (2) and inserting in lieu thereof “168, 169, 184, 185, or
187

(C). by striking out “section 167" in paragraph (3) and
inserting in lieu thereof “section 167 (or sub}ect to the allow-
ance of amortization provided in section 185) " ;

(ID) g)y striking out “or” at the end of paragraphs (3) (A)
and (B);

(E) by striking out the period at the end of paragraph
(3) (C) nnd inserting in lieu thereof ¢, or”; and

(¥) by adding at the end of paragraph (3) the following
new subparagraph:

“(D) so much of any real property (other than any prop-
erty deseribed in subparagraph (B);~ which has an ad]usted
basis in which there are reflected adjustments for amortization
under section 169 or 185.”

(5) Section 1250(b) (3) (relating to depreciation adjustments)
is amended by striking out “168” and inserting in lieu thereof “168,
169, or 185™.

(e) Errecrive Date—The amendments made by this section shall
apply with respect to taxable years ending after December 31, 1968.

SEC. 705. AMORTIZATION OF RAILROAD ROLLING STOCK AND RIGHT-
OF-WAY IMPROVEMENTS.

(a) Avvowance.—Part VI of subchapter B or chapter 1 (relating to
itemized deductions for individuals ans corporations) is amended by
adding after section 183 (as added by section 213 of this Act) the
following new sections:

“SEC. 184. AMORTIZATION OF CERTAIN RAILROAD ROLLING STOCK.

“(a) Arrowanxce oF Depvcrion—Every person, at his election,
shall be entitled to a deduction with respect to the amortization of the
adjusted basis (for determining gain) of any qualified railroad rolling
stock (as defined in subsection (d)), based on a period of 60 months.
Such amortization deduetion shall be an amount, with respect to each
month of such period within the taxable year, equa] to t]ﬁe adjusted
basis of the qualified railroad rolling stock at the end of such month
divided by the number of months (including the month for which the
deduction is computed) remaining in the period. Such adjusted basis
at the end of the month shall be computed without regard to the
amortization deduction for such month. The amortization deduction
provided by this section with respect to any qualified railroad rolling
stock for any month shall be in lieu of the depreciation deduction witﬁ
respect to such rolling stock for such month provided by section 167.
The 60-month period shall begin, as to an qhallﬁed railroad rolling
stock, at the election of the taxpayer, with the month following the
month in which such rolling stock was placed in service or with the
succeeding taxable year.

“(b) EwrecrioN or AmorrizaTioN.—The election of the taxpayer to
take the amortization deduction and to begin the 60-month period with
the month following the month in which the qualified railroad rolling
stock was placed in service, or with the taxable year succeeding the
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taxable year in which such rolling stock is placed in service, shall be
made by filing with the Secretary or his delegate, in such manner, in
such form, and within such time, as the Secretary or his delegate may
by regulations prescribe, a statement of such election.

“(c) TerMINATION oOF AMORTIZATION DEDUCTION.—A taxpayer
which has elected under subsection (b) to take the amortization deduc-
tion provided by subsection (a) may, at any time after making such
election, discontinue the amortization deduction with respect to the
remainder of the amortization period, such discontinuance to begin as
of the beginning of any month specified by the taxpayer in a notice in
writing filed with the Secretary or his delegate before the beginning of
such month, The depreciastion deduction provided under section 167
shall be allowed, beginning with the first month as to which the amorti-
zation deduction does not apply, and the taxpayer shall not be entitled
to any further amortization deduction under this section with respect
to such rolling stock.

“(d) Quavrrriep RaiLroap Ronring Stock.—Except as provided in
subsection £e) (4), the term ‘qualified railroad rolling stock’ means, for
purposes of this section, rolling stock of the type used by a common
carrier engaged in the furnishing or sale of transportation by railroad
g.tpd subject to the jurisdiction of the Interstate Commerce Commission
11—

*(1) such rolling stock is—

_“(A) used by a domestic common carrier by railroad on a
full-time basis, or on a part-time basis if its only additional
use is an incidental usepi)y a Canadian or Mexican common
carrier by railroad on a c{)el‘ diem basis, or

“(B) owned and used by a switching or terminal company
all of whose stock is owned by one or more domestic common
carriers by railroad, and

“(2) the original use of such rolling stock commences with the
taxpayer after December 31, 1968,

“(e) SpeciaL RurLes.—

“(1) I~ ceENEraL—Except as otherwise provided in this sub-
section, this section shall app{lly to qualified railroad rolling stock
placed in service after 1968 and before 1975.

“(2) Pracep 1N sErvicE IN 1969.—If any qualified railroad
rolling stock is placed in service in 1969—

“(A) the month as to which the amortization period shall
begin with respect to such rolling stock shall be determined as

if such I(iolling stock were pla.oeg in service on December 31,
1969, an

“(h) subsections (a) and (b) shall be applied by sub-
stituting ‘48’ for ‘60’ each place that it appears in such sub-
sections.

This section shall not apply to any qualified railroad rolling stock

laced in service in 1969 and owned by any person who is not a
gomestic common carrier by railroad, or a corporation at least 95
percent of the stock of which is owned by one or more such
common carriers.

“(8) Pracep IN SERVICE IN 1970.—1f any qualified railroad roll-
ing stock is placed in service in 1970 by a domestic common carrier
by railroad or by a corporation at least 95 percent of the stock
ofbwhit_:h i? C)m:ﬁmlil l}:g onel-:ﬁ mqrf such common ca,rrierx-sil t(he)n
subsection (a) sha applied, without regard to para 2
agﬁigf such rolling stockpvgem i)laced in service ox? Deéga?;llllaer 31:
1969.

“(4) RAILROAD ROLLING STOCK NOT IN SHORT SUPPLY.—The
Secretary or his delegate shall determine (with the assistance of
the Secretary of Transportation) which types of railroad rolling
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stock are not in short supply and shall prescribe regulations
designating such types. The term ‘qualified railroad rolling stock’
shall not include any rolling stock which—

“(A) is of the type of rolling stock designated by such
regulations as not in short supply, and

*(B) is placed in service after (i) 1972, or (ii) 30 days
after the date on which such regulations ave promulgated,
whichever is later.

(5) ApJUSTED BASIS.—

“(A) The adjusted basis of any qualified railroad rolling
stock, with respeet to which an election has been made under
this section, shall not be increased, for purposes of this section,
for amounts chargeable to capital account for additions or
improvements after the amortization period has begun.

*(B) Costs incurred in connection with a used unit of rail-
road rolling stock which are properly chargeable to capital
account shall be treated as a separate unit of railroad rolling
stock for purposes of this section.

“(C) The depreciation deduction provided by section 167
shall, despite the provisions of subsection (a), be allowed with
respect. to the portion of the adjusted basis which is not taken
into account in applying this section.

“(6) CoxstrUcTIvE TERMINATION.—If at any time during the
amortization period any qualified railroad rolling stock ceases to
meet the requirements of subsection (d) (1), the taxpayer shall be
deemed to have terminated under subsection (¢) his eleetion under
this section. Such termination shall be effective beginning with the
month following the month in which such cessation oceurs.

“(7) METHOD OF ACCOUNTING FOR DATE PLACED IN SERVICE.—For
pur&mses of subsections (a) and (b), in the ease of qualified rail-
road rolling stock placed in service after December 31, 1969, and

before January 1, 1975, the taxpayer may eleet (unless paragraph
(3) is applicable) to begin the 60-month period with the date
when such rolling stock is treated as having been placed in service
under a method of accounting for acquisitions and retirements of
property which—

‘(‘1(.\) preseribes a date when property is placed in service,

an

“(B) isconsistently followed by the taxpayer.

“(f) Tare TeExaNT AND REMAINDERMAN.—In the case of qualified
railroad rolling stock leased to a domestic common carrier, and held
by one person ﬁ)r life with remainder to another person, the deduction
under this section shall be computed as if the life tenant were the
absolute owner of the property and shall be allowable to the life
tenant.

“(g) Cross REFERENCE.—

“For treatment of certain gain derived from the disposition of

property the adjusted basis of which is determined with regard to
this section, see section 1245.”

“SEC. 185. A;\l‘l;g%'i‘:ISZATION OF RAILROAD GRADING AND TUNNEL

b

“(a) Gexerarn Rure—In the case of a domestic common carrier by
railroad, the taxpayer shall, at his election, be entitled to a deduction
with respeet to the amortization of the adjusted basis (for determining
eain) of his qualified railroad grading and tunnel bores. The amor-
tization deduction provided by this section with respect to such prop-
erty shall be in lieu of any depreciation deduction, or other amortiza-
fion deduction, with respect to such property for any taxable year
to which the election applies.
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*(b) AsovxTor DeprerioN.—

*(1) Ix eExerarL—The deduction allowable nnder subsection
(a) for any taxable year shall be an amount determined by amor-
tizing ratably over a period of 50 years the adjusted hasis (for
determining gain) of the qualified railroad grading and tunnel
bores of the taxpayer. Such 50-year period shall commence with
the first taxable year for which an election under this section is
effective.

“(2) Seecian reLE—In the case of qualified railroad grading
and tunnel bores placed in service after the beginning of the first
taxable year for which an election under this section is effective,
the 50-year period with respect to such property shall begin with
the year following the year the property is placed in service.

“(e) Erecriox or Axorrmizarion.—The election of the taxpayer
to take the amortization deduction provided in subsection (a) may be
made for any taxable year beginning after Deccmber 31, 1969, Such
clection shall be made by filing with the Seerctary or his delegate, in
such manner, in such form, and within such time, as the Secretary or
his delegate may by regulations prescribe, a statement of such elec-
tion. The election shall remain in effect for all taxable years subsequent
to the first year for which it is effective and shall apply to all qualified
railroad grading and tunnel bores of the taxpayer, unless, on applica-
tion by the taxpayer, the Secretary or his delegate permits him, sub-
ject to such conditions as the Secretary or his delegate deems necessary,
to revoke such election.

*(d) Derixrrions—For purposes of this section—

“(1) Ramnroap GrapING AND TUNNEL BoRES.—The term ‘railroad
grading and tunnel bores’ means all improvements resulting from
exeavations (including tunneling), construction of embankments,
cleavings, diversions of roads and streams, sodding of slopes, and
from similar work necessary to provide, construct, reconstruct,
alter, protect, improve, replace, or restore a roadbed or right-of-
way for railroad track. If expenditures for improvements
deseribed in the preceding sentence arve incurred with respect to
an existing 1'0:1(11119(1 or right-of-way for railroad track, such
expenditures shall be considered, in applying this section, as costs
for railroad grading or tunnel beres placed in service in the year
in which such costs are incurred.

“(2) QUALIFIED RAILROAD GRADING AND TUNNEL BORES.— Lhe
term ‘qualified railroad grading and tunnel bores’ means railroad
grading and tunnel borves the original use of which commences
after December 31, 1968.

“(e) TrearvextT Urox Rermesmext—If any qualified railroad
grading or tunnel bore is retired or abandoned during a taxable year
for which an election under this section is in effect, no deduction shall
be allowed on account of such retirement or abandonment and the
amortization deduction under this section shall continue with respect
to such property. This subsection shall not apply if the rvetirement or
abandonment is attributable Rrimarily to fire, storm, or other casualty.

“(f) InvestmexT Cripit Nor To Be Avvowen.—Property eligible
to be amortized under this section shall not be treated as section 38
property within the meaning of section 48 (a).

“(g) Recuvrarions.—The Secretary or his delegate shall preseribe
such regulations as may be necessary to carry out the purposes of this
section.

*(h) Cross REFERENCE.—

“For special rule with respeet to certain gain derived from the dis-

position of property the adjusted basis of which is determined with
regard to this section, see section 1245.”

76 Stat. 967.
26 USC 48.
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(b) Coxroraring AmenpmeNT—The table of sections for part VI of
subchapter B of chapter 1 is amended by adding at the end thereof the
following new items:

“Sec. 184, Amortization of certain railroad rolling stock.
“Sec. 185. Amortization of railroad grading and tunnel bores.”

(¢) Errective Dare.—The amendments made by this section shall
apply with respect to taxable years beginning after December 31, 1969.

SEC. 706. EXPENDITURES IN CONNECTION WITH CERTAIN RAILROAD
ROLLING STOCK.

(a) In GENERAL—Section 263 (relating to capital expenditures) is
amended by adding at the end thereof the following new subsection :

“(e) Exeenprrures 1¥ Conxecrion Wrrn Cerraiy  Raimroap
Roruing Stock.—In the case of expenditures in connection with the
rehabilitation of a unit of railroad rolling stock (except a locomotive)
used by a domestic common carrier by railroad which would, but for
this subsection, be properly chargeable to capital account, such
expenditures, if during any 12-menth period they do not exceed an
amount equal to 20 percent of the basis of such unit in the hands of the
taxpayer, shall be treated (notwithstanding subsection (a)) as deduc-
tible repairs under section 162 or 212.”

(b) Errecrive Dare.—The amendment made by subsection (a) shall
apply with respect to taxable years beginning after December 31, 1969.
SEC. 707. AMORTIZATION OF CERTAIN COAL MINE SAFETY EQUIP-

MENT.

(a) Avrowaxce—Part VI of subchapter B of chapter 1 (relating
to itemized deductions for individuals and corporations) is amended
by adding after section 186 (added by section 904 of this Aect) the fol-
lowing new seetion.

“SEC. 187. AMORTIZATION OF CERTAIN COAL MINE SAFETY EQUIP-
MENT.

“(a) Arrowance or Debuction.—Every person, at his election,
shall be entitled to a deduction with respect to the amortization of the
adjusted basis (for determining gain) of any certified coal mine safety
equipment (as defined in subsection (d)), based on a period of 60
months. Such amortization deduetion shall be an amount, with respect
to each month of such period within the taxable year, equal to the
adjusted basis of the certified coal mine safety equipment at the end
of such month divided by the number of months (including the month
for which the deduction is computed) remaining in the period. Such
adjusted basis at the end of the month shall be computed without
regard to the amortization deduction for such month. The amortiza-
tion deduction provided by this section with respect to any certified
coal mine safety equipment for any month shall be in lieu of the depre-
ciation deduction with respec: to such equipment for such month pro-
vided by section 167. The 60-month period shall begin, as to any cer-
tified coal mine safety equipment, at the election of the taxpayer, with
the month following the month in which such equipment was placed
in service or with the succeeding taxable year.

“(b) Errcrioxn or AmorrizatioNn.—The election of the taxpayer to
take the amortization deduction and to begin the 60-month period with
the month following the month in which the certified coal mine safety
equipment was placed in service, or with the taxable year succeeding
the taxable year in which such equipment is placed in service, shall be
made by filing with the Secretary or his delegate, in such manner, in
such form, and within such time, as the Secretary or his delegate may
by regulations prescribe, a statement of such election.

“(c) TerMINATION OF AMORTIZATION DEpUcTION.—A taxpayer
which has elected under subsection (b) to take the amortization deduc-
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tion provided by subsection (a) may, at any time after making such
election, discontinue the amortization deduction with respect to the
remainder of the amortization period, such discontinuance to begin as
of the bﬁi.rming of any month specified by the taxpayer in a notice in
writing filed with the Secretary or his delegate before the beginning of
such month. The depreciation deduction provided under section 167
shall be allowed, beginning with the first month as to which the amor-
tization deduction does not apply, and the taxpayer shall not be entitled
to any further amortization deduction under this section with respect
to such equipment.

“(d) Cerrrriep Coan Mine Sarery EquipmenT.—For purposes of
this section, the term ‘certified coal mine safety equipment’ means
property which—

“(1) is electric face equipment (within the meaning of sec-
tion 305 of the Federal Coal Mine Health and Safety Act of 1969%
required in order to meet the requirements of section 305 (a) (2
of such Act,

“(2) the Secretary of the Interior certifies is permissible within
the meaning of such section 305(a) (2),and

“(3) isplaced in service before January 1, 1975.

For purﬁoses of this section, any property placed in service in connec-
tion with any used electric face equipment which the Secretary of the
Interior certifies makes such electric face equipment permissible shall
be treated as a separate item of certified coal mine safety equipment.

“(e) SprciaL Runes.—

“(1) The adjusted basis of any certified coal mine safety equip-
ment, with respect to which an election is made under this section,
shall not be increased, for purposes of this section, for amounts
chargeable to capital account for additions or improvements after
the amortization period has begun.

“(2) The depreciation deduction provided by section 167 shall,
despite the provisions of subsection (a), be allowed with respect to
the portion of the adjusted basis which is not taken into account
in applying this section.”

(b) CEAEBIC;\L AnmenpmeEnT.—The table of sections for part VI of
subchapter B of the chapter 1 is amended by adding at the end thereof
the following new item:

“Sec. 187. Amortization of certain coal mine safety equipment.”

(¢) Errective Date.—The amendments made by this section shall
apply to taxable years ending after December 31, 1969.

TITLE VIII—ADJUSTMENT OF TAX BURDEN
FOR INDIVIDUALS

SEC. 801. PERSONAL EXEMPTIONS.
(a) Increase To $625 For 1970.— Effective with respect to taxable
years beginning after December 31, 1969, and before January 1, 1971—
(1) section 151 (relating to allowance of personal exemptions)
is amended by striking out “$600” wherever it appears therein and
inserting in lieu thereof “$625”; and
(2) section 6013(b) (3) (A) (relating to assessment and collec-
tion in case of certain returns of husband and wife) is amended
by striking out “$600” wherever it appears therein and inserting
in lieu thereof “$625”, and by striking out “$1,200” wherever 1t
appears therein and inserting in lieu thereof “$1,250”.
(b) Increask 1o $650 For 1971.—Effective with respect to taxable
years beginning after December 31, 1970, and before January 1, 1972—
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(1) section 151 (relating to allowance of personal exemptions)
is amended by striking out “$625” wherever it appears therein and
inserting in lieu thereof “$650" ; and

(2) section 6013(b) (3) (A) (relating to assessment and collec-
tion in case of certain returns of husband and wife) is amended
by striking out “$625” wherever it appears therein and inserting
in lieu thereof “$6507, and by striking out “$1,250” wherever it
appears therein and inserting in lien tﬁereof “$1,300".

(¢) Increase 1o $700 ror 1972.—Effective with respect to taxable
vears beginning after December 31, 1971, and before January 1, 1973—

(1) section 151 (relating to allowance of personal exemptions)
is amended by striking out “$650” wherever it appears therein and
inserting in lieu thereof “$700"; and

(2) section 6013(b) (3) (A) (relating to assessment and collec-
tion in case of certain returns of husband and wife) is amended by
striking out “$650” wherever it appears therein and inserting in
lien thereof “$700”, and by striEmg out “$1,300” wherever it
appears therein and inserting in lieu thereof “$1,400".

(d) Ixcrease To $750 ror 1973 Axp SussEQuENT Y rears.—Effective
with respect to taxable years beginning after December 31, 1972—

(1) section 151 (relating to allowance of personal exemptions)
is amended by striking out “$700” wherever it appears therein and
inserting in lieu thereof *$750"; and

(2) section 6013(b)(3) (A) (relating to assessment and col-
lection in case of certain returns of husband and wife) is amended
by striking out “®700™ wherever it appears therein and inserting
in lieu thereof “$7507, and by striking out “$1.400”, wherever it
appears therein and inserting in lieu thereof “$1,5007.

SEC. 802. LOW INCOME ALLOWANCE; INCREASE IN STANDARD
DEDUCTION.

(a) Ixn Gexeran.—Section 141 (relating to the standard deduc-
tion) is amended by striking out subsections (a), (b), and (¢) and
inserting in lieu thereof the following :

“(a) Stanparp Depucrion.—Except as otherwise provided in this
section, the standard deduction referred to in this title is the larger of
the percentage standard deduction or the low income allowance.

“(b) Percentace Stanparp Drpucrion.—The percentage standard
deduction is an amount equal to the applicable percentage of adjusted
gross income shown in the following taEle, but not to exceed the maxi-
mum amount shown in such table (or one-half of such maximum
amount in the case of a separate return by a married individual) :

Applicable Maximum
P tage t

“Taxable years beginning in—

L - 10 $1, 000
1871 ... ol 13 1,500
1972 14 2,000
1973 and thereafter. . 15 2,000

“(¢) Low INCOME ALLOWANCE.—
“(1) In eexeraL—The low income allowance is an amount
equal to the sum of—
“(A) the basic allowance, and
“(B) the additional allowance.
“(2) Basic aLLowance.—For ?urposes of this subsection, the
basic allowance is an amount equal to the sum of—
% Ag $200, plus
“(B) $100, multiplied by the number of exemptions.
The basic allowanee shall not exceed $1,000.
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“(3) ADDITIONAL ALLOWANCE.— '

“(A) Ix cexeraL—For purposes of this subsection, the
additional allowance is an amount equal to the excess (if any)
of $900 over the sum of—

“(i) $100, multiplied by the number of exemptions,
lus

P ii) the income phase-out.

“(B) Income pHASE-0UT.—For purposes of subparagraph
(A) (ii), the income phase-out is an amount equal to one-half
of the amount by which the adjusted gross income for the
taxable year exceeds the sum of—

(i) $1,100, plus

- %(i1) $625, multiplied by the number of exemptions.
*(4) MARRIED INDIVIDUALS FILING SEPARATE RETURNS.—In the

case of a married taxpayer filing a separate return—

“(A) the low mecome allowance is an amount equal to the
basic allowance, and

“(B) the basic allowance is an amount (not in excess of
$500) equal to the sum of—

“(i) $100, plus

* Eh) $100, multiplied by the number of exemptions.
*(5) Nuaeer oF Exemprions.—For purposes of this subsee-

tion, the number of exemptions is the number of exemptions

allowed as a deduction for tﬁe taxable year under section 151.
“(6) Specian RULE For 1971.—For a taxable year beginning

after December 31, 1970, and before January 1, 1972,—

¥ (A% paragraph (3) (A) shall be applied by substituting
‘6850 for ‘$9§ )

“(B) paragraph (3)(B) shall be applied by substituting
‘one-fifteenth’ for ‘one-half’

“(C) paragraph (3) (B (i) shall be applied by substitut-
ing ‘$1050" for ‘$1100°, an

*(D) paragraph (3) (B) (ii) shall be applied by substitut-
ing ‘$650° for ‘$6257.”

(b) DeTERMINATION OF MARITAL STATUS.—Section 143 (relating to
determination of marital status) is amended—

(1) by striking out “For purposes of this part—" and inserting
in lien thereof ‘“(a) GeNeraL Rure—For purposes of this
part—"; and

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

*(b) CerraiNn Marriep INpiviouars LiviNe Arart.—For purposes
of this a?art’ if—

(1) an individual who is married (within the meaning of sub-

section (a)) and who files a separate return maintaing as his home

a household which constitutes for more than one-half of the tax-

able year the principal place of abode of a dependent (A) who

(within the meaning of section 152) is a son, stepson, daughter,

or stepdaughter of the individual, and (B) with respect to whom

such Individual is entitled to a deduction for the taxable year

under section 151

“(2) such individual furnishes over half of the cost of main-
taining such household during the taxable year, and

“(3) during the entire taxable year such individual’s spouse is
not a member of such household,

such individual shall not be considered as married.”
(¢) TecuNiCcAL AND CONFORMING AMENDMENTS.—

(1) Section 4(a) (relating to number of exemptions) is
amended to read as follows:

“(a) Numeer or Exemprions.—For purposes of the tables pre-
scribed by the Secretary or his delegate pursuant to section 3, the term
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‘number of exemptions’ means the number of exemptions allowed
under section 151 as deductions in computing taxable income.”

(2) Section 4(c) (relating to married individuals filing sepa-
rate returns) is amended to read as follows:

“(c) Huseanp or Wire FiLine SeparaTE RETURN.—

“(1) A husband or wife may not elect to pay the ogtional tax
imgosed by section 3 if the tax of the other spouse is determined
under section 1 on the basis of taxable income computed without
regard to the standard deduction.

‘(2) Except as otherwise provided in this subsection, in the
case of a husband or wife filing a separate return the tax imposed
by section 3 shall be the lesser of the tax shown in—

“(A) the table prescribed under section 3 applicable in the
case of married persons filing separate returns which applies
the percentage standard deduction, or

“(B} the table prescribed under section 3 applicable in the
case of married persons filing separate returns which applies

the low income allowance.

“(3) The table referred to in paragraph (2) (B) shall not apply
in the case of a husband or wife filing a separate return if the tax
of the other spouse is determined with regard to the percentage
standard deduction ; except that an individual described in section
141(d) (2) may elect (under regulations prescribed by the Secre-
tary or his delegate) to pay the tax shown in the table referred to
in paragraph (2) (B) in lieu of the tax shown in the table referred
to in paragraph (2) (A). For purposes of this title, an election
under the preceding sentence shall be treated as an election made
under section 141(d) (22.

“(4) For purposes of this subsection, determination of marital
status shall be made under section 143.”

: (3) Paragraph (4) of section 4(f) is amended to read as fol-
oOwWs:

60‘1‘-&4’? For computation of tax by Secretary or his delegate, see section

(4) Section 141(d) (relating to married individuals filing sep-
arate returns) is amended—

(A) by striking out “minimum standard deduction” each
place it appears and inserting in lieu thereof “low income
allowance”; and

(B) by striking out “10-percent” each place it appears
therein and inserting in lieu thereof “percentage”.

(5) Section 1304(:& (4) (relating to special rules for income
averaging) is amended by striking out “section 143” and inserting
in lien thereof “section 143(a)”.

(d) Errecrive Date.—The amendments made by subsections (a),
(b), and (c) shall apply to taxable years beginning after December 31,
1969

(e) Yrars Arter 1971.—Effective with respect to taxable years
beginning after December 31, 1971, section 141(c) (relating to low
income nflowanca) , as amended by subsection (a), 1s amended to read
as follows:

“(c) Low Income ArLowance.—The low income allowance is $1,000
($500, in the case of a married individual filing a separate return).”
SEC. 803. TAX RATES FOR SINGLE INDIVIDUALS AND HEADS OF

HOUSEHOLDS; OPTIONAL TAX.

(a) Rates oF Tax oN INpivibuaLs.—Section 1 (relating to the tax
imposed) is amended to read as follows:
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“SECTION 1. TAX IMPOSED.
“(a) Magriep INpivipvars Fruing Joint RETURNS AND SURVIVING
Srouses.—There is hereby imposed on the taxable income of—

“(1) every married individual (as defined in section 143) who
makes a single return jointly with his spouse under section 6013,
and

“(2) every surviving spouse (as defined in section 2(a)),

A tax determined in accordance with the following table:

“If the taxable income is: The tax is:
g?grogﬁgﬁ?)li?lf:uot over $2,000____ ﬁ%, orpltt?: til;:%bl%;n cec;:n;:;;s over
Over $2,000 but not over $3,000____ &g&mgius 16% of excess over
Over $3,000 but not over $4,000____ Mﬁ:ﬁﬁius 179% of excess over
Over $4,000 but not over $5,000____ $620, plus 199 of excess over
Over $8,000 but not over $12,000___ $1§34'80, .plus 22% of excess over
Over $12,000 but not over $16,000__ $2.2Bg?oi)1us 25¢% of excess over
Over $16,000 but not over $20,000__ m;?llﬁzl:ggjlus 289% of excess over
Over $20,000 but not over $24,000_- H,BS({,OOE.IUS 82% of excess over
Over $24,000 but not over $28,000__ 35’;}283,,0 031113 36% of excess over
Over $28,000 but not over $32,000__ $7,120.§)‘bog}us 39% of excess over
Over $32,000 but not oyver $36,000__ $8,660, plus 42% of excess over
Over $36,000 but not over $40,000-- $13§32-1'00?0i)lus 459% of excess over
Over $40,000 but not over $44,000__ $12,14:0, lz;lus 489, of excess over
Over $44,000 but not over $52,000__ $14, Oég?oi)lns 50% of excess over
Over $52,000 but not over $64,000__ $18, Oﬁg?oplus 53% of excess over
Over $64,000 but not over $76,000__ &-ﬂ ’gmplus 55% of excess over
Over $76,000 but not over $88,000__ &z:%g?aplus 58% of excess over
Over $88,000 but not over $100,000_ $37.98’0, iJIus 609% of excess over
Over $100,000 but not over.$120,000- M%,Sigég?o iﬂns 629% of excess over
Over $120,000 but not over $140,000- %;}%%us 64% of excess over
Over $140,000 but not over $160,000_ $7§§896?ﬂgius 669% of excess over
Over $160,000 but not over $180,000_ 58%;%%(?&&% 68% of excess over
Over $180,000 but not, over $200,000_ $9?,118800, plus 69% of excess over

$180,000.
Over $200,000 $110,980, plus T0% of excess over
$200,000.
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“(b) Heaps or Housenorvs.—There is hereby imposed on the tax-
able income of e\'ery individual who is the head of a household (as
defined in section 2(b)) a tax determined in accordance with the
following table:

“If the taxable income is:

Paost, p. 683.

The tax is:

Notogar: 3150000 e nni o
Over $1,000 but not over $2,000____
Over $2,000 but not over $4,000____
Over $4,000 but not over $6,000____
Over $6,000 but not over $8,000____
Over $8,000 but not over £10,000___
Over $10,000 but not over $12,000__
Over $12.000 but not over $14.000__
Over $14.000 but not over $16,000__
Over $16,000 but not over $18,000__
Over $18,000 but not over $20,000__
Over $20,000 but not over $22,000__
Over $22,000 but not over $24,000__
Over $24,000 but not over $26,000__
Over $26,000 but not over $28,000__
Over $28,000 but not over $32,000__
Over $32,000 but not over §36,000__
Over $36,000 but not over $38,000__
Over $38,000 but not over $40,000__
Over $40,000 but not over $44,000__
Over $44,000 but not over £50,000__
Over $50.000 but not over $52,000__
Over $52,000 but not over $64,000__
Over $G4,000 but not over $70,000__
Over $70,000 but not over $76,000__
Over $76,000 but not over $80,000__
Over $80,000 but not over $88,000._ -
Over $88,000 but not over $100,000_
Over $100,000 but not over $120,000.
Over £120,000 but not over $140,000.
Over $140,000 but not over $160,000-
Over $160,000 but not over $180,000_
Over $180000- - —— - ... _

149 of the taxable income,

$140, plus 16% of excess over $1,000.
$300, plus 18% of excess over $2,000.
$660, plus 199 of excess over

$1,0-l.0. i:lus 2200 of excess over
$l,48;0. plus 23% of excess over

$1,940, plus 259% of excess over
$10000
$2,440, plus 27% of excess over
$12,000.
$2,980, plus 289 of excess over
$14,000.
$3.540, plus 319 of excess over
$16,000.
$4130 plus 329, of excess over
£,000.
54800 plus 35% of excess over

$.1,.p00 mglus 36% of excess over
$i!.-20. pus 389% of excess over
24,000,
$6,980, plus 419 of excess over
$7.800, plus 42¢; of excess over
$28,000.
$0,480, plus 45% of excess over
$32,000.,
$11,: 80 plus 489, of excess over
6000
$12.240, plus 519 of excess over
£38.000.
‘Fl.i ’60 plus 52% of excess over
0,000,
£15, 340 plus 55% of excess over
$44,000.
$18,640, plus 56% of excess over

$£50,
$19,760, plus a8% of excess over

d..,

$26,720, plus 9% of excess over
364_000

$30.260, plus 61% of excess over
$70000

$33,020, plus 629, of excess over
76,000.

$36, 400 plus 63% of excess over
80000

$41,440, plus 649 of excess over
$88,000.

$49.120, plus 669% of excess over
$£100,000.

$62,320, plus 679; of excess over
$£120,

$75,720, plus 689 of excess over
£140,000.

$R{)3"ﬂ plus 699 of excess over

$160,000,
$£103,120, plas 709 of excess over
£180,000.
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“(¢) Unmarriep INpivipuars (Oruer TrAN Survivine Spouses
AND s oF Housenoros).—There is hereby imposed on the taxable
income of every individual (other than a surviving spouse as defined in
section 2(a) or the head of a household as defined in section 2(b) ) who
is not a married individual (as defined in section 143) a tax determined
in accordance with the following table:

“If the taxable income is: The tax is:
Not over $500 = 149 of the taxable income.
Over $500 but not over $1,000______ $70. plus 15% of excess over $500.

Over $1,000 but not over $1,500____
Over $1,500 but not over $2,000____
Over $2,000 but not over $4,000____
Over $4,000 but not over $6,000____
Over $6,000 but not over $8,000___.

$145, plus 16% of excess over $1,000.

$225, plus 175 of excess over $1,500.

$310, plus 199, of excess over $2,000.

£690, plus 21% of excess over $4,000.

$1,110, plus 24% of excess over
000,

Over §8,000 but not over $10,000___ $1,590, i)ll‘.lﬂ 259 of excess over
Over $10,000 but not over $12,000__ &zﬁfﬁé}?.gglns 27% of excess over
Over $12,000 but not over $14,000__ $2£?£6 oglus 20% of excess over
Over $14,000 but not over §16,000__ $3,210, plus 319% of excess over
Over $16,000 but not over $18,000__ $3§ggd?ml}3-lus 84% of excess over
Over $18,000 but not over $20,000__ M%}Ei;u}lé?us 36% of excess over
Over $20,000 but not over $22,000_- $5,230, plus 389; of excess over
Over $22,000 but not over $26,000__ sﬁgi;dbog.lus 40% of excess over
Over $26,000 but not over $32,000__ $7é529£603.1us 45% of excess over
Over $32,000 but not over $38,000__ $10,200, plus 50% of excess over
Over $38,000 but not over $44,000__ $1§3,22§0@1')1n5 06% of excess over
Over $44,000 but not over $50,000__ $1§§?0£1:)1us 80% of excess over
Over $50,000 but not over $60,000__ $20,190, plus 62% of excess over
Over $60,000 but not over $70,000__ m&@ﬁus 64% of excess over
Over $70,000 but not over $80,000__ %E%D?Oplus 66% of excess over
Over $80,000 but not over $90,000__ $39,300, plus 68% of excess over
Over $90,000 but not over $100,000- $46,19'00?01;lus 689% of excess over
Over $100,000__ sﬁs.ﬂdoo?oﬁlus T0% of excess over
$100,000.

“(d) MarriEp Inpivipuars Finine SEPARATE ReTurNs; EsrarTes
AND Trusrs.—There is hereby imposed on the taxable income of every

married individual (as defined in section 143) who does not make a
single return jointly with his spouse under section 6013, and of every
estate and trust taxable under this subsection, a tax determined in
accordance with the following table:

“If the taxable income is: The tax is:
Not over §500. 149 of the taxable income.
Over $500 but not over $1,000_____ $70, plus 15% of excess over $500.
Over $1,000 but not over $1,500_._- 81-:!{, m%l.us 169% of excess over
Over $1,500 but not over $2,000____ $225, plus 17% of excess over

Over $2,000 but not over $4,000____ ms%,: oorto,l:ns 19% of excess over
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“If the taxable income is: The tax is:
Over §4,000 but not over $6,000____ $690, plus 229, of excess over
Over $6,000 but not over $8,000_..-- $1?f§g?oblu 25% of excess over
Over $8,000 but not over $10,000__ sl,S%OO?oblus 289 of excess over
Over $10,000 but not over $12,000_- $2,§89’00?01')1us 32¢, of excess over
Over $12,000 but not over $14,000-_ &.gég:w&us 369% of excess over
Over $14,000 but not over $16,000-- $3,§;g:m1:(r)l'us 399% of excess over
Over $16,000 but not over $18,000__ $4,'§:13‘(L)’,001(J)1-us 429, of excess over
Over $18,000 but not over §20,000__ $5i]7%?ugius 45% of excess over
Over $20,000 but not over $22,000__ $Gi$01?8(;?02'1us 487, of excess over
Over $22 000 but not over $26,000__ $7,03(i. pius 509, of excess over
$22,000.
Over $26,000 but not over $32,000__ $9.080, plus 58% of excess over
Over $32,000 but not over $38,000__ $12,210, plus 559 of excess over
Over $38,000 but not over $44,000__ $1§%L;g,0 Oﬁlus 589 of excess over
Over $44,000 but not over $350,000__ $lg%8§8?0f}lus 609 of excess over
Over $50,000 but not over $60,000__ 823:‘3%00?0;}1% 629, of excess over
Over $60,000 but not over $70,000__ $28?:‘09’0, f}lus 049 of excess over
Over $70,000 but not over $80,000-_ %ggqéoo?of)lus G669 of excess over
Over $80,000 but not over $90,000__ %i}%oo?oi)lus 0689 of excess over
Over $90,000 but not over $100,000_ $48,59’0. fllus 69¢, of excess over
Over $100,000. .'552%?)'((})?01')1133 0% of excess over
$100,000.”

(b) Derinrtrions ANp SpeciAL Runes.—Section 2 (relating to tax in
case of joint return or return of surviving spouse) is amended to read
as follows:

“SEC. 2. DEFINITIONS AND SPECIAL RULES.
“(a) DEFINITION OF SURVIVING SPOUSE—
“(1) I~ eeNeraL.—For purposes of section 1, the term ‘sur-
viving spouse’ means a taxpayer—
“(A) whose spouse died during either of his two taxable
years immediately preceding the taxable year, and
“(B) who maintains as his home a household which con-
stitutes for the taxable year the principal place of abode (as a
member of such household) of a dependent (i) who (within
the meaning of section 152) is a son, stepson, daughter, or
stepdaughter of the taxpayer, and (ii) with respect to whom
the taxpayer is entitled to a deduction for the taxable year
under section 151.
For purposes of this paragraph, an individual shall be considered
as maintaining a household only if over half of the cost of main-
taining the household during the taxable year is furnished by such
individual.
“(2) Limrratrons.—Notwithstanding paragraph (1), for pur-
oses of section 1 a taxpayer shall not be considered to be a surviv-
Ing spouse—
“(A) if the taxpayer has remarried at any time before the
close of the taxable year, or



83 StaT. ] PUBLIC LAW 91-172—-DEC. 30, 1969

“(B) unless, for the taxpayer’s taxable year during which
his spouse died, a joint return could have been made under
the provisions of section 6013 (without regard to subsection
(a)(3) thereof).

“(b) Derinrrion or Heap or HousenoLp,—

“(1) I~ cexeEraL.—For purposes of this subtitle, an individual
shall be considered a hencF nfp a household if, and only if, such
individual is not married at the close of his taxable year, is not a
surviving spouse (as defined in subsection (a)), and either—

“(A) maintains as his home a household which constitutes
for such taxable year the principal place of abode, as a mem-
ber of such household, of—

“(1) a son, stepson, daughter, or stepdaughter of the
taxpayer, or a descendant of a son or daughter of the
taxpayer, but if such son, stepson, daughter, stepdaugh-
ter, or descendant is married at the close of the taxpay-
cr’s taxable year, only if the taxpayer is entitled to a
deduction for the taxable year for such person under
section 151, or

“(ii) any other person who is a dependent of the tax-
payer, if tﬁe taxpayer is entitled to a deduction for the
taxable year for such person under section 151, or

“(B) maintains a household which constitutes for such
taxable year the principal place of abode of the father or
mother of the taxpayer, if the taxpayer is entitled to a dedue-
tion for the taxable year for such father or mother under
section 151.

For purposes of this paragraph, an individual shall be consid-

ered as maintaining a household only if over half of the cost of

maintaining the household during the taxable year is furnished
by such individual.

“(2) DrereryaNaTION OF sTATUS.—For purposes of this sub-
section—

“(A) a legally adopted child of a person shall be consid-
ered a child of such person by blood ;

“(B) an individual who is legally separated from his
s]pouse under a decree of divorce or of separate maintenance
shall not be considered as married ;

“(C) a taxpayer shall be considered as not married at the
close of his taxable year if at any time during the taxable
year lis spouse is a nonresident alien; and

“(D) a taxpayer shall be considered as married at the
close of his taxable year if his spouse (other than a spouse
described in subparagraph (C)) died during the taxable year.

“(3) Lovrrarions—Notwithstanding paragraph (1), for pur-
poses of this subtitle a taxpayer shall not be considgred to be a head
of a household—

“(A) if at any time during the taxable year he is a non-
resident alien; or

“(B) by reason of an individual who would not be a de-
pendent for the taxable year but for—

“(i) paragraph (9) of section 152(a),
“(i1) paragraph (10) of section 152(a), or
“(ii1) subsection (c) of section 152.
“(c¢) Cerraiy Magrriep INpivibvars Laivine Aparr—For purposes
of this part, an individual who, under section 143(b), is not to be con-
sidered as married shall not be considered as married.
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*(d) NoxresmexT Ariens—In the case of a nonresident alien
mdividual, the tax imposed by section 1 shall apply only as provided
by section 871 or 877.

“(e) Cross REFERENCE.—

“For definition of taxable income, see section 63.”

(c) OprroNar Tax Tapres For INpivipuars.—Section 3 (relating to
optional tax if adjusted gross income is less than $5,000) is amended to
read as follows: .

“SEC. 3. OPTIONAL TAX TABLES FOR INDIVIDUALS.

“In lieu of the tax imposed by section 1, there is hereby imposed for
each taxable year beginning after December 31, 1969, on the taxable
income of every individual whose adjusted gross income for such year is
less than $10,000 and who has elected for such year to pay the tax im-
posed by this section, a tax determined under tables, applicable to such
taxable year, which shall be preseribed by the Secretary or his delegate.
In the tables so prescribed, the amounts of tax shall be computed on the
basis of the taxn]iple income computed by taking the standard deduction
and on the basis of the rates prescribed by section 1.”

(d) Tecunican, CoNFORMING, AND CLERICAL AMENDMENTS.—

(1) Section 6014(a) (relating to election by taxpayer) is
amended—

(A) by striking out “$5,000” in the first sentence, and insert-
ing in lieu thereof “$10,000”, and
(B) by striking out the last two sentences.

(2) Section 511(b) (1) (relating to imposition of tax on unre-
lated business income of charitable, ete., organizations) is amendad
by striking out “section 17, in the first sentence of such section, and
inserting 1 lieu thereof “section 1(d)”.

(3) Section 641 (relating to imposition of tax in respect of
estates and trusts) is amended by striking out “The taxes imposed
by this chapter on individuals” in subsection (a) and inserting in
lieu thereof “The tax imposed by section 1(d)".

(4) Section 632 (relating to sale of oil or gas properties) is
amended—

(A) by striking out “surtax™ and inserting in lieu thereof
“tax”, and

(B) by striking out “30 percent” and inserting in liea
thereof “33 percent”.

(b) Section 1347 (relating to claims against United States
involving acquisition of property) is amended—

(A) by striking out “surtax” and inserting in lieu thereof
“tax”, and

(B) by striking out “30 percent” and inserting in lieu
thereof “33 percent”.

(6) Paragraphs (1) and (5) of section 5(b) (cross references)
are each amended by striking out “surtax™ and inserting in lieu
thereof “tax™,

(7) Section 6015(a) (1) (relating to declaration of estimated
income tax by individuals) is amended—

(A) by striking out “section 1(b) (2)” each place it appears
and inserting in lieu thereof *section 2(b)*, and

(B) by striking out “section 2(b)” each place it appears
and inserting in lieu thereof “section 2(a)”.

(8) Section 1304(b) (1) (relating to special rules) is amended
by striking out “if adjusted gross income is less than $5,000”,
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(9) The table of sections for part I of subchapter A of chapter
1 is amended by striking out the second and third items and
inserting in lieu thereof the following:
“Sec. 2. Definitions and special rules.
“Sec. 3. Optional tax tables for individuals.”

(e) Section 21(d) (relating to c¢hanges in rates during a taxable
year) is amended to read as follows:

“(d) Cuaxces MapeE By Tax Rerory Acr or 1969 v Case oF
Inpivipuars.—In applying subsection (a) to a taxable year of an indi-
vidual which is not a (*aﬁu(!m' year, each change made by the Tax
Reform Act of 1969 in part I or in the application of part IV or V of
subchapter B for purposes of the determination of taxable income
shall be treated as a change in a rate of tax.”

(f) Errecrive Dates—The amendments made by subsections (a),
(b), and (d) (other than paragraphs (1) and (8)) shall apply to
taxable years beginning after December 31, 1970, except that section
2(c) of the Internal Revenue ("ode of 1954, as amended by subsection
(b), shall also apply to taxable years beginning after December 31,
1969. The amendments made by subsections (¢), (d) (1), and (d)(8)
shall apply to taxable years beginning after December 31, 1969,

SEC. 804. FIFTY-PERCENT MAXIMUM RATE ON EARNED INCOME.

(a) In Gexeran.—Part VI of subchapter Q of chapter 1 (relating
to other limitations) is amended by -.uhiinp: at the end thereof the
following new section:

“SEC. 1348. FIFTY-PERCENT MAXIMUM RATE ON EARNED INCOME.

“(a) GeExEraL Rvre—If for any taxable year an individual has
earned taxable income which exceeds the amount of taxable income
specified in paragraph (1), the tax imposed by section 1 for such year
shall, unless the taxpayer chooses the benefits of part 1 (relating to
income averaging), be the sum of—

“(1) the tax imposed by section 1 on the lowest amount of tax-
able income on \\'llnirh the rate of tax under section 1 exceeds 50
percent,

*(2) 50 percent of the amount by which his earned taxable in-
come exceeds the lowest amount of taxable income on which the
rate of tax under section 1 exceeds 50 percent, and

“(3) the excess of the tax computed under section 1 withont
regard to thizsection over the tax so computed with reference solely
to his earned taxable income.

In applying this subsection to a taxable year beginning after Decem-

ber 31, 1970, and before January 1, 1972, ‘60 percent’ shall be substi-

tuted for *50 percent’ each place it appears in paragraphs (1) and (2).
“(b) Derintrions—For purposes of this section—

“(1) Earxep ixcome—The term ‘earned income’ means any
income which is earned income within the meaning of section 401
(e) (2) (C) or section 911(h), except that such term does not in-
clude any distribution to which section T2(m)(5), 72(n), 402
(a) (2), or 403(a) (2) () applies or any deferred compensation
within the meaning of section 404. For purposes of this para-
araph, deferred compensation does not include any amount re-
ceived before the end of the taxable year following the first tax-
able year of the recipient in which his right to receive such amount
is not subject to a substantial visk of forfeiture (within the mean-
ing of section 83 (c) (1) ).
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“(2) Earxep TaxasLE INcoME.—The earned taxable income of
an individual is the excess of —

“(A) the amount which bears the same ratio (but not in
excess of 100 percent) to his taxable income as his earned net
income bears to his adjusted gross income, over

“(B) the amount by which the greater of—

“(i) onme-fifth of the sum of the taxpayer’s items of tax
preference referred to in section 57 for the taxable year
and the 4 preceding taxable years, or

“(ii) the sum of the items of tax preference for the tax-
able year,

exceeds $30,000.
For purposes of subpnrxz,igraph (A), the term ‘earned net income’
means earned income reduced by any deductions allowable under
section 62 which are properly allocable to or chargeable against
such earned income.

“(c) Marriep INpivipuALs.—This section shall apply to a married
individual only if such individual and his spouse mt&e a single return
jointly for the taxable year.”

(b) Crericar. AmExpMENT.—The table of sections for part VI of
subchapter Q of chapter 1 is amended by adding at the end thereof the
following new item:

“Sec. 1348, Fifty-percent maximum rate on earned income.”

(¢) Errecrive Date.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1970.

SEC. 805. COLLECTION OF INCOME TAX AT SOURCE ON WAGES.

(a) RequireMENT oF WrrHHOLDING.—Section 3402(a) (relating to
requirement of withholding) is amended by striking out paragraphs
(1) and (2) and inserting in lieu thereof the following:

“(1) In the case of wages paid after December 31, 1969, and

before July 1,1970:

“Table 1—If the payroll period with respect to an employee is
WEEKLY

“(a) Single Person—Including Head of Household :
The amount of income tax to be with-

“If the amount of wages is:

Not over $21.00 - e
Over $21.00 but not over $33.00._-_
Over $33.00 but not over $52.00____
Over $52.00 but not over $88.00____
Over $88.00 but not over $177.00_-

Over $177.00 but not over $212.00__

“(b) Married Person:
“If the amount of wages is:

Nob gver SO0 L. L.
Over $21.00 but not over $48.00____
Over $48.00 but not over $88.00____
Over $88.00 but not over $177.00___
Over $177.00 but not over $346.00__
Over $346.00 but not over $423.00__

Over $423.00

held shall be:

0.
219 of excess over $21.00.

$2.52 plus 279% of excess over $33.00.
$7.65 plus 189 of excess over $52.00.
$14.13 plus 219% of excess over

$£88.00.

$32.82 plus 26% of excess over
$177.00.

$41.92 plus 319% of excess over
£212.00.

The amount of income tax to be with-
held shall be:

0.

219 of excess over $21.00.

$5.67 plus 16% of excess over $48.00.

$12.07 plus 189% of excess over
00

$28.09 plus 219 of excess over
$177.00.

$63.68 plus 269% of excess over
$346.00.

$83.60 plus 31% of excess over
$423.00.
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“Table 2—If the payroll Ei%ogEvE}lerespect to an employee is

“(a) Single Person—Including Head of Household :

The amount of income tax to be with-
held shall be:

21% of excess over $42.00.

$4.83 plus 27% of excess over $65.00.

$15.36 plus 189 of excess over
$104.00.

$28.50 plus 21% of excess over
$177.00.

$65.67 01}}113 269% of excess over

“If the amount of wages is:
Not over $42.00 =
Over $42.00 but not over $65.00____
Over $65.00 but not over $104.00___
Over $104.00 but not over $177.00__

Over $177.00 but not over $354.00_-
Over $354.00 but not over $423.00__
Over $423.00

“(b) Married Person:

“If the amount of wages is:
Not over $42.00
Over $42.00 but not over $96.00____
Over $96.00 but not over $177.00___

883,61 'pl;.ls 31% of excess over
$423.00.

The amount of income tax to be with-
he})d shall be:

219 of excess over $42.00.
$11.34 plus 16% of excess over

$06.00.
$24.30 plus 189 of excess over
1

Over $177.00 but not over $354.00__
Over $354.00 but not over $692.00__
Over $692.00 but not over $846.00__
Over $846.00

$5&16 plus 21% of excess over
4.00.

$127.14 plus 269 of excess over
692.00.

$167.18 plus 31% of excess over
$846.00,

“Table 8—If the payroll period with respect to an employee is SEMI-
ONTHLlPe Hae

“(a) Single Person—Including Head of Household :

The amount of income tax to be with-

“If the amount of wages is: held shall be:

Not over $46
Over $46 but not over $71________
Over $71 but not over $113________
Over $113 but not over $192______
Over $192 but not over $383______

Over $383 but not over $4568_____
Over $458

0.

21% of excess over $46.

$5.25 plus 27% of excess over $71.
$16.59 plus 18% of excess over $113.
$30.81 plus 21% of excess over $192.
$70.92 plus 26%: of excess over $383.
$90.42 plus 319 of excess over $458.

“(b) Married Person:
The amount of income tax to be with-
“If the amount of wages is: held shall

Not over $46
Over $46 but not over $104________
Over §104 but not over $192______
Over $192 but not over $383______

Over $383 but not over $750_ ..

Over $750 but not over $917_ .
Over $917

0.

%i?a 180r ;{:;sig;:r 3& excess over
$2§% plus 18% of excess over
sﬁt’)&%a plus 219, of excess over
$1g'7’g plus 26% of excess over

31:1 11’? plus 319 of excess over
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“Table 4.—If the payroll ]ﬁeori\?d with respect to an employee is

THLY

“If the amount of wages is:

Not over $92.
Over $92 but not over $142_______
Over $142 but not over $225_ . __-
Over $225 but not over $383_._.__
Over $383 but not over $767______
Over $767 but not over $017_____

Ovexr SO0

“(b) Married Person:

“If the amount of wages is:

Not over $92
Over $208 but not over $383_____.
Over $383 but not over $767_____
Over $767 but not over $1,500____
Over $1,500 but not over $1,833___

Over $1,833____. o

“(a) Single Person—Including Head of Household :

The amount of income tax to be with-
held shall be:
0.
21% of excess over $92.
$1050 plus 279% of excess over
$142.
$32.91 plus 18% of excess over

$31.35'plu5 219% of excess over
83.

$141.99 plus 26% of excess over
$T67.

$180.99 plus 319; of excess over
$917.

The amount of income tax to be with-
held shall be:
0.
219% of excess over $92.
$24.36 plus 16% of excess over $208,
$52.36 plus 189, of excess over $383.
$1§%€;§ plus 21% of excess over

ﬂ?i%o plus 269% of excess over
$361:99 .11lus 317% of excess over
$1,833.

“Table 5—I1f the payroll period with respect to an employee is

QUARTERLY

“If the amount of wages is:

Not over $275
Over $275 but not over $425______
Over $425 but not over $676_ . —._
Over $675 but not over $1,150_ .-
Over $1,150 but not over $2,300___-

Over $2,300 but not over $2,750___
Over $2,750

“(b) Married Person:

“If the amount of wages is:

Not over $275
Over $275 but not over $625______
Over $625 but not over $1,150_____
Over $1,150 but not over $2,300____
Over £2,300 but not over $4,500. ___
Over $4,500 but not over $5,500- .-

Over £5,500

“(a) Single Person—Including Head of Household :

The amount of income tax to be with-
held shall be:
0.
21% of excess over $275.
$31.50 plus 279 of excess over $425.
$09.00 plus 18% of excess over $675.
$184.?0mplus 219% of excess over

$426.00 'plus 26% of excess over
$543.’00 i)lus 31% of excess over
$2,750.

The amount of income tax to be with-
held shall be:
0.
21% of excess over $275.
$73.50 plus 16% of excess over $625.
$15'{.£1i050 plus 189 of excess over

,150.

$364.50 plus 219% of excess over
$2,300.

$826.50 plus 26% of excess over
$4,500.

$1.08§a%0 plus 319 of excess over
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“Table 6—If the payroll period with respect to an employee is
SEMIANNUAL

“(a) Single Person—Including Head of Household :
The amount of income tax to be with-

“If the amount of wages is: held shall be:
Not over $550. 0.
Over $550 but not over §8560_____.__ 21% of excess over $550.

Over $850 but not over $1,350_____
Over $1,350 but not over $2,300_._—
Over $2,300 but not over $4,600____
Over $4,600 but not over $5,500_._—
Over $5,500

$63 plus 27% of excess over $850.

$198 plus 189 of excess over $1,350.
$369 plus 219 of excess over $2,300.
$852 plus 269 of excess over $4,600.
$1,086 plus 319 of excess over

“(b) Married Person:

The amount of income tax to be with-

“If the amount of wages is: held shall be:
Not over $550 0.
Over $550 but not over $1,250______ 21% of excess over $550.

Over $1,250 but not over $2,300.___
Over $2,300 but not over $4,600____
Over $4,600 but not over $9,000____
Over $9,000 but not over $11,000___

Over $11,000.

$147 plus 16% of excess over $1,250.
$315 plus 189, of excess over $2,300.
$729 plus 219% of excess over $4,600.
$1,6583 plus 269 of excess over

$9,000.
$2,173 plus 319% of excess over
$11,000.

1,

“Table 7—If the payroll period with respect to an employee is
ANNUAL il _ o
“(a) Single Person—Including Head of Household :

; The amount of income tax to be with-
“If the amount of wages is: held shall be:

Not over $1,100
Over $1,100 but not over $1,700____
Over §1,700 but not over $2,700.___
Over $2,700 but not over $4,600____
Over $4,600 but not over $9,200____
Over $9,200 but not over §$11,000_--

Over $11,000

0.

219% of excess over $1,100.

$126 plus 27% of excess over $1,700.
$396 plus 189 of excess over $2,700.
$738 plus 21% of excess over $4,600.
$1'70;00 plus 269 of excess over

$2,1'i2 ;-rlus 319% of excess over
$11,000.

“(b) Married Person:

The amount of income tax to be with-

‘If the amount of wages is: held shall be:
Not over $1,100. 0.
Over $1,100 but not over $2,5600- .- 21% of excess over $1,100.
Over $2,600 but not over $4,600-___ $204 plus 16% of excess over $2,500,
Over $4,600 but not over $9,200.___ $630 plus 18% of excess over $4,600.

Over $9,200 but not over $18,000..-
Over $18,000 but not over $22,000__

$1.4Bgm plus 219 of excess over
$3,3dﬂ ﬁlus 269% of excess over
18,000

Over $22,000 Llas

$4.34d pl-us 31% of excess over
$22

y .

“Table 8—If the payroll period with respect to an employee is a
DAILY payroll period or a miscellaneous payroll period

“(a) Single Person—Including Head of Household:

“If the amount of w divided by the
number of days in the payroll period The amount of income tax to be with-
is: held shall be:

Not over $3.00
Over $3.00 but not over $4.70______
Over $4.70 but not over §7.40______
Over $7.40 but not over $12.60_.___

0.

219% of excess over $3.00.

$0.36 plus 27% of excess over $4.70.
$1.09 plus 189, of excess over $7.40.

Over $12.60 but not over $25.20.___
Over $25.20 but not over $30.10.___
Over $30.10

$2.02 plus 219 of excess over $12.60.
$4.67 plus 26% of excess over $25.20.
$5.94 plus 81% ofiexcess over $30.10.
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%(b) Married Person:

“If the amount of wages divided by the
number of days in the payroll period The amount of income tax to be with-
is: held shall be:

Not over $3.00

[83 StaT.

Over $3.00 but not over $6.80______
Over %6.80 but not over 312.60_____
Over $12.60 but not over $25.20____
Over $25.20 but not over $49.30____
Over $49.30 but not over $60.30____
Over $60.30.

0.

21% of excess over $3.00.

$0.80 plus 169, of excess over $6.80.

$1.73 plus 189, of excess over $12.60.

$3.99 plus 21% of excess over $25.20.

$0.06 plus 26% of excess over $49.30.

$11.92 plus 319% of excess over
$60.30.

“(2) In the case of wages paid after June 30, 1970, and before Jan-
uary 1, 1971:

“Table 1—If the payroll period with respect to an employee is
WEEKLY

*(a) Single Person—Including Head of Household :
The amount of income tax to be with-

“If the amount of wages is:

Not over $21_
Over $21 but not over $38_________
Over $33 but not over $62_________
Over $52 but not over $88_________
Over $88 but not over $177________
Over $177 but not over $212_______
Over $212

“(b) Married Person:

“If the amount of wages is:

Not over $21

Over $21 but not over $48________
Over $48 but not over $88________
Over $88 but not ever §177_______
Over $177 but not over $346_______
Over $346 but not over $423_______
Over $423

eld shall be:

0.

219% of excess over $21.

$2.52 plus 259, of excess over $33.
$7.27 plus 179 of excess over $52,
$13.39 plus 219% of excess over $88.
$32.08 plus 259 of excess over $177.
$40.83 plus 309 of excess over $212.

The amount of income tax to be with-
held shall be:

0.
219% of excess over §21.

$5.67 plus 15% of excess over $48.
$11.67 plus 17% of excess over $88,
$26.80 plus 209, of excess over $177.
$60.60 plus 25% of excess over $346.
$79.85 plus 309% of excess over $423.

“Table 2—If the payroll period with respect to an employee is BI-

WEEKLY
“(a) Single Person—Including Head of Household :

“If the amount of wages is:

Not over $42
Over $42 but not over $65_ . ___
Over $65 but not over $104______
Over $104 but not over $177-
Over $177 but not over $354_.____
Over £354 but not over $423______
Over $423

The amount of income tax to be with-
held shall be:

0.

219 of excess over $42.

$4.83 plus 259 of excess over $60.
$14.58 plus 17% of excess over $104,
$26.99 plus 21% of excess over $177.
$64.16 plus 25% of excess over $354.
$81.41 plus 309 of excess over $423,

“(b) Married Person:

“If the amount of wagesis:
Not over $42

The amount of income tax to be with-
held shall be:

Over $42 but not over $96________
Over $96 but not over $177________
Over $177 but not over $354______
Over $354 but not over 8692 _____

219 of excess over $42,

$11.34 plus 15% of excess over $96.
$23.49 plus 17% of excess over §177.
$53.58 plus 209 of excess over $354.

Over $692 but not over $846______
Over $846

$121.18 plus 25% of excess over
$692,

$159.68 plus 309% of excess over
$846,
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“Table 3—If the payroll period with respect to an employee
is SEMIMONTHLY

“(a) Single Person—Including Head of Household :

“If the amount of wages is:

Nt opere®a8. - — ..ol oo
Over $46 but not over $71_________
Over $71 but not over $113________
Over $113 but not over $192______
Over $192 but not over $383______
Over $383 but not over $458________
Over 8458 5 i

“(b) Married Person:

“If the amount of wages is:

Not over $46
Over $46 but not over $104_________
Over $104 butnotover $192________
Over $192 but not over $383________
Over $383 but not over $750________
Over §750 but not over $017________

Over §017 -

The amount of income tax to be with-
E elﬂd shall be:

219 of excess over $46.

$5.25 plus 25% of excess over $71.
£15.75 plus 17% of excess over $113.
$20.18 plus 219% of excess over §192,
$69.20 plus 25% of excess over $383.
$88.04 plus 309, of excess over $458,

The amount of income tax to be with-
held shall be:

21% of excess over $46.

$12.18 plus 15% of excess over $104.
25.38 plus 179% of excess over $192.

$57.85 plus 209, of excess over $383.

$13%;2305 plus 257 of excess over

$173.00 plus 307% of excess over
$017.

“Table 4.—If the payroll period with respect to an employee is
MONTHLY

“(a) Single Person—Ineluding Head of Household :

“If the amount of wages is:

Not over $92
Over #92 but not over $142________
Over $142 but not over $225______
Over $225 but not over $383______
Over $383 but not over $767______
Over $767 but not over $017______

Over $017 ~ M
“(b) Married Person:

“If the amount of wages is:

Not over $92.
Over $92 but not over $208________
Over $208 but not over $383______
Over $388 but not over $767______
Over $767 but not over $1,500____.

The amount of income tax to be with-
held shall be:

0.

21% of excess over $02.

$10.50 plus 259% of excess over $142,
$31.25 plus 17% of excess over $223.
$58.11 plus 219 of excess over $383.
$188.75 plus 259 of excess over

$T67.
£176.25 plus 309 of excess over
$917,

The amount of income tax to be with-
held shall be:
0.
21% of excess over $92.
$24.36 plus 15% of excess over $208,
$50.61 plus 17% of excess over $383.
$11?§}9 plus 209 of excess over

691

Over $1,500 but not over $1,833____ 32&2.49. plus 25% of excess over
$1,500.

Over $1,833 = $345.74 plus 809% of excess over
s L3 -

“Table 5—1If the payroll period with respect to an employee is
QUARTERLY

“(a) Single Person—Including Head of Household :
The amount of income tax to be with-

“If the amount of wages is: held shall be:

Not ‘over 810 et e 0.

Over $275 but not over $425______ 21% of excess over $275.

Over $425 but not over $67T5______ $31.50 plus 259 of excess over
$425.

Over $675 but not over $1,150_____ $94.00 plus 17% of excess over
$675.

Over $1,150 but not over $2,300____ $174.75 plus 219 of excess over
$1,150.

Over $2,300 but not over $2,750____ $416.25 plus 25% of excess over
2,300

Over BT $528.75 plus 30% of excess over
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“(b) Married Person:
The amount of income tax to be with-
“If the amount of wages is: held shall be:
Not over $275. 0,
Over $275 but not over $625______ 21% of excess over $275.
Over $625 but not over $1,150____ $73.50 plus 159% of excess over
D

[83 StaT.

$625.
$152.25 plus 17% of excess over

Over $1,150 but not over $2,300____

Over $2,300 but not over $4,500_ $34;.'1'5 'plus 209% of excess over
Over $4,500 but not over $5,500____ $787.75 plus 265% of excess over
Over $5,500

$1,037.75 plus 309, of excess over
$5,500.

“Table 6—If the payroll period with respect to an employee is
SEMIANNUAL

“(a) Single Person—Inecluding Head of Household :

The amount of income tax to be with-
he]d shall be:

21% of excess over $550.

$63.00 plus 25% of excess over $850.

$188.00 plus 17% of excess over
$1,350.

$349. % plus 219 of excess over

“If the amount of wages is:
Not over $550
Over $550 but not over $850______
Over $850 but not over $1,350____
Over $1,350 but not over $2,300___
Over $2,300 but not over $4,600__-
Over $4,600 but not over $5,500__—
Over $5,500

“(b) Married Person:

“If the amount of wages is:

$2,
$832.50 plus 25% of excess over
600.
$1,%57.50 plus 30% of excess over

The amount of income tax to be with-
held shall be:

Not over $550
Over $550 but not over $1,250____
Over $1,250 but not over $2,300__-
Over $2,300 but not over $4,600__-
Over $4,600 but not over $9,000___
Over $9,000 but not over $11,000__

Over $11,000 o

0.

21% of excess over $550.

$147.00 plus 15% of excess over
$1,250.

$304.50 plus 17% of excess over
$2,300,

$ﬁgﬁ% plus 20% of excess over

$1,675.50 plus 25% of excess over

$2.076.50 plus 80% of excess over
$11,000.

L

“Table 7T—If the p&yro]l panod I_;R% respect to an employee

“(a) Single Person—Including Head of Household:

The amount of income tax to be with-

“If the amount of wages is: held shall be:

Not over §1,100

Over $1,100 but not over $1,700--_-
Over $1,700 but not over $2,700-___
Over $2,700 but not over $4,600.___
Over $4,600 but not over $9,200____
Over $9,200 but not over $11,000___

Over $11,000

0.

21% of excess over $1,100.

$126 plus 26% of excess over $1,700.
$376 plus 17% of excess over $2,700.
$699 plus 21% of excess over $4,600.
sl,wgoé)lus 259 of excess over

$9,
$2,116 plus 30% of excess over
$11,000.
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“(b) Married Person:

“If the amount of wages is:

The amount of income tax to be with-
held shall be:

Notover $L100 - ooz ol
Over $1,100 but not over $2,500____
Over $2,500 but not over $4,600____
Over $4,600 but not over $9,200____
Over $9,200 but not over $18,000__-

0.

21% of excess over $1,100.

2204 plus 15% of excess over $2,500.
$609 plus 17% of excess over §4,600.

$1,391 plus 207 of excess over
9,200

Over $15,000 but not over $22,000__

Over $22.000

$3.151 plus 25% of excess over
18,000,

$4,15f pl.uﬂ 30% of excess over
,000.

“Table 8—If the payroll period with respect to an employee is a
DAILY payroll period or a miscellaneous payroll period

“(a) Single Person—Including Head of Household :

“If the amount of wages divided by the
number of days in the payroll period The amount of income tax to be with-

is: held shall be:
Not over $3.00 = 0.
Over $3.00 but not over $4.70._____ 21% of excess over $3.00.

Over $4.70 but not over §7.40______
Over $7.40 but not over $12.60_____

$0.36 plus 25% of excess over $4.70.
$1.03 plus 17% of excess over §7.40.

Over $12.60 but not over $25.20___
Over $25.20 but not over $30.10____
Over $30.10

$1.92 plus 21%; of excess over $12.60,
$4.50 plus 259 of excess over $25.2(0.
$5.79 plus 309 of excess over $30.10.

“(b) Married Person:

“If the amount of wages divided by the
number of days in the payroll period The amount of income tax to be with-
is: held shall be:

Over $12.60 but not over $25.20____
Over $25.20 but not over $49.30____
Over $49.30 but not over $60.30____

0.
21% of excess over $3.00.

$0.80 plus 159 of exeess over $6.80.
$1.67 plus 179 of excess over $12.60.
$3.81 plus 20% of excess over $25.20.
$8.63 plus 259, of excess over $49.30.

Over $60.30___ $11.38 plus 309% of excess over
$60.30.

“(3) In the case of wages paid after December 31, 1970, and before
January 1, 1972:

“Table 1—If the payroll period with respect to an employee is
. 'EEKLY B

“(a) Single Person—Including Head of Household :

3 The amount of income tax to be with-
“If the amount of wages is: held shall be:

Not over $20 0

Over $20 but not over $31_________
Over $31 but not over $50_________
Over $50 but not over $100________
Over $100 but not over $135______
Over $135 but not over $212______
Over $212

149 of excess over 8§20,

$1.54 plus 179% of excess over $31.
8$4.77 plus 209, of excess over $50,
$14.77 plus 189% of excess over $100.
$21.07 plus 219, of excess over $135.
$37.24 plus 249, of excess over $212.

“(b) Married Person:
The amount of income tax to be with-

“If the amount of wages is: held shall be:
Not-over 820w o peobiaie oo 0.
Over $20 but not over $42________ 14% of excess over £20.

Over $42 but not over $T7________
Over $77 but not over $163________
Over $163 but not over $269______
Over $269 but not over $385______
A . I i s

31-100 O - T0 - 46

$3.08 plus 17% of excess over $42.
$9.03 plus 169% of excess over $77.
£22.79 plus 199 of excess over $163.
$£42.93 plus 219 of excess over $269,
$67.20 plus 259 of excess over $385,



694

PUBLIC LAW 91-172—-DEC. 30, 1969 (83 Star.

“Table 2—If the payroll period with respect to an employee is BI-
Yok WEEKLY =

*(a) Single Person—Including Head of Household :

The amount of income tax to be with-

*(b) Married Person :

“If the amount of wages is:

Not over $40
Over $40 but not over $85______
Over $85 but not over $154_____
Over $154 but not over $327______
Over $327 but not over $538______
Over $538 but not over $769_._.___
Over 3769

“If the amount of wages is: held shall be:
Not over $40 H 4
Over $40 but not over $62________ 149 of excess over $40.
Over $62 but not over $100_.______ $3.08 plus 17% of excess over $62,
Over $100 but not over $200______ $0.54 plus 209 of excess over $100.
Over $200 but not over $269______ $29.54 plus 189% of excess over $200.
Over $269 but not over $423______ $41.96 plus 219 of excess over $269.
Over $423__ $74.30 plus 249, of excess over $423.

The amount of income tax to be with-
held shall be:

0.
149 of excess over $40.

$6.30 plus 179 of excess over $85,
$18.08 plus 169 of excess over $154.
$45.71 plus 199 of excess over $327.
$85.80 plus 219 of excess over $538.
$lg';‘.3391 plus 259% of excess over

“Table 3—If the payroll period with respect to an employee is
SEMIMONTHLY

*(a) Single Person—Including Head of Household:

The amount of income tax to be with-
“If the amount of wages is: held shall be:
Not over $44 - 0.
Over $44 but not over $67_. . _____ 14% of excess over $44.
Over $67 but not over $108 $3.22 plus 179% of excess over $67.

Over $108 but not over $217_______
Over $217 but nof over $292_______
Over $§292 but not over $458_______
Over $458 -

$10.19 plus 20% of excess over $108,
£31.99 plus 18¢; of excess over $217.
$45.49 plus 21% of excess over $292.
$80.35 plus 249 of excess over $458,

*(b) Married Person:

“If the amount of wages is:

The amount of income tax to be with-
held shall be:

Not over $44_27

Over $44 but not over $92_________
Over $92 hut not over $167________
Over $167 but not over $354_______
Over $354 but not over $583 -
Over $583 but not over $833_ -
Over $833

0.
14% of excess over $14.

$6.72 plus 17% of excess over $92.
$19.47 plus 16% of excess over $167.
$49.39 plus 199 of excess over $354,
$92.90 plus 219 of excess over $383.
$145.40 plus 25% of excess over

$833.

“Table 4—If the payroll period with respect to an employee is

MONTHLY

“If the amount of wages is:

Not over $88
Over $88 but not over $133________
Over $133 but not over $217_______
Over $217 but not over $433_______
Over $433 but not over $5683_______
Over $583 but not over $917_______
Ouer BOLT. il g N

*“(a) Single Person—Including Head of Household:

The amount of income tax to be with-
held shall be:

0.

149 of excess over $88.

$6.30 plus 17% of excess over $133.
$20.58 plus 209 of excess over $217.
$63.78 plus 18% of excess over $433.
$90.78 plus 219 of excess over $583.
$1 28192 plus 24% of excess over

.
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“(b) Married Person :
< The amount of income tax to be with-
“If the amount of wages is: held shall be:
Not over $88. = 0.
Over $88 but not over $183 ________ 149, of excess over $88,
Over $1583 but not over $333______ $13.30 plus 179 of excess over $183.
Over $333 but not over $708______ $38.80 plus 16% of excess over $333.

Over $708 but not over $1,167_____ $O8.80 plus 109 of excess over $T08.
Over $1,167 but not over $1,667___ $186.01 plus 219 of excess over
Over §1,607 $‘J$)1 01 plus 25% of excess over

$1.067.

“Table 5—If the payroll period with respect to an employee is
QUARTERLY

“(a) Single Persen—Inciuding Head of Household :

The amount of income tax to be with-

“If the amount of wages is: held shall be:

Notover$2es-__. . - ... ..
Over $263 hut not over
Over $400 but not over
Over $650 but not over $1,300______
Over §1,300 but not over $1,750____

Over $1,750 but not over $2,750.___
Over $2,750

0,

1495 of excess over $263.

$190.18 plus 179 of excess over $400.

$61.068 plus 209, of excess over $650.

$101.68 plus 18% of excess over
$1,300.

$272.68 plus 21% of excess over
#1,750.

S4N2.68 plus 249 of excess over
$2,750.

“(b) Married Person:
The amount of income tax to be with-

“If the amount of wages is: held shall be:

Notover $288. . . . ool sl
Over $263 but not over $550__

Over $550 but not over §1,000
Over $1,000 but not over $2,125___

Over $2,125 but not over $3,500_-
Over $3,500 but not over $5,000____

Over $5.000 )

“Table 6—1f the 1)1131‘0]1Pl
)

0.
14% of excess over $203.
$40.18 plus 17% of execess over $550
$116.68 plus 169% of excess over
1,000,

$’9668 plus 199 of excess over
2,125,
$307.93 plus 21% of excess over

$H72.'.)3 plus 25% of excess over
5,000.

period with respect to an employee is

ITANNUAL

“(a) Single Person—Including Head of Household :

“If the amount of wages is:

Not over $525
Over $525 but not over $800______
Over $800 but not over $1,300_____
Over $1,300 but not over $2,600___ -
Over $2,600 but not over $3,500____
Over $3,500 but not over $5,500____

Over $5,500.__

The amount of income tax to be with-
held shall be:

0.

149, of excess over $525.

$3R.50 plus 17% of excess over $800.
$123.50 plus 20% of excess over

$383.50 plus 189, of excess over
$545.50 i;lus 219% of excess over

$3l .
$£065.50 plus 249, of excess over
$5,500.
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“(b) Married Person:
“If the amount of wages is:

The amount of income tax to be with-
held shall be:

Not over 8525 . — L
Over £525 but not over $1,100____
Over $1,100 but not over $2,000___
Over $2,000 but not over $4,250___
Over $4,250 but not over $7,000__
Over $7,000 but not over $10,000__

Over $10,000

0.
149, of excess over $525.
$80.50 plus 17% of excess over
$1,100.
$233.50 plus 16% of excess over
2,000.
$593.5050p1us 19% of excess over
'2 A
$1,116.00 plus 219% of excess over
7,000

$1,74I6.00' plus 259, of excess over
0,000.

“Table 7—If the payroll period with respect to an employee is
ANNUAL i

“(a) Single Person—Including Head of Household :

The amount of income tax to be with-
“If the amount of wages is: held shall be:

Not over $1,050- oo o
Over $1,050 but not over $1,600___
Over $1,600 but not over $2,600___
Over $2,600 but not over $5,200___
Over $5,200 but not over $7,000___

0.

14% of excess over $1,050.

$77 plus 17% of excess over $1,600,
$247 plus 20% of excess over $2,600.
$767 plus 189 of excess over $£5,200.

Over $7,000 but not over $11,000__
Over $11,000-_
“(b) Married Person:

“If the amount of wages is:

$1,091 plus 219 of excess over
$7,000.
$1,931 plus 24% of excess over

The amount of income tax to be with-
held shall be:

Not'over 81060 o - oo
Over $1,050 but not over $2,200____
Over $2,200 but not over $4,000____
Over §4,000 but not over $8,600_.-__
Over $8,500 but not over $14,000___
Over $14,000 but not over $20,000__

Over $20,000

0.

14% of excess over $1,050.

$§161 plus 17% of excess over
$2,200.

$§467 plus 16% of excess over
$4,000.

$1,187 plus 199 of excess over

$2232 plus 21% of excess over
14,000,

$3,-192' pfus 259, of excess over
$20,000.

“Table 8—If the payroll period with respect to an employee is a
DAILY payroll period or a miscellaneous payroll period

“(a) Single Person—Including Head of Household :
“If the amount of wages divided by the

number of days in the payroll period
is: held

The amount of income tax to be with-
shall be:

Not over $2.90.
Over $2.90 but not over $4.40._____
Over $4.40 but not over $7.10__.__
Over $7.10 but not over $14.20..__
Over $14.20 but not over §19.20____

Over $19.20 but not over $30.10-_-
Over $30.10

0.
14% of excess over $2.90.

$0.21 plus 17% of excess over $4.40.
$0.67 plus 20% of excess over $7.10.
$2.09 plus 189 of excess over

$14.20.
$2.99 plus 21% of excess over

$19.20.
$5.28 plus 249, of excess over
$30.10.
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*(b) Married Person: |

“If the amount of wages divided by the =
number of days in the payroll period The amount of income tax to be with-
is: held shall be:

NobOveri B0 s e s
Over $2.00 but not over $6.00_____.
Over $6.00 but not over $11.00_____
Over $11.00 but not over $23.30____
Over $23.30 but not over $38.40____
Over $38.40 but not over $54.80____
ver $OLRD. oo e

0.

14% of excess over $2.90.

$0.43 plus 179 of excess over $6.00.
$1.28 plus 169 of excess over £11.00.
$3.25 plus 19% of excess over $23.30,
$£6.12 plus 217 of excess over $38.40.
$O.57 plus 2506 of excess over §54.80.

“(4) In case of wages paid after December 31, 1971, and before
Junnary 1, 1973:

“Table 1—If the payroll period with respect to an employee
i is WEEKLY

“(a) Single Person—Including Head of Household:

The amount of income tax to be with-
“If the amount of wages is: held shall be:

Netaver . 0.

Over $19 but not over $38________ 14% of excess over $19.

$2.66 plus 179 of excess over $38.
£6.08 plus 199, of excess over $58.

Over $58 hut not over $87________
$11.57 plus 20% of excess over $87.

Over $87 but not over $135_

Over $135 but not over $221______ $21.17 plus 21% of excess over $130.
Over g2t . S $39.23 plns 249 of excess over $221.

“(bh) Married Person:
The amount of income tax to be with-

“If the amount of wages is: held shall be:

ot aver R
Over $19 but not over §48_________
Over $48 but not over $183________
Over $183 but not over $2689_______
Over $269 bt not over $365___ ____
Over $3065 hut not over $442______

0.

14% of pxcess over $19.

$4.06 plus 16 of excess over $48,
$20.66 plus 199 of excess over $183,
$42.00 plus 21% of excess over $264,
$62.16 plus 249 of excess over $365.
$80.64 plus 2R of excess over §442,

“Table 2—If the payroll ]])eriod with respect to an employvee is

SIWEEKLY

*(a) Single Person—Ineluding Head of Household :

The amount of income tax to be with-

“If the amount of wages is: held shall be:

Notiover $88. 0l sols N GRE
Over $35 but not over $77________
Over $T7 but not over $115_.______
Over $115 but not over $173____ ___
Over $173 but not over $269_______
Over $269 hut not over $442_______

0,

149 of excess over $38.

$3.46 plus 17% of excess over X77.
$11.92 plus 19% of excess over $115.
$22.94 plus 207 of excess over $173.
#4214 plus 21% of excess over $260.
$TRAT plus 24% of excess over $442,

“(b) Married Person:
The amount of income tax to be with-

“If the amount of wages is: held shall be:

NoboTer SR - . i
Over $38 but not over $96________
Over $96 but not over $365__ ..
Over $3G5 but not over $338______
Over $538 hut not over $T31._____
Over $731 but not over $885______

Over BRRS. . e

0,

149 of excess over $38,

$8.12 plus 169 of excess over $96.
$51.16 plus 199 of excess over $365.
$84.03 plus 219 of excess over $338.
$124.56 plus 249 of excess over

$731.
$161.52 plus 289 of excess over

b
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“Table 3—1If the payroll period with respect to an employee is SEMI-
MONTHLXP

“(a) Single Person—Including Head of Household:

The amount of income tax to be with-

“If the amount of wages is: held shall be:
Not over $42
Over $42 but not over $83________

Over $83 but not over $125_______

0.
14% of excess over $42.
$5.74 plus 179, of excess over $83.

Over $125 but not over $188______.
Over $188 but not over $202_____ s
Over §292 but not over $479.____ ks
Over $479

$12.88 plus 199% of excess over $125.
$24.85 plus 209, of excess over $188.
$45.65 plus 219 of excess over $292.
$84.92 plus 249 of excess over $479.

“(b) Married Person:

“If the amount of wages is:

The amount of income tax to be with-
held shall be:

Not over $42
Over $42 but not over $104______
Over $104 but not over $396_____-
Over $396 but not over $583______
Over $583 but not over :'792._..__-
Over §792 but not over

Over $958

149 of excess over $42.

$8.68 plus 169 of excess over $104.
$56.40 plus 19% of excess over $396.
$90.93 plus 219 of excess over $553.
31347.:22 plus 249 of excess over

$702.
$174.66 plus 289% of excess over
$958.

“Table 4—If the payroll ﬁfgg{@r Iuiiﬁlirrespect to an employee is

“(a) Single Person—Including Head of Household :

The amount of income tax to be with-

“If the amount of wages is: held shall be:

Not over $83
Over $83 but not over $167_——.__
Over $167 but not over $250_.____
Over $250 but not over $375 -
Over $375 but not over TS
Over $583 but not over

0.

14% of excess over $83.

$11.76 plus 179 of excess over §167.
$25.87 plus 199 of excess over $250.
$40.62 plus 209, of excess over $375.
$91.22 plus 21% of excess over $583.

Over $958 $169.97 plus 249% of excess over
$958.
“(b) Married Person:
The amount of income tax to be with-
“If the amount of wages is: held shall be:
Not over $83 0.

14% of excess over $83.
$17.50 plus 169 of excess over $208.
SI;?.QQ;' plus 19% of excess over

Over $83 but not over $208________
Over $208 but not over $792_______
Over $792 but not over $1,167___.—
Over $1,167 but not over $1,5683____
Over $1,583 but not over $1,917___. szgtla.ggs: plus 24% of excess over

Over $1,917 $349:71 plus 289% of excess over
$1,017.

$182.19 plus 21% of excess over
$1,167
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“Table 5—If the payroll period with respect to an employee is
QUARTERLY

*“(a) Single Person—Including Head of Household :

“If the amount of wages is:

Not over $250
Over $250 but not over $500______
Over $500 but not over $750______
Over $750 but not over §1,125_____
Over $1,125 but not over $1,750____

Over $1,750 but not over $2,875____
Over $2,8756 e

The amount of income tax to be with-
held shall be:

0.

14% of excess over $250.

$35.00 plug 179 of excess over $500.

$77.50 plus 199 of excess over $750.

$148.75 plus 20% of excess over
1

$1,125.
$273.75 plus 219 of excess over

5510:00 'plus 24% of excess over
$2,875.

699

“(b) Married Person:

“If the amount of wages is:

The amount of income tax to be with-
held shall be:

Not over $250
Over $250 but not over $625______
Over $625 but not over $2,375____

Over $2,375 but not over $3.500___
Over $3,500 but not over $4,750__-
Over $4,750 but not over $5,750__
Over B0

0.
14% of excess over $250.
$52. 505 plus 169 of excess over

&332250 plus 19% of excess over

SE‘:%'% plus 21% of excess over

$808.'?g0plus 249, of excess over

$1,05§?7% plus 28% of excess over
$5,750.

“Table 6—If the payroll ﬁ)enod with respect to an employee is
MIANNUAL

“(a) Single Person—Including Head of Household :

The amount of income tax to be with-
“If the amount of wages is: held shall be:

Not over §600. e 0.

Over $500 but not over $1,000____
Over $1,000 but not over $1,500__

Over $1,500 but not over $2,250___
Over $2,250 but not over §3,600__-
Over $3,500 but not over $5,750_._
Over $5,750

14% of excess over $500.

$7000 plus 179% of excess over
$1.,000.

$155.00 plus 199 of excess over
1

$29"i’:50 .plus 20% of excess over
,250).

$547.50 plus 21% of excess over
$3,500.

$1é]520.00 plus 249 of excess over

s .

“(b) Married Person:
The amount of income tax to be with-

“If the amount of wages is: held shall be:
Not over §500- 0.
Over $500 but not over $1,250______ 149 of excess over $500.

Over $1,250 but not over $4,750____
Over $4,750 but not over $7,000____
Over $7,000 but not over $9,500.___
Over $9,500 but not over $11,500.-...
Over $11,500

$105.00 plus 16% of excess over
$1,250,
$665.20 plus 199 of excess over
750,
$1,092.50 plus 21% of excess over
$7,000.
$1.61g&? plus 249, of excess over

$2.09'7.56 plus 28% of excess over
$11,500.
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“Table 7—If the payroll period with respect to an employee is
ANNUAL

“(a) Single Person—Including ITead of Household:

“If the amount of wages is:

Not over 31,000 . _.__
Over $1,000 but not over $2,000____
Over $2,000 but not over $3,000____
Over $3,000 but not over $4,500____
Over $4,500 but not over $7,000____

The amount of income tax to be with-
held shall be:

0.

14¢% of excess over $1,000.

$£140 plus 17% of excess over $2,000.
$310 plus 199, of excess over $3.000.
$505 plus 20% of excess over $4,500.

Over $7,000 but not over $11,500___ $1,095 plus 219, of excess over

$7,000.
Over $11,500 == $2,040 plus 24% of excess over
! $11,500.
“(b) Married Person:
The amount of income tax to be with-
“If the amount of wages is: held shall be:
Not over $1,000. 23 . L 0

le'l% of excess over $1,000.
$210 plus 16% of excess over
2,500

Over $1,000 but not over $2,500-.——
Over $2,500 but not over $9,500_.__

Over $9,500 but not over $14,000___
Over $14,000 but not over $19,000__

$1,3§;Q Dgilus 19¢; of excess over
-

$2.15:-’-J [;11:5 219 of excess over
$14,000.

$3,235 plus 24% of excess over

$-l.19a'; plus 289 of excess over
$23,000.

Over $19,000 but not over $23,000__
Oyer $28.000.. ... UOEe

“Table 8—If the payroll period with respect to an employee is a
DATILY payroll period or a miscellaneous payroll period

“(a) Single Person—Including Head of Household :

“If the amount of wages divided by the

number of days in the payroll period The amount of income tax to be with-

is: held shall be:

Notiover $2.70. i s 0.

Over $2.70 but not over $5.50__.___ 14% of excess over $2.70.

Over $5.50 but not over $8.20______ $0.39 plus 179 of excess over $5.50.

Over $8.20 but not over $12.30_____ $0.85 plus 19% of excess over $8.20.

Over $12.30 but not over $19.20____ $1.63 plus 209 of excess over
$12.30.

Over $19.20 but not over $31.50____ $3.01 plus 21% of excess over
$19.20.

Over $31.50 $5.50 plus 249, of excess over
$31.50.

“(b) Married Person:

“If the amount of wages divided by the
number of days in the payroll period The amount of income tax to be with-

is: held shall be:
Not over $2.70 0.
Over $2.70 but not over $6.80.. - 149% of excess over $2.70.

Over $6.80 but not over $26.00_.—
Over $26.00 but not over $38.40____
Over $38.40 but not over $52.10____
Over $52.10 but not over $63.00____
Over $63.00

$0.57 plus 169 of excess over $6.80.

$3.65 plus 19% of excess over $26.00.

$6.00 plus 219 of excess over $38.40,

£8.88 plus 249 of excess over $52.10.

$11.50 plus 289 of excess over
£63.00.

“(5) In the case of wages paid after December 31, 1972:
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“Table 1—If the payroll period with respect to an employee is
WEEKLY

“(a) Single Person—Including Head of Household:

The amount of income tax to be with-
“If the amount of wages is: held shall be:
Not over $19. 0.

Over $19 but not over $38________
Over $38 but not over $58_ _______
Over $58 but not over §96.. . ___
Over $96 but not over $183_______
Over $183 but not over $221______
Over §221

149% of excess over $19.

$2.66 plus 17% of excess over $38.
$6.06 plus 199 of excess over $58.
$13.28 plus 20% of excess over $96.
$£30.68 plus 219, of excess over $183.
$38.66 plus 239 of excess over $221.

“(b) Married Person:

“If the amount of wages js:

The amount of income tax to be with-
held shall be:

Not over $19
Over $19 but not over $38_ . ___
Over $38 but not over $96._ -
Over $96 but not over $183_ ..
Over $183 but not over $288______
Over $288 but not over $442______
Over $442

149 of excess over $19.

$2.66 plus 159 of excess over $38.
$11.36 plus 165, of excess over $96,
$25.28 plus 199 of excess over $183.
$45.23 plus 229 of excess over $288.
$79.11 plus 279 of excess over §442,

“Table 2—If the payroll period with respect to an employee is
& - BIWEEKLY 3
“(a) Single Person—Including Head of Household :

The amount of income tax to be with-
“If the amount of wages is: held shall be:

Not over §38
Over $38 but not over §77 -~
Over $77 but not over $116 -
Over $115 but not over $192______
Over $192 but not over $365_____
Over $365 but not over $442______
Over §442

0.

149 of excess over $38.

$5.46 plus 17% of excess over §77.
$11.92 plus 199 of excess over $115.
$26.55 plus 209 of excess over §192.
$61.15 plus 21% of excess over $363.
$77.32 plus 239% of excess over $442,

“(b) Married Person:

The amount of income tax to be with-

“If the amount of wages is: held shall be:
Not over $38 0.
Over $38 but not over $77___._____ 149, of excess over $38.
Over $77 but not over $182_____ h $5.46 plus 15% of excess over $77.

Over $192 but not over $366_.____
Over $365 but not over $5677_ -
Over $577 but not over $885._ -
Over $885

$22.71 plus 169, of excess over gm.
$60.39 plus 199; of excess over X
$00.67 plus 229, of excess over $577.
$158.48 plus 27% of excess over

“Table 3—If the payroll period with respect to an employee is
SE IMO\ITHI..YPa

“(a) Single Person—Including Head of Household:

The amount of income tax to bhe with-
“If the amount of wages is: held shall be:

Not over $42
Over $42 but not over $83________
Over $83 but not over $125_

Over $125 but not over $208_
Over $208 but not over $306______
Over $396 but not over $470______
Over Qe e

0.

149 of excess over $42.

$5.74 plus 17% of excess over $83.
$12.88 plus 199 of excess over $125.
$28.65 plus 209 of excess over $208.
$66.25 plus 21% of excess over $396.
$83.68 plus 239 of excess over $479.
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*(b) Married Person:

“If the amount of wages is:

Not over §42

Over $42 but not over $83________
Over $83 but not over $208__ . _____
Over $208 but not over $396______
Over $396 but not over $625______
Over $625 but not over $958______
Over $958

The amount of income tax to be with-
held shall be:

0.
149 of excess over $42,

$5.74 plus 15% of excess over $83.
$24.49 plus 16% of excess over $208.
$564.57 plus 199 of excess over $396.
$08.08 plus 229 of excess over $625.
&Eé;aé plus 27% of excess over

“Table 4—If the payroll ;‘)f(r):%(’]r }\;El} respect to an employee is

*(a) Single Person—Including Head of Household :

“If the amount of wages is:

Mot oger SR8 = b o e b o
Over $83 but not over $167________
Over $167 but not over $250_______
Over $250 but not over $417_______
Over $417 but not over $792_______
Over $792 but not over $958_______

Over $958
“(b) Married Person:

“If the amount of wages is:

Not over $83,
Over $83 but not over $167________
Over $167 but not over 3417
Over $417 but not over $792_______
Over $792 but not over $1,250_____

Over $1,250 but not over $1.917____
Over $1,917_ =

The amount of income tax to be with-
helad shall be:

149, of excess over $83.

$11.76 plus 17% of excess over $167.
$25.87 plus 199 of excess over $250.
$57.60 plus 20% of excess over $417.
$132§20 plus 219% of excess over

$792.
$167.46 plus 23% of excess over
$958.

The amount of income tax to be with-
held shall be:
0

149, of excess over $83.

$11.76 plus 159 of excess over $§167.
$49.26 plus 16% of excess over $417.
$1g%)206 plus 199 of excess over

3198.2-% plus 229% of excess over

$1,250.
$3‘é3.g27plus 279 of excess over
1,917.

ARTERLY

“Table 5—If the payro(lgl 8eriod with respect to an employee is

*(a) Single Person—Including Head of Household:

“If the amount of wages is:

Not over $250.
Over $250 but not over $500_______
Over 3500 but not over $750_______
Over $750 but not over $1,250______
Over $1,250 but not over $2,375____

Over $2,375 but not over $2,875____
Over $2,875
*“(b) Married Person:

“If the amount of wages is:

Not over $250
Over $250 but not over $500_______
Over $500 but not over $1,250______
Over $1,250 but not over $2,375____

Over $2,375 but not over $3,750____
Over $3,750 but not over $5,750____
Over $5,750

The amount of income tax to be with-
held shall be:
0.
14% of excess over $250.
$35.00 plus 17% of excess over $500.
$77.50 plus 19% of excess over $750.
$172.50 plus 209 of excess over

$1,250.

$897.50 plus 21% of excess over
$2,375.

$502.50 plus 239, of excess over
$2,875.

The amount of income tax to be with-
held shall be:

0.

14% of excess over $250.

$35.00 plus 159% of excess over $500.

$147.50 plus 16% of excess over
$1,250.

$327.50 plus 199, of excess over
$2.375.

&588.7!;01:1115 22¢;, of excess over

$1,028.75 plus 279 of excess over
$5,750.
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“Table 6—If the payroll E!‘)eriod with respect to an employee is
SEMIANNUAL

“(a) Single Person—Including Head of Household:

“If the amount of wages is:

Not over $500.
Over $500 but not over $1,000____
Over $1,000 but not over §1.500___
Over $1,500 but not over $2,500___

Over $2,500 but not over $4,750___

Over $4,750 but not over $5,760__-
Over $5,750
“(b) Married Person:

“If the amount of wages is:

Over $500 but not over $1,000____
Over $1,000 but not over $2,600___

Over $2,500 but not over $4,750___
Over $4,750 but not over $7,500__-
Over $7,500 but not over $11,500__
Over $11,500

The amount of income tax to bhe with-
held shall be:

0.

149, of excess over $500.

£70.00 plus 17% of excess over
$1,000.

$155.00 plus 19% of excess over
$1,500.

$345.00 plus 209, of excess over
$2.500.

$795.00 plus 219 of excess over

$4,750.
$1,005.00 plus 283% of excess over
50,

]

The amount of income tax to be with-
held shall be:

0.

149, of excess over $500.

$70.00 plus 15% of excess over
$1,000.

$2!%ﬁ.00 plus 16% of excess over
)y

$2,500.
$655.07050p1us 10% of excess over
$1,17'1'.50' plus 229, of excess over
$7,500.
sz.gm.so plus 279% of excess over

1,

703

“Table 7—If the payroll period with respect to an employee is
ANNUAL

“(a) Single Person—Including Head of Household:

The amount of income tax to be with-

“If the amount of wages is: held shall be:

Not over §1,000.
Over $1,000 but not over $2,000---
Over $2,000 but not over $3,000__-
Over $3,000 but not over $5,000-_~
Over $5,000 but not over §9,600___
Over $9,500 but not over $11,500.-

0.

14% of excess over $1,000.

$140 plus 179 of excess over $2,000.
$310 plus 19% of excess over $3,000.
$690 plus 209 of excess over §5,000.
$1,500 plus 219 of excess over

$9,500.
$2,010 plus 239, of excess over
$11,500

Over $11,500
“(b) Married Person:

“If the amount of wages is:

The amount of income tax to be with-
held shall be:

Not over $1,000.

Over $1,000 but not over $2,000.___
Over $2,000 but not over $5,000__
Over $5,000 but not over $0,500__
Over $9,5600 but not over $15,000__

Over $15,000 but not over $28,000__
Over $23,000

0.

149% of excess over $1,000.

$140 plus 159 of excess over $2,000.
$590 plus 169 of excess over $5,000.
$1,310 plus 199 of excess over

32,315:;5 plus 229 of excess over
$4,115 pl.us 279% of excess over
$23,000.
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“Table 8—If the payroll period with respect to an employee is a
DAILY payroll period or a miscellaneous payroll period

“(a) Single Person—Including Head of Household:

“If the amount of wages divided by the
number of days in the payroll period The amount of income tax to be with-

is: held shall be:
Not over $2.70 0.
Over $2.70 but not over $5.50- - 14% of excess over $2,70.

Over $5.50 but not over $8.20______
Over $8.20 but not over $13.70_____
Over $13.70 but not over $26.00___.
Over $26.00 but not over $31.50____
Over $31.50__ =

“(b) Married Person:

“If the amount of wages divided by the
number of days in the payroll period The amount of income tax to be with-
is: held shall be:

$0.39 plus 17% of excess over $5.50.
$0.85 plus 199% of excess over $8.20.
$1.90 plus 209 of excess over $13.70.
$4.36 plus 21% of excess over $26.00.
$5.51 plus 239 of excess over $31.50,

Not over $2.70
Over $2.70 but not over $5.50_____
Over $5.50 but not over $13.70_-_-
Over $13.70 but not over $26.00___

0.

14% of excess over £2.70.

£0.39 plus 159% of excess over $5.50.
$1.62 plus 16% of excess over $13.70.

Over $26.00 but not over $41.10___
Over $41.10 but not over $63.00___
Orer 308100 2001wt epvmnid

$3.59 plus 199, of excess over $26.00.

#6.46 plus 22% of excess over $41.10,

$11.28 plus 279 of excess over
$63.00.”

(b) PerceExtace MerHop or WITHIHOLDING.—

(1) Waees pap BEFORE JULY 1, 1970.—LEffective with respect
to wages paid after December 31, 1969, and before July 1, 1970, the
table contained in section 3402(h) (1) is amended to read as
follows:

“Percentage Method Withholding Table

80 Stat, 41.
26 USC 3402.

Amount of one
withholding

“Payroll period exemption :

el LA SR s St B e R e $11. 50
}iAE, s e A T S R e e e e 23. 00
Semimonthly o sl E N s SRS R 25. 00
e T AR RS s T i || S e s s g ey LS L L - S0, 00
LTl Yo erl g P S T o 'L I | <1 1Y .- M S T Sy LI 150. 00
Semiannual O T T Y | SRS O T 300, 06
AN v e b WU oo B £ N TR Y Y 600, 00
Daily or miscellaneous (per day of such period) oo _____ 1. 60.”

(2) Waces PAID IN 1970 AND 1971.—Effective with respect to
wages paid after June 30, 1970, and before January 1, 1972, the
table contained in section 3402(b) (1) is amended to read as
follows:

“Percentage Method Withholding Table

Amount of one

withholding
“Payroll period exemption:
Weekly $12. 50
Biweekly 25. 00
Semimonthly 27.10
Monthly 54. 20
Quarterly 162. 50
Semiannual 325. 00
Annual 650. 00
Daily or miscellaneous (per day of such period) 1. 80.”

(8) Waers ra pUrING 1972.—Eflective with respect to wages
paid during 1972, the table contained in section 3402(b) (1) is
amended to read as follows:
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“Percentage Method Withholding Table

Amount of one

withholding
“Payroll period exemption:
WVeEHEY & . Siaal o sl Llletgs Uy gy $13. 50
Biweekly 26. 90
Semimonthly 29. 20
MOy o 58. 30
Quarterly 175, 00
sSemiannael oo oo s 350. 00
Annual 700. 00
Daily or miscellaneous (per day of such period) 1.90.”

(4) WagEs pap AFTER 1072.—Effective with respect to wages
paid after 1972, the table contained in section 3402(b) (1) is
amended to read as follows:

“Percentage Method Withholding Table

Amount of one
withholding
“Payroll period exemption:
Weekly S 7 $14. 40
Biweelly & o 28. 80
Semimonthly 31. 30
Monthly -— 62.50
(uarterly ——- 187.50
Semiannual —_________ = L 375. 00
ApEuall - aaaieaiaiia o e 750. 00
Daily or miscellaneous (per day of such period) LI Yk () R

(e¢) Wace Bracker WirasoLbiNe.—Section 3402(c) (relating to
wage bracket withholding) is amended—

(1) by striking out paragraph (1) and inserting in lien thereof
the ollowini:

“Sl) At the election of the employer with respect to any
employee, the employer shall deduct and withhold upon the wages

aid to such employee a tax (in lieu of the tax required to

educted and withheld under subsection (a)) determined in
accordance with tables prescribed by the Secretary or his delegate
in accordance with paragraph (6).”, and ;

(2) by striking out paragraph (6) and inserting in lieu thereof
the following :

“(6) In case of wages paid after December 31, 1969, the
amount deducted and withheld under paragraph (1) shall be
determined in accordance with tables prescribed by the Secretar
or his delegate. In the tables so prescribed, the amounts set fort
as amounts of w and amounts of income tax to be deducted
and withheld shall be computed on the basis of table 7 contained
in paragraph (1); (2), (8), (4), or (5) (whichever is applicable)
of subsection (a).”

(d) Avrernative MerHODS oF Compruring AMount To BE WrTH-
ueLp.—Section 3402(h) (relating to withholding on basis of average
wages; is amended to read as follows:

“(h) Avrervarive Mermops or Compuring Amount To Be Wira-
HeLp.—The Secretary or his delegate may, under regulations pre-
seribed by him, authorize—

“(1) WITHHOLDING ON BASIS OF AVERAGE WAGES—AnN em-
ployer—

“(A) to estimate the waﬁes which will be paid to any
employee in any quarter of the calendar year,

- (B{ to determine the amount to be deducted and withheld
upon each payment of wages to such employee during such
quarter as if the aEproprmte average of the wages so esti-

mated constituted the actual wages paid, and

705

Ante, p. 704.

78 Stat. 140.

82 Stat. 2509.

Ante, p. 686.

68A Stat. 469,
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79 Stat. 384.
26 USC 3402.

Ante, pp. 686,
705,

80 Stat. 59.

PUBLIC LAW 91-172—-DEC. 30, 1969 (83 Star.

“(C) to deduct and withhold upon any payment of wages
to such employee during such quarter (and, in the case of tips
referred to in subsection (k), within 30 days thereafter) such
amount as may be necessary to adjust the amount actually
deducted and withheld upon the wages of such employee dur-
ing such quarter to the amount required to be deducted and
withheld during such quarter without regard to this
subsection.

“(2) WITrHHOLDING ON BASIS OF ANNUALIZED WAGES.—AN em-
ployer to determine the amount of tax to be deducted and withheld
upon a payment of wages to an employee for a payroll period by—

“(A) mult.iEl{ulg the amount of an employee’s wages for a
payroll period by the number of such payroll periods in
the calendar year,

“(B) determining the amount of tax which would be re-
quired to be deducted and withheld upon the amount deter-
mined under sub¥am raph (A) if such amount constituted
the actual wages for the calendar year and the payroll period
of the employee were an annual payroll period, and

“(C) dividing the amount of tax determined under sub-
para.%raph (B) by the number of payroll periods (described
in subparagraph (VA)) in the calendar year,

“(3) WITHHOLDING ON BASIS OF CUMULATIVE WAGES.—An em-
ployer, in the case of any employee who requests to have the
amount of tax to be withheld from his wages computed on the
basis of his cumulative wages, to—

“(A) add the amount of the wages to be paid to the em-
ployee for the payroll period to the total amount of wages
paid by the employer to the employee during the calendar
year,

“(B) divide the a ireinte amount of wages computed
under subparagraph % ) by the number of payroll periods
to which such aggregate amount of wages relates,

“(C) compute the total amount of tax that would have
been required to be deducted and withheld under subsection
(a) if the average amount of wages (as computed under
subparagraph (B)) had been paid to the employee for the
number of payroll periods to which the ai gate amount of
wages (computed under subparagraph g‘ ) relates,

“(D) determine the excess, if any, of the amount of tax
computed under subpara%‘raph (C) over the total amount
of tax deducted and withheld by the employer from wages
paid to the employee during the calendar year, and

“(E) deduct and withhold upon the payment of wages
(referred toin subpar.:}graph (A)) tothe employee an amount
lz—qu)ljﬂ.l to the excess (if any) computed under subparagraph

“(4) Oraer METHODS.—AN employer to determine the amount
of tax to be deducted and withheld upon the wages paid to an
employee by any other method which will require the employer
to deduct and withhold upon such wages substantially the same
amount as would be required to be deducted and withheld by
applying subsection (a) or (c), either with respect to a payro
period or with respect to the entire taxable year.”

(e) WrrarOoLDING ALLOWANCES Basep ox IteMizep DEpUCTIONS.—
Section 3402(m) (relating to withholding allowances based on item-
ized deductions in the case of income tax collected at source) is
amended :
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&1) by redesignating paragraph (2) (C) as paragraph (2) (D),

an

(2) by amending that portion of such section as precedes para-
graph (2) (D) (as redesignated) to read as follows:

“(m) WrrHnoLpING ArLowaNcEs Basep ox Ireanizen Depuerions.—

*(1) GeExerAL RULE—AN employee shall be entitled to with-
holding allowances nnder this subsection with respect to a pay-
ment of wages in a number equal to the number determined by
dividing by $750 the excess of—

“(A) his estimated itemized deductions, over

“(B) an amount equal to 15 percent of his estimated wages.

For purposes of this subsection, a fractional number shall not be
taken into account unless it amounts to one-half or more, in which
case it shall be increased to 1.

“(2) Derixtrions—For purposes of this subsection—

“(A) Esrmrarep rreMizep pepverioxs—The term ‘esti-
mated itemized deductions’ means the ageregate amount
which he reasonably expects will be allowable ns deductions
under chapter 1 (other than the deductions referred to in
sections 141 and 151 and other than the deductions required
to be taken into account in determining ndjusted vross income
under section 62) for the estimation yenr. In no case shall
such aggregate nmount be greater than the sum of (i) the
amount of such deductions (or the amount of the standard
deduetion) reflected in his return of tax under subtitle A for
the taxable year preceding the estimation year, and (ii) the
amount of his determinable additional deductions for the
estimation year.

“(B) Esrivarep waees,—The term ‘estimated wages’ means
the nggregate amount which he reasonably expects will con-
stitute wages for the estimation year.

() DETERMINABLE ADDITIONAL DEDUCTIONS.—The ferm
‘determinable additional deductions’ means those estimated
itemized dednetions which (i) arve in exeess of the deduetions
referred to in subparagraph () (or the standard deduction)
reflected on his return of tax nunder subtitle A for the taxable
vear preceding the estimation year, and (ii) are demonstrably
attributable to an identifinble event during the estimation year
or the preceding taxable year which can reasonably be ex-
pected to cause an increase in the amount of such deduetions
on the return of tax under subtitle A for the estimation year.”

(f) Earrrovers Incrrring No Incoye Tax Lasmrry.—

(1) Ix arxEraL—Section 3402 (velating to income tax collected
at source) is amended by adding at the end thereof the following
new subsection :

“(n) Exrerovees Incvrraxae No Ixcoae Tax Liavimrry.—Notwith-
standing any other provision of this section, an employer shall not be
required to deduet and withhold any tax under this chapter upon a
payment of wages to an employee if there is in effect with respect to
stueh pavment a withholding exemption certificate (in such form and
containing such other information as the Secretary or his delegate may
preseribe) furnished to the employer by the employee certifying that
the emplovee—

“(1) inenrered no liability for meome tax imposed under subtitle
A for his preceding taxable year. and

“(2) antieipates that he will incur no liability for income tax
imposed under subtitle A for his current taxable year.

707

Ante, pp. 675,
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26 USC 62,

Ante, p. 686.
26 USC 3402.
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The Secretary or his delegate shall by regulations provide for the
coordination of the provisions of this subsection with tine provisions of
subsection (f).”
(2) Conrormineg ameNpMENT—The first sentence of section
6051 (relating to receipts for employees) is amended by striking
out “under section 3402 if” and inserting “under section 3402
(determined without regard to subsection (n)) if”.

(g) Exrenxsion or Wiranowping To PaymeENTs OrmHer THAN
WagErs.—Section 3402 (relating to income tax collected at source) is
amended by adding after subsection (n) (added by subsection (f)) the
following new subsections:

“(o) Extension or WrramorpiNng 10 Crrrain Paymexts OrHER
Tran Waees.—

“(1) GenerarL ruLe—For purposes of this chapter (and so
much of subtitle F as relates to this chapter)—

“(A) any supplemental unemployment compensation bene-
fit Paid to an individual, and

“(B) any payment of an annuity to an individual, if at the
time the ‘p}?ﬁment is made a request that such annuity be sub-
ject to withholding under this chapter is in effect,

shall be treated as if it were a payment of wages by an employer
to an employee for a payroll period.
“(2) DEFINITIONS.—

“(A) SUPPLEMENTAL UNEMPLOYMENT  COMPENSATION
BENEFITS.—For purposes of paragraph (1), the term ‘supple-
mental unemployment compensation benefits’ means amounts
which are paid to an employee, pursuant to a Plan to which
the employer is a party, because of an employee’s involuntary
separation from employment (whether or not such separa-
tion is temporary), resulting directly from a reduction in
force, the discontinuance of a plant or operation, or other
similar conditions, but only to the extent such benefits are
includible in the employee’s gross income.

“(B) Axxurry.—For purposes of this subsection, the term
‘annuity’ means any amount paid to an individual as a pen-
sion or annuity, but only to the extent that the amount is
includible in the gross income of such individual. ]

“(3) REQUEST FOR WITHHOLDING.—A request that an annuity be
subject to withholding under this chapter shall be made by the

ayee in writing to the person making the annuity payments, shall
Ee accompanied by a withholding exemption certificate, executed
in accordance with the provisions of subsection (f) (2), and shall
take effect as provided in subsection (f)(3). Such a request may,
notwithstanding the provisions of subsection (f)(4), be termi-
nated by furnishing to the person making the payments a written
statement of termination which shall be treated as a withholding
exem})tinn certificate for purposes of subsection (f)(3)(B).

“(p) VorunNtary WitHiioLpiNG AcreeMENTS.—The Secretary or

his delegate is authorized by regulations to provide for withholding—
“(1) from remuneration for services performed by an employee
for his employer which (without regard to this subsection) does
not constitute wages, and
“(2) from any other type of payment with respect to which the
Secretary or his delegate finds that withholding would be appro-
priate under the provisions of this chapter,
if the employer and the employee, or in the case of any other type of
payment the person making and the person receiving the payment,
agree to such withholding. Such agreement shall be made in such form
and manner as the Secretary or his delegate may by regulations pro-
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vide. For purposes of this chapter (and so much of subtitle F as relates
to this chapter) remuneration or other payments with respect to which
such agreement is made shall be treated as if they were wages paid
by an employer to an employee to the extent that such remuneration
is paid or nt{;er payments are made during the period for which the
agreement is in effect.”

(h) Errgcrive Dates.—

(1) The amendments made by subsections (a), (b), (¢), (d),
and (e) shall apply with respect to remuneration paid after
December 31, 1969.

(2) The amendment made by subsection (f) applies to wages
paid after April 30, 1970.

(3) Subsection (o) of section 3402 of the Internal Revenue
Code of 1954, added by subsection (g) of this subsection, shall
apply to payments made after December 31, 1970, Subsection (p)
of such section 3402, added by subsection (g) of this seetion, shall
apply to payments made after June 30, 1970.

TITLE IX—MISCELLANEOUS PROVISIONS

Subtitle A—Miscellaneous Income Tax Provisions

SEC. 901. EXCLUSION OF ADDITIONAL LIVING EXPENSES.

(a) Excrusion oF Apprrionan Livine Exeexses—Part IIT of
subchapter B of chapter 1 (relating to items specifically excluded
from gross ineom(?t is amended by renumbering section 123 as 124,
and by inserting after section 122 the following new section:

“SEC. 123. AMOUNTS RECEIVED UNDER INSURANCE CONTRACTS FOR
CERTAIN LIVING EXPENSES.

“(a) GeExErRaL Rure—In the case of an individual whose principal
residence is damaged or destroyed by fire, storm, or other casualty, or
who is denied access to his principal residence by governmental au-
thorities because of the occurrence or threat of occurrence of such a
casualty, gross income does not include amounts received by such in-
dividual under an insurance contract which are paid to compensate
or reimburse such individual for living expenses incurred for him-
self and members of his household resulting from the loss of use or
occupancy of such residence.

“(E) Liarrrarion.—Subsection (a) shall apply to amounts received
by the taxpayer for living expenses i11c111'1'et{)tlurlng any period only
tt)] _tlia extent the amounts received do not exceed the amount by
which—

“(1) the actual living expenses incurred during such period for
himself and members of his household resulting from the loss of
use or occupancy of their residence, exceed

“(2) the normal living expenses which would have been in-
cun_‘eg ,fm- himself and lllelnEePS of his household during such

seriod.

(b% Coxroryine AxexpmenT.—The table of sections for such part
IIT is amended by striking out the last item and inserting in lieu
thereof the following:

“Sec. 123. Amounts received under insurance contracts for certain
living expenses.
“Sec. 124. Cross references to other Acts.”

(¢) Errecrive Dare—The amendments made by this section shall

apply with vespect to amounts received on or after January 1, 1969.
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SEC. 902. DEDUCTIBILITY OF TREBLE DAMAGE PAYMENTS, FINES
AND PENALTIES, ETC.

(a) Fines axp Pexvavries; Tresne Damace Paymests—Section
162 (relating to deduction of trade or business expenses) is amended by
redesignating subsection (f) as subsection (h), and by inserting after
subsection (e) the following new subsections:

“(f) Fines anp PENavTIES.—No deduction shall be allowed under
subsection (a) for any fine or similar penalty paid to a government
for the violation of any law,

*(g) TrerLe Damace Paymexts UNpER THE ANTITRUST LAWS.—
If in a criminal proceeding a taxpayer is convicted of a violation of
the antitrust laws, or his plea of guilty or nolo contendere to an in-
dictment or information charging such a violation is entered or ac-
cepted in such a proceeding, no deduction shall be allowed under sub-
section (a) for two-thirds of any amount paid or incurred—

“(1) on any judgment for damages entered against the tax-
payer under section 4 of the Act entitled ‘An Act to supplement
existing laws against unlawful restraints and monopolies, and
for other purposes’, approved October 15, 1914 (commonly known
as the Clayton Act), on account of such violation or any related
violation of the antitrust laws which occurred prior to the date of
the final judgment of such conviction, or

“(2) in settlement of any action brought under such section 4
on account of such violation or related violation.

The preceding sentence shall not apply with respect to any conviction
or plea before January 1, 1970, or to any conviction or plea on or after
slnch ’c’late in a new trial following an appeal of a conviction before such
date.

(b) Briees anp Iniecan Kicksacks.—Section 162(¢) (relating to
improper payments to certain government officials or employees) is
amended to read as follows:

“(c) Bripes anp Irirean KicKBACKS.—

*(1) ILLEGAL PAYMENTS TO GOVERNMENT OFFICI/LS OR EM-
rLOYEES.—No deduction shall be allowed under subsection (a) for
any payment made, directly or indirectly, to an official or em-
ployee of any government, or of any agency or instrumentality of
any government, if the payment constitutes an illegal bribe or kick-
back or, if the payment is to an official or employee of a forei
government, the payment would be unlawful under the laws of the
United States if such laws were applicable to such payment and to
such official or employee. The burden of proof in respect of the
issue, for the purposes of this paragraph, as to whether a payment.
constitutes an illegal bribe or kickback (or would be unlawful
under the laws of the United States) shall be upon the Secretary
or his delegate to the same extent as he bears the burden of proof
under section 7454 (concerning the burden of proof when the
issue relates to fraud).

“(2) OrHER BRIBES OR KICKBACKS.—If in a eriminal proceeding
a taxpayer is convicted of making a payment (other than a pay-
ment described in paragraph (1)) which is an illegal bribe or
kickback, or his plea of guilty or nolo contendere to an indictment
or information charging the making of such a payment is entered
or accepted in such a proceeding, no deduction shall be allowed
under subsection (a) on account of such payment or any related
payment made prior to the date of the final judgment in such
proceeding.

“(3) SraturE oF LiMITATIONS.—Lf a taxpayer claimed a deduc-
tion for a payment described in paragraph (2) which is disallowed



83 Srar. ] PUBLIC LAW 91-172-DEC. 30, 1969

because of a final judgment entered after the close of the taxable
year for which the deduction was claimed, and if the proceeding
was based on an indictment returned or an information filed prior
to the expiration of the period for the assessment of any deficiency
for such taxable year, the period for the assessment of any defi-
ciency attributable to the deduction of such payment shall not
expire prior to the expiration of one year from the date of such
final judgment, and such deficiency may be assessed prior to the
expiration of such one-year period notwithstanding the provision
of any other law or rule of law which would otherwise prevent
such assessment.”

(¢) Errecrive Dates—Section 162 (f) of the Internal Revenue Code
of 1954 (as added by subsection (a)) shall apply to all taxable years to
which such Code applies. Section 162(g) of such Code (as added by
subsection (a)) shall apply with respect to amounts paid or incurred
after December 31, 1969, Section 162(¢) (1) of such Code (as amended
by subsection (b)) shall apply to all taxable years to which such Code
applies. Sections 162(¢) (2) and (3) of such Code (as amended by
subsection (b)) shall apply with respect to payments made after the
date of the enactment of this Act.

SEC. 903. ACCRUED VACATION PAY.

Section 97 of the Technical Amendments Act of 1958 is amended by
striking out “January 1, 1969" and inserting in lieu thereof “Jan-
uary 1, 1971%.

SEC. 904. DEDUCTION OF RECOVERIES OF ANTITRUST DAMAGES, ETC.

(2) Depuction Arrowep.—Part VI of subchapter B of chapter 1
(relating to itemized deductions for individuals and corporations) is
amended by adding after section 185 (as added by section 705 of this
Act) the following new section:

“SEC. 186. RECOVERIES OF DAMAGES FOR ANTITRUST VIOLATIONS,
ETC.

*(a) Arrowaxce or Devpuerion.—If a compensatory amount which
is included in gross income is received or accrued during the taxable
year for a compensable injury, there shall be allowed as a deduction
for the taxable year an amount equal to the lesser of—

*(1) the amount of such compensatory amount, or
“(2) the amount of the unrecovered losses sustained as a result
of such compensable injury.

“(b) ComerxsasrLe INyury.—For purposes of this section, the term
‘compensable injury’ means—

“(1) injuries sustained as a result of an infringement of a
patent issued by the United States,

“(2) injuries sustained as a result of a breach of contract or a
breach of fiduciary duty or relationship, or

“(8) injuries sustained in business, or to property, by reason
of any conduct forbidden in the antitrust laws for which a eivil
action may be brought under section 4 of the Act entitled ‘An
Act to supplement existing laws against unlawful restraints and
monopolies, and for other purposes’, approved October 15, 1914
(eommonly known as the Clayton Act).

“(c) Compexsatory Amount—For purposes of this section, the
term ‘compensatory amount’ means the amount received or accrued
during the taxable year as damages as a result of an award in, or in
settlement of, a civil action for recovery for a compensable injury,
reduced by any amounts paid or incurred in the taxable year in secur-
ing such award or settlement,
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“(d) Unrecoverep Losses.—

“(1) I~ ceneraL.—For purposes of this section, the amount
of any unrecovered loss sustained as a result of any compensable
injury is—

“(A) thesum of the amount of the net operating losses (as
determined under section 172) for each taxable year in whole
or in part within the injury period, to the extent that such
net operating losses are attributable to such compensable

injury, reduced by

L g) the sum of—

“(1) the amount of the net operating losses described
in subparagraph (A) which were allowed for any prior
taxable year as a deduction under section 172 as a net
operating loss carryback or carryover to such taxable
year, an

“(i1) the amounts allowed as a deduction under sub-
section (a) for any prior taxable year for prior recoveries
of compensatory amounts for such compensable injury.

“(2) Ingury pERIOD.—For purposes of paragraph (1), the
injury Pemod is— EaR

“(A) with respect to any infringement of a patent, the
period in which such infringement occurred,

“(B) with respect to a breach of contract or breach of fidu-
ciary duty or relationship, the period during which amounts
would have been received or acerned but for the breach of
contract or breach of fiduciary duty or relationship, and

“(C) with respect to injuries sustained by reason of an
conduct forbidden in the antitrust laws, the period in which
such injuries were sustained.

“(3) NET OPERATING LOSSES ATTRIBUTABLE TO COMPENSABLE

iNyuRIEs.—For purposes of paragraph (1)—

“(A) a net operating loss for any taxable year shall be
treated as attributable to a compensable injury to the extent
of the compensable injury sustained during such taxable year,
and

“(B) if only a portion of a net operating loss for any
taxable year is attriEutable to a compensable injury, such por-
tion shall (in applying section 172 for purposes of this sec-
tion) be considered to be a separate net operating loss for
such year to be applied after the other portion of such net
operating loss.

“(e) Errecr oN Ner OperaTing Loss Carryovers.—If for the tax-
able year in which a compensatory amount is received or accrued any
portion of a net operating loss carryover to such year is attributable to
the compensable injury for which such amount is received or accrned,
such portion of such net operating loss carryover shall be reduced by
an amount equal to—

“(1) the deduetion allowed under subsection (a) with respect to
such compensatory amount, reduced by

“(2) any portion of the unrecovered losses sustained as a result
of the compensable injury with respect to which the period for
carryover under section 172 has expired.”

(b) Crerrcar. AmenpMENT.—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, 186. Recoveries of damages for antitrust violations, ete.”

(¢) Errective Date.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1968,
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SEC. 905. CORPORATIONS USING APPRECIATED PROPERTY TO REDEEM

THEIR OWN STOCK.

(a) GexErAL Rurne—Section 311 (relating to taxability of corpora-
tion on distribution) is amended by adding at the end thereof the
following new subsection :

“(d) Arverecrarep Prorerry Usep To Repeexr Stock.—

“(1) Ix cENERAL—If—

“(A) a corporation distributes property (other than an
obligation of such cm-pnratiml? to a shareholder in a redemyp-
tion (to which subpart A applies) of part or all of his stock
in such corporation, and

“(B) the fair market value of such property exceeds its
adjusted basis (in the hands of the distributing corporation),

then again shall be recognized to the distributing corporation in an
amount equal to such excess as if the property distributed had
been sold at the time of the distribution. Subsections (b) and (¢)
shall]_ not apply to any distribution to which this subsection
applies.

*(2) Excerrtons axp mavrrations—Paragraph (1) shall not
apply to—

“(A) a distribution in complete 1'1'demptirm of all of the
stock of a shareholder who, at all times within the 12-month
period ending on the date of such distribution, owns at least
10 percent in value of the outstanding stock of the distribut-
ing corporation, but only if the redemption qualifies under
section 302(b) (3) (determined without the application of
section 302(c) (2) (A) (ii));

“(B) a distribution of stock or an obligation of a corpora-
tion—

“(i) which is engaged in at least one frade or bhusiness,

“(ii) which has not received property constituting a
substantial part of its assets from the distributing corpo-
ration, in a transaction to which section 351 applied or as
a contribution to capital, within the 5-year period ending
on the date of the distribution, and

“(1i1) at least 50 percent in value of the outstanding
stock of which is owned by the distributing corporation
at any time within the 9-vear period ending one year be-
fore the date of the distribution:

“(C) a distribution before December 1, 1974, of stock of o
corporation substantially all of the assets of which the dis-
tributing corporation (or a corporation which is a member of
the same afliliated group (as defined in section 1504(n)) as
the distributing corporation) held on November 30, 1969, if
sueh assets constitute a trade or business which has been
actively conducted throughout the one-year period ending
on the date of the distribution:

“(D) a distribution of stock or securities pursuant to the
terms of a final judgment rendered hy a court with respect to
the distributing corporation in a court proceeding under the
Sherman et (26 Stat. 200: 15 1.8.C. 1-T) or the Clayton
Act (28 Stat. 730: 15 UL.S.C. 12-27), or both, to which the
Tnited States is a party, but only if the distribution of such
stock or securities in redemption of the distributing corpora-
tion’s stock is in furtherance of the purposes of the judgment ;

“(E) a distribution to the extent that section 303 (a) (ve-
lating to distributions in redemption of stock to pay death
taxes) applies to such distribution;
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“(F) a distribution to a private foundation in redemption
of stock which is deseribed in section 537(b)(2)(A) and

Post, p. 715. (B) s a:nd
“((G) a distribution by a corporation to which part I of
O8A Bim:; 208 subchapter M (relating to regulated investment companies)

PRESTE aﬁvplies, if such distribution is in redemption of its stock upon
t

e demand of the shareholder.”
(b) CoNFORMING AMENDMENTS.— L

(1) Section 311(a) is amended by striking out “subsections (b)
and (e¢)” and inserting in lieu thereof ‘“subsections (b), (e),
and (d%;’é 9.

(2) tions 301 (b) (1) (B) (n),301§) (2) (B),and 312(c) (3&
are each amended by striking out “subsection b) or (c)” an
inserting in lieu thereof “subsection (b), (¢),or (d)”.

(c) Errecrive DaTe.—

(1) Except as provided in paragraphs (2) and (3), the amend-
ments made by subsections (ag and (b) shall apply with respect to
distributions after November 30, 1969,

(2) The amendments made by subsections (a) and (b) shall not
agply to a distribution before April 1, 1970, pursuant to the terms
0 ——

(A) a written contract which was binding on the distrib-
uting corporation on November 30, 1969, and at all times
thereafter before the distribution,

(B) an offer made by the distributing corporation before
December 1, 1969, :

(C) an offer made in accordance with a request for a ruling
filed by the distributing corporation with the Internal Reve-
nue Service before December 1, 1969, or

(D) an offer made in accordance with a registration state-
ment filed with the Securities and Exchange Commission
before December 1, 1969.

For purposes of subpara ra}Jhs (B), (C), and (D), an offer shall
be treated as an offer only if it was in writing and not revocable
by its express terms.

(3) The amendments made by subsections (a) and (b) shall
not apply to a distribution by a corporation of specific property
in redemption of stock outstanding on November 30, 1969, if—

(A) every holder of such stock on such date had the right
to gemand redemption of his stock in such specific property,
an

(B) the corporation had such specific property on hand on
such date in a quantity sufficient to redeem all of such stock.

For purposes of the prece inﬁsentence, stock shall be considered
to have been outstanding on November 30, 1969, if it could have
been acquired on such date through the exercise of an existing
right of conversion contained in other stock held on such date.
SEC. 906. REASONABLE ACCUMULATIONS BY CORPORATIONS.
GaA S t8 (a) Generar Rure—Section 537 (relating to reasonable needs of
the business) is amended to read as follows:
“SEC. 537. REASONABLE NEEDS OF THE BUSINESS.
“(a) Gexerar Rure.—For purposes of this part, the term ‘reason-
able needs of the business’ includes—

“(1) the reasonably anticipated needs of the business,

s “(2) the section 303 redemption needs of the business, and

“(8) the excess business holdings redemption needs of the busi-
ness.
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“(b) SeeciaL Rures.—For purposes of subsection (a)—

“(1) Secrion 303 repemerion Neeps.—The term ‘section 303 784 Stat. @S-
redemption needs’ means, with respect to the taxable year of the [
corporation in which a shareholder of the corporation died or
any taxable year thereafter, the amount needed (or reasonably
anticipated to be needed) to make a redemption of stock included
in the gross estate of the decedent (but not in excess of the maxi-
mum amount of stock to which section 303 (a) may apply).

“(2) ExCESs BUSINESS HOLDINGS REDEMPTION NEEDS.— The term
‘excess business holdings redemption needs’ means, with respect to
taxable years of the corporation ending after May 26, 1969, the
amount needed (or reasonably anticipated to be needed) to redeem
from a private foundation stock which—

“(A) such foundation held on May 26, 1969 (or which was

received by such foundation pursuant to a will or irrevocable

trust to which section 4943 (c¢) (5) applies), and Ante, p. 507.
“(B) constituted excess business holdings on May 26, 1969,

or would have constituted excess business holdings as of such

date if there were taken into account (i) stock received pur-

suant to a will or trust deseribed in subparagraph (A), and

(i1) the reduction in the total outstanding stock of the corpo-

ration which would have resulted solely from the redemption

of stock held by the private foundation.

“(3) OBLIGATIONS INCURRED TO MAKE REDEMPTIONS.—In apply-
ing paragraphs (1) and (2), the discharge of any obligation
incurred to make a redemption described in such paragraphs shall
be treated as the making of such redemption.

“(4) No INFERENCE AS TO PRIOR TAXABLE YEARS.—The applica-
tion of this part to any taxable year before the first taxable year
specified in paragraph (1) or (2) shall be made without regard to
the fact that distributions in redemption coming within the terms
of such paragraphs were subsequently made.”

(b) Errrctive Date.—The amendment made by subsection %1) shall
?Pply to the tax imposed under section 531 of the Internal Revenue
‘ode of 1954 with respect to taxable years ending after May 26, 1969.
SEC. 907. INSURANCE COMPANIES.
(a) Seecran ConTiNGENCY REsErves UNpEr Grour CoNTRACTS.—

(1) InteEREST PAID.—Section 805(e) (4) (relating to interest 73 Stet. 118.
paid on certain reserves) is amended to read as follows:

“(4) INTEREST ON CERTAIN SPECIAL CONTINGENCY RESERVES.—

Interest for the taxable year on special contingency reserves under
contracts of group term life insurance or group health and acci-
dent insurance which are established and maintained for the pro-
vision of insurance on retired lives, for premium stabilization, or
for a combination thereof.”

(2) RULES FOR CERTAIN CONTINGENCY RESERVES.—Section 810 (¢) 73 Stat. 125.
(relating to items taken into account as reserves) is amended by
mserting after paragraph (5) the following new paragraph:

¥(6) Special contingency reserves under contracts of grou
term life insurance or group health and accident insurance which
are established and maintained for the provision of insurance on
retived lives, for premium stabilization, or for a combination
thereof.”

(b) Cerrary DISTRIBUTIONS.—
(1) EXCEPTION FROM DEFINITION OF DISTRIBUTION.—Section
815(f) (relating to definition of distribution) is amended— 78 Stat. 859;
Ag by striking out “or” at the end of paragraph (3); i il
B) by striking out the period at the end of paragraph
e AU , paragrap
(4) and inserting in lieu thereof “; or™;
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(C) by inserting after paragraph (4) the following new
paragraph :

“(5) any distribution after December 31, 1968, of the stock
of a controlled corporation to which section 355 applies, if
such distribution is made to a corporation which immediately
after the disiribution is the owner of all the stock of all classes
of both the distributing corporation and such controlled cor-
poration and if, immediately before the distribution, the dis-
tributing corporation had been the owner of all of the stock
of all classes of such controlled corporation at all times since
December 31, 1957.";

(D) by striking out “Neither paragraph (3) nor Saragraph
(4) s ml{ apply” in the next to the last sentence and inserting
in lieu thereof “Paragraphs (3), (4), and (5) shall not ap-
ply”; and _

(E) by striking out “paragraphs (3) and (4)” in the last
senbe(nce, and inserting in lieu thereof “paragraphs (3), (4).
and (5)".

(2) SpeciaL ruLE—Section 815 (relating to distributions to
shareholders) is amended by adding at the end thereof the fol-
lowing new subsection :

“(g) CerrarNy DistriBurioNns RELATED TO FORMER SUBSIDIARIES.—
If sﬁ:sect,ion (f) (5) applied to the distribution by a life insurance
company of the stock of a corporation which was a controlled corpo-
ration—

“(1) any distribution by such corporation to its shareholders
(after the date of the distribution of its stock by the life insurance
company), and

“(2) any disposition of the stock of such corporation by the
distributee corporation,

shall, for purposes of this section, be treated as a distribution to its
shareholders gﬁ such life insurance company, until the amounts so
treated equal the amount of the distribution of such stock which by
reason of subsection (f)(5) was not included as a distribution for
purposes of this section.”

(e) CarryoveERr oF Losses.—

(1) In eenerar.—Part IV of subchapter L of chapter 1 (re-
lating to provisions of eral application to insurance com-
panies) is amended by aggli-lng at the end thereof the following
new section :

“SEC. 844, SPECIAL LOSS CARRYOVER RULES.
“(a) GexeraL RurLe—If an insurance company—
“(1) is subject to the tax imposed by part I, IT, or IIT of this
subchapter for the taxable year, and
“(2) was subject to the tax imposed by a different part of this
glibcll%gtar for a prior taxable year beginning after December
] L)
then any operations loss carryover under section 812, unused loss
carryover under section 825, or net operating loss carryover under
section 172, as the case may be, arising in such prior taxable year shall
be included in its operations loss deduction under section 812(a),
unused loss deduction under section 825(a), or net operating loss
deduction under section 832(¢) (10), as the case may be.
“Eb) Livrrarion.—The amount included under section 812(a),
825(a), or 832(c) (10;, as the case may be, by reason of the applica-
tion of subsection (a) shall not exceed the amount that wou]g have
constituted the loss carryover under such section if for all relevant
taxable years such company had been subject to the tax imposed by
the part referred to in subsection (a) (1) rather than the part referred
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to in subsection (a)(2). For purposes of applying the preceding
sentence—
“(1) in the case of a mutual insurance company which becomes
a stock insurance company, an amount equal to 25 percent of the
deduction under section 832(e)(11) (relating to dividends to
policyholders) shall not be allowed, and
“(2) section 812(b) (1) (A) (iii) (relating to additional years
to which losses may be carried by new life msurance companies)
shall not apply. y

“(ec) Reeurations—The Secretary or his delegate shall prescribe
such regula.tions as may be necessary to carry out the purposes of this
section.”

(2) CLERICAL AND CONFORMING AMENDMENTS.—

(A) The table of sections for part IV of subchapter L of
chapter 1 is amended by adding at the end thereof the follow-
ing new item:

“Sec. 844, Special loss carryover rules.”

(B) Sections 809(e) (5) and 823(b) (1) are each amended
by striking out “The” and inserting in lieu thereof “Except
as provided by section 844, the”.

(C) Section 825(g) (2) is amended by striking out “to or
from” and inserting in lien thereof “except as provided by
section 844. to or from™.

(D) Section 825(g)(3) is amended by striking out “to
any” and inserting in lieu thereof “except as provided by sec-
tion 844, to any™.

(d) Errecrive Date.—The amendments made by subsection (a)
shall apply to taxable years beginning after December 31, 1957. The
amendments made by subsection (b) shall apply to taxable years be-
ginning after December 31, 1968, The amendments made by subsec-
tion (c) shall apply with respect to losses incurred in taxable years
beginning after December 31, 1962, but shall not affect any tax habil-
ity for any taxable year beginning before January 1, 1967.

SEC. 908. CERTAIN UNIT INVESTMENT TRUSTS.

(a) Nor To B Treartep As Serparare Taxpaver—Section 851 (re-
lating to definition of regulated investment company) is amended by
adding at the end thereof the following new subsection :

“(f) Cerraiy Unrr InvesrmenT Trusts—For purposes of this
title—

“(1) A unit investment trust (as defined in the Investment
Company Act of 1940)—

“(y A) which is registered under such Act and issues pe-
riodic payment plan certificates (as defined in such Act) in
one or more series,

“(B) substantially all of the assets of which, as to all such
series, consist of (i) securities issued by a single management
company (as defined in such Act) and securities acquired
pursuant to subparagraph (C), or (ii) securities issued by
a single other corporation, and

“(C) which has no power to invest in any other securities
except securities issued by a single other management com-
pany, when permitted by such Act or the rules and regula-
tions of the Securities and Exchange Commission,

shall not be treated as a person.
“(%) In the case of a unit investment trust deseribed in para-
a )=
e 3(2@.) each holder of an interest in such trust shall, to the
extent of such interest, be treated as owning a proportionate
share of the assets of such trust;
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“(B) the basis of the assets of such trust which are treated
under subparagraph (A) as being owned by a holder of an
interest in such trust shall be the same as the basis of his in-
terest in such trust; and

“(C) in determining the period for which the holder of an
interest in such trust %as held the assets of the trust which
are treated under subparagraph (A) as being owned by him,
there shall be included the period for which such holder has
held his interest in such trust.

This subsection shall not apply in the case of a unit investment trust
which is a segregated asset account under the insurance laws or regula-
tions of a State.”

(b) Errective Dare.—The amendment made by subsection (a)
shall apply to taxable years of unit investment trusts ending after
December 31, 1968, and to taxable years of holders of interests m such
trusts ending with or within such taxable years of such trusts. The
enactment of this section shall not be construed to result in the realiza-
tion of gain or loss by any unit investment trust or by any holder of
an inferest in a unit investment trust.

SEC. 909. FOREIGN CORPORATIONS NOT AVAILED OF TO REDUCE

TAXES.

(n) Excrusion Froy Foreex Base Coareaxy Ixcoyme—Section
954 (b) (4) (relating to exception for foreign corporations not availed
of to reduce taxes) is amended to read as follows:

“(4) EXCEPTION FOR FOREIGN CORPORATIONS NOT AVAILED OF TO
REDUCE TAXES.—For purposes of subsection (a), foreign base com-
pany income does not include any item of income received by a
controlled foreign corporation if it is established to the satisfac-
tion of the Secretary or his delegate that neither—

“(A) the creation or organization of such controlled for-
eign corporation under the laws of the foreign country in
which it is incorporated (or, in the case of a controlled for-
eign corporation which is an aequiréd corporation, the acqui-
sition of such corporation created or organized under the
laws of the foreign country in which it is ineorporated), nor

“(B) the effecting of the transaction giving rise to such
income through the controlled foreign corporation,

has as one of its significant purposes a substantial reduction of
income, war profits, or excess profits or similar taxes.”

(b) Errecrive Dare.—The amendment made by subsection (a)
shall apply to taxable years ending after October 9, 1969.

SEC. 910. SALES OF CERTAIN LOW-INCOME HOUSING PROJECTS.

(a) NonrecogNI1TION oF (AN 1§ Case oF Arerovep Disposirions.—
Part IIT of subchapter O of chapter 1 (relating to common nontax-
able exchanges) is amended by adding at the end thereof the following
new section:

“SEC. 1039. CERTAIN SALES OF LOW-INCOME HOUSING PROJECTS.

“(a) NonrecoeNITION OF GATN.—1f—

“(1) a qualified housing project is sold or disposed of by the
taxpayer in an approved disposition, and
“(2) within the reinvestment period the taxpayer constructs,
reconstructs, or acquires another qualified housing project,
then, at the election of the taxpayer, gain from such approved disposi-
tion shall be recognized only to the extent that the net amount realized
on such approved disposition exceeds the cost of such other qualified
housing project. An election under this subsection shall be made at
such time and in sueh manner as the Secretary or his delegate pre-
seribes by regulations.
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*(b) DerrNiTIONs.—For purposes of this section—

“(1) QuarrFiep HOUSING PROJECT.—The term ‘qualified housing
roject’ means a project to provide rental or cooperative housing
or lower income families—

“(A) with respect to which a mortgage is insured under
section 221(d) (3) or 236 of the National Housing Act, and

“(B) with respect to which the owner is, under such sec-
tions or regulations issued thereunder—

“(i) limited as to the rate of return on his investment
in the project, and

“(ii) limited as to rentals or occupancy charges for
units in the project.

*(2) Arprovep pisposITioN.—The term ‘approved disposition’
means a sale or other disposition of a qualified housing project to
the tenants or occupants of units in such project, or to a coopera-
tive or other nonprofit organization formed solely for the benefit
of such tenants or occupants, which sale or disposition is approved
by the Secretary of Housing and Urban Development under sec-
tion 221(d) (3) or 236 of the National Housing Act or regulations
issued under such sections.

“(3) ReinvestmMeNT pERIOD.—The reinvestment period, with
respect to an approved disposition of a qualified housing project,
is the period beginning one year before the date of such approved
disposition and ending—

“(A) one year after the close of the first taxable year in
which any part of the gain from such approved disposition
is realized, or

“(B) subject to such terms and conditions as may be speci-
fied by the Secretary or his delegate, at the close of such later
date as the Secretary or his delegate may designate on a(iapli-
cation by the taxpayer. Such application shall be made at
such time and in such manner as the Secretary or his delegate
prescribes by regulations.

*(4) Ner amouNT REALIZED.—The net amount realized on an
approved disposition of a qualified housing project is the amount
realized reduced by—

“(A) the expenses paid or incurred which are directly con-
nected with such approved disposition, and

“(B) the amount of taxes Fother than income taxes) paid
or incurred which are attributable to such approved
disposition.

*(e¢) Seecian Rures—For purposes of applying subsection (a) (2)
with respect to an approved disposition—

“(1) mo property acquired by the taxpayer before the date of
the approved disposition shall be taken into account unless such
property is held by the taxpa%er on such date, and

“(2) no property acquired by the taxpayer shall be taken into
account unless, except as provided in subsection (d), the unad-
justed basis of such property is its cost within the meaning of
section 1012.

“(d) Basis or Oruer Quarrrrep Housing Prosect.—If the tax-
payer makes an election under subsection (a) with respect to an ap-
proved disposition, the basis of the qualified housing project described
in subsection (a)(2) shall be its cost reduced by an amount equal to
the amount of gain not recognized by reason of the application of
suhsection (a).
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“(e) ASsESSMENT OF DEFICIENCIES.—

“(1) DEFICIENCY ATTRIBUTABLE TO GAIN—If the taxpayer has
made an election under subsection (a) with respect to an approved
disposition—

“(A) the statutory period for the assessment of any defi-
ciency, for any taxable year in which any part of the gain
on such approved disposition is realized, attributable to the
gain on such approved disposition shall not expire prior to
the expiration of 3 years from the date the Secretary or his
delegate is notified by the taxpayer (in such manner as the
Secretary or his delegate may by regulations prescribe) of
the construction, reconstruction, or aequisition of another
qualified housing project or of the failure to construct, re-
construct, or acquire another qualified housing project, and

“(B) such deficiency may be assessed before the expiration
of such 3-year period notwithstanding the provisions of sec-
tion 6212(c) or the provision of any other law or rule of law
which would otherwise prevent such assessment.

“(2) TIME FOR ASSESSMENT OF OTHER DEFICIENCIES ATTRIB-
UTABLE TO ELECTION.—If a taxpayer has made an election under
subsection lj’(:‘lsv.) with respect to an approved disposition and an-
other qualified housing project is constructed, reconstructed, or
acquired before the beginning of the last taxable year in which any

art of the gain upon such approved disposition is realized, any

eficiency, to the extent resu]%ng from such election, for any
taxable year ending before such last taxable year may be assessed
(notwithstanding ﬁm provisions of section 6212(e) or 6501 or the
provisions of any other law or rule of law which would otherwise
prevent such assessment) at any time before the expiration of the
period &v,i,thin which a deficiency for such last taxable year may be
assessed.

(b) AmExpMENTS TO SECTION 1250.—

(1) Section 1250(d) (relating to exceptions and limitations) is
amended by adding at the end thereof the following new
paragraph:

“(8) DIsPOSITION OF QUALIFIED LOW-INCOME HOUSING.—If sec-
tion 1250 property is disposed of and gain (determined without
regard to this section) is not recognized in whole or in part under
section 1039, then—

“(A) RecoeNttion nimit—The amount of gain recognized
by the transferor under subsection (a) shall not exceed the
greater of—

“(i) the amount of gain recognized on the disposition
(determined without regard to this section), or

“(ii) the amount determined under subparagraph (B).

“(B) ADJIUSTMENT WHERE INSUFFICIENT SECTION 1250 PROP-
ERTY IS ACQUIRED.—With respect to any transaction, the
amount determined under this subparagraph shall be the
excess of—

“(i) the amount of gain which would (but for this
paragraph) be taken into account under subsection (a),
over

(i) the cost of the section 1250 property acquired in
the transaction.

(C) Bas1s or proPERTY AcQUIRED.—The basis of property
ac(qm'ed by the taxpayer, determined under section 1039(d),
shall be allocated—
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“(i) first to the section 1250 property described in
subparagraph (E) (i), in the amount determined under
such subparagraph, reduced by the amount of gain not
reco%mzfed attributable to the section 1250 property dis-

sed o
p()“(ii) then to any property (other than section 1250
property) to which section 1039 applies, in the amount
of 1ts co:t, reduced by the amount of gain not recog-
nized except to the extent taken into account under
clause (1), and

“(111) then to the section 1250 property described in
sulg}aragmph (E) (ii). in the amount determined there-
under, reduced by the amount of gain not recognized ex-
celzlt to )the extent taken into account under clauses (i)

ii).

an
“(D) DITIONAL DEPRECIATION WITH RESPECT TO PROP-

ERTY pIsPosED oF.—The additional depreciation with respect
to any progerty acquired shall include the additional depre-

ciation wit

respect to the corresponding section 1250 prop-

erty disposed of, reduced by the amount of gain recognized
attributable to such property.

“(E) PROPERTY CONSISTING OF MORE THAN ONE ELEMENT.—

There shall be treated as a separate element of section 1250
property—

“(i) that portion of the section 1250 property ac-
quired the cost of which does not exceed the net amount
realized (as defined in section 1039(b)) attributable to
the section 1250 property disposed of, reduced by the
amount of gain recognized (if any) attributable to such
property, and _

(i) that portion of the section 1250 property acquired
the cost of which exceeds the net amount realized (as
defined in section 1039(b)) attributable to the section
1250 property disposed of.

“(F) ArrocarioNn RurLEs.—For purposes of this para-

graph—

“(i) the amount of gain recognized attributable to the
section 1250 Emperty isposed of shall be the net amount
realized with respect to such property, reduced by the

ater of the adjusted basis of the section 1250 property

isposed of or the cost of the section 1250 property

acquired, but shall not exceed the gain recognized in the
transaction, and

“(ii) if any section 1250 property is treated as con-
sisting of more than one element. by reason of the applica-
tion of subparagraph (E) to a prior transaction, Lﬁen the
amount of gain recognized, the net amount realized, and
the additional depreciation, with respect to each such
element shall be allocated in accordance with m%ulations
prescribed by the Secretary or his delegate.’

(2) Section 153@50((31 (relating to holding period) is amended
e

by adding at the end
11 (4)

reof the following new paragraph:
UALIFIED LOW-INCOME HOUSING.—The holding period of

any section 1250 property acquired which is descri in subsec-
tion (d) (8) (E) (1) shall include the holding period of the corre-
sponding element of section 1250 property disposed of.”
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(3) Section 1250 (relating to gain from dispositions of certain
depreciable realty) is amended by redesignating subsections ( %
and (h) as subsections (h) and (i) and by inserting after sub-
section (f) the following new subsection :

“(g) Specriar Rures ror Quarnirien Low-Incoyme HousiNG.—

“(1) AMOUNT TREATED AS ORDINARY INcoMmE.—If, in the case
of a disposition of section 1250 property, the property is treated
as consisting of more than one element by reason of the applica-
tion of subsection (d)(8)(E), and gain is recognized in whole
or in part, then the amount taken into account under subsection
(a) as gain from the sale or exchange of property which is neither
a capital asset nor property described in section 1231 shall be the
sum of the amounts determined under paragraph (2).

“(2) ORDINARY INCOME ATTRIBUTABLE TO AN ELEMENT.—For
purposes of paragraph (1), the amount taken into account for any
element shaﬁ be the amount determined by multiplying—

“(A) the amount which bears the same ratio to the lower
of the additional depreciation or the gain recognized for the
section 1250 property disposed of as the additional deprecia-
tion for such element bears to the sum of the additional depre-
ciation for all elements disposed of, by

“(B) the applicable percentage for such element.

For purposes of this paragraph, determinations with resgect to
any element shall be made as if it were a separate property.
(¢) Crericar Amenpment.—The table of sections for part 111 of
subchapter O of chapter 1 is amended by adding at the end thereof the
following new item:

“Sec. 1039, Certain sales of low-income housing projects.”

(d) Errecrive Date.—The amendments made by this section shall
apply to approved dispositions of qualified housing projects (within
the meaning of section 1039 of the Internal Revenue Code of 1954, as
added by subsection (a)) after October 9, 1969,

SEC. 911. PER-UNIT RETAIN ALLOCATIONS.

(a) PaymeNTs or Moxey anxp OrHER PrOPERTY.—Section
1382(b) (3) (relating to patronage dividends and per-unit retain al-
locations) 1s amended to read as follows:

“(3) as per-unit retain allocations (as defined in section
1388(f) ), to the extent paid in money, qualified per-unit retain
certificates (]as defined in section 1388 (i) ), or other property (ex-
cept nonqualified per-unit retain certificates, as defined in section
1388(i)) with respect to marketing occurring during such tax-
able year; or”,

(b) Coxrorming AMENDMENT.—Section 1388 (f) (relating to per-
unit retain allocations) is amended by striking out “other than by pay-
ment in money or other property (except per-unit retain certificates)”.

(¢) Errecrive DATE.—TII)le amendments made by this section shall
apply to per-unit retain allocations made after October 9, 1969.

SEC. 912, FOSTER CHILDREN.

a) Ix GeENeran.—Section 152(b) (2) (relating to rules relating to
definition of dependent) is amended by inserting immediately before
“shall be treated” the following: “, or a foster child of an indiyidual
(if such child satisfies the requirements of subsection (a) (9) with re-
spect to such individual),”.

Errecrrve Date—The amendment made by subsection (a) of

this section shall apply to taxable years beginning after December
31, 1969.
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SEC. 913. COOPERATIVE HOUSING CORPORATIONS.

(a) Strock Herp By GovernMENTAL Unrtrs.—Section 216(b) (tre-
lating to definitions) is amended by adding at the end thereof the fol-
lowing new paragraph:

“(4) STOCK OWNED BY GOVERNMENTAL UNITS.—For purposes of
this subsection, in determining whether a corporation 1s a cooper-
ative housing corporation, stock owned and apartments leased by
the United States or any of its possessions, a State or any political
subdivision thereof, or any agency or instrumentality of the fore-
going empowered to acquire shares in a cooperative housing cor-

oration for the purpose of providing housing facilities, shall not
e taken into account.”

(b) Errrcrive Dare.—The amendment made by subsection (a)

shall apply to taxable years beginning after December 31, 1969.

SEC. 914, PERSONAL HOLDING COMPANY DIVIDENDS.

(a) Divioexps Pamp Arrer Crose or Year—Section 563 (b) (re-
lating to personal holding company tax) is amended by striking out
“10 percent” in paragraph (2) and inserting in lieu thereof *20
percent”. .

(b) Errecrive Date—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1969.

SEC. 915. REPLACEMENT OF PROPERTY INVOLUNTARILY CONVERTED
WITHIN A 2-YEAR PERIOD.

(a) I~ GeENEranL—Section 1033(a) (3) (B) (relating to the period
within which property must be replaced) is amended by striking out
*one year” in clause (1) and inserting in lieu thereof “2 years”.

(b) Errecrive Date.—The amendment made by this section shall
apply only if the disposition of the converted property (within the
meaning of section 1033 (a) (2) of the Internal Revenue Code of 1954)
occurs after the date of the enactment of this Act.

SEC. 916. CHANGE IN REPORTING INCOME ON INSTALLMENT BASIS.

(a) In GenEraL—Section 453 (c) (relating to change from accrual

to installment basis of reporting) is amended by adding at the end
thereof the following new paragraphs:

“(4) RevocatioN oF rLecTION.—An election under paragraph

(1) to report taxable income on the installment basis may be re-

voked by filing a notice of revocation, in such manner as the Secre-

tary or his delegate prescribes by regulations, at any time before

the expiration of 3 years following the date of the filing of the

tax return for the year of change. If such notice of revocation is

timely filed—

“(A) the provisions of paragraph (1) and subsection (a)
shall not apply to the year of change or for any subsequent
year;

“(B) the statutory period for the assessment of any de-
ficiency for any taxable year ending before the filing of such
notice, which is attributable to the revocation of the election
to use the installment basis, shall not expire before the expira-
tion of 2 years from the date of the filing of such notice, and
such deficiency may be assessed before the expiration of such
2-year period notwithstanding the provisions of any law or
mhe of law which would otherwise prevent such assessment ;
an

“(C) if refund or credit of any overpayment, resulting
from the revocation of the election to use the installment basis,
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for any taxable year ending before the date of the filing of
the notice of revocation is prevented on the date of such
filing, or within one year from such date, by the operation of
an %aw or rule of law (other than section 7121 or 7122),
refund or credit of such overpayment may nevertheless be
made or allowed if claim therefor is filed within one year from
such date. No interest shall be allowed on the refund or eredit
of such overpayment for any period prior to the date of the
filing of the notice of revocation.

“(5) EvecrioN AFTER REVOCATION.—If the taxpayer revokes
under paragraph (4) an election under paragraph (1) to report
taxable income on the installment basis, no election under para-
graph (1) may be made, except with the consent of the Secreta
or his delegate, for any subsequent taxable year before the fifth
taxable year following the year of change with respect to which
such revocation is made.”

(b) Errective Dare.—The amendment made by subsection (a)
shall apply to an election made for any year of change (as defined in
section 453(c) (1) of the Internal Revenue Code of 1954) ending on
or after the date of the enactment of this Act, and shall also apply to
any such year of change which ended before such date if the 3-year
statutory period for assessment of any deficiency for such year has
not expired on the date of the enactment of this Act.

SEC. 917. RECOGNITION OF GAIN IN CERTAIN LIQUIDATIONS.

For purposes of applying section 333 (e) and (f) of the Internal
Revenue Code of 1954 to a distribution in liquidation of a corporation
during 1970, stock (including stock received in respect of such stock by
reason of a stock dividend or stock split) or securities received by a
qualified electing shareholder in exchange for his stock in the
liquidating corporation shall be considered as having been acquired
by the liquidating corporation before January 1, 1954, if—

(1) such stock or securities were acquired by the liquidating
corporation after December 31, 1953, from such qualified electing
shareholder (or from a person from whom such qualified electing
shareholder acquired such stock in the liquidating corporation by
gift, bequest, or inheritance) solely in exchange for its stock in a
transaction to which section 351 of such Code (or the correspond-
ing provisions of prior law) applied, and

(2) the holding period of such stock or securities in the hands
of the liquidating corporation, determined under section 1223 (2)
of such Code, includes any period before January 1, 1954.

Subtitle B—Miscellaneous Excise Tax Provisions

SEC. 931. CONCRETE MIXERS.

(a) Exemrrion FroM Tax ox Moror VemicLes.—Section 4063 (a)
(relating to exemption of specified articles from the tax on motor
vehicles) is amended by adding at the end thereof the following new
paragraph:

“(5) Coxcrere mixers.—The tax imposed under section 4061
ghall not apply in the case of—

“(A) any article designed (i) to be placed or mounted on

an antomobile truck chassis or truck trailer or semitrailer

chassis and (ii) to be used to process or prepare concrete, and
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. “(B) parts or accessories designed primarily for use on or

in connection with an article described in subparagraph (A).”

(b) Errecrrive Date.—The amendment made by mction a)
shall apply with respect to articles sold after December 31, 1969.

SEC. 932. CONSTRUCTIVE SALE PRICE.

a) DrrermiNaTioN oF Famr Marker Price.—Section 4216(b)
(relating to constructive sale price) is amended by adding at the end
thereof the following new paragraphs:

“(3) FAIR MARKET PRICE IN CASE OF CERTAIN ARTICLES.—Ixcept
g.; provided in paragraph (4), for purposes of paragraph (1) (CI)),
1 —

“(A) the manufacturer, producer, or importer of an
article regularly sells such article to a distributor which is a
member of the same affiliated group of corporations (as
defined in section 1504(a)) as the manufacturer, producer,
or importer, and

“(B) such distributor regularly sells such article to one or
more independent retailers, but does not regularly sell to
wholesale distributors,

the fair market price of such article shall be 90 percent of the
lowest ?rice for which such distributor regularly sells such article
in arm’s-length transactions to such independent retailers. The
price determined under this paragraph shall not be adjusted for
any exclusion (except for the tax imposed on such article) or read-
justments under subsections (a) and (f) and under section
6416(b) (1). If both this pa ph and paragraph (4) apply
with respect to an article, the fair market price for such article
shall be the lower of the fair market price determined under this
paragraph or paragraph (4).

“(4) FAIR MARKET PRICE IN CASE OF CERTAIN OTHER ARTICLES.—
For purposes of paragraph (1) (C), if— !

% FA) the manufacturer, producer, or importer of an article
regularly sells (except for tax-free sales) only to a distributor
which is a member of the same affiliated group of corpora-
tions (as defined in section 1504 (a) ) as the manufacturer, pro-
ducer, or importer,

“(B) the distributor regularly sells (except for tax-free
sales) such article only to retailers, and

“(C) the normal method of sales for such articles within
the industry by manufacturers, producers, or importers is to
sell such articles in arm’s-lengti] transactions to distributors,

the fair market price for such article shall be the price at which
such article is sold to retailers by the distributor, reduced by a
ercentage of such price equal to the percentage which (i) the 5if—
?erenca between the price ?or which comparable articles are sold to
wholesale distributors, in the ordinary course of trade, by manu-
facturers or producers thereof, and the price at which such whole-
sale distributors in arm’s-length transactions sell such comparable
articles to retailers, is of (ii) the price at which such wholesale
distributors In_arm’s-length transactions sell such comparable
articles to retailers. The price determined under this paragraph
shall not be adjusted for any exclusion (except for the tax imposed
on such article) or readjustment under subsections (a) and (f)
and under section 6416(b) (1).”
(b) Errective Date.—The amendment made by subsection (a) shall
apply with respect to articles sold after December 31, 1969.
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Subtitle C—Miscellaneous Administrative Provisions

SEC. 941. FILING REQUIREMENTS.

a) In GeNeraL—Section 6012(a) (relating to persons required to
make returns of income) is amended by striking out paragraph (1)
and inserting in lieu thereof the following :

“(1) (A) Every individual having for the taxable year a gross
income of $600 or more, except that a return shall not be required
04f£ atlll:) )individual (other than an individual referred to in section
1; =

(1) who is not married (determined by applying section
143(a)) and for the taxable year has a gross income of less
than $1,700, or

“(i1) who is entitled to make a joint return under section
6013 and whose gross income, when combined with the gross
income of his spouse, is, for the taxable year, less than $2,300
but only if such individual and his spouse, at the close of the
taxable year, had the same household as their home.
Clause (ii) shall not apply if for the taxable year such spouse
makes a separate return or any other taxpayer is entitled to an
exemption for such spouse under section 151 (e).

“(B) The $1,700 amount specified in subparagraph (A) (i) shall
be increased to $2,300 in the case of an individual entitled to an
additional personal exemption under section 151(c) (1), and the
$2,300 amount specified in subparagraph (A)(ii) shall be
increased by $600 for each additional personal exemption to which
the individual or his spouse is entitled under section 151(c) ;.

(b) TecuNIcAL AMENDMENT.—Subsections (b) and Sc) (2) of sec-
tion 151 (relating to allowance of deductions for personal exemptions)
are amended by striking out “if a separate return is made by the tax-
payer” and inserting in lieu thereof “if a joint return is not made by
the taxpayer and his spouse”.

(¢) Emc’mz: Date.—The amendments made by subsections (a)
and (b) shall apply to taxable years beginning after December 31,
1969.

(d) Taxasre Yrars Arrer 1972 —Effective with respect to taxable
years beginning after December 31, 1972, section 6012(a) (1) is
amended—

(1) by striking out “$600” each place it appears therein and
inserting in lieu thereof “$750”;

{2) by striking out “$1,700” each place it appears and inserting

y striking out each place it appears and insertin

in lieu thereof “$§2,500”. 7 e .
SEC. 942, COMPUTATION OF TAX BY INTERNAL REVENUE SERVICE.

(a? In GenerarL.—The first sentence of section 6014 (b) (relating to
regulations; tax not computed by taxpa, er} is amended to read as fol-
lows: “The Secretary or his delegate shall prescribe regulations for
carrlymg out this section, and such regulations may provide for the
application of the rules of this section—

“(1) to cases where the gross income includes items other than
those enumerated by subsection (a),

“(2) to cases where the gross income from sources other than
wages on which the tax has been withheld at the source is more
than $100,
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“(3) to cases where the gross income is $10,000 or more,

“(4) to cases where the taxpayer is entitled to the credit pro-
vided by section 37 (relating to retirement income credit), or
“(5) to cases where the taxpayer does not elect the standard
deduetion.”
(b) Errective Date—The amendment made by subsection (a)

shall apply to taxable years beginning after December 31, 1969.

SEC. 943. FAILURE TO MAKE TIMELY PAYMENT OR DEPOSIT OF TAX.
(a) Famure To Pay Tax.—Section 6651 (relating to failure to

file tax return) is amended to read as follows:

“SEC. 6651. FAILURE TO FILE TAX RETURN OR TO PAY TAX.
“(a) Apprriox 1o vie Tax.—In case of failure—

“(1) to file any return required under authority of subchapter
A of chapter 61 (other than part IIT thereof), subchapter A of
chapter 51 (relating to distl[l
subchapter A of chapter 52 (relating to tobacco, cigars, cigarettes,
and cigarette papers and tubes), or of subchapter A of chapter
53 (relating to machine guns and certain other firearms), on the
date prescribed therefor (determined with regard to any exten-
sion of time for filing), unless it is shown that such failure is due
to reasonable cause and not due to willful neglect, there shall be
added to the amount required to be shown as tax on such return
5 percent of the amount of such tax if the failure is for not more
than 1 month, with an additional 5 percent for each additional
month or fraction thereof during which such failure continues,
not exceeding 25 percent in the aggregate ;

“(2) to pay the amount shown as tax on any return specified in
paragraph (1) on or before the date presevibed for payment of
such tax (deftermined with regard to any extension of time for
paynent), unless it is shown that such failure is due to reasonable
canse and not due to willful negleet, there shall be added to the
amount shown as tax on such return 0.5 percent of the wmount of
such tax if the failure is for not more than 1 month, with an addi-
tional 0.5 percent for each additional month or fraction thereof
during which such failure continues, not exceeding 25 percent
in the aggregate; or

“(3) to pay any amount in respect of any tax required to be
shown on a return specified in paragraph (1) which is not so
shown (including an assessment made pursuant to seetion
6213 (b)) within 10 days of the date of the notice and demand
therefor, unless it is shown that such failure is due to reasonable
cause and not due to willful neglect, there shall be added to the
amount of tax stated in such notice and demand 0.5 percent of the
amount of such tax if the failure is for not more than 1 month,
with an additional 0.5 percent for each additional month or frac-
tion thereof during which such failure continues, not exceeding
25 pereent in the aggregate.

“(b) Pexavrry Inrprosep oN NET Asrount Duve—For purposes of—

“(1) subsection (a) (1), the amount of tax required to be shown
on the return shall be reduced by the amount of any part of the
tax which is paid on or before the date prescribed for payment of
the tax and by the amount of any credit against the tax which
may be claimed on the return,

“(2) subsection (a) (2), the amount of tax shown on the return
shall, for purposes of computing the addition for any month, be
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reduced by the amount of any part of the tax which is paid on or
before the beginning of such month and by the amount of any
credit against the tax which may be claimed on the return, and

“(3) subsection &a) (3), the amount of tax stated in the notice
and demand shall, for the purpose of computing the addition for
any month, be reduced by the amount of any part of the tax which
is paid before the b inning of such montﬁ.

“(c) LaMrTATIONS AND SPECIAL RULE—

“(1) ADDITIONS UNDER MORE THAN ONE PARAGRAPH.—

“(A) With respect to any return, the amount of the addi-
tion under paragragh (1) of subsection (a) shall be reduced
by the amount of the addition under paragraph (2) of sub-
section ( agl for any month to which an addition to tax applies
under both paragraphs (1) and (2).

“(B) With respect to any return, the maximum amount of
the addition permitted under paragraph (3) of subsection
(a) shall be reduced by the amount of the addition under
paragraph (1) of subsection (a) which is attributable to the
tax for which the notice and demand is made and which is not
paid within 10 days of notice and demand.

“(2) AMOUNT OF TAX SHOWN MORE THAN AMOUNT REQUIRED TO
BE sHOWN.—If the amount required to be shown as tax on a return
is less than the amount shown as tax on such return, subsections
(a) (2) and (b) (2) shall be applied by substituting such lower
amount.

“(d) ExceprioN ror Decrarations or Estimatep Tax.—This sec-
tion shall not apply to any failure to file a declaration of estimated
tax required by section 6015 or to pay any estimated tax required to be
paid by section 6153 or 6154.”

(b) Famure To Maxe Deposir or Tax.—Section 6656 (a) (relat-
ing to penalty for failure to make deposit of taxes) is amended by
striking out the first sentence and inserting in lieu thereof the follow-
ing: “In case of failure by anﬁ! person required by this title or by
regulation of the Secretary or his delegate under this title to deposit
on the date prescribed therefor any amount of tax imposed by this title
in such government depositary as is authorized under section 6302 (c)
to receive such deposit, unless it is shown that such failure is due to
reasonable cause and not due to willful neglect, there shall be
imposed upon such person a penalty of 5 percent of the amount of the
underpayment.”

(¢) CoNFORMING AMENDMENTS.—

(1) Section 3121 (k) (1) (F) (i) relaﬁ:tfto definitions of waiver
of exemption by religious, charitable, and certain other organiza-
tions) is amended by inserting “or pay tax” after “tax return”.

(2) Section 3121(k)(1) (_é_) (1) (relating to definitions of
waiver of exemption bﬁ religious, charitable, and certain other
organi,z’ation.s) is amended by inserting “or pay tax” after “tax
return”.

(8) Section 3121 (k) (1) (H) (i) (relating to definitions of waiv-
ers of exemption by religious, charitable, and certain other organi-
zations) is amended by inserting “or pay tax” after “tax return”.

(4) Section 5684(33 (2) (relating to cross references for pen-
alties relating to the payment and collection of lic;uor taxes) is
amended by inserting “or pay tax” after “tax return”.
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(5) The table of sections for subchapter A of chapter 68 is
amended by striking out:

“Seec. 6651. Failure to file tax return.”
and inserting in lieu thereof :
“See. 6651. Failure to file tax return or pay tax.”

(6) Section 6653(d) (velating to penalty for failure to pay tax
if fraud assessed) is amended by adding “or pay tax” after
“such return”.

(d) Errective Dates—The amendments made by subsections
(a) and (c) shall apply with respect to returns the date preseribed
by law (without regard to any extension of time) for filing of which
is after December 31, 1969, and with respect to notices and demands
for payment of tax made after December 31, 1969. The amendment
made by subsection (b) shall apply with respect to deposits the time
for making of which is after December 31, 1969,

SEC. 944. DECLARATIONS OF ESTIMATED TAX BY FARMERS.

(a) ReErurnN A8 DECLARATION OR AMENDMENT.—Section 6015(f)
(relating to return considered as declaration or amendment) is
amended by striking out “February 15" and inserting in lieu thereof
“March 1%

(b) Errrcrive Date—The amendment made by subsection (a) shall
apply with respect to taxable years beginning after December 31, 1968.

SEC. 945. PORTION OF SALARY, WAGES, OR OTHER INCOME EXEMPT
FROM LEVY.

(a) In GeEneran—Section 6334(a) (relating to enumeration of
property exempt from levy) is amended by adding at the end thereof
the following new paragraph:

“(8) SALARY, WAGES, OR OTHER INcoME—If the taxpayer is
required by judgment of a court of competent jurisdiction, entered
prior to the date of levy, to contribute to the suplpm't. of his minor
children, so much of his salary, wages, or other income as is
necessary to comply with such judgment.”

(b) Errecrive Dare—The amendment made by subsection (a)
shall apply with respect to levies made 30 days or more after the date
of the enactment of this Aect.

SEC. 946. INTERESTS AND PENALTIES IN CASE OF CERTAIN TAXABLE
YEARS.

(a) Interest ox Unperravaexr.—Notwithstanding section 6601
of the Internal Revenue Code of 1954, in the case of any taxable year
ending before the date of the enactment of this Act, no interest on
any underpayment of tax, to the extent such underpayment is attribut-
able to the amendments made by this Act, shall be assessed or collected
for any period before the 90th day after such date.

(b) Decrarations or Estimarep Tax.—In the case of a taxable
year beginning before the date of the enactment of this Act, if any
taxpayer is required to make a declaration or amended declaration of
estimated tax, or to pay any amount or additional amount of esti-
mated tax, by reason of the amendments made by this Aect, such
amount or additional amount shall be paid ratably on or before each
of the remaining installment dates for t{:s taxable year beginning with
the first installment date on or after the 30th day after such date
of enactment. With respect to any declaration or payment of estimated
tax before such first installment date, sections 6015, 6154, 6654, and
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6655 of the Internal Revenue Code of 1954 shall be applied without
regard to the amendments made by this Act. For purposes of this sub-
section, the term “installment date” means any date on which, under
section 6153 or 6154 of such Code (whichever is applicable), an
installment payment of estimated tax is required to be made by the
taxpayer.

Subtitle D—United States Tax Court

SEC. 951. STATUS OF TAX COURT.
Section 7441 (relating to the status of the Tax Court) is amended
to read as follows:

“SEC. 7441. STATUS.

“There is hereby established, under article I of the Constitution of
the United States, a court of record to be known as the United States
Tax Court. The members of the Tax Court shall be the chief judge
and the judges of the Tax Court.”

SEC. 952. APPOINTMENT; TERM OF OFFICE.

(a) Subsection (b) of section 7443 (relating to appointment of Tax
Court judges) is amended by adding at the end thereof the following
new sentence: “No individual shall be a judge of the Tax Court unless
he is appointed to that office before attaining the age of 65.”

(b) gubsection (e) of such section (relating to terms of office of Tax
Court judges) is amended to read as follows:

“(e) Term or Orrrce.—The term of office of any judge of the Tax
Court shall expire 15 years after he takes office.”

SEC. 953. SALARY.

Section 7443(c) (relating to salaries of Tax Court judges) is
amended to read as follows:

“(e) Savary.—

“(1) Each judge shall receive salary at the same rate and in the
sqame mstallments as judges of the district courts of the United
otates.

“(2) For rate of salary and frequency of installment see section
135, title 28, United States Code, and section 5505, title 5, United
States Code.”

SEC. 954. RETIREMENT.
(a) Subsection (b) of section 7447 (relating to time of retirement)
is amended to read as follows:
“(b) RETIREMENT.—
“ﬁlg Any judge shall retire upon attaining the age of 70.
_“(2) Any judge who has attained the age of 65 may retire any
time after serving as judge for 15 years or more.

_“(3) Any judge who is not reappointed following the expira-
tion of the term of his office may retire upon the completion of
such term, if (A) he has served as a judge of the Tax Court for 15
years or more and (B) not earlier than 9 months preceding the
date of the expiration of the term of his office and not later than
6 months preceding such date, he advised the President in writing
that he was willing to accept reappointment to the Tax Court.

“(4) Any dudge who becomes permanently disabled from per-
forming his duties shall retire.

Section 8335(a) of title 5 of the United States Code (relating to
automatic separation from the service) shall not apply in respect of

juc}gesg bse d
) Subsection (d) of such section (relating to retired .
amended to read as follows: ( & pay) is
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“(d) Rermep Pay.—Any individual who—

“(1) retires under paragraph (1), (2), or (3) of subsection (b)
and elects under subsection (e) to receive retired pay under this
subsection shall receive retired pay during any period at a rate
which bears the same ratio to the rate of the salary payable to a

judge during such period as the number of years he has served as
judge bears to 10; except that the rate of such retired pay shall not
i:'e more than the rate of such salary for such period; or
“(2) retives under paragraph (4) of subsection 1b) and elects
under subsection (e) to receive retired pay under this subsection
shall receive retired pay during any period at a rate—

“(A) equal to the rate of the salary payable to a f'udge
during such period if before he retired he had served as a
judge not less than 10 years; or

“(B) one-half of the rate of the salary payable to a judge
during such period if before he retired he had served] as a
judge less than 10 years.

Such retived pay shall begin to accrue on the day following the day on
which his salary as judge ceases to acerue, and shall continue to acerue
during the remainder of his life. Retired pay under this subsection
shall be paid in the same manner as the salary of a judge. In computing
the rate of the retired pay under paragraph (1) of this subsection for
any individual who is entitled thereto, that portion of the aggregate
number of years he has served as a judge which is a fractional part of
1 year shall be eliminated if it is less than 6 months, or shall be counted
asa full year if it is 6 months or more.”

(c} Subsection (g) of such section is amended by striking out para-
graphs (2), (3), anﬁ (4) and inserting in lieu thereof the following:

“(2) ErrEcT OF ELECTING RETIRED PAY.—In the case of any
individual who has filed an election to receive retired pay under
subsection (d)—

“(A) no annuity or other payment shall be payable to any
person under the civil service retirement laws with respect
to any service performed by such individual (whether per-
formed before or after such election is filed and whether per-
formed as judge or otherwise) ;

“(B) no deduction for purposes of the Civil Service Re-
tirement and Disability Fund shall be made from retired pay
payable to him under subsection (d) or from any other sal-
ary, pay, or compensation payable to him, for any period
beginning after the day on which such election is filed; and

l‘?(C) such individual shall be paid the lump-sum credit
computed under section 8331(8) of title 5 of the United
States Code upon making application therefor with the Civil
Service Commission.”

(d) Section 7447 (relating to retirement) is amended by adding
at the end thereof the following new subsection:
“(h) ReTIREMENT For DIsSABILITY —

“(1) Any iudge who becomes permanently disabled from per-
forming his duties shall certify to the President his disability in
writing. If the chief judge retives for disability, his retirement
shall not take effect until concurred in by the President. If any
other judge retires for disability, he shall furnish to the Presi-
dent a certificate of disability signed by the chief judge.

“(2) Whenever any judge who becomes permanently disabled
from performing his duties does not retire and the President finds
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that such judge is unable to discharge efficiently all the duties of
his office by reason of permanent mental or physical disability
and that the appointment of an additional judge is necessary for
the efficient dispatch of business, the President shall declare such
judge to be retired.”
(eg Section 7447 (relating to retirement) is further amended as
follows:
51) Paragraph (4) of subsection (a) is repealed. )
2? Paragraph (1) of subsection (g) is amended by striking
out “Civil Service Retirement Act” and inserting in lieu thereof
“civil service retirement laws” and by striking out “such Act
applies” and inserting in lieu thereof “such civil service retirement
laws apply”.

SEC. 955. SURVIVORS.

(a) Section 7448(b) (relating to election of survivor annuities) is
amended to read as follows:

“(b) ErecrioN.—Any judge may by written election filed while he is
a judge (except that in the case of an individual who is not reappointed
following expiration of his term of office, it may be made at any time
before the day after the day on which his successor takes office) bring
himself within the purview of this section. In the case of any judge
other than the chief judge the election shall be filed with the chief
judge; in the case 01! the chief judge the election shall be filed as
preseribed by the Tax Court.”

(b) Section 7448 (relating to survivor annuities) is further amended
as follows:

(1? Subsections (d), (h),and (r) are each amended by striking

out “Civil Service Retirement Act” the last place it appears in
each such subsection and insel'ting in lien thereof in each such
place “civil service retirement laws”.

(2) Subsections (d) and (n) are each amended by striking out
“section 3 of the Civil Service Retirement Act (5 U.S.C. 2253)”
and inserting in lieu thereof in each such place “section 8332 of
title 5 of the United States Code”.

(3) Subsection (m) is amended by striking out “section 1(c) of
the Civil Service Retirement Act (5 U.S.C. 2251(c))” and insert-
agdlﬂ lieu thereof “section 2107 of title 5 of the United States

e”,

4) Subsection }r) is amended by striking out “a waiver filed
under section 7447(g) (3)” and inserting in lien thereof “an elec-
tion filed under section 7447 (e)”.

SEC. 956. POWERS.

Section 7456 (relating to powers of the Tax Court) is amended by
adding at the end thereof the following new subsection :

% s‘d IncenNTaL Powers.—The Tax Court and each division there-
of shall have power to punish by fine or imprisonment, at its discre-
tion, such contempt of its authority, and none other, as—

“(1) misbehavior of person in its presence or so near there-
to as to obstruct the administration of justice;

“(2) misbehavior of any of its officers in their official transac-

tions; or : I
“(32) disobedience or resistance to its lawful writ, process,
order, rule, d or command.

It shall have such assistance in the carrying out of its lawful writ,
rocess, order, rule, decree, or command as is available to a court of the
Bnited States.”
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SEC. 957. TAX DISPUTES INVOLVING $1,000 OR LESS.

(a) Part II of subchapter C of chapter 76 (relating to Tax Court
procedure) is amended by renumbering section 7463 as 7464, and by
mserting after section 7462 the following new section:

“SEC. 7463. DISPUTES INVOLVING $1,000 OR LESS.

“(a) In GeEnerar.—In the case of any petition filed with the Tax
Court for a redetermination of a deficiency where neither the amount
of the deficiency placed in dispute, nor the amount of any claimed over-
payment, exceeds—

“(1) $1,000 for any one taxable year, in the case of the taxes

imPosed by subtitle A and chapter 12, or

“(2) $1,000, in the case of the tax imposed by chapter 11,
at the option of the taxpayer concurred in by the Tax Court or a di-
vision thereof before the hearing of the case, proceedings in the case
shall be conducted under this section. Notwithstanding the provisions
of section 7453, such proceedings shall be conducted in accordance
with such rules of eﬂ'dgnce. practice, and procedure as the Tax Court
may prescribe. A decision, together with a brief summary of the rea-
sons therefor, in any such case shall satisfy the requirements of sec-
tions 7459 (b) and 7460.

“(b) Finarxry oF Drcisions.—A decision entered in any case in
which the proceedings are conducted under this section shall not be re-
viewed in any other court and shall not be treated as a precedent for
any other case.

“(c) Limrrarion or Jurispicrion.—In any case in which the pro-
ceedings are conducted under this section, notwithstanding the provi-
sions of sections 6214(a) and 6512(b), no decision shall be entered re-
determining the amount of a deficiency, or determining an overpay-
ment, except with respect to amounts placed in dispute within tfre
limits described in subsection (a) and with respect to amounts con-
ceded by the parties.

“(d) DiscoNTINUANCE OF ProCEEDINGS.—At any time before a
decision entered in a case in which the proceedings are conducted
under this section becomes final, the taxpayer or the Secretary or his
delegate may request that further proceedings under this section in
such case be discontinued. The Tax Court, or the division thereof hear-
ing such case, may, if it finds that (1) there are reasonable grounds for
believing that the amount of the deficiency placed in dispute, or the
amount of an overpayment, exceeds the applicable jurisdictional
amount described in subsection (a), and (2) the amount of such excess
is large enough to justify granting such request, discontinue further
proceedings in such case under this section. Upon any such discontinu-
ance, proceedings in such case shall be conducted in the same manner
as clases to which the provisions of sections 6214(a) and 6512(b)
apply.

‘P(e) Amount oF DErFrciency 1N Diseute—For purposes of this
section, the amount of any deficiency placed in dispute includes addi-
tions to the tax, additional amounts, and penalties imposed by chapter
68, to the extent that the procedures described in subchapter B of
chapter 63 apgly.”

(b) The table of sections for part IT of subchapter C of chapter 76
is amended by striking out the last item and inserting in lien thereof
the following:

“Sec. 7463. Disputes involving $1,000 or less.
“Sec. T464. Provisions of special application to transferees:"”
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SEC. 958. COMMISSIONERS.

Section T456(c) (relating to Tax Court commissioners) is amended
to read as follows:

“(c) CoaprsstoNers—The chief judge may from time to time
appoint commissioners who shall proceed under such rules and regula-
tions as may be promulgated by the Tax Court. Each commissioner
shall receive the same compensation and travel and subsistence allow-
ances provided by law for commissioners of the United States Court
of Claims.”

SEC. 959. NOTICE OF APPEAL.
(a) Section T483 (relating to petition for review) is nmended to
read as follows:

“SEC. 7483. NOTICE OF APPEAL.

“Review of a decision of the Tax Court shall be obtained by filing a
notice of appeal with the clerk of the Tax Court within 90 days after
the decision of the Tax Court is entered. If a timely notice of appeal
is filed by one party, any other party may take an appeal by filing a
notice of appeal within 120 days after the decision of the Tax Court is
entered.”

(b) The table of sections for subchapter D of chapter 76 is amended
by striking out the item relating to section 7483 and inserting in lieu
thereof the following :

“Sec. T483. Notice of appeal.”
SEC. 960. CONFORMING AMENDMENTS.

(a) Section 6214 (a) (relating to jurisdiction to determine increased
deficiencies, etc.) is amended by striking out “The Tax Court” and
insertin in lieu thereof “Except as provided by section 7463, the Tax
Court”.

(b) Section 6512(b) (1) (relating to jurisdiction to determine over-
payments) is amended by striking out “If the Tax Court” and insert-
ing in lieu thereof “Except as provided by paragraph (2) and by
cection 7463, if the Tax Court”.

gc) Sections T447(a) (1) and 7448(a) (1) (relating to retirement
and survivor annuities) are each amended by striking out “Tax Court
of the United States” and inserting in lien thereof “United States
Tax Court”,

(d) Section 7447 (a) (5) (relating to periods of service) is amended
by striking out “or as a member of the Board.” and inserting in lieu
ﬂferenf “ as judge of the Tax Court of the United States, or as a
member of the Board of Tax Appeals.”

(e) Section 7448(n) (relating to includible service) is amended by
inserting after “Tax Appeals” the following: *, as a judge of the Tax
Court of the United States,”,

(f) Section 7453 (relating to rules of practice, procedure, and evi-
dence) is amended by striking out “The” and inserting in lieu thereof
“Except in the ease of proceedings conducted under section 7463, the”.

(g) Section 7471(e) (relating to travel and subsistence allowances
of commissioners) is amended to read as follows:

“(e) CoMMISSIONERS.—

“For compensation and travel and subsistence allowances of com-
missioners of the Tax Court, see section 7456(c).”

(h) (1) Section 7481 (relating to date when Tax Court decision be-
comes final) is amended—

(A) by striking out so much of such section as precedes para-
graph (2) thereof and inserting in lieu thereof the following :
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“(a) ReviewaBLe Decisions.—Except as provided in subsection (b)),
the decision of the Tax Court shall become final—

“(1) TIMELY NOTICE OF APPEAL NOT FILED.— Fon the expiration
of the time allowed for filing a notice of appeal, if no such notice
has been duly filed within Su\'ﬁl time; or”;

(B) by striking out “perrrion ¥or reviEw” in the heading
of paragmph (2) and inserting in lieu thereof “ApPEAL”;

(C) by striking out “petition for review” each place it
appears 1n the text of paragraph (2) and inserting in lieu
thereof “appeal”; and

(D) by adding at the end thereof the following new sub-
section :

“(b) NonreviewaBLE Dgecisions.—The decision of the Tax Court
in a proceeding conducted under section 7463 shall become final upon
the expiration of 90 days after the decision is entered.”

(2) Section 7482(c) (relating to courts of review) is amended—

(A) by striking out “section 2074 of title 28" in paragraph
(2) and mserting in lieu thereof “section 2072 of title 28”;
((1 B) by striking out the second sentence of paragraph (2) ;
an
(C) by striking out “petition” in Pamgmph (4) and
inserting in lieu thereof “notice of appeal”.

(8) Section 7485 (relating to bond to stay assessment and col-
lection) is amended—

(A) by striking out “Perrrioxn ror Review” in the heading
of su ”ction (a) and inserting in lieu thereof “Norice or

?

(B) by striking out “petition for review” each place it
aﬁvpears in the text of subsection (a) and inserting in lieu
thereof “notice of appeal”; and

(C) by striking out “review bond” in paragraph (2) of
subsection (a) and inserting in lieu thereof “appeal bond”.

(1) (1) Section 7487 (relating to cross references) is amended to
read as follows:

“SEC. 7487. CROSS REFERENCES.
“(1) Nonreviewability.—For nonreviewabilitﬁ of Tax Court deci-
sions in small claims cases, see section 7463(b).
“(2) Transecripts.—For authority of the Tax Court to fix fees for
transcript of records, see section 7474.”
(2) Thelast item in the table of sections for subchapter D of chapter
76 (relating to court review of Tax Court decisions) is amended to read
as follows:

“Seec. T487. Cross references.”

(j) Section 7701(a) %27 (relating to definition of Tax Court) is
amended by striking out “Tax Court of the United States” and insert-
ing in lieu thereof “United States Tax Court”.

SEC. 961. CONTINUATION OF STATUS.

The United States Tax Court established under the amendment
made by section 951 is a continuation of the Tax Court of the United
States as it existed prior to the date of enactment of this Act, the
judges of the Tax Court of the United States immediately prior to
the date of enactment of this Act shall become the judges of the
United States Tax Court upon the enactment of this Act, and no loss
of rights or powers, interruption of jurisdiction, or prejudice to mat-
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vs pending in the Tax Court of the United States before the date
“enactment of this Act shall result from the enactment of this Act.

SEC. 962. EFFECTIVE DATES.

(a) The amendments made by sections 951, 953, 954 (¢) and (e),
955, 956, 958, and 960 (¢), (d), (e), (g), and (j) shall take effect on
the date of enactment of this Act.

(b) The amendment made by section 952(a) shall apply to judges
appointed after the date of enactment of this Act.

(¢) The amendment made by section 952(b) shall take effect on the
date of enactment of this Aet, except that—

(1) the term of office IJeing served by a judge of the Tax Court
on that date shall expire on the date it would have expired under
the law in effect on the date preceding the date of enactment of
this Act; and

(2) a judge of the Tax Court on the date of enactment of this
Aect may be reappointed in the sanme manner as a judge of the Tax
Court hereafter appointed.

(d) The amendments made by subsections (a), (b), and (d) of
section 954 shall apply to—

(1) all judges of the Tax Court retiring on or after the date of
enactment of this Act, and

(2) all individuals performing judicial duties pursuant to sec-
tion 7447 (c¢) or receiving retired pay pursuant to section 7447 (d)
on the day preceding the date of enactment of this Act.

Any individual who has served as a judge of the Tax Court for 18
years or more by the end of one year after the date of the enactment
of this Act may retire in accortﬂmce with the provisions of section
7447 of the Internal Revenue Code of 1954 as in effect on the day pre-
ceding the date of the enactment of this Act. Any individual who is a
judge of the Tax Court on the date of the enactment of this Act may
retire under the provisions of section 7447 of such Code upon the com-
pletion of the term of his office, if he is not reappointed as a judge of
the Tax Court and gives notice to the President within the time pre-
scribed by section 7447 (b) of such Code (or if h's term expires within
6 months after the date of enactment of this Act, gives notice to the
President before the expiration of 3 months after the date of enact-
ment of this Act), and shall receive retired pay at a rate which bears
the same ratio to the rate of the salary payable to a judge as the
number of years he has served as a judge of the Tax Court bears to 15;
except that the rate of such retired pay shall not exceed the rate of the
salary of a judge of the Tax Court. For purposes of the preceding
sentence the years of service as a judge of the Tax Court shall be
defermined in the manner set forth in section 7447 (d) of such Code.

(e) The amendments made by sections 957 and 960 (a), (b), (f),
{K‘ld (i) shall take effect one year after the date of enactment of this
Act.

(f) The amendments made by sections 959 and 960(h) shall take
effect 30 days after the date of the enactment of this Act. In the case
of any decision of the Tax Court entered before the 30th day after the
date of the enactment of this Act, the United States Courts of Appeals
shall have jurisdiction to hear an appeal from such decision, if such
appeal was filed within the time prescribed by Rule 13 (a) of the Fed-
eral Rules of Appellate Procedure or by section 7483 of the Internal
Revenue Code of 1954, as in effect at the time the decision of the Tax
Court was entered.
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TITLE X—INCREASE IN SOCIAL SECURITY
BENEFITS

SEC. 1001. SHORT TITLE.
This title may be cited as the “Social Security Amendments of L7005 S=c ity
19697, 1969.

SEC, 1002, INCREASE IN OLD-AGE, SURVIVORS, AND DISABILITY
INSURANCE BENEFITS.

(a) Section 215 (a) of the Social Security Act is amended by striking 5} fiat- 824.
out the table and inserting in lieu thereof the following:

“TABLE FOR DETERMINING PRIMARY INSURANCE AMOUNT AND MAXIMUM FAMILY BENEFITS

“ I H w v
(Primary )
(Primary insurance benefit under insurance (Primary (Maximum
1939 Act, as modified) amount (Average monthly wage) insurance I'amhlé
under amount) benefits)
1967 Ast)

If an individual's primary insurance Or his average monthly wage And the
benefit (as determined under subsec, (as determined under maximum
(d)) is— Or his subsec. (b)) is— The amount  amount of

_primary referred to bei
insurance in the payable (as
detormised Dragaphs  boc 20300
m paragraphs  sec. 203(a;
But under But nf'{his on the basis
At not subsec. (c)) At not subsection  of his wages
least— more is— least— maore shall be— and self-
than— than— employment
income
shall be—

Ao o S - + G $16.20 i A $76 §64. 00 $96. 00

or less

$16.21 16. 84 56, 50 77 78 65, 00 97.50

16.85 17.60 57.70 79 80 66, 40 99,60
17.61 18. 40 58,80 8l gl 67.70 101. 60
1841 19.24 59,90 B2 a3 .90 103. 40
19.25 20.00 61. 10 84 70.30 105.5
20,01 20. 64 62.20 86 87 71.60 107, 40
2065 21.28 63.30 BB 89 72.80 109, 2
21.29 21.88 64,50 90 an 74,20 111,30
21.89 22.28 65, 60 91 92 75,50 113,30
22.29 22,68 66.70 93 94 76.80 115,20
22.69 23.08 67. 80 95 96 78. 117.00
23.09 23.44 59. 00 57 97 79.40 119,10
23.45 23.76 70.20 98 99 80, 80 121,20
23.77 24,20 71.50 100 101 82.30 123,50
2421 24,60 72,60 102 102 83,50 125,30
2461 25,00 73.80 103 104 B4.90 127. 40
25.01 25.48 75. 10 106 B6. 129.
25.49 25.92 76.30 107 107 87.80 131.70
2593 26. 40 77.50 109 89,20 133.
26.41 26.94 78.70 110 113 90. 60 135, 90
26,95 27.46 79.90 114 118 91.90 137,90
27.47 28,00 81,10 119 93.30 140, 00
28,01 28.68 82,30 123 127 94,70 14210
28.69 29.25 83. 60 128 132 96. 20 144,30
29.26 29, 68 84.70 33 36 97.50 146. 30
2969 30.36 85,90 37 41 98, 80 148,20
30.37 30.92 87.20 42 46 100,30 150.50
30.93 31.36 88, 40 47 50 101,70 152,60
31,37 32.00 89, 50 51 55 . 00 154
32.01 32.60 90. 80 60 104, 50 156. 80
3261 33.20 92, 00 61 164 108, 80 158, 70
3.2 33. 88 93.20 165 169 107. 20 160. 80
33 34.50 94. 40 170 174 108. 60 162,90
34,51 35.00 95. 60 75 178 110, 00 il
35,01 35, 80 96, 80 79 183 111,40 167.10
35.81 36. 40 98. 00 112,70 169.1
36.41 37.08 99. 30 93 114,20 171.30
37.09 37.60 100, 50 97 115. 60 173. 40
317.61 38.20 101, 60 198 202 116.90 175
3821 39,12 102, 90 203 207 118,40 177.60
39.13 39.68 104.10 211 119.80 179.70
49,33 105,20 212 216 121,00 181. 50
40,34 41,12 106, 50 217 221 122,50 183. 80
41.13 41.76 107.70 222 225 123,90 185, 90
41,77 42.44 1 226 230 125, 3 00
42,45 43. 20 110,10 231 235 126.70 190,10
43.2] 43.76 111. 40 239 128.20 192,30
43.77 44, 44 240 244 129, 5 195. 20
44.45 44.88 113.70 245 249 130. 80 199,20
44,89 45,60 115,00 250 253 132,30 202.40
116. 20 254 258 133.70 206, 40
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“TABLE FOR DETERMINING PRIMARY INSURANCE AMOUNT AND MAXIMUM FAMILY BENEFITS—Continued

) 1 m v v
(Primary
(Prlmaaslmnm benefit under Insurance (Primary (Maximum
1939 Act, as modified) amount (Average monthly wage) insurance family
under amount) benefits)
1967 Act)
If an individual's primary Insurance Or his average monthly wage And the
benefit (as determined under subsec, (as  determined ~under maximum
Or his subsec. (b)) is— The amount  amount of
primary referred to benefits
insurance in the payable (as
:.mtguntl r(r:; 1:»r|ane:clir.-hgs prov;dog.gg
rm paragrap! s8c.
But under But n!'élia on the basis
At not subsec. (c)) At not subsection  of his wages
least— more is— least— more shall be— and self-
than— than— sm?ﬂoymnt
ncome
shall be—
§118.60 $264 $267 §136. 40 $213.60
19. 80 268 272 137. 80 217,60
121, 00 273 277 139,20 221,60
22,20 278 281 140, 60 224,80
123. 40 282 286 142,00 228,
124,70 287 291 143,50 232,80
125, 80 292 295 144,70 236, 00
21,10 296 300 146.20 240, 00
28.30 301 305 147,60 244, 00
29.40 306 309 148,90 247.20
30.70 310 34 150, 40 251,20
31.90 315 319 151.70 256,20
33.00 320 153,00 258. 40
34,30 324 154.50 262,40
35,50 333 155,90 266, 40
36.80 334 337 157.40 269,60
37.90 338 342 158,60 273,60
39,10 33 347 60. 00 277.60
40. 40 348 351 61,50 280.80
41,50 352 356 62. 80 284, BD
42,80 357 361 64, 30 288, 80
44,00 362 365 65. 60 292,00
45,10 366 370 66. 90 296. 00
146, 40 371 375 168, 40 300. 00
47.60 376 379 169. 80 303,20
48. 90 380 384 71.30 307.20
150, 00 385 389 72.50 311,20
151, 20 390 393 73,90 314,40
152,50 394 398 75,40 318,40
153.60 399 403 76.70 322,40
154,90 404 407 78.20 325, 60
156. 00 408 412 79.40 329,60
157,10 413 417 180, 70 333,60
158.20 418 421 182,00 336,80
159,40 422 426 183. 40 340,80
160, 50 427 431 184, 60 344,80
161,60 432 436 185. 90 348,80
162.80 437 440 187.30 350, 40
163,90 441 445 188, 50 352,40
165, 00 450 189. 80 354, 40
166.20 451 454 191,20 356,00
167.30 459 192. 40 358, 00
168. 40 464 193,70 360, 00
169, 50 465 468 195,00 361,60
170.70 469 473 196, 40 363,60
171.80 474 478 197.60 365. 60
172.90 479 482 198.90 367.20
174.10 483 487 200, 30 369,20
175,20 488 492 201,50 371,20
176. 30 433 436 202,80 372.80
177.50 497 501 204,20 374,80
178.60 205, 40 376.80
179.70 507 510 206.70 378.40
180,80 511 515 208, 00 380, 40
182.00 516 520 209, 30 382,40
183.10 521 524 210,60 384,00
184,20 525 529 211,90 386, 00
185,40 530 534 213,30 388, 00
186.50 535 538 214,50 389,60
187,60 539 543 215,80 391,60
188,80 544 548 217.20 393,60
189,90 549 553 218, 40 385,60
181, 00 554 556 219,70 396.80
192.00 557 560 220,80 398, 40
193.00 561 563 222,00 399,60
15400 564 567 23.10 401,20
195,00 568 570 224,30 402, 40
196, 00 571 574 225,40 404, 00
197,00 575 577 226. 60 405, 20
188, 00 578 581 22,70 406, 80
189,00 582 584 228,90 408, 00
200,00 585 588 230,00 409,60



83 Stat. ] PUBLIC LAW 91-172-DEC. 30, 1969 739

“TABLE FOR DETERMINING PRIMARY INSURANCE AMOUNT AND MAXIMUM FAMILY BENEFITS—Continued

i | I i w v
(Primary
i el e NP RO UM S Sty
asm amoun verage manthly wi
under amaount) han!ﬂi)
1967 Act)

If an individual’s primary insurance Or his average monthly mdge And the
benefit (as determined under subsec. ; (as determined under maximum
(d)) is— 0Or his subsec. (b)) is— The amount  amount of

primary referred to benefits
insurance in the payable (as
amount (as precedin pravided in
determined paragrap sec. 203(a))
But under But of this on the basis
At not subsec. (c)) At not subsection  of his wnfus
least— more is— least— more shall be— and self-
than— than— employment
income
shall be—
$201. 00 $589 §591 $231, 20 $410.80
202. 00 592 595 232.30 412,40
203. 00 596 598 233.50 413,60
204. 00 599 602 234,60 415,20
205, 00 603 605 235,80 416, 40
206. 00 606 236,90 418, 00
207,00 610 612 238,10 419,20
208. 00 613 616 239,20 420,80
209. 00 617 6 240. 40 422.40
210. 00 1 3 241,50 423, 60
211,00 624 627 242.70 425,20
212,00 628 630 243.80 426,40
213.00 631 634 245, 00 428,00
214,00 5 637 246, 10 429,20
215, 00 638 247.30 430,80
216, 00 642 248, 00
217,00 645 648 249,60 433.60
218.00 649 650 250,70 434, 40",

(b} (1) Section 203(a) of such Act is amended by striking out para- 81 Stat. 826.
graph £2) and inserting in lieu thereof the following: i
“(2) when two or more persons were entitled (without the ap-
lication of section 202(j) (1) and section 223(b)) to monthly
Eene-ﬁts under section 202 or 223 for January 1970 on the basis of , 12 USC 402
the wages and self-employment income of such insured individual
and at least one such person was so entitled for December 1969
on the basis of such wages and self-employment income, such total
of benefits for January 1970 or any sugsequent month shall not be
reduced to less than the larger of— _
“(A) the amount determined under this subsection without
regard to this paragraph, or
‘(B) an amount equal to the sum of the amounts derived by
multiplying the benefit amount determined under this title
(including this subsection, but without the application of sec-
tion 222 (b), section 202( ), and subsections {)lg, s (C), and{d) A3 Ve 42
of this section), as in effect prior to the enactment of the
Social Security Amendments of 1969 (and prior to January
1,1970), for each such person for such month, by 115 percent
and raising each such increased amount, if it is not a multiple
of $0.10, to the next higher multiple of $0.10;
but in any such case (i) paragraph (1) of this subsection shall not
be applied to such total of benefits after the application of sub-
paragraph (B), and (ii) if section 202(k) (2) (A% was applicable
in the case of any such benefits for Janunary 1970, and ceases to
apply after such month, the provisions of subparagraph (B) shall
be applied, for and after the month in which section 202 (k) (2)
(A) ceases to apply, as though paragraph (1) had not been ap-
plicable to such total of benefits for January 1970, or”.
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(2) Notwithstanding any other provision of law, when two or more
gersons are entitled to monthly insurance benefits under title IT of the
ocial Security Act for any month after 1969 on the basis of the wages
and self-employment income of an insured individual (and at least
one of such persons was so entitled for a month before January 1971
on the basis of an application filed before 1971), the total of the
benefits to which such persons are entitled under such title for such
month (after the application of sections 203(a) and 202(q) of such
Act) shall be not less than the total of the monthly insurance benefits
to which such persons would be entitled under such title for such
month (after the application of such seetions 203 (a) and 202(q) ) with-
out regard to the amendment made by subsection (a) of this section.
(c) Section 215(b)(4) of such Act is amended by striking out
“January 1968” each time it appears and inserting in lieu thereof
“December 19697,
(d) Section 215(c) of such Act is amended to read as follows:

“Primary Insurance Amount Under 1967 Act

“(e) (1) For the purposes of column IT of the table appearing in
subsection (a) of this section, an individual’s primary insurance
amount shall be computed on the basis of the law in effect prior to
the enactment of the Social Security Amendments of 1969,

“(2) The provisions of this subsection shall be applicable only in
the case of an individual who became entitled to benefits under section
202(a) or section 223 before January 1970, or who died before such
month.”

(e) The amendments made by this section shall apply with respect
to monthly benefits under title IT of the Social gecurit Act for
months after December 1969 and with respect to lump-sum geath pay-
ments under such title in the case of deaths occurring after December
1969.

(f) If an individual was entitled to a disability insurance benefit
under section 223 of the Social Security Act for December 1969 and
became entitled to old-age insurance benefits under section 202(a) of
such Act for Janunary 1970, or he died in such month, then, for pur-
poses of section 215(a) (4) of the Social Security Act (if applicable),
the amount in column IV of the table appearing in such section 215 (a)
for such individual shall be the amount in such column on the line on
which in column IT appears his primary insurance amount (as deter-
mined under section 215 (¢) of such Act) instead of the amount in col-
umn IV equal to the primary insurance amount on which his disability
insurance benefit is based.

SEC. 1003. INCREASE IN BENEFITS FOR CERTAIN INDIVIDUALS AGE
72 AND OVER.

(a) (1) Section 227(a) of the Social Security Act is amended by
striking out “$40” and inserting in lieu thereof “$46”, and by striking
out “$20” and inserting in lieu thereof “$23%.

(2) Section 227(b) of such Act is amended by striking out “$40”
and inserting in lieu thereof “$467.

(b) (1) Section 228&1)) (1) of such Act is amended by striking out
“$40” and inserting in lieu thereof “$46".

32) Section 228 (b) (2) of such Act is amended by striking out “$40"
and inserting in lieu thereof “$46”, and by striking out *$20” and
inserting in lien thereof “$23",

&3) Section 228(¢) (2) of such Act is amended by striking out “$20"
and 1nserting in lieu thereof “$237,
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(4) Section 228(c)(3) (A) of such Act is amended by striking out
“$40” and inserting in lieu thereof “$46”. y.ox

(5) Section 228(c) (8) (B) of such Act is amended by striking out
“$20" and inserting in lieu thereof “$23".

(¢) The amendments made by subsections (a) and g,) shall apply
with respect to monthly benefits under title II of the Social Security
Act for months after December 1969,

SEC. 1004. MAXIMUM AMOUNT OF A WIFE'S OR HUSBAND'S INSUR-
ANCE BENEFIT.

(a) Section 202(b) (2) of the Social Security Act is amended to
read as follows: ¥ :

“(2) Except as provided in subsection Sq), such wife's insurance
benefit for each month shall be equal to one-half of the primary insur-
ance amount of her husband (or, in the case of a divorced wife, her
former husband) for such month.”

(b) Section 202(c) (3) of such Act is amended to read as follows:

“(3) IExcept as provided in subsection (q), such husband’s insur-
ance benefit for each month shall be equal to one-half of the primary
insurance amount of his wife for such month.”

(e) Sections202(e) (4) and 202(f) (5) of such Act are each amended
by striking out “whichever of the following is the smaller: (A) one-
half of the primary insurance amount of t%e deceased individual on
whose wages and self-employment income such benefit is based, or (B)
$105” and inserting in lieu thereof “one-half of the primary insurance
amount of the deceased individual on whose wages and self-employ-
ment income such benefit is based”. :

(d) The amendments made by subsections (a), (bf, and (c) shall
apply with respect to monthly benefits under title II of the Social
Security Act for months after December 1969.

SEC. 1005. ALLOCATION TO DISABILITY INSURANCE TRUST FUND.
(a) Section 201(b) (1) of the Social Security Act is amended—
(1) by striking out “and” at the end of clause (B); and
(2) by striking out “1967, and so reported,” and inserting in
lieu thereof the following : “1967, and before January 1, 1970, and
so reported, and (ID) 1.10 per centum of the wages (as so defined)
paid after December 31, 1969, and so reported?’??
(b) Section 201(b) (2) of such Act is amended—
1) by striking out “and” at the end of clause qB) ; and
2) by striking out “1967,” and inserting in lieu thereof the
following : “1967, and before January 1, 19%0, and (D) 0.825 of
1 per centum of the amount of self-employment income (as so
defined) so reported for any taxable year beginning after Decem-
ber 31, 1969,”.

SEC. 1006. DISREGARDING OF RETROACTIVE PAYMENT OF OASDI
BENEFIT INCREASE.

Notwithstanding the provisions of sections 2(a) (10), 402(a) (7),
1002(a) (8), 1402(a) (8), and 1602(a) (13) and 814) of the Social
Security Act, each State, in determining need for aid or assistance
under a State plan approved under title I, X, XIV, or XVI, or part
A of title IV, of such Act, shall disregard (and the plan shaﬁ) be
deemed to require the State to disregard), in addition to any other
amounts which the State is required or permitted to disregard in deter-
mining such need, any amount paid to an individual under title IT
of such Act (or under the Railroad Retirement Act of 1937 by reason
of the first gmviso in section 3(e) thereof), in any month after
December 1969, to the extent that
to the increase in monthly benefits under the old-age, survivors, and

31-100 O - 70 - 49
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81 Stat, 828,
42 USC 428,

Effective date.

42 USC 401-429,

81 Stat. 828,
42 USC 402,

81 Stat. 823,

81 Stat. B2E,

Effective date.

81 Stat. 837,
42 USC 401,

42 USC 302,
602, 1202, 1352,
1382,

65 Stat. 685;

1) such payment is attributable ®25'3:2% ..
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disability insurance system for January or February 1970 resulting
from the enactment of this title, and (2) the amount of such increase
is paid separately from the rest of the monthly benefit of such indi-
vidual for January or February 1970.

SEC. 1007. DISREGARDING OF INCOME OF OASDI RECIPIENTS IN
DETERMINING NEED FOR PUBLIC ASSISTANCE.

In addition to the requirements imposed by law as a condition of
approval of a State plan to provide aid or assistance in the form of
money payments to individuals under title I, X, XTIV, or XVTI of the

2 Use 3oL, Social Security Act, there is hereby imposed the requirement (and the
*7T T plan shall be deemed to require) that, in the case of any individual
receiving aid or assistance for any month after March 1970 and before
July 1970 who also receives in such month a monthly insurance benefit
sz usc 401 under title IT of such Act which is increased as a result of the enact-
; ment of the other provisions of this title, the sum of the aid or assist-
ance received by him for such month, plus the monthly insurance
benefit received {y him in such month (not including any part of such
42Usc 1206.  benefit which is disregarded under section 1006), shall exceed the
sum of the aid or assistance which would have been received by him for
such month under such plan as in effect for March 1970, plus the
monthly insurance benefit which would have been received by him in
such month without regard to the other provisions of this title, by an
amount e%ual to $4 or (if less) to such increase in his monthly insur-
ance benefit under such title IT (whether such excess is brought about
by disregarding a portion of such monthly insurance benefit or

otherwise).

Approved December 30, 1969, 9:30 a.m.

Public Law 91-173

AN ACT
December 30, 1969
[S.2917] To provide for the protection of the health and safety of persons working in the
coal mining industry of the United States. and for other purposes,

De it enacted by the Senate and House of Representatives of the
yFederal Coal — [Tnited States of America in Congress assembled. That this Act may
Satety et of  be cited as the “Federal Coal Mine Health and Safety Act of 1969”.
1969,

FINDINGS AND PURPOSE

Skc. 2. Congress declares that— : W
(a) the first priority and concern of all in the coal mining
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