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HIGHLIGHTS OF THIS ISSUE

This listing does not affect the legal status
of any document published in this issue. Detailed
table of contents appears inside,

DISTILLED SPIRITS—Treasury/ATF proposes metric fill
standards; comments by 9-1-75 29866

OZONE DEPLETION—HEW/FDA requests information on
possible effect of fluorocarbon-propelled aerosol con-
tainers; comments by 10-14-75 R % . 29815

MEDICARE—HEW/SSA approves periodic interim pay-
ments to heaith care providers; effective 8-15-75. ... 29815

WARRANTIES—FTC proposes requirements for pre-sale
avallability of terms, complete disclosure of terms, and
dispute settlement (3 documents); comments by
9-15-75 Ak 4 A 29892, 29894, 29895

STATE WATER QUALITY PLANS—EPA proposes to amend

requirements for basin plans and for continuing plan-
ning process (2 documents); comments by 8-28-75 .. 29882,
29887

SECURITIES EXCHANGES, ASSOCIATIONS, BROKERS
AND DEALERS—SEC adopts uniform net capital rule
and alternative net capital requirement; effective
9-1-75 and 1-1-76 ] ASRAT 29795
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PART Il:

COMMUNITY DEVELOPMENT BLOCK GRANTS—
HUD clarifies previously published environmen-
tal review procedures; effective 7-16-75 29991

PART il

FAIR MARKET RENTS—HUD proposes to revise
schedules for certain areas; comments by
7-31-75 . B

PART IV:

NAVIGABLE WATERS AND WETLANDS—INT/FWS
proposes guidelines for oil and gas oxplonﬂon
activities; comments by 8-15-76 .

PART V:

BUDGET RESCISSIONS AND DEFERRALS—OMB
cumulative report as of 7-75

PART VI

OLD OIL-—FEA removes price ceiling over a 30-
month period ending 1-31-78

federal register




HIGHLIGHTS—Continued

TAXES—

Treasury/IRS amends private foundation excise tax
regulations A

Treasury/IRS amends regulatlons on letters and memo-
randums and gains and losses from involuntary
conversions . ... s

Treasury/IRS amends and proposes to amend inter-
company pricing rules for domestic international
sales corporations (DISCS); (2 documents) com-
ments on proposal by 8-15-75

Treasury/IRS proposes regulations on credit for pur-
chase of new principal resrdence. comments by
8-15-75

RESCHEDULED HEARINGS—
FTC: Food advertising, postponed indefinitely
SBA: Size standards for “Small Petroleum Refiner”,
8-25-75

MEETINGS—
Commerce/NBS: Federal Information
Standards Task Group 15, 9-16-75....

Processing

29826,

. 29842

29839

29871

. 29874

29892
29899

29907

|

HEW/HSA: Interagency Commitiee on Emergency Medi-

cal Service, 8-7-75. 29916
Interior/BLM: Santa Fe National Forcst Grazmg Live-
stock Advisory Board, 8-1-75 : 29902

National Endowment for the Humanities: Fellowshnps

Panel, 8-8, 8-13, 8-18 and 8-25-75 29937
NRC: Advisory Committee on Reactor Safeguards, Con-
tainment Subcommittee, 7-31-75 29937

SBA: Anchorage District Advisory Council, 8-11-75.._

State: Advisory Committee for U.S. Participation in the
U.N. Conference on Human Settiements (Habltat),
7-31=75 i e

29941

29500

’

CANCELLED MEETINGS—
Ad Hoc Advisory Group on Puerto Rico, 7-17 thru 7-19
and 7-24 thru 7-26-75

RESCHEDULED MEETINGS—
NRC: Advisory Committee on Reactor Safeguards, Sub-
committee on Combustion Engineering System 80,
Y G e s Sy - 1 S N I S

CPSC: Technical Adwsory Commmee on Polson Pre-
venlion Packaging, 8-26 and 8-27-75

29919

29938

dial 202-523-5022.
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AD HOC ADVISORY GROUP ON PUERTO
RICO

Notices
Meetings; cancellations. - ...

AGRICULTURE DEPARTMENT

See Agricultural Marketing Serv-
ice; Commodity Credit Corpora-
tion; Food and Nutrition Serv-
jce; Forest Service.

AGRICULTURAL MARKETING SERVICE

Rules
Fruits; Import regulations... ...
Grade, size and maturity stand-
ards:
Avocados grown in south Fla. ..
Proposed Rules
Expenses and rate fixing;
1975-76 assessment:
Cherries, sweet, grown in Wash.
Pears, plums, and peaches, fresh,
grown Calif

ALCOHOL, TOBACCO, AND FIREARMS
BUREAU

Proposed Rules
Distilled spirits; metric fill stand-

20866

Notices
Competitive impact statements
and consent judgments:
United States v. American Tech-
nical Industries, InCoveeae - 26900

CIVIL RIGHTS COMMISSION

Notices
Meetings, state advisory com-
mittees:
New ; cancellation and

Jersey
agenda (2 documents) . 20019, 29820

" CIVIL SERVICE COMMISSION
Rules
Excepted service:

mission
Housing and Urban Develop-
ment Department. ...

Notices

29812

Meetings:
Federal Employees Pay Council. 20020

COMMERCE DEPARTMENT

See Domestic anC International
Business Administration; Na-
tional Bureau of Standards; Na-
tional Technical Information
Service,
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COMMODITY CREDIT CORPORATION
Rules
Naval stores; 1975 gum loan pro-

7y V1) e e SR I S 813
COMMODITY FUTURES TRADING
., COMMISSION
Rules
Forelgn brokers, traders and mer-
chants; large-trader reporting
requirements - 20795
CONSUMER PRODUCT SAFETY
COMMISSION
Rules
Voluntary standards organiza-
tions; employee membership
and participation. .- 20815
Notices
Meetings:
Poison Prevention Packaging,
Technical Advisory Commit-
tee: postponement and re-
T L et e 29920

DOMESTIC AND INTERNATIONAL
BUSINESS ADMINISTRATION

Notices
Nitrogenous fertilizer, U.S. imports
of ; export monitoring report.. 29904

ENVIRONMENTAL PROTECTION AGENCY

Rules
Pesticlde chemicals tolerances and
exemptions:
N-(1-Ethylpropyl) -3,4-dimethyl
1-2,6-Dinitrobenzenamine ...
Water pollution; efluent guide-
lines for certain point source
categories; manufacturing
and processing:
Inorganic chemicals. .. .. .....
Water programs; national pol-
lutant discharge elimination
system

Proposed Rules

Water pollution, eflluent guide-
lines for certain point source
-y mmuract.urmg.

20850

Water Pollution:
Bm continuing planning proc-
A o g
ment basin plans.. .. ...

Notices

Pesticide chemicals and food ad-
ditives; tolerances, ete.; peti-
tions:

Chevron Chemical Co........
Pesticide registration application.
Pesticides; specific use exemptions

and experimental use:

20020
20922

Minnesota; control of Army
Cutworms and Sunflower

. A PRI S e 29921
North Dakota; control of Army

Cutworms and Sunflower

j 27 T NS A A S D PN 20921

U.S. Department of Agriculture. 29920

FEDERAL AVIATION ADMINISTRATION
Rules

Afrworthiness directives:
Dowty Rotol. . o v
Grumman (2 documents) ...

FEDERAL COMMUNICATIONS
COMMISSION

Rules
FM Dbroadcast;

Radio broadcast services:

20815
20814

polarization of
29862

29850

Notices

AM, FM, and TV stations; auto-
matic transmission systems; ex-
tension of comment perfod....

Standard broadcast applications;
ready and available for process-

20023

20024

ing
Hearings, ele.:!
KOKA Broadcasting Co., et al.

FEDERAL DISASTER ASSISTANCE
ADMINISTRATION

Notices

Disaster areas:
Oklahoma

FEDERAL ENERGY ADMINISTRATION

Rules
Old ofl; phase-out of price ceil-
ings

20023

....................... — 30029
FEDERAL HIGHWAY ADMINISTRATION
Rules
Highway safety funds; transfer.. 20817
Notices
Bridge tolls; Delaware River Port

FT0D o oy AP S e A Lo s S 20918

FEDERAL INSURANCE ADMINISTRATION
Rules

National flood Insurance program:

Areas eligible for sale of insur-
ance (4 documents) . ... ... 29818,
20820-29822

Changes in determinations (2
documents) - v e eu 20824, 20825

Special hazard areas; corrections
(6 documents) oo 20823, 29824

FEDERAL MARITIME COMM!SSION

Notices

Agreements filed:
Maher Terminals, Inc and
Japan Line, Itd., et al. ...
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FEDERAL POWER COMMISSION
Notices

Hearings, ete..
Algonquin Gas Transmission
Co
Arkansas-Missouri Power Co... 29925
Colorado Interstate Gas Co 29926
Columbia Gas Transmission

Connecticut Light and Power

Co, (2 documents)
Consumers Power Co
Delmarva Power & Light Co..__ 29927
East Tennessee Natural Gas Co. 29927
El Paso Natural Gas Co. (2

documents) 29928, 29929
Indiana & Michigan Electric Co. 29929
Interstate Pipeline Companies. 20034
Jersey Central Power & Light. 29930
Lawrenceburg Gas Transmlission

Corp

Hampshire
Public Service Company of
Oklahoma

Virginia Electric Power Co
Willlams, J. M

FEDERAL RESERVE SYSTEM

Notices
Applications, ete.:

Federal Open Market Committee;
policy directive of May 20, 1975_

FEDERAL TRADE COMMISSION

Proposed Rules
Credit practices; change in closing
date
Food advertising; postponement of
T e
Warranties:
Disclosure of terms and condi-
tions
Dispute settlement procedures. .
Pre-sale availability of terms.

FISCAL SERVICE

Rules
Depositary bonds; 2 percent
Treasury bonds—2 percent, R.E.A.

Treasury certificates of indebted-

FISH AND WILDLIFE SERVICE

Rules

Endangered specles;
view:

status re-

29863
Hunting:
Ul Bend-Bowdoin National
Wildlife Refuges.. ... ___ ...
Proposed Rules
Migratory bird hunting:

20864

CONTENTS

Notices

Guidelines for oll and gas explo-
ration and development activi-
ties in territorial and inland
navigable waters and wetlands;
proposed adoption

Marine mammals permit:
Ray, Dr. G, Carleton

FOOD AND DRUG ADMINISTRATION

Rules
Color additives:
Powdered silk. .. oo ... 20817

Dermatology Advisory Committee;
establishment

Notices

Contraceptive and Other Vaginal
Drug Products, Panel on Re-

29817

establishment
Fluorocarbons; food, drugs and
cosmetics containing; request
for information
GRAS status:
Rhynchosia pyramidalis

FOOD AND NUTRITION SERVICE
Notices
School breakfast and lunch pro-

grams:

National average minimum
value for donated foods for
20003
National average payments for
period July 1 to December 31,
1975 (2 documents) ... ___ o
Special milk program; rate of re-

imbursement for FY 1976

FOREST SERVICE
Notices
Environmental statements:
Nezperce National Forest, Kelly-
Bulllon Unit Plan
West Chichagof-Yakobl Island
Land Use Study 2

GENERAL SERVICES ADMINISTRATION

Rules
Procurement

29803
29904

Notices

Energy Conservation Perform-
ance Report; avallability

Office of Federal Procurement
Policy; delegation of responsi-
bilities

HEALTH, EDUCATION, AND WELFARE
DEPARTMENT

Se¢e Food and Drug Administra-
tion; Health Services Adminis-
tration; Social Security Ad-
ministration.

HEALTH SERVICES ADMINISTRATION

Notices

Health maintenance organiza-
tions; applications for Federal
financial assistance

Meetings:
Emergency Medical Services,

Interagency Committee

HOUSING AND URBAN DEVELOPMENT
DEPARTMENT

See also Federal Disaster Assist-
ance Administration; Federal
Insurance Administration; In-
terstate Land Sales Registra-
tion Office; Low Income Hous-
ing Office.

Rules

Community development block
grant program; environmental
review procedures; corrections
and changes

Notices

Authority delegations:
Acting Deputy Reglonal Ad-

INTERIOR DEPARTMENT

See also Fish and Wildlife Serv-
ice; Land Management Bureau.

Notices

Off-road vehicle use areas:
Twin Buttes Reservoir, San An-
gelo, Texas

INTERNAL REVENUE SERVICE

Rules

Domestic international sales cor-
porations; intercompany pric-
in

4
Letters, memorandums, ete., and
gains and losses from involun-
tary conversions; treatment..
Private foundation excise taxes;

Proposed Rules

Income tax:
DISCs; intercompany pricing
policies
Residence, new personal: credit
for purchase

INTERSTATE COMMERCE COMMISSION
Rules

Car service orders:
Chicago, Rock Island and Pa-
cific Railroad Co

Notices

Abandonment of service:
Atchison, Topeka and Santa Fe

y
Cadillac and Lake City Railway. 29942
St. Louis-San Francisco Rallway
Co

lef
Hearing assignments
Motor carriers:
Alternate route deviation no-

Applications and certain other
proceedings

Intrastate applications

Transfer proceedings
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INTERSTATE LAND SALES REGISTRATION
OFFICE

Notices
Hearings, ete.:

Bryce Mountain_ __ .o . 29916
Goose Creek Addition... . .. _ 20017
Mount Mitchell Lands_ ... ... 29917
Prosser Lakeview Estates. ... 20017
JUSTICE DEPARTMENT
See Antitrust Division.
LAND MANAGEMENT BUREAU
Notices
Applications, etc.:
O O S it el Ybri e o e 1 20002
Meetings:

Santa Fe National Forest Graz-
ing Livestock Advisory Board. 29502
Opening of public lands:
Montana
Withdrawal and reservation of
lands, proposed:
Washington

LOW INCOME HOUSING OFFICE

Proposed Rules

Fair market rents; proposed re-
visions

MANAGEMENT AND BUDGET OFFICE

Notices

Budget recission and deferrals for
D T b [ A e L A A 30025
Clearance of reports; list of re-
quests 29039

NATIONAL BUREAU OF STANDARDS

Notices

Meetings:
Federal Information Processing
Standards Task Group 15,
Computer Systems Security.. 29907

CONTENTS

NATIONAL ENDOWMENT FOR
THE HUMANITIES

Notices

Meetings: >
Advisory Committee Fellowships
TV e e Sl A 20037

NATIONAL TECHNICAL INFORMATION
SERVICE

Notices

Inventions, government owned;
availability for Heensing (6 doc-
uments e 29907-20812

NUCLEAR REGULATORY COMMISSION

Notices

Applications, ete.:

Carolina Power and Light Co.. 29937
Northern States Power Co... .. 29038
Meetings:
Reactor Safeguards Advisory
Committee; rescheduling.... 209037

Reactor Safeguards Advisory
Committee, Containment
Subcommitiee . c e ccme e

Natural Resources Defense Coun-
cil, Inc.; extension of comment
period ..

29938

20059

SECURITIES AND EXCHANGE
COMMISSION

Rules

—~Net capital; uniform rule and al-

ternative requirement. .. ... 29795

Proposed Rules

Future economic performance,
projections; extension of com-
ment perfod. oo

Notices

Hearings, elc,:
Cincinnati Stock Exchange. ..
Gateway Fund, InC. oo oo

29899

20939
29940

Ohio Electric Coicmnancnecaa= 20940
Pacific Alr Transport Interna-
o VR TR o T L e L 29940
Pennsylvania Electric Co-..... 29940
36,0, O 0 WIS R S L 29941
SMALL BUSINESS ADMINISTRATION
Proposed Rules
Small business slze standards;
Small petroleum refiner; re-
scheduled hearing. .. 20899

Notices
Applications, ete.:
Affiliated Investment Fund, Ltd. 20941
Pacific Venture Capital, Ltd____ 29941
Disaster areas:

Minnesota — e et 20041
Meetings:
Anchorage District Advisory
COUNDIL i a v ams st P 20941

SOCIAL SECURITY ADMINISTRATION

Rules

Medicare; perlodic interim pay-
IO it e e

Notices

Meetings:
Supplemental Security Income

Study Group. ..o

STATE DEPARTMENT
Notices
Mectings:
Human Settlement, UN. Con-
ference on, Advisory Commit-
tee for US, Participation. ...

TRANSPORTATION DEPARTMENT

See Federal Aviation Administra-
tion; Federal Highway Admin-
istration.

TREASURY DEPARTMENT
See Alcohol, Tobacco and Fire-

arms Bureau:; Fiscal Service;
Internal Revenue Service,

29815

20916

29500

FEDERAL REGISTER, VOL. 40, NO. 137—WEDNESDAY, JULY 16, 1975 v




list of cfr parts affected

The following numerical guide is a list of the parts of sach title of the Code of Federal Regulations affected by documents published in today's
Issue. A cumulative list of parts affected, covering the current month to date, follows beginning with the second issue of the month,

A cumulative guide is published separately at the end of each month. The guide lists the parts and sections affected by documents published
since January 1, 1974, and specifies how they are affectod.
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CUMULATIVE LIST OF PARTS AFFECTED—JULY

The following numerical guide is a list of parts of each title of the Code of

" Federal Regulations affected by documents published to date during July.
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reminders

(The items in this list were editorially compiled as an ald to Froemar RecisTer users. Inclusion or exclusion from this list has no
legal significance, Since this list is Intended as a reminder, it does not include effective dates that occur within 14 days of publication.)

Rules Going Into Effect Today

DOT/CG—Vinyl chloride; carriage re-
requirements.... ... 17024; 4-16-75
USDA/APHIS—Designation of New York
Under Federal Meat and Poultry Prod-
ucts Inspection Acts for special purposes
(2 documents)... ........ 25202; 6-13-75

Next Week's Deadlines for Comments
On Proposed Rules

AGRICULTURE DEPARTMENT
Agricultural Marketing Service—
Apricots grown in designated counties
in Washington; expenses and rate
of assessment; comments by 7-
21-75........ .. 27242; 6-27-75
Handling of avocados grown in South
Florida; comments by 7-18-75.
28090; 7-3-75
Handling of type 62 shade-grown
cigartype tobacco; comments by
7-18-75.... 28093; 7-3-75
Milk in Southern lllinois and St.
Louis-Ozarks marketing areas;
recommended decision to amend-
ments to tentative marketing agree-
ments; comments by 7-23-75,
28618; 7-8-75
Nectarines grown in Florida; expenses
and rate of assessment; comments
by 7-18-75.......... 28090; 7-3-75
Onions grown in designated counties
in Idaho and Malheur County, Ore-
gon; comments by 7-18-75.

28091; 7-3-75

Onion imports; comments by 7-
18-75................ 28091; 7-3-75
Type 62 cigar-leaf tobacco; suspen-

sion of certain provisions of the
order; comments by 7-18-75,
28092; 7-3-75
Animal and Plant Health Inspection
Service—

Animals destroyed because of scrapie;
proposed payment of indemnities;
comments by 7-21-75_.. 25829:

6-19-75
Food and Nutrition Service—
Food stamp program; comments by
7-21-75......... 26042; 6-20-75
ENVIRONMENTAL PROTECTION AGENCY
California; approval and disapproval of
compliance schedules; comments by

7=23-75 ... 26278; 6-23-75

Georgia air quality implementation plan;
comments by 7-27-75.......... 27248;
6-27-75

Guidelines for establishing test pro-
cedures for analysis of pollutants;

FEDERAL COMMUNICATIONS

COMMISSION

Cable television, selection of signals;

comments by 7-23-75...... 23317;

5-29-75

Cable television systems, program ex-
clusivity, comments by 7-23-75.

23318; 5-29-75

Income tax differentials; deferral ac-

counting provisions; comments by

T=21=75. . . oooiiiiunae 24743; 6-10-75

Offshore radio telecommunications serv-
ice; proposed creation; comments by

7-11-75; reply comments by 7-

25-75........ .. 12678; 3-20-75

Radio broadcast services—
Frequencies for police and emergency
services, comments by 7-24-75.
23319; 5-29-75
FEDERAL DEPOSIT INSURANCE
CORPORATION
Savings accounts by profit-making
organizations in nonmember insured
commercial banks; comments by
24918; 6-11-75
FEDERAL ENERGY ADMINISTRATION
Oil imports; administrative and general
applicability procedures; comments

by 7-23-75............ 28481; 7-7-75

FEDERAL POWER COMMISSION
Natural _gas; national rate proceeding;
order inviting comment re gas market;
comments by 7-24-75; reply com-

ments by 8-15-75.... 26568; 6-24-75

Partial-recovery fund; adjustment clause
in wholesale rate schedules; extension

of time; comments by 7-21-75,

23768; 6-2-75

FEDERAL RESERVE SYSTEM
Reserves of member banks and interest
on deposits; proposed definition of

savings deposits; comments by 7-

e o § < SRS 25031; 6-12-75

FEDERAL TRADE COMMISSION
Common name and ingredient listing on
detergent products; reopening of pub-
lic record for comments; comments

by 7-22-75..... .. .. 26283; 6-23-75

Guides concemning use of endorsements
and testimonials in advertising; com-

ments by 7-21-75.. 22146; 5-21-75

HEALTH, EDUCATION, AND WELFARE

DEPARTMENT

Food and Drug Administration—

Canned cherries; amendment to
standard of identity; comments by
7-23-75.............. 26276; 6-23~75

Office of Education—

Special Projects Act regulations; spe-
cial or unique needs; comments by
7~25-75........c.... 27035; 6~26-75

Office of the Secretary—
Civil rights laws and authorities; con-

comments by 7-24-75... ........ 34535; solidation; comments by 7-21-75,
6-9-75 24162; 6-4-75
x FEDERAL REGISTER, VOL 40, NO, 137—WEDNESDAY, JULY

Public Health Service—

Occupational safety and health in-
vestigations of places of employ-
ment; comments by 7-24-75.

26530; 6-24-75
Social Security Administration—

Federal Health Insurance for Aged
and Disabled; comments by 7-
21-75 . .............. 25938; 6-19-75

Federal Health Insurance for Aged
and Disabled; proposed conditions
of participation by Clinics, Rehabili-
tation Agencies, and Public Health
Agencies; comments by 7-21-75.

25939; 6-19-75

Federal Health Insurance for the
Aged and Disabled; providers of
services, independent laboratories,
suppliers of portable X-ray services,
and end-stage renal disease treat-
ment facilities; determinations and
appeals procedures; comments by
T=24-75............ 26535; 6-24-75

INTERIOR DEPARTMENT
Fish and Wildlife Service—

Endangered and threatened wildlife;
permit provisions; comments by
7-21-75.............. 21978; 5-20-75

Lists of endangered and threatened
fauna; comments by 7-21-75.

17590; 4-21-75

Two species of butterflies; proposed
threatened status; comments by
7-21-75 . 17757; 4-22-75

Indian Affairs Bureau—

Preparation of rolls of Indians; provide
for enroliment of Warm Springs
Indians; comments by 7-21-75.

26039; 6-20-75
LABOR DEPARTMENT
Occupational Safety and Health
Administration—

Toxic substances; ketones; comments

by 7-21-75........ 26045; 6-20-75
Walsh-Healey Public Contracts Act; pub-
lic utility, regular dealer in uranium
concentrates, uranium hexafluoride
or enriched uranium; comments by

7=21=75....ccccnaiins 26045; 6-20-75
NATIONAL CREDIT UNION
ADMINISTRATION

Purchase of certificates of deposit by
Federal credit unions; comments by
7-26-75.......... .. 27260; 6-27-75

TRANSPORTATION DEPARTMENT

Federal Aviation Administration—

Airesearch; proposed airworthiness
directive; comments by 7-21-75.
25027; 6-12-75
Fort Benning, Ga.; proposed altera-
tion of restricted area; comments
by 7-23-75.
Mooney model M20 series airplanes;
airworthiness directive; comments
by 7-24-75.... 26542; 6-24-75
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Transition area; comments by 7-—
26043-2

T} Tor s D2 Sl i 6045;
6-20-75

Transition area; alteration; comments
by 7-24-75........ 26542; 6-24-75
Transition area; designation; com-
ments by 7-24-75........ ... ~26543;
6-24-75

Transition area; designation; com-
ments by 7-24-75. .. 26543;
6-24-75

Texas
Transition area; Rock Springs, Wyo.:
comments by 7-27-75.
27244; 6-27-75
TREASURY DEPARTMENT
Alcohol, Tobacco, and Firearms Bu-
reau—
Tax offset limitation for beer returned
to brewery; comments by 7-27-75.
27240; 6-27-75
Internal Revenue Service—
Disposition of qualified low-income
housing; comments by 7-21-75,
26040; 6-20-75
VETERANS ADMINISTRATION
Confidentiality and accuracy of personal
records; comments by 7-28-75.
27261; 6-27-75

Next Week's Meetings

Advisory Committee on Federal Pay, to
be held in Washington, D.C. (open
with restrictions), 7-22 and 7-23-75.

28505; 7-7-75
AGRICULTURE DEPARTMENT

Forest Service—

Grand Mesa-Uncompahgre National
Forest Miguel District Advisory
Board; to be held in Montrose,
Colorado (open), 7-22-75.

25835; 6-19-75

Gunnison Valley Forest Grazing Ad-
visory Board; to be held in Gunni-
son, Colorado (open); 7-22 and
7=23-75. e 27708; 7-1-75

Rock Creek Advisory Committee; to
be held Iin Philipsburg, Maryland
(open); 7-26 and 7-27-75.

28501; 7-7-75
AMERICAN REVOLUTION BICENTENNIAL

ADMINISTRATION

American Revolution Bicentennial Coun-
cil; to be held at Los Angeles, Cal.
{open with restrictions), 7-25~-75.

28115; 7-3-75
CIVIL RIGHTS COMMISSION

Delaware State Advisory Committee; to
be held In Wilmington, Del. (open),
7-25-75...........cc0..... 28848; 7-9-75

New Jersey State Advisory Committee;
to be held in Newark, N.J. (open)
7=27=75...uveeee.. 27511; 6-30-75

Ohio State Advisory Committee; to be
held in Columbus, Ohio (open), 7-25
and 7-26-75 . 27511; 6-30-75

REMINDERS—Continued

COMMERCE DEPARTMENT
Domestic and International Business
Administration—

Defense priorities for aluminum pro-
ducers and distributors; comments
by 7-21-75.. ....... 26173; 6-20-75

Office of the Secretary—

Economic Advisory Board; to be held
in Washington, D.C. (open with
restrictions), 7-24-75.

26051; 6-20-75
Social and Economic Statistics Admin-
istration—

Census Advisory Committee on the
Spanish Origin Population for the
1980 Census, to be held in Suit-
land, Md. (open),
7-25-75..  ......... 25614; 6-17-75

CONSUMER PRODUCT SAFETY

COMMISSION

Technical Advisory Committee on Poison
Prevention Packaging; held in Wash-

ington, D.C. (open), 7-21 and
7=22-75....... ceer.... 27289; 6-27-75
DEFENSE DEPARTMENT
Office of the Secretary—

Defense Science Board Task Force on

Federal Contract Research Center

Utilization; held in Washington,
D.C. and California (open with
restrictions), 7-21 through
7-25-75..............
Wage Committee; to be held at Wash-
ington, D.C. (closed), 7-22-75.
25235; 6-13-75
ENVIRONMENTAL ADMINISTRATION
AGENCY
Control of Air Pollution from new motor
vehicles and engines; to be held in
Washington, D.C., 7-22-75.
25851; 6~19-75
Ecology Advisory Committee; to be held
at Duluth, Minnesota (open, with re-
strictions), 7-25-75.. 27964; 7-2-75
Technical Advisory Group to the Munici-
pal Construction Division; to be held
in Los Angeles, Calif. (open), 7-21

and 7-22-75... ....... 27293; 6-27-75
FEDERAL COMMUNICATIONS
COMMISSION

Domestic Land Mobile Radio Advisory
Committee; to be held in Washington,
D.C. (open), 7-22-7S........... 28135;
7-3-75
FEDERAL COUNCIL ON THE AGING
Economics of Aging Committee; to be
held at Washington, D.C. (open), 7-23
and 7-24-75.... 28137; 7-3-75
FEDERAL HOME LOAN BANK BOARD
Federal Savings and Loan Advisory
Council; to be held in Washington,
D.C. (open with restrictions), 7-21
through 7-23-75 ... 27718, 7-1-75
FEDERAL MEDIATION AND CONCILIATION
SERVICE
Health Care Industry Labor Manage-
ment Advisory Committee; to be held
in Washington, D.C. (open), 7-22~75.
25852; 6-19-75

7-24 and,

27272; 6-27-75

HEALTH, EDUCATION, AND WELFARE

DEPARTMENT

Food and Drug Administration—

Panel on Review of Antimicrobial
Agents; to be held in Rockville,
Maryland (partially open), 7-24
and 7-25 and 7-26-75.

25843; 6-19-75

Panel on Review of Contraceptives
and Other Vaginal Drug Products;
to be held in Washington, D.C.
(partially open), 7-24 and
7-25-75 25843; 6-19-75

Panel on Review of Radiology De-
vices; to be held in Washington,
D.C. (partially closed), 7-21 and
7=22=75..... ........ 25842; 6-19-75

National Institutes of Heaith—

Committee on Cancer Immunother-
apy; to be held in Bethesda, Mary-
land (open and closed) 7-24-75.

24763; 6-10-75
Office of Education—

National Advisory Council for Career
Education; to be held in Washing-
ton, D.C. (open), 7-22 and 7~
25-75....... .. 28113; 7-3-75

National Advnsory Councul on Indian
Education; to be held in San Fran-
cisco, Calif. (open), 7-26 and
7-27-75................ 2B842; 7-9-75

Office of the Secretary—

National Professional Standards Re-
view Council; to be held in Washing-
ton, D.C. (open with restrictions),
7-21 and 7-22-75 26302;

6-23-75

Nationa! Professional Standards Re-
view Council Technical Subcom-
mittee; to be held in Washington,
D.C. (open with restrictions), 7-
21-75. . 26302; 6-23-75

Protection of Human Subjects of Bio-
medical and Behavioral Research
National Commission; to be held in
Bethesda, Maryland (open with re-
strictions); 7-26-75 28657;

7-8-75

INTERIOR DEPARTMENT
Bureau of Land Management—

Outer Continental Shelf Research
Management Advisory Board; to be
held in Washington, D.C. (open),
7-24 and 7-25-75 29095;

7-10-75%
NATIONAL FOUNDATION ON THE ARTS
AND THE HUMANITIES
National Endowment for the Arts—

Architecture & Environmental Arts
Panel; to be held in Washington,
D.C. (closed), 7-23 through 7-
24-75.... .. 27985; 7-2-75

Dance Advisory Panel; to be held in
Washington, D.C. (closed), 7-21
through 7-24-75 27985; 7-2-75
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REMINDERS—Continued

NATIONAL SCIENCE FOUNDATION
Ad Hoc Advisory Group on Science Pro-
grams (AGOSP) Study Committee; to
be held in Los Angeles, Calif. (closed),
7 £ T O . 28877; 7-9-75
Ad Hoc Task Group 11 of the Advisory
Committee for Research; to be held
in Washington, D.C. (open) 7-21
through 7-22-75 . 27081; 6-26-75
Advisory Panel for Earth Sciences; to be
held at Kingston, Rhode Island
(closed) 7-24 through 7-25-75,
27988; 7-2-75
Advisory Panel for Molecular Biology; to
be held in Washington, D.C. (closed),
7-21 through 7-22-75... 27081;
6-26-75
PRESIDENTIAL CLEMENCY BOARD
Internal personnel and practices; to be
held in Washington, D.C. (closed):
7-26-75................. 28683: 7-8-75
RAILROAD RETIREMENT BOARD
Actuarial Advisory Committee on Rail-
road Retirement Accounts; to be held
in Chicago, lllinois (open) 7—-23-75.
26598; 6-24-75
SMALL BUSINESS ADMINISTRATION
Atlanta District Advisory Council; to be
held in Fort McPherson, Georgia,
7-23-75 e 29137; 7-10-75

STATE DEPARTMENT
Ocean Affairs Advisory Committee; to be
held in Brownsville, Texas (open with
restrictions); 7-23 and 7-24-75.
27693; 7-1-75
U.S. Advisory Commission on Interna-
tional Educational and Cultural
Affairs; to be held in New York, N.Y.
(open with restrictions); 7-23-75.
28498; 7-7-75
TRANSPORTATION DEPARTMENT
Federal Railroad Administration—
Railroad Operating Rules Advisory
Committee; to be held in Washing-
ton, D.C. (open), 7-21 and 7-
22-75. 26054; 6-20-75

Next Week's Public Hearings

FEDERAL ENERGY ADMINISTRATION
Modification of the refiner's profit mar-
gin rules; to be held in Washington,
D.C., on 7-24 and 7-25-75.

28634; 7-8-75

NOTE: No acts approved by the Presi-

dent were received by the Office of the

Federal Register for inclusion in today's
LIST OF PUBLIC LAWS.
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rules and requlations

REGISTER issue of each month,

This section of the FEDERAL REGISTER contains regulatory documents having general applicability and legal effect most of which are
koyed to and codified in the Code of Federal Regulations, which is published under 50 titles pursuant 1o 44 U.S.C. 1510.
The Code of Federal Regulations Is sold by the Superintendent of Documents. Prices of new books are listed in the first FEDERAL

Title 17—Commodity and Securities
Exchanges

CHAPTER I—COMMODITY FUTURES
TRADING COMMISSION

PART 17—REPORTS BY FUTURES COM-
MISSION MERCHANTS AND FOREIGN
BROKERS

PART 18—REPORTS BY TRADERS

Large-Trader Reporting Requirements for
Foreign Brokers, Foreign Traders, and
Futures Commission Merchants

The Commodity Futures Trading Com-
mission (“Commission”) has amended
Parts 17 and 18 of the Regulations under
the Commodity . Exchange Act (“Act™) to
delay for a period of up to 60 days the
application to foreign traders and for-
eign brokers of the large-trader report-
ing requirements for the commodities
newly regulated under the Commodity
Futures Trading Commission Act of
1974 (“CFTCA™) ! and to require, for a
similar period, futures commission mer-
chants to report on & gross basis the po-
sitions In these commodities carried for
omnibus accounts of foreign brokers.

~ This action was taken after concern was

expressed within the Commission about
the effect of the new reporting require-

ments when applled to foreign-based

traders and brokers.

These amendments do not affect re-
ports required of foreign traders and for-
eign brokers for trades and positions in
commodities regulated prior to the
CPTCA, nor do they affect the July 7,
1975, effective date of the reporting re-
quirements for futures commission mer-
chants and domestic traders in the newly
regulated commodities, including the
requirement that futures commission
merchants identify and report both for-
eign and domestic accounts In such
commodities.

During this interim period of up to 60
days, the Commission intends to work
with market users, exchange officials, and
other interested persons to develop a
better system of collecting market in-
formation relating to the activities of
foreign-based traders and brokers In the
newly regulated contract markets. The
Commission recognizes that the report-
ing regulations which are being delayed
for foreign traders and brokers may yet
prove to be the best method of collecting
the needed Information. Those reporting
requirements will become effective on
September 4, 1975, or such earlier date
as the Commission by ten days notice
provides, unless an alternative method
can be shown to provide & better solu-
tion to the problem of obtaining adequate
information. The amendments require

1 See 40 FR 23004~6 (June 4, 1975).
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futures commission merchants, during
this interim period, to report on a gross
basis the positions in newly regulated
commodities carried for omnibus ac-
counts of forelgn brokers, regardless of
the requirements of the various ex-
changes. This reporting requirement will
provide the Commission with useful in-
formation for daily market survelllance
and provide an indication of the extent
of foreign participation in the newly reg-
ulated contract markets, In those situa-
tions where the information reported by
futures commission merchants indicates
that positions carried for foreign brokers
pose a threat to an orderly market, the
regulations, as amended, permit the
Commission by special call to require that
reports be filed showing the identifica-
tion of, and positions for, foreign-based
individual traders in omnibus accounts of
foreign brokers. The regulations further
permit the Commission by special call to
require reports directly from any foreign-
based individual trader.

STATUTORY AUTHORITY

Because the reporting requirements re-
specting the newly regulated commodi-
ties, including their application to foreign
traders .and forelgn brokers, became
effective on July 7, 1975, the Commission
finds that the notice and public proce-
dure specified in 5 US.C. 553(b) and the
publication 30 days before effective date
specified in § U.S.C. 553(d) are impracti-
cal and unnecessary and would be con-
trary to the public interest, In consider-
ation of the foregoing, Parts 17 and 18
in Chapter I of Title 17 of the Code of
Federal Regulations have been amended,
effective July 7, 1975, as follows:

1. Part 17 is amended by adding §§ 17.-
04 and 17.05 to read as follows:

§ 17.04 Reports by Foreign Brokers.

The requirements under Part 17 of
these regulations concerning reports of
foreign brokers shall be suspended until
September 4, 1975, or such earlier date as
the Commission upon 10 days notice pro-
vides, with respect to any commodity reg-
ulated under the Act but not specifically
set forth in section 2(a) of the Act prior
to the enactment of the Commodity Fu-
tures Trading Commission Act of 1074,
except that a foreign broker shall file
such reports within one business day
after a special call upon such foreign
broker by the Commission.

§ 17.05 Reports by Futures Commission
Merc! 5.

When submitting reports required by
$ 17.00(a) of these regulations respecting
omnibus accounts of foreign brokers,
each futures commission merchant shall

show gross positions (i.e., the total long
open contracts and the total short open
contracts for all individual accounts in-
cluded in any such omnibus account) in
any commodity regulated under the Act
but not specifically set forth in Section
2(a) of the Act prior to the enactment of
the Commodity Futures Trading Com-
mission Act of 1974.

Nore~This § 17,05 shall expire on Septem-
ber 4, 1975, or such eariier date as the Coms-
mission upon 10 days notice provides.

2. Part 18 Is amended by adding § 18.-
07 to read as follows:

£ 18.07 Reports by Foreign Traders.

Any _trader located outside of the
United States or its territories shall not
be required, until September 4, 1975, or
such earlier date as the Commission upon
10 days notice provides, to file the reports
required by this Part 18 of these regula-
tions for any commodity regulated under
the Act but not specifically set forth In
section 2(a) of the Act prior to the enact~
ment of the Commodity Futures Trading
Commission Act of 1974, except that any
such trader is required to file such re-
ports within one business day after &
special call upon such trader by the Com-
mission.

(7T USLC, 61, 12a(6))

Issued in Washington, D.C. on July 10,
1976.
Winrtiam T. BacLEY,
Chairman, Commodity Futures
Trading Commissgion,

| PR Doc.76-18429 Filed 7-156-756;8:45 am|

CHAPTER II—SECURITIES AND
EXCHANGE COMMISSION

[Rel. No, 34-11407)

PART 240—GENERAL RULES AND REGU-
:.)AFTIIO;;% SECURITIES EXCHANGE ACT

Adoption of Uniform Net Carml Rule and
an Alternative Net Capital Requirement
for Certain Brokers and Dealers

The Securities and Exchange Com-
mission today announced the adoption
of a uniform net capital rule, Rule
15¢3-1 (17 CFR 240.15c3-1), effective
September 1, 1975 subject to the transi-
tional provisions of paragraph (g) of the
rule which delay the effective date of cer-
tain provisions to January 1, 1976. The
delayed effective date for certain of the
rule’s provisions has been provided in
order to Insure that the broker-dealer
community and all those who will be
required to work with the rule will be
able to become thoroughly famillar with
its provisions. The adoption of the uni-
form net capital rule follows the Com-
mission’s consideration of comments re-
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ceived iIn response to Securities Ex-
change Act Release No. 11094 (Novem-
ber 11, 1974), The new rule discontinues
the exemption heretofore embodied in
the Commission’s net capital rule for
members of designated national securi-
ties exchanges (other than certain spe-
cialists) required to comply with net
capital rules of such exchanges.

The rule, as adopted, continues the
basic net capital concept under which
the securities industry has operated for
many years and, in addition, introduces
an alternative concept to measure the
capital adequacy of broker-dealers, The
approaches to capital adequacy and fi-
nancial responsibility embodied iIn the
rule are designed to balance the need
for adequate protection for customer
assets and the need for flexibility in ef-
ficlently using and deploying the finan~
cial resources of the securities industry,

I. UnmrorM RuLE 15¢3-1
A. INTRODUCTION

On November 11, 1974, the Commission
published for comment revisions to the
proposed uniform met capital rule and
announced its Intention to adopt the
uniform rule after the expiration of the
comment period. The rule had previously
been published for comment in Securi-
ties Exchange Act Release No, 9891 (De-
cember 5, 1972) and Securities Exchange
Act Release No. 10525 (November 29,
1973). In order to ease the transition to
a uniform rule for many brokers and
dealers, the Commission has incorpo-
rated provisions in the uniform net capi-
tal rule which currently exist in super-
seded capital rules of national securi-
ties exchanges, including the concepts
of secured demanl note capital and a
modifled flow through of capital from
subsidiaries. The Commission will moni-
tor carefully those provisions and
strengthen them where experience dic-
tates that such action is necessary or
appropriate. In addition, because of the
comoprehensive nature of the uniform
net capital rule, some of Its provisions
have been modified from the form pro-
posed on November 11, 1974, to clarify
application of the rule. Other sugges-
tions to further refine the rule would be
carefully considered by the Commission.
The following is a summary of changes
in the uniform rule as adopted from the
rule as now in effect. The summary also
highlights changes from the rule as pro-
posed on November 11, 1974.

B. MINIMUM NET CAPITAL REQUIREMENTS

1. The rule as adopted reduces from
20:1 to 15:1 the maximum ratio of ag-
gregate indebtedness to net capital which
@ broker or dealer may maintain.

2. The $5,000 minimum net capital re-
quirement has been extended to brokers
or dealers who engage in the sale of mu-
tual funds on a direct wire order basis
and certain floor brokers who effect but
do not clear transactions for other bro-
kers or dealers.,

3. A $50,000 minimum net capital re-
quirement has been established for writ-
ers and endorsers of options where such
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options are not listed on a registered
national securities exchange.

4. Finally, for market makers the rule
as adopted requires minimum net capi-
tal requirements equal to $25,000 or
$2,500 per security in which such broker
or dealer makes a market with 8 maxi-
mum requirement of $100,000 or a 15:1
ratio, whichever is greater. For securities
which have a market value of less than
$5 per share & minimum requirement of
$500 for each such security has been
retained.

C. EXEMPTIONS

The rule as adopted separately classi-
fles stock exchange specialists who do
not deal with other than members, bro-
kers or dealers and certain specialists and
market makers in options under specified

. eircumstances and exempts such classes

from the rule. The rules, settled prac-
tices and applicable regulatory proce-
dures of the American Stock Exchange,
Boston Stock Exchange, Midwest Stock
Exchange, New York Stock Exchange,
Pacific Stock Exchange, PBW Stock Ex-
change and the Chicago Board Options
Exchange are satisfactory to the Com-
mission to permit the separate classifica-
tion of such market makers and special-
ists and their exemption from the pro-
visions of the rule,

It should be noted, however, that sec-
tion 15(c) (3) of the Securities Exchange
Act of 1034 (“the Act”) requires the
establishment of minimum financial re-
sponsibility requirements for all brokers
and dealers. The application of financial
responsibility requirements to specialists
presents unique questions which are still
being explored by the Commission and,
while the alternative approach adopted
today appears to be a possible solution
to this question, the Commission believes
further study is warranted. The Com-
mission expects to conclude its review as
promptly as practicable.

The Commission also wishes to note
that the recent amendments to the Act
would make the net capital rule applica-
ble to municipal securities brokers and
municipal securities dealers but would
not be applicable to banks as defined in
the Act. The Commission welcomes any
comments which municipal securities
brokers and dealers may have respect-
ing the application of these requirements,
and any special problems which may be
encountered by them.

D. AGGREGATE INDERTEDNESS

1. Indebledness Collateralized by Ex-
empted Securities. The rule as adopted
gives brokers or dealers the option of
::::x;ging net capital by an amount equal

o3
by exempted securities in leu of includ-
ing the amount of such indebtedness in
the computation of aggregate indebted-
ness under the rule.

2. Deferred Income Taxes. Deferred
income tax liabilities, recognized by the
broker or dealer pursuant to generally
accepted accounting principles, may be
excluded from acxrente indebtedness
under the rule.
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of any indebtedness collaterialized

E. NET CAPITAL

1. Fired Assets. As revised from the
November proposal, the rule permits the
deduction of fixed assets and assets
which cannot readily be converted to
cash, net of any indebtedness adequately
secured thereby, if the fixed assets have
been acquired for use In the ordinary
course of the trade or business of a
broker or dealer; however, insofar as
fixed assets are not acquired for use In
the trade or business of the broker or
dealer, they will be deducted net of any
indebtedness secured thereby only if the
lender's sole recourse in the event of a
default in the payment of such indebted-
ness is solely to such assets,

2. Deficits in Certain Accounis of Cus-
tomers. As adopted, the rule requires a
broker or dealer who permits a cus-
tomer’s account to be carried on an un-
secured or partly secured basis or who
maintains a customer’s cash account in
deficit where more than one extension
under Regulation T of the Board of Gov-
ernors of the Federal Reserve System has
been granted with respect to a specified
securities transaction to treat such ac-
counts as if they were proprietary ac-
counts and the broker or dealer is re-
quired to apply the appropriate haircut
on the securities contained in such ac-
count so that the collection risk and the
resultant market risk in accounts which
are unsecured or partly secured will be
recognized as being borne by the broker
or dealer.

3. Good Faith Deposits, The rule as
adopted makes clear that good faith de-
posits must be deducted from net worth
as an asset not readily convertible to cash
if not returned to the broker or dealer
within 11 business days subsequent to the
settlement date of the underwriting with
an issuer.

4. Free Shipments of Securities. The
rule as adopted requires a deduction
from net worth for receivables arising
out of free shipments of securities (other
than mutual fund redemptions) in ex-
cess of $5,000 per shipment and all free
shipments (inciuding mutual fund re-
demptions) outstanding more than 7
business days.

5. Certain Municipal Bond Trusts and
Liquid Asset Funds. Since the maximum
haircut for securities contained within
the portfolio of a liquld asset fund or
municipal bond unit investment trust is

%%, the rule as adopted provides for n
haircut of 5% on the broker’s or dealer's
proprietary or other positions in such
funds or trusts.

6. Commercial Paper and Non-Con-
vertible Debt Securities. Under the rule
as adopted commercial paper and non-
convertible debt securities will receive
haircuts based on their remaining time
to maturity, if rated in the appropriate
categories by at least two nationally
recognized statistical rating organiza-
tions rather than one such organization
as proposed In Securities Exchange Act
Release No. 11094,

7. Undue Concentration. The rule as

adopted continues to require an undue
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concentration haircut where any secu-
rity position owned by the broker or
dealer and in position for more than 11
business days exceeds 10% of the net
capital of the broker or dealer before the
application of haircuts. In addition, the
rule as adopted permits the Examining
Authority of the broker or dealer to re-
duce the undue concentration charge for
a specialist who is subject to the rule
with respect to his specialty stock where
it is in the public interest to do so.

8. Fails to Receive and Fails to Deliver.
The rule as adopted excludes from ag-
gregate indebtedness fail to receive con-
tracts where the broker or dealer does
not carry a contra long position in such
securities in a customer's account. How-
ever, In order to encourage the prompt
elimination of falling contracts, the rule
requires that until January 1, 1977, any
fail to deliver contract outstanding more
than 15 business days past settlement be
treated as if it were a proprietary po-
sition of the broker or dealer by mark-
ing the contract to the market and ap-
plying a haircut, After January 1, 1977,
fail to deliver contracts will be treated
as proprietary positions of the broker
or dealer if they are outstanding more
than 11 business days. Any adverse
movement of the market value of the
security which s the subject of a fail to
deliver is to be charged against capital
and any favorable movement of the un-
derlying security would serve to reduce
the haircut.

9. Options—a. Positions of Markets
Makers and Specialists in Options. The
rule requires specialists, market makers,
and registered traders in options who
either transact business with other than
members, brokers or dealers or who are
clearing members of the Options Clear-
ing Corporation (“OCC”) to comply with
the basic provisions of the net capital
rule as they relate to options. However,
the rule will continue to classify sepa-
rately and exempt market makers and
specialists who are not clearing members
of the OCC and who do not transact a
business in securities with other than
members, brokers and dealers. In that
connection, the rule incorporates specific
net capital treatment for brokers and
dealers carrying the accounts of such op-
tions speclalists, market makers and
registered traders. The Commission” an-
ticipates that market maker, specialist
and registered trader capital require-
ments will be amended periodically to
provide for modifications of those re-
quirements as the option market may
evolve,

b. Determination of Net Worth and
Unrealized Profits and Losses in Options.
These provisions of the rule have been
substantially revised to clarify the de-
termination of net worth and unrealized
profits and losses In options and related
securities positions which may be hedged
by options.

These provisions provide, in part, that
options positions should, for net worth
purposes, be carried at their market
value and, in addition, describe the man-

ner in which the proceeds recelved from
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writing options are to be recognized. As
proposed in November, the rule would
have treated the cost or proceeds of
listed options as if they were long or
short securities positions and would not
have included the proceeds received from
writing options in net worth; as revised,
such cost or proceeds are treated as
premium expense or income where such
options are related to long or short se-
curities positions or short positions in
options.

¢. Options Haircuts. The determina-
tion of the appropriate haircuts for po-
sitions in options hayve not changed from
the prior public exposure of the rule and
may be found in Appendix A (17 CFR
240.15¢3-1a) to the rule. Those hair-
cuts follow existing industry practice;
the Commission believes, however, that
it is appropriate to review on a continu-
ing basis the level of haircuts to be ap-
plied to options positions and to make
further adjustments as more experience
is gained with the operation of option
markets. In particular, the provisions
with respect to haircuts on long options
may be revised to establish an appropri-
ate relationship between haircuts ap-
plied to the securities underlying options
and the relatively higher price volatility
of options compared to the underlying
security. \

10. U.S. Government Securities. Under
the rule as adopted, government securl-
ties subject to repurchase agreements are
to be treated as if owned by the broker
or dealer with an appropriate haircut
applied to the market value of the secur=
ity. In the case of reverse repurchase
agreements for US. Government secu-
ritles, such transactions result in the
broker having a secured receivable from
the person who has, in effect, borrowed
funds from the broker or dealer; there-
fore, any capital charge will be Iimited
ot the deficiency, if any, in the securities
collateralizing the receivable. Finally,
matched repurchase agreements which
result in Tully secured matched contrac=
tual commitments to buy or sell the U.S.
government securities subject to the
agreements should not normally receive a
capital charge.

11. Satisfactory Subordination Agree-
ments. The rule as adopted sets forth in
a separate Appendix D (17 CFR 240.15¢3-
1d) to the rule the requirements for
satisfactory subordination agreements.

The rule makes clear that subordinated
capital contributions may be made only
in the form of contributions of cash or
securities; however, all contributions of
securities must be made pursuant to a
secured demand note arrangement, The
Appendix defines the minimum stand-
ards for the contribution and form of
gsecured demand notes as well as sub-
ordinated contributions of cash. Appen-
dix D should be carefully examined by
broker-dealers and their counsel in pre-
paring subordination agreements,

12. Flow Through Capital from Sub-
sidiaries and Afitiates. Appendix C (17
CFR 240.15¢3-1¢) to the rule sets forth
the requirements which must be met to
consolidate in a single net capital com-
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putation the assets and liabilities of sub-
sidiaries and affiliates in order to obtain
flow through capital benefits for a parent
broker or dealer.

The rule as adopted provides that flow
through capital benefits can be available
to the parent only if the subsidiary or
affiliate is majority-owned or controlled
and only if the assets of the subsidiary or
affiliate or the broker's or dealer’s inter-
est therein may be distributéd to the
broker or dealer within a 30 day period.
In addition, subordinated obligations of
the subsidiary may not serve to increase
the net worth of the parent unless the
obligations are also subordinated to the
claims of present and future creditors of
the parent. The rule as adopted also re-
quires that liabilities which are guar-
anteed by the broker or dealer be re-
flected in the firm’s net capital compu-
tation.

The rule as adopted restricts flow
through capital treatment currently pro-
vided under exchange net capital rules
by requiring the computation of net cap-
ital and aggregate indebtedness to be
made on a fully consolidated basis as
well as placing limitations on the with-
drawal of capital from such consolidated
subsidiaries. The Commission will care-
fully monitor the effect of the flow
through capitel provisions and may
modify them where appropriate,

F. DEST-EQUITY REQUIREMENTS

The rule as adopted requires that a
broker or dealer must maintain equity,
as defined, equal to 30% of its debt-equity
total, as defined, For this purpose, the
rule provides that a subordination agree-
ment with an initial term of three years
and a remaining term of at least 1 year
contributed by a partner or stockholder
of the broker or dealer may be treated as
equity with respect to the rule's debt-
equity requirement, At such time as the
remaining term of such subordination
agreement is less than 1 year, it will cease
to be equity under the rule unless the
term is extended by the lender.

II. ALTERNATIVE NET CAPITAL
REQUIREMENT

The Commission in adopting the alter-
native net capital requirement has de-
termined to adopt o new concept to meas-
ure the capital adequacy of brokers or
dealers. The Commission believes the new
approach will Insure the protection of
investors as well as improve the ability of
brokers or dealers to meet the future
needs of the nation’s corporate issuers to
ralse both equity and debt capital in the
evolving central market.

The implementation of Rule 15¢3-3 (17
CFR 240,15¢3-3), with its objective of
furnishing protection for the integrity of
customers’ funds and securities, has made
it no longer necessary to rely solely on
net capital requirements to insure the
protection of investors. Ultimately, it
may be possible for Rule 15¢3-3 (17 CFR
240.15¢3-3) In some form to replace the
liquidity requirements of the net capl-
tal rule and become the primary source
of protection to customer assets held by
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the broker or dealer. The alternative ap-
proach adopted today moves in that
direction.

The key factors which distinguish the
securities industry from other industries
are Its custodial responsibility for cus-
tomers' funds and securities and its role
in facilitating capital raising for govern-
ment and corporations. Accordingly, the
scope and purpose of any rules and reg-
ulations concerning the fiscal responsi-
bility of & broker or dealer should focus
upon the construction of an environment
in which financial miscalculations of a
broker or dealer do not result in loss to
its customers or the customers of another
broker or dealer. The Commission be-
lieves the alternative approach will effec~
tively create and maintain an environ-
ment of customer protection while
enabling the securities industry to fulfill
its function of capital ralsing and the
mnlnk btemnoe of a liquid secondary mar-

et by:

1. Acting as an effective early warning
device to provide reasonable assurance
against loss of customer assets through a
logical interface with other operation
standards and existing surveillance, re-
porting and examination aspects of the
secu;-mea industry regulatory frame-
work;

2. Avolding the ineflicient and costly
commitment of capital within the securi-
ties industry where such a commitment
15 not necessary for customer protection;

3. Ellminating, to the extent possible
and consistent with the objective of cus-
tomer protection, competitive restraints
on the securities industry’s ability to
compete effectively with other diversified
financial institutions;

4. Making the capital structures of
brokers and deslers as well as thelr in-
vestment and operating policies more
understandable to lending institutions
and other suppliers of-capital and to the
public; and

5. Providing some reasonable and finite
limitation on broker-dealer expansion to
minimize the possibility of customer loss
and the possibility that the SIPC Fund
will have to be utilized to protect cus-
tomers.

1. ALTERNATIVE NET CAPITAL REQUIREMENT

Rule 1503-1(f) (17 CFR 240.15c3-1(1))
as adopted establishes a minimum net
capital or liquidity standard which is de-
signed to measure the general financial
integrity and liquidity of a broker or
dealer and the minimum net capital
deemed necessary to meet the broker’s or
dealer’s continuing commitments to its
customers. The alternative also indicates
to other creditors with whom the broker
or dealer may deal what portion of its
liquid assets in excess of that required to
protect customers Is avallable to meet
other commitments of the broker or
dealer. In addition, the amount of the
firm’s liquid assets in excess of the bro-
ker's or dealer’s minimum requirement
necessary to protect customers gives the
Commission, self-regulators and SIPC
sufficient early warning to take appro-
priate action to protect customers prior
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to the time when the broker's or dealer’s

assels would be insufficient to satisfy

gustomers’ claims In the event of liquida-
on.

While the alternative eliminates the
traditional standard of limiting obliga-
tions of brokers or dealers (i.e., the ratio
of aggregate indebtedness to net capital) ,
its substitutes the aggregate dollar
amount of firm assets which have as
their source transactions with customers
(l.e., items includable in the Formula for
Determination of Reserve Requirements
for Brokers and Dealers (“Reserve For-
mula") as the standard for determining
the maximum permissible level of the
broker's or dealer's customer-related ac-
tivity, Rule 15¢3-1(1) (17 CFR 240.15¢3-
1(0)), thus, requires a broker-dealer to
maintain minimum net capital equal to
the greater of $100,000 or 4% of aggre-
gate debit balances includable in the Re-
serve Formula,

The alternative as adopted will be ap-
plicable only to brokers or dealers who
have not elected to operate pursuant to
an exemption from Rule 15¢3-3 (17 CFR
240.15¢3-3) through either subpara-
graphs (k) (1) or (k) (2) (). Brokers or
dealers who meet the requirements of
subparagraph (k) (2) (i) of Rule 15¢3-3
(17 CFR 240.15¢3-3) and introduce all
customer transactions to another broker
or dealer on a fully disclosed basis are
eligible to operate pursuant to Rule
15¢3-1() (17 CFR 240.15¢3-1(f)), if
they maintain minimum net capital of
at least $100,000.

Since the alternative approach pro-
vides a carefully refined and structured
measurement of customer obligations, it
is appropriate to enhance the ability of
brokers or dealers to engage in market
making, block positioning and specializ-
ing in equity securities. To achieve this
objective, the alternative approach re-
duces the haircut on long positions in
equity securities to 15% of the market
value of such securities. Generally, the
rule exempts short positions in equity
securities from any haircut to the extent
such positions do not exceed 25% of the
broker's or dealer's long positions in
equity securities. However, the alterna-
tive approach requires a 30% haircut on
security positions in excess of the 25%
exclusion.

Because the alternative approach seeks
to measure the general financial integ-
rity of the broker or dealer, it is appro-
priate to adopt more stringent require-
ments to guard against brokers or dealers
overextending themselves by unduly
concentrating their assets in any one se-
curity position. Consequently, the alter-
native approach results in an additional
15% haircut on equity positions to the ex-
tent they exceed 109 of net capital be-
fore the application of haircuts, and
such undue concentration charges would
be imposed immediately rather than be
delayed for 11 business days as provided
in the basic rule. However, in the case of
security positions which result from the
broker's or dealer’s underwriting activ-
ity, the additional charge would be im-
posed after 11 business days.

FEDERAL REGISTER, VOL 40, NO, 137—WEDNESDAY, JULY

Under the alternative, specialists who
deal with the public and who are, there-
fore, subject to the rule may be exempted
from the undue concentration provisions
of the rule with respect to thelr specialty
securities upon appropriate application
to the Examining Authority for such
specialist if the Examining Authority
finds it in the public interest to do so.

Under the alternative, the halreut on
risk arbitrage transactions is the lesser
of the haircut provided for equity secur-
itles generally under Rule 15¢3-1 ()
(17 CFR 240.15¢3-1(f)) or 30% of the
greater of the long or short position in
the arbitrage transaction.

In addition, the alternative approach
precludes the withdrawal of equity capi-
tal if the broker's or dealer’s minimum
net capital is less than 7% of aggregate
Reserve Formula debits, and subordi-
nated capital may not be withdrawn if
the broker's or dealer’s minimum net
capital would be less than 6% of aggre-
gate Reserve Formula debits.

2, MODIFICATIONS TO RULE 15C3-3 (17
CFR 240.15C3-3

As mentioned earlier, the Commission
believes that the objectives of the alter-
native approach can only be achieved by
further strengthening the custodial re-
quirements and Reserve Formula safe-
guards developed for the protection of
customer assets established by Rule 15¢
3-3 (17 CFR 240.15¢3-3).

Thus, the alternative as adopted re-
quires aggregate deblt items in the Re-
serve Formula to be reduced by 3%
rather than the 1% reduction of certain
debit items which now exists, This reduc-
tion of debit {tems will thus provide, in
the event of a liquidation, an additional
cushion of secured debit items which will
be available to satisfy customers with
whom the broker or dealer effects trans-
actions, In addition, the alternative
would require that stock record differ-
ences and suspense account items be in-
cluded in the Reserve Formula after 7
business days.

Finally, the alternative has been re-
vised to provide that fails and any re-
lated receivables which arise as a result
of the failure of issuers to make timely
delivery of newly issued government se-
curities or money market Instruments to
the broker or dealer may be exeluded
from the Reserve Formula for 3 business
days.

3. DIVISION OF MARKET REGULATION INTER-
PRETATION OF ITEMS INCLUDABLE IN THE
RESERVE FORMULA

The alternative requirement is founded
upon the broker's or dealer's aggregate
Reserve Formula debits as determined by
Exhibit A to Rule 15¢3-3 (17 CFR 240.-
156¢3-3a), Therefore, the allocation
methods used to determine which  fail
contracts relate to proprietary accounts
as opposed to customer accounts and
which securities borrowed or loaned re-
late to proprietary or customer trans-
actions are particularly important since
they directly affect the level of aggre-
gate debits of a broker or dealer and,
consequently, determine the level of its
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minimum net capital requirement. The
Commission, therefore, has determined
to publish the following Interpretations
of the Division of Market Regulation re-
specting the various allocation ap-
proaches to be followed under Rule
15¢3-3 (17 CFR 240.15¢3-3) regardless
of whether the broker or dealer eclects
to operate under the alternative ap-
proach. :

a. Fails to Deliver vs, Fails lo Receive.
Falls to receive which are not allocable
to long positions in the proprietary or
other accounts of the broker or dealer
and falls to deliver which are not slloca-
ble to short positions in the proprietary
or other accounts of the broker or dealer
are customer related and should be in--
cluded in the computation of the Reserve
Formula,

b. Stock Loaned vs. Stock Borrowed.
Amounts representing stock borrowed
which are not allocable to short securi-
tles positions In customer accounts or
other items includable in the Reserve
Formula and amounts representing
stock loans which are not allocable to
long securities positions in customer ac-
counts or other items includable in the
Reserve Formula should be excluded
from the Reserve Formula.

¢. Principal Transactions with Custo-
mers. Where & dealer purchases securi-
tles as principal from his customer and
where such securities have not been re-
sold by the broker or dealer, the credit
balance due to the customer arising from
his sale of securities to the broker or
dealer may be excluded from the Reserve
Formula until the securities sold have
been dell by the customer,

d. Fails to Deliver vs. Securities in
Possession or Control in Excess of Segre-
gation Requirements, Where an amount
representing securities failed to deliver
is allocable to securities in the broker’s
or dealer’s physical possession and such
securities are In excess of the broker's
or dealer’s possession or control require-
ment, the fall to deliver amount should
be excluded from the Reserve Formula.

EfFECTIVE DATE—TRANSITIONAL
PROVISIONS

As noted earlier, the Commission has
determined to delay the effective date of
certain of the rule’s provisions In order
to enable broker-dealers and the var-
fous Examining Authorities to become
thoroughly familiar with the rule’s pro-
visions. The Commission also recognizes
that the transition to the new rule will
require broker-dealers to make signifi-
cant adjustments to their recordkeeping
systems in order to insure their ability to
effectively accumulate the data neces-
sary to compute net capital, aggregate
indebtedness, and the alternative net
capital requirement. In addition, the
various designated Examining Authori-
ties will be required to revise their report-
ing and surveillance systems in order to
properly monitor the financial condi-
tions of their members and thelr compli-
ance with the rule. Pinally, a substantial
educational effort will be required over

the next several months to Insure that
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broker-dealers and their operating per-
sonnel are thoroughly trained in the op-
eration of the rule.

Accordingly, the Commission has de-
termined that both the minimum net
capital requirements and the maximum
permissible net capital ratio at which a
broker-dealer may operate as set forth
in paragraph (a) of the rule shall become
effective on September 1, 1975. In addi-
tion, Appendix D of the rule regarding
satisfactory subordination agreements
will also become effective on September
1, 1975.

The effect of implementing these pro-
visions on September 1, 1975 wiil be to
establish minimum financial responsibil-
fty requirements for all brokers and
dealers. New minimum capital require-
ments for floor brokers, market makers
and broker-dealers who write or endorse
options otherwise than on & national se-
curities exchange will be effective on Sep-
tember 1, 1975. In addition, all broker~
dealers will be required to operate under
g uniform maximum ratio of aggregate
indebtedness to net capital of 15 to 1,
thereby making uniform the require-
ments presently applicable to broker-
dealers who are members of the NASD,
SECO, and the PBW with the net capital
ratio requirements applicable to all other
broker-dealers.

Further, the implementation of Appen-
dix D respecting satisfactory subordina-
tion agreements on September 1, 1975 will
insure that all broker-dealers will be
subject to a uniform provision respecting
the permanency of subordinated capital
and uniform subordinated debt retention
requirements,

Paragraph (g) of the rule would delay
until January 1, 1976 the requirement of
all brokers and dealers to compute net
capital, aggregate indebtedness and the
alternative net capital computation pur-
suant to the new rule, In this connection,
the Commission has required that all Ex-
amining Authorities submit to the Com-
mission no later than July 31, 19%5 a plan
setting forth the steps the Examining
Authority will be required to take (in-
cluding but not limited to modifications
of reporting and surveillance require-
ments and the education of both exam-
fners and broker-dealers) In order to
provide for an orderly transition to all
provisions of the rule by January 1, 1876.

STATUTORY AUTHORITY AND COMPETITIVE
CONSIDERATIONS

These amendments to 17 CFR 240.-
15¢3-1 and the adoption of 17 CFR 240.-
15¢3-1a-d are adopted pursuant to the
Securities Exchange Act of 1934 (the
“Act™”) particularly sections 10(b), 156(¢)
(3), 17(n) and 23(n) thereof, effective
September 1, 1975. As previously noted,
adoption of a uniform net capital rule
has been under consideration by the
Commission since 1972; adoption of a
uniform net capital rule was one of the
recommendations of the Commission’s
Study of Unsafe and Unsound Practices
of Brokers and Dealers (Report and Rec-
ommendations of the Securities and Ex-
change Commission, December 19872,
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House Document No, 92-231 at p. 5) pre-
pared pursuant to section 11(h) of the
Securities Investor Protection Act of 1870.
The Securities Act Amendments of 1975
(Pub. L. 94-29) amended section 15(c)
(3) of the Act to require promulgation
of minimum financial responsibility re-
quirements for all brokers and dealers
by September 1, 1975,

The rule as adopted will have an im-
pact on competition. In some Instances
the minimum amounts of net capital are
the same as amounts heretofore required
under Rule 15¢3-1 (17 CFR 240.15¢3-1)
and under applicable exchange rules;
however, the method of caloulating net
capital and aggregate indebtedness has
been altered and, as noted, the per-
missible ratio of aggregate indebtedness
to net capital has been lowered from 20:1
to 15:1 for brokers and dealers who do
not (or cannot) elect the alternative
capital requirement. The uniform net
capital rule may, consequently, increase
the amount of capital required for brok-
ers or dealers or for prospective brokers
or dealers, thereby raising entry levels
for participation in the securities indus-
try; in addition, the changes in the cal-
culations of the net capital ratio may
reduce the amount of business which
some brokers or dealers will be permitted
to engage in with a given amount of capi-
tal. Finally, in certain lines of business,
brokers and dealers compete with other
types of financial institutions which are
separately regulated and may not be sub-
Ject to equivalent financial requirements,

The Commission has determined, how-
ever, that any burden on competition im-
posed by the uniform net capital rule is
necessary and appropriate in further-
ance of the purposes of the Act and that
the rule is necessary and appropriate to
implement the provisions of the Act, and
in particular section 15(c) (3) thereof, to
provide safeguards with respect to the
financial responsibility and related prac-
tices of brokers or dealers; to eliminate
illiquid and impermanent capital; and to
assure investors that their funds and
securities are protected against financial
instability and operational weaknesses of
brokers or dealers.

In 17 CFR Chapter II, §§ 240.15¢3-1,
240.1503-1a, 240.15¢3-1b, 240.15c3-1c,
and 240.15¢3-1d are revised to read as
follows:

§ 240.15¢3-1 Net eapital requirement
for bmkmonlnﬁ-irs. i

(a) No broker or dealer shall permit his
aggregate indebtedness. to all other per-
sons to exceed 1500 percentum of his net
capital, except as otherwise limited by
the provisions of subparagraph (a) (1),
or, in the case of a broker or dealer elect-
ing to operate pursuant to paragraph )
of this section, no broker or dealer shall
permit his net capital to be less than 4
percent of aggregate debit items as com-
puted in accordance with § 240.15c3-3n
of this Chapter, except as otherwise
limited by paragraph () of this section,
and every broker or dealer shall have the
net capital necessary to comply with the

following conditions, except as otherwise
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provided for in paragraph (f) of this
section.

(1) Brokers or Dealers Engaging in a
General Securities Business. No broker or
dealer, except one who operates under
paragraph (f) of this section, shall per-
mit his aggregate indebtedness to all
other persons to exceed 800 percentum
of his net capital for 12 months after
commencing business as a broker or
dealer and, except as otherwise provided
for in paragraph (a) or paragraph (1)
of this section, the broker or dealer shall
at all times have and maintain net capi-
tal of not less than $25,000 or $25,000
plus the sum of each broker or dealer
subsidiary’s minimum net capital re-
quirement which is consolidated pursu-
;m)t to Appendix (C) (17 CFR 240.15¢c3-

e).

(2) Brokers Who Do Not Generally
Carry Customers' Accounts. Notwith-
standing the provisions of subparagraph
(a) (1) hereof, a broker or dealer shall
have and maintain net capital of not less
than $5,000 if he does not hold funds or
securities for, or owe money or securities
to, customers and does not carry ac-
counts of, or for, customers, except as
provided for in subdivision (v) below, and
he conducts his business in accordance
with one or more of the following con-
ditions and does not engage in any other
securities activities;

(1) He introduces and forwards as a
broker all transactions and accounts of
customers to another broker or dealer
who carries such accounts on a fully dis-
closed basis and (the introducing broker
or dealer) promptly forwards all of the
funds and securities of customers re-
ceived in connection with his activities as
A broker;

(i) He participates, as broker or
dealer, in underwritings on a “best ef-
forts” or “all or none" basis in accord-
ance with the provisions of 17 CFR
240.15¢2-4(b) (2) and he promptly for-
wards to an independent escrow agent
customers' checks, drafts, notes or other
evidences of indebtedness received In
connection therewith which shall be
made payable to such escrow agent;

(iil) He promptly forwards, as broker
or dealer, subscriptions for securities to
the Issuer, underwriter, sponsor or other
distributor of such securities and receives
checks, drafts, notes or other evidences
of indebtedness payable solely to the is-
suer, underwriter, sponsor or other dis-
tributor who dellvers the securities pur-
chased directly to the subscriber;

(iv) He effects an occasional transac-
tion in securities for his own investment
account with or through another reg-
istered broker or dealer;

(y) He acts as broker or dealer with
respect to the-purchase, sale and re-
demption of redeemable shares of reg-
istered investment companies or of inter-
ests or participations in insurance com-
pany separate accounts, whether or not
registered as an Investment company,
and he promptly transmits all funds and
delivers all securities received in connec~
tion with such activities;

(vl) He Introduces and forwards all
customer and all principal transactions
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with customers to another broker or
dealer who carries such accounts on a
fully disclosed basis and promptly for-
wards all funds and securities received
in connection with his activities as a
broker or dealer and does not otherwise
hold funds or securities for or owe money
or securities to, customers and does not
otherwise carry proprietary (except as
provided in subdivision (a)(2)(iv)
above) or customer accounts and his
activities as dealer are limited to holding
firm orders of customers and In connec-
tion therewith: (A) in the case of a buy
order, prior to executing such customers’
order, purchases as principal the same
number of shares or purchases shares to

accumulate the number of shares neces- -

sary to complete the order which shall
be cleared through another broker or
dealer or (B) in the case of a sell order,
prior to executing such customers' order,
sells as principal the same number of
shares or a portion thereof which shall be
cleared through another broker or
dealer; or

(vil) He effects, but does not clear,
transactions in securities as a broker on
a registered national securities exchange
for the account of another member of
such exchange.

(3) Brokers or Dealers Engaged Solely
in the Sale of Redeemable Shares of Reg-
istered Investment Companies and Cer-
tain Other Share Accounis. Net capital
of not less than $2,500 shall be main-
tained by a broker or dealer who engages
in no other securities activities except
those prescribed in this subparagraph
and who meets all of the following con-
ditions: :

(i) His dealer transactions are limited
to the purchase, sale and redemption of
redeemable shares of registered invest-
ment companies or of interests or par-
ticipations in an insurance company sep-
arate account, except that he may also
effect an occasional transaction in other
securities for his own investment account
with or through another registered
broker or dealer;

(il) His transactions as broker are lim-
fted to: (A) the sale and redemption of
redeemable shares of registered invest-
ment companles or of interests or par-
ticipations in an insurance company sep-
arate account whether or not registered
as an investment company; (B) the so-
licitation of share accounts for savings
and loan assoclations insured by an in-
strumentality of the United States: and,
(C) the sale of securities for the account
of a customer to obtain funds for im-
mediate reinvestment in redeemable se-
curities of registered investment com-
panies; and

(iiiY He promptly transmits all funds
and delivers all securities received in
connection with his activities as a broker
or dealer, and does not otherwise hold
funds or securities for, or owe money or
securities to, customenrs.

(4) Certain Additional Capital Re-

quirements for Market Makers. Notwith-
standing the provisions of phs
(a) (1), (2) and (3), a broker or dealer
engaged in activities as a market maker
as defined in subparagraph (¢) (8) of this

section shall maintain net capital in an
amount not less than $2,500 for each se-
curity in which he makes a market (un-
less a security In which he makes a mar-
ket has a market value of $5 or less in
which event the amount of net capital
shall be not less than $500 for each such
security) based on the average number
of such markets made by such broker or
dealer during the 30 days immediately
preceding the computation date, except
that under no circumstances shall he
have net capital less than that required
by subparagraph (a) (1), or be required
to maintain net capital of ‘more than
$100,000 unless otherwise required by the
provisions of paragraphs (a) or (f) of
this section. «

(5) Certain Additional Capital Re-
‘quirements for Brokers or Dealers En-
pgaged in the Sale of Options. Notwith-
standing the provisions of subparagraphs
(a) (1)~(4), a broker or dealer who en-
dorses or writes options, Including but
not limited to puts, calls, straddles,
strips, or straps otherwise than on & reg-
istered national securities exchange or a
facility of a registered national securi-
ties association shall have net capital of
not less than $50,000.

(b) Exemptions:

(1) The provisions of this section shall
not apply to any specialist who does not
transact a business in securities with
other than members, brokers or dealers
and who is in good standing and subject
to the capital requirements of the Amer-
ican Stock Exchange (if he is not also
a clearing member of the Options Clear-
ing Corporation), the Boston Stock Ex-
change, the Midwest Stock'Exchange, the
New York Stock Exchange, the Paciflc
Stock Exchange, the PBW Stock Ex-
change (if he is not also a clearing mem-
ber of the Options Clearing Corpora-
tion), or the Chicago Board Optlons Ex-
change (if he is not also a clearing mem-
ber of the Options Clearing Corporation’
provided that this exclusion as to a par-
ticular specialist of any exchange or as
to the exchange itself may be suspended
or withdrawn by the Commission at any
time, upon ten (10) days written notice
to such exchange or specialist, if it ap-
pears to the Commission that such ac-
tion is necessary or appropriate in the
public Interest or for the protection of
investors.

(2) The Commission may, upon writ-
ten application, exempt from the pro-
visions of this section, either uncondi-
tionally or on specified terms and con-
ditions, any broker or dealer who satis-
fies the Commission that, because of the
special nature of its business, its finan-
cial position, and the safeguards it has
established for the protection of cus-
tomers' funds and securities, it is not
necessary In the public interest or for
the protection of investors to subject the
particular broker or dealer to the pro-
visions of this section.

(¢) Definitions, For the purpose of
this section:

AGGREGATE INDEBTEDNESS

(1) The term “agegregate indebted-
ness" shall be deemed to mean the total

16, 1975




money labilities of a broker or dealer
arising in connection with any transac-
tion whatsoever and includes, among
other things, money borrowed, money
payable against securities loaned and
securities “failed to receive,” the mar-
ket value of securities borrowed to the
extent to which no equivalent value is
pald or credited (other than the market
value of margin securities borrowed from
customers in accordance with the pro-
visions of 17 CFR 240.15¢3-3 and margin
securitlies borrowed from non-custom-
ers), customers’ and non-customers
free credit balances, credit balances in
customers' and non-customers’ accounts
having short positions in securities, equi-
ties in customers’ and non-customers’
future commodities accounts and credit
balances in customers' and non-custom-
ers’ commodities accounts, but exclud-
ing:

EXCLUSIONS FROM AGGREGATE INDEBTEDNESS

1) Indebtedness adequately collater-
alized by securities which are carried
long by the broker or dealer and which
have not been sold or by securities which
collateralize a secured demand note pur-
suant to Appendix (D) (17 CFR 240.15¢
3-1d) to this section or indebtedness
adequately collateralized by spot com-
modities which are carried long by the
broker or dealer and which have not
been sold;

(1)) Amounts payable against securi-
ties loaned, which securities are carried
long by the broker or dealer and which
have not been sold or which securities
collateralize a secured demand note pur-
suant to Appendix (D) (17 CFR 240.15¢

(i) Amounts payable against securi-
ties failed to receive which securities are
carried long by the broker or dealer and
which have not been sold or which secu-
rities collateralize a secured demand note
pursuant to Appendix (D) (17 CFR 240.-
15¢3-1d) or amounts payable against
securities failed to receive for which the
broker or dealer also has a receivable
related to securities of the same issue
and quantity thereof which are either
fails to deliver or securities borrowed by
the broker or dealer;

(iv) Credit balances in accounts rep-
resenting amounts payable for securities
or money market instruments not yet
received from the sissuer or its agent
which securities are specified In subdivi-
slon (¢) (2) (vD) (E) and which amounts
are outstanding in such accounts not
more than three (3) business days;

(v) Equities in customers’ and non-
customers’ accounts segregated in ac-
cordance with the provisions of the Com-
modity Exchange Act and the rules and
regulations thereunder;

(vi) Liability reserves established and
maintained for refunds of charges re-
quired by Section 27(d) of the Invest-
ment Company Act of 1940, but only to
the extent of amounts on deposit in a
segregated trust account in accordance
with 17 CFR 270.27d-1 under the In-
vestment Company Act of 1040;

(vil) Amounts payable to the extent
funds and qualified securities are re-

quired to be on deposit and are deposited
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in a “Speclal Reserve Bank Account for
the Exclusive Benefit of Customers"” pur-
suant to 17 CFR 240.15¢3-3 under the
Securities Exchange Act of 1934;

(viil) Fixed labilities adequately se-
cured by assets acquired for use in the
ordinary course of the trade or business
of a broker or dealer but no other fixed
liabilities secured by assets of the broker
or dealer shall be so excluded unless the
sole recourse of the creditor for nonpay-
ment of such liability is to such asset;

(ix) Liabilities on open contracfual
commitments;

(x) Indebtedness subordinated to the
claims of creditors pursuant to a satis-
factory subordination agreement, as de-
n‘xlled in Appendix (D) (17 CFR 240.15¢3-
1d) ;

(xi) Liabilities which are effectively
subordinated to the claims of creditors
(but which are not subject to a satis-
factory subordination agreement as de-
fined in Appendix (D) (17 CFR 240.15¢3-
1d)) by non-customers of the broker or
dealer prior to such subordination, ex-
cepl such subordinations by customers
as may be approved by the Examining
Authority for such broker or dealer;

(xiD) Credit balances in accounts of
general partners; and

(xitD) Deferred tax liabilities,

NeT CAPITAL

(2) The term “net capital” shall be
deemed to mean the net worth of a
broker or dealer, adjusted by:

ADJUSTMENTS TO NET WORTH RELATED TO
UNREALIZED PROFIT OR LOSS AND DE-
FERRED TAX PROVISIONS

() (A) Adding unrealized profits (or
deducting unrealized losses) in the ac-
counts of the broker or dealer;

(B) (1) In determining net worth, all
long and all short positions in listed op-
tions shall be marked to their market
value and all long and a1l short securities
and commodities positions shall be
marked to their market value,

(2) In determining net worth, the
value attributed to any unlisted option
shall be the difference between the op-
tion's exercise value and the market
value of the underlying security. In the
case of an unlisted call, if the market
value of the underlying security is less
than the exercise value of such call it
shall be given no value and in the case of
an unlisted put if the market value of the
underlying security is more than the ex-
ercise value of the unlisted put it shall
be given no value.

(C) Adding to net worth the lesser of
any deferred Income tax Hability related
to the items In (1), (2), and (3) below,
or the sum of (1), (2) and (3) below;

(1) The aggregate amount resulting
from applying to the amount of the de-
ductions computed In accordance with
subparagraph (¢) (2)(vl) and Appen-
dices (A) and (B) (17 CFR 240.15¢3-1a)
and (17 CFR 240,15¢3-1b) or, where ap-
propriate, paragraph (f) of this sec-
tion, the appropriate Federal and state
tax rate(s) applicable to any unrealized
galn on the asset on which the deduction

was computed;
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(2) Any deferred tax lability related
to income accrued which is directly re-
lated to an asset otherwise deducted
pursuant to this section;

(3) Any deferred tax linbility related
to unrealized appreciation in value of
any asset(s) which has been otherwise
deducted from net worth in accordance
with the provisions of this section; and,

(D) Adding, in the case of future in-
come tax benefits arlsing as a result of
unrealized losses, the amount of such
benefits not to exceed the amount of in-
come tax liabilities accrued on the books
and records of the broker or dealer, but
only to the extent such benefits could
have been applied ta reduce accrued tax
liabilitles on the date of the capital
computation, had the related unrealized
losses been realized on that date,

(i) Subordinated Liabilities. Exclud-
ing liabilities of the broker or dealer
which are subordinated to the claims of
creditors pursuant to a satisfactory sub-
ordination agreement, as defined in Ap-
pendix (D) (17 CFR 240.15c3-1d).

(iii) Sole Proprietors. Deducting, in
the case of a broker or dealer who Is a
sole proprietor, the excess of llabilities
which bhave not been incurred in the
course of business as a broker or dealer
over assets not used in the business.

(iv) Assets Not Readily Convertible
Into Cash, Deducting fixed assets and
assets which cannot be readily converted
into cash (less any indebtedness ex-
cluded in accordance with subdivision
(e) (1) (viiD) of this section) including,
among other things:

(A) Fized Assets and Prepaid Items.
Real estale; furniture and fixtures; ex-
change memberships; prepald rent, in-
surance and other expenses; goodwill,
organization expenses;

(B) Certain Unsecured and Partly Se-
cured Receivables, All unsecured ad-
vances and loans; deficits in customers’
and non-customers' unsecured and partly
secured notes; defleits in customers' and
non-customers’ unsecured and partly
secured accounts after application of
calls for margin, marks to the market or
other required deposits which are out-
standing 5 business days or less, except
deflcits In cash accounts as defined in
12 CFR 220.4(¢c) of Regulation T under
the Securities Exchange Act of 1934 for
which not.more than one extension re-
specting a specified securities transac-
tion has been requested and granted,
and deducting for securities carried in
any of such accounts the percentages
specified in subparagraphs (¢) (2) (vi) or
(f) of this section or Appendix (A) (17
CFR 240.15¢3-1a); recelvables arising
out of free shipments of securities (other
than mutual fund redemptions) in ex-
cess of $5,000 per shipment and all free
shipments (including mutual fund re-
demptions) outstanding more than 7
business days; any collateral deficiencies
in secured demand notes as defined in
Appendix (D) (17 CFR 240.15¢3-1d) ;

(C) Certain Receivables. Interest re-
celvable, floor brokerage receivable, com-
missions recelyable from other brokers
or dealers (other than syndicate profits

16, 1975




29802

which shall be treated as required In
subdivision (¢) (2) (iv) (E) below), mu-
tual fund concessions receivable and
management fees receivable from regis-
tered investment companies, all of which
receivables are outstanding longer than
thirty (30) days from the date they
arise; dividends receivable outstanding
longer than thirty (30) days from the
payable date; and good faith deposits
arising in connection with an under-
writing, outstanding longer than eleven
(11) business days from the settlement
of the underwriting with the issuer;

(D) Insurance Claims. Insurance
claims which, after seven (7) business
days from the date the loss giving rise to
the claim is discovered, are not covered
by an opinion of outside counsel that the
claim is valid and is covered by insurance
policies presently In effect; insurance
claims which after twenty (20) business
days from the date the loss giving rise to
the claim is discovered and which are
accompanied by an opinion of outside
counsel described above, have not been
acknowledged in writing by the insurance
carrier as due and payable; and insur-
ance claims acknowledged in writing by
the carrier as due and payable cutstand-
ing longer than twenty (20) business
days from the date they are so acknowl-
edged by the carrier; and,

(E) Other Deductions. All other un-
secured receivables; all assets doubtful
of collection less any reserves estab-
lished therefor; and, the funds on deposit
in a “segregated trust account” in ac-
cordance with 17 CFR 270.27d-1 under
the Investment Company Act of 1840,
but only to the extent that the amounts
on deposit in such segregated trust ac-
count exceeds the amount of lability
reserves established and maintained for
refunds of charges required by Sections
27(d) and 27(f) of the Investment Com-
pany Act of 1940; Provided, that any
amount deposited in the “Special Re-
serve Bank Account for the Exclusive
Benefit of Customers™ established pur-
suant to 17 CFR 240.15¢3-3 and clearing
deposits shall not be 50 deducted.

(v) Securities Differences. Deducting
the market value of all short securities
differences (which shall include secu-
rities positions refiected on the securities
record which are not susceptible to either
count or confirmation) unresolved for
seven (7) business days after discovery
and the market value of any long secu-
rity differences, where such securities
have been sold by the broker or dealer
before they are adequately resolved, less
any reserves established therefor;

(vl) Securities Halrcuts. Deducting the
percentages specified in subdivisions
(A)-(M) below (or the deductions pre-
seribed for securities positions set forth
in Appendix (A) (17 CFR 240.156¢3-1a)
or, where appropriate, paragraph (f) of
this section) of the market value of all
securities, money market instruments
or options In the proprictary or other
accounts of the broker or dealer.

(A) Government Securities. In the
case of a security issued or guaranteed
as to principal or interest by the United
States or any agency thereof, the ap-
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plicable percentages of the market value
of the net long or short position in each
of the categories specified below are:

(1) Less than 1 year to maturity—0
percent;

(2) 1 year but less than 3 years to
maturity—1 percent;

(3) 3 years but less than 5 years to
maturity—2 percent;

(4d) 5 years or more to maturity—3
percent.

(B) Municipals. In the case of any
municipal security, as defined in Section
3(a) (29) of the Securities Exchange Act
of 1934, which is not traded flat or in
default as to principal or interest, the
applicable percentages of the market
value on the greater of the long or short
position in each of the categories speci-
fied below are:

(1) Less than 1 year to maturity—1
percent

(2) 1 year but less than 2 years to
maturity—2 percent;

(3) 2 years but less than 5 years to
maturity—3 percent;

(4) 5 years or more to maturity—5
percent.

(C) Canadian Debt Obligations. In the
case of any security issued or uncondi-
tionally guaranteed as to principal and
interest by the Government of Canada,
the percentages of market value to be
deducted shall be the same as In (A)
above.

(D) Certain Municipal Bond Trusis
and Liquid Asset Funds. In the case of
securities of an investment company reg-
istered under the Investment Company
Act of 1940, which assets are in the form
of cash or securities or money market
instruments which are described in sub-
divislons (A)~(C) above or (E) below,
the deduction shall be 5 percent of the
market value of the greater of the long
or short position,

(E) Commercial Paper, Bankers Ac-
ceptances and Certificates of Deposit, In
the case of any short-term promissory
note or evidence of indebtedness which
has a fixed rate of Interest or is sold at &
discount, and which has a maturity date
at date of issunance not exceeding nine
months exclusive of days of grace, or
any renewal thereof, the maturity of
which is likewise limited and is rated in
one of the three highest categories by
at least two of the nationally recognized
statistical rating organizations, or In
the case of any negotiable certificate of
deposit or bankers acceptance or similar
type of instrument issued or.guaranteed
by any bank as defined in section 3(a) (8)
of the Securities Exchange Act of 1934,
the applicable percentages of the market
value of the greater of the long or short
position in each of the categories speci-
fied below are:

(1) Less than 30 days to maturity—0
percent;

(2) 30 days but less than 91 days to
maturity—1s of 1 percent;

(3) 91 days but less than 181 days to
maturity—34 of 1 percent;

(4) 181 days but less thnn 271 days to
maturity—3 of 1 percent;

(5) 271 days but less than 1 yvear to
maturity—' of 1 percent; and

FEDERAL REGISTER, VOL. 40, NO. 137—WEDNESDAY, JULY

(6) With respect to any negotinble
certificate of deposit or bankers accept-
ance or similar type of instrument issued
or guaranteed by any bank, as defined
above, having 1 year or more to maturity,
the deduction shall be on the greater of
the long or short position and shall be
the same percentage as that prescribed
in subdivision (¢) (2) (vi) (A) above.

(F) Nonconvertible Debt Securities. In
the case of nonconvertible debt securi-
ties having a fixed interest rate and fixed
maturity date and which are not traded
flat or in default as to principal or in-
terest and which are rated in one of the
four highest rating categories by at
least two of the nationally recognized
statistical rating organizations, the ap-
plicable percentages of the market value
on the greater of the long or short po-
sition in each of the categories specified
below are:

(1) Less than one year to maturity—
1 percent;

(2) One year but less than two years
to maturity—2 percent;

(3) Two years but less than three
years to maturity—3 percent;

(4) Three years but less than four
years to maturity—4 percent;

{5) Four years but less than five years
to maturity—5 percent; and

(6) Five years or more to mammy--
7 percent.

(G) Converlible Debt Securities. In
the case of a debt security not in default
which has a fixed rate of interest and
a fixed maturity date and which is con-
vertible into an equity security, the de-
ductions shall be as follows: If the mar-
ket value is 100 percent or more of the
principal amount, the deduction shall be
determined as specified in subdivision
(J) below; if the market value is less
than the pringcipal amount, the deduc-
tion shall be determined as specified in
subdivision (F) above if such securities
are rated as required by subdivision (F)
above.

(H) Preferred Stock, In the case of
cumulative, nonconvertible preferred
stock ranking prior to all other classes of
stock of the same issuer, which are not in
arrears as to dividends, the deduction
shall be 20 percent of the market value
of the greater of the long or short posi-
tion;

(I) Risk Arbitrage Positions. In the
case of each risk arbitrage transaotion,
the deduction shall be 30 percent (or such
other percentage as required by this sub-
division) on thelong or equivalent short
position, whichever has the greater mar-
ket value, For the purposes of this sub-
division (), & “risk arbitrage transac-
tion'" shall mean the sale (either when
issued, when distributed or short) of
securities involved in a pending merger,
consolidation, transfer of assets, ex-
change offer, recapitalization or other
similar transaction which has been pub-
licly announced and has not been termi-
nated, in connection with a previous or
approximately simultaneous offsetting
purchase of other securities which upon
consummation of the transaction will re-
sult in the equivalent of the securities
sold.
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(J) All Other Securities. In the case of
all securities, except those described in
Appendix (A) (17 CFR 240.15¢3-1a) and,
where appropriate, paragraph (f) of this
section, which are not included in any
of the percentage categories enumerated
in subdivisions (A)-(I) above or (K) (il)
below, the deduction shall be 30 percent
of the market value of the greater of the
long or short position and to the exient
the market value of the lesser of the long
or short position exceeds 25 percent of
the market value of the greater of the
long or short position, there shall be a
percentage deduction on such excess
equal to 15 percent of the market value
of such excess. Provided, that no deduc-
tion need be made in the case of (1) a
security which is convertible into or ex-
changeable for other securities within a
period of 90 days, subject to no condi-
tions other than the payment of money,
and the other securities into which such
security is convertible or for which it is
exchangeable, are short in the accounts
of such broker or dealer or (2) a secu-
rity which has been called for redemp-
tion and which is redeemable within
90 days.

(K) Securities with a Limited Market.
In the case of securities (other than ex-
empted securities, nonconvertible debt
securities, and cumulative nonconvertible
preferred stock) which are not: (1)
traded on a national securities exchange;
(2) designated as “OTC Margin Stock™
pursuant to Regulation T under the Se-
curities-Exchange Act of 1934; (3) quoted
on “NASDAQ"; or (4) redeemsable shares
of investment companies registered un-
der the Investment Company Act of 1940,
the deduction shall be as follows:

(i) In the case where there are regular
quotations in an inter-dealer quotations
system for the securities by three or more
independent market-makers (exclusive

of the computing broker or dealer) and,

where each such quotation represents a
bona fide offer to brokers or dealers to
both buy and sell in reasonable quanti-
ties at stated prices, or where a ready
market as defined in subdivision #¢) (11)
(1) is deemed to exist, the deduction shall
be determined in accordance with sub-
division (J) above:

(i{) in the caseé where there are regu-
lar guotations in an inter-dealer quota-
tions system for the securities by only
one or two independent market-makers
(exclusive of the computing broker or
dealer) and where each such quotation
represents & bona fide offer to brokers or
dealers both to buy and sell in reasonable
quantities, at stated prices, the deduc-
tion on both the long and short position
shall be 40 percent.

(L) Where a broker or dealer demon-
strates that there is sufficlent lquidity
for any securities long or short in the
proprietary or other accounts of the
broker or dealer which are subject to &
deduction required by subdivision (K)
above, such deduction, upon a proper
showing to the Examining Authority for
the broker or dealer, may be appropri-
ately decreased, but in no case shall such
deduction be less than that prescribed
in subdivision-(J) above.
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(M) Undue Concentration. In the case
of money market instruments or securi-
ties of a single class or series of an is-
surer, including any option written,
endorsed or held to purchase or sell se-
curities of such a single class or series
of an insurer (other than “exempted
securities”), which are long or short in
the proprietary or other accounts of a
broker or dealer, including securities
which are collateral to secured demand
notes defined in Appendix (D) (17 CFR
240.15¢3-1d), for more than 11 business
days and which have & market value
of more than 10 percent of the “net cap-
ital” of a broker or dealer before the ap-
plication of subparagraph (e)(2) (vl) or
Appendix (A) (17 CFR 240.15¢3-1a),
there shall be an additional deduction
from net worth and/or the Collateral
Value for securities collateralizing a se-
cured demand note defined in Appendix
(D) (17 CFR 240.15¢3-1d), equal to 50
percent of the percentage deduction
otherwise provided by this subparagraph
(e) (2) (vi) or Appendix (A) (17 CFR
240.15¢3-1a), on that portion of the se-
curities position in excess of 10% of the
“net capital” of the broker or dealer be-
fore the application of subparagraph (¢)
(2) (vi) and Appendix (A) (17 CFR 240.-
15¢3-1a) . This provision shall apply not-
withstanding any long or short position
exemption provided for In subdivision
(I) or (J) of this subparagraph (except
for long or short position exemptions
arising out of the first proviso to sub-
division (¢) (2) (v (X)) and the deduc-
tion on any such exempted position shall
be 15% of that portion of the securities
position in excess of 10% of net capital
before the application of subparagraph
(¢) (2) (vl) and Appendix (A) (17 CFR
240.15¢3-1a) . Provided, that such addi-
tional deduction shall be applied In the
case of equity securities only on the mar-
ket value in excess of $10,000 or the mar-
ket value of 500 shares, whichever is
greater, or $25,000 in the case of a debt
security. Provided, further, that any spe-
cialist which Is subject to a deduction
required by this subdivison (M), respect-
ing his specialty stock, who can demon-
strate to-the satisfaction of the Exam-
ining Authority for such broker or deal-
er that there is sufficient liquidity for
such specialists’ specialty stock and that
such deduction need not be applied in the
public interest for the protection of in-
vestors, may upon a proper showing to
such Examining Authority have such
undue concentration deduction appropri-
ately decreased, but in no case shall the
deduction prescribed in subdivision (J)
above be reduced. Each such Examining
Authority shall make and preserve for a
period of not less than 3 years a record
of each application granted pursuant to
this subdivision, which shall contain a
summary of the justification for the
granting of the application.

(vil) Non-Marketable Securities, De-
ducting 100 percent of the carrying value
in the case of securities in the proprietary
or other accounts of the broker or dealer,
for which there {5 no ready market, as

defined in subparagraph (c)(11), and
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securities, in the proprietary or other
accounts of the broker or dealer, which
cannot be publicly offered or sold because
of statutory, regulatory or contractual
arrangements or other restrictions.

(viii) Open Contractual Commit-
ments. Deducting, in the case of a broker
or dealer who has open contractual com-
mitments (other than those option posi-
tions subject to Appendix (A) (17 CFR
240.15¢3-1a)) the respective deductions
as specified in subdivision (¢)(2) (vi) of
this paragraph or Appendix (B) (17 CFR
240.15¢3~1b) from the value (which shall
be the market value whenever there is
a market) of each net long and each
net short position contemplated by any
open contractual commitment in the
proprietary or other accounts of the
broker or dealer. In the case of a broker
or dealer electing to operate pursuant to
paragraph (f) of this section, the per-
centage deduction for contractual com-
mitments in those securities which are
treated in subdivision (1) (3) (i) shall be
309%. Provided, that the deduction with
respect to any single commitment shall
be reduced by the unrealized profit, in an
amount not greater than the deduction
provided for by this section (or increased
by the unrealized loss), in such commit-
ment, and that in no event shall an un-
realized profit on any closed transactions
operate to increase net capital.

(ix) Aged Fails to Deliver, Deducting
from the contract value of each failed to
deliver contract which is outstanding 11
business days or longer the percentages
of the market value of the underlying
security which would be required by ap-
plication of the deduction required by
subparagraph (¢)(2) (vi) or, where ap~
propriate, paragraph (f) of this section.
Provided, that such deduction shall be
increased by any excess of the contract
price of the fail to deliver over the mar-
ket value of the underlying security or
reduced by any excess of the market
value of the underlying security over the
contract value of the fail but not to ex-
ceed the amount of such deduction. Pro-
vided, .however, that until January 1,
1977, the deduction provided for herein
shall be applied only to those fall to de-
liver contracts which are outstanding 15
business days or longer,

(x) Brokers or Dealers Carrying Ac-
counts of Option Specialists. With respect
to any transactions in options listed on
a registered national securities exchange
or facility of a registered national secu-
ritles association for which a broker or
dealer acts as a guarantor, endorser, or
carrying broker or dealer for options
purchased or written by a specialist not
subject to the provisions of this section,
such broker or dealer shall adjust {ts net
capital by deducting, for each class of
option contracts in which such specialist
{s & market-maker, an amount equal to
130 percent of the market value of each
option contract in a short position. Pro-
vided, however, in the case of long and
short positions in option contracts for
the same underlying security the deduc-
tion shall be the greater of (A) 30 per-

cent of the market value of such long
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positions or (B) 130 percent of the mar-
ket value of the short positions less 70
percent of the market value of the long
positions, less the amount of any equity
as defined in paragraph (c) (13) In such
specialist’s account. Provided, that in no
event shall this provision result in in-
creasing the net capital of such guaran-
tor, endorser, or carrying broker or
dealer.

(x1) Registered Traders in Options.
With respect to any broker or dealer
who acts as a guarantor, endorser, or
carrying broker or dealer for any reg-
istered trader who does not transact a
business in securities with other than
members, brokers, or dealers and who is
subject to the provisions of this section,
who has continuing market responsibili-
ties for transactions in options listed on
8 registered natlonal securities exchange
or facility of a registered national securi-
ties assoclation, deducting, for all op-
tions listed on the exchange or facility
on which he has pursuant to the rules of
that exchange or facility continuing
market responsibilities, 130 percent of
the market value of each option contract
in a short position. Provided, however,
in the case of long and short pasitions in
option contracts for the same underlying
security, the deduction shall be the
greater of (A) 30 percent of the market
value of such long positions or (B) 130
percent of the market value of short
positions less 70 percent of the market
value of long positions, less the amount
of any equity as defined in subparagraph
(¢) (13) In such registered traders ac-
count, Provided, further, that in no event
shall this provision result in increasing
the net capital of such guarantor, en-
dorser, or carrying broker or dealer.

(x{1) Deduction From Net Worth jor
Certain Undermargined Accounts, De-
ducting the amount of cash required in
each customer's or non-customer's ac-
count to meet the majntenance margin
requirements of the Examining Authority
for the broker or dealer, after applica~-
tion of calls for margin, marks to the
market or other required deposits which
are outstanding 5 business days or less.

(xii{) Deduction From Net Worth for
Indebtedness Collateralized by Exempled
Securities. Deducting, at the option of
the broker or dealer, in lieu of including
such amounts in aggregate indebtedness,
4 percent of the amount of any indebted-
ness secured by exempted securities not
carried long in the proprietary or other
accounts of the broker or dealer or
representing exempted securities failed
to deliver. ’

EXxeMprEDd SECURITIES

(3) The term “exempted securities”
shall mean those securities deemed ex-
empted securities by section 3(a) (12) of
the Securities Exchange Act of 1934 and
rules thereunder.

CoNTRACTUAL COMMITMENTS

(4) The term “contractual commit-
ments” shall include underwriting, when
issued, when distributed and delayed
dellvery contracts, the writing or en-

dorsement of puts and calls and combi-
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nations thereof, commitments in foreign
currencies, and spot (cash) commodities
contracts, but shall not include uncleared
regular way purchases and sales of
securities and contracts in commodities
futures. A series of contracts of purchase
or sale of the same security conditioned,
if at all, only upon issuance may be
treated as an individual commitment.

ADEQUATELY SECURED

(5) Indebtedness shall be decmed to
be adequately secured within the mean-
ing of this section when the excess of
the market value of the collateral over
the amount of the indebtedness is suffi-
clent to make the loan acceptable as a
fully secured loan to banks regularly
making secured loans to brokers or
dealers.

CUSTOMER

(6) The term “customer” shall mean
any person from whom, or on whose
behalf, a broker or dealer has received,
acquired or holds funds or securities for
the account of such person, but shall not
include a broker or dealer, or a general,
special or limited partner or director or
officer of the broker or dealer, or any
person to the extent that such person
has a claim for property or funds which
by contract, agreement or understand-
ing, or by operation of law, is part of
the capital of the broker or dealer or is
subordinated to the claims of creditors
of the broker or dealer. Provided, how-
ever, that the term “customer” shall also
include a broker or dealer, but only inso-
far as such broker or dealer maintains
a special omnibus account carried with
another broker or dealer in compliance
with 12 CFR 220.4(b) of Regulation T
under the Securities Exchange Act of
1934.

Nox-CUusTOMER

(T) The term “non-customer” means
a broker or dealer, general partner, lim-
ited partner, officer, director and persons
to the extent their claims are subordi-
nated to the claims of creditors of the
broker or dealer.

MARKET MaKER

(8) The term “market maker"” shall
mean a dealer who, with respect to a
particular security, () regularly pub-
lishes bona fide, competitive bid and
offer quotations in a recognized Inter-
dealer quotation system: or (11) furnishes
bona fide competitive bld and offer quo-
tations on request; and, (i) is ready,
willing and able to effect transactions
in reasonable quantities at his quoted
prices with other brokers or dealers.

PROMPTLY TRANSMIT AND Drriven

(9) A broker or dealer is deemed to
“promptly transmit” all funds and to
“promptly deliver” all securities within
the meaning of subparagraphs (a) (2) (v)
and (a)(3) of this section where such
transmission or delivery is made no later
than noon of the next business day after
the receipt of such funds or securities.
Provided, however, that such prompt
transmission or delivery shall not be
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required to be effected prior to the settic-
ment date for such transactions,

FORWARD AND PROMPTLY FORWARD

(10) A broker or dealer is deemed to
“forward” or “promptly forward” funds

graph (a) (2) only when such

occurs no later than noon of the next
business day following receipt of such
funds or securities.

Reapy MARKET

(11) () The term “ready market' shall
include a recognized established securi-
ties market in which there exists inde-
pendent bona fide offers to buy and sell
80 that a price reasonably related to the
last sales price or current bona fide com-
petitive bid and offer quotations can be
determined for a particular security al-
most instantaneously and where payment
will be received in settlement of a sale
at such price within a relatively short
time conforming to trade custom.

(1) A “ready market" shall also be
deemed to exist where securities have
been accepted as collateral for a loan by
a bank as defined in Section 3(a) (6) of
the Securities Exchange Act of 1934 and
where the broker or dealer demonstrates
to its Examining Authority that such
securities adequately secure such loans
as that term is defined in subparagraph
(e) (5) of this section.

EXAMINING AUTHORITY

(12) The term “Examining Authority"
of a broker or dealer shall mean for the
purposes of 17 CFR 240,15¢3-1 and 240.-
15¢3-1a~d the national securities ex-
change or national securities association
of which the broker or dealer is a member
or, if the broker or dealer is & member of
more than one such self-regulatory or-
ganization, the organization designated
by the Commission as the Examining Au-
thority for such broker or dealer, or if
the broker or dealer is not a member of
any such self-regulatory organization,
the Regional Office of the Commission
where such broker or dealer has its prin-
cipal place of business,

Equity

(13) For purpcses of subparagraphs
(€) (2) (x) and (x1), equity shall be com-
puted by adding the credit balance (i
any) In the account to the current mar-
ket value of all securities (including
listed options) carried long In the ac-
counts specified in subparagraphs (c) (2)
(x) and (xi) and deducting the debit
balance (if any) in the account and the
current market value of all securities
(Including listed options) carried short
in such accounts.

(d) Debt-Equity Requirements, No
broker or dealer shall permit the total of
outstanding principal amounts of its sat-
isfactory subordination agreements
fother than such agreements which
qualify under this paragraph (d) as
equity capital) to exceed 70 percent of its
debt-equity total, as herelnafter defined,
for a period in excess of 90 days or for
such longer period which the Commission
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may, upon application of the broker or
dealer, grant in the public interest or for
the protection of investors. In the case
of a corporation, the debt-equity total
shall be the sum of its outstanding prin-
cipal amounts of satisfactory subordi-
nation agreements, par or stated value
of capital stock, paid in capital in excess
of par, retalned earnings, unrealized
profit and loss or other capital accounts.
In the case of a partnership, the debt-
equity total shall be the sum of its out-
standing principal amounts of satisfac-
tory subordination agreements, capital
accounts of partners (exclusive of such
partners' securities accounts) subject to
the provisions of paragraph (e) of this
section, and unrealized profit and loss. In
the case of a sole proprietorship, the
debt-equity total shall include the sum
of its outstanding principal amounts of
satisfactory subordination agreements,
capital accounts of the sole proprietor-
ship and unrealized profit and loss. Pro-
vided, however, That a satisfactory sub-
ordination agreement entered into by a
partner or stockholder which has an ini-
tial term of at least three years and has
a remaining term of not less than 12
months shall be considered equity for the
purposes of this paragraph (d) if: (1) it
does not have any of the provisions for
accelerated maturity provided for by
subparagraphs (b) (8) (1), (b) (10) (D) or
(b) (10) (il) of Appendix (D) (17 CFR

240.16¢3-1d) and is maintained as capl-
tal subject to the provisions restricting
the withdrawal thereof required by para-
graph (e) of this section or (2) the part-
nership agreement provides that capital
contributed pursuant to a satisfactory

subordination agreement as defined in
Appendix (D) (17 CFR 240.15¢3-1d)
shall in all respects be partnership cap-
ital subject to the provisions restricting
the withdrawal thereof required by para-
graph (e) of this section.

(e) Limitation on Withdrawal of Equi~
ty Capital No equity capital of the brok-
er or dealer or a subsidiary or afliate
consolidated pursuant to Avpendix (C)
(17 CFR 240.15¢3-1¢c) whether in the
form of capital contributions by partners
(excluding securities in the securities ac-
counts of partners and balances in lim-
ited partners' capital accounts in excess
of their stated capital contributions),
par or stated value of capital stock, paid-
in capital in excess of par, retained earn-
ings or other capital accounts, may be
withdrawn by action of a stockholder or
partner, or by redemption or repurchase
of shares of stock by any of the consoli-
dated entities or through the payment of
dividends or any similar distribution, nor,
may any unsecured advance or loan be
made to a stockholder, partner, sole pro-
prietor or employee if, after giving effect
thereto and to any other such withdraw-
als, advances or loans and any Payments
of Payment Obligations (as defined In
Appendix (D) (17 CFR 240,15¢3-1d) ) un~
der satisfactory subordination agree-
ments which are scheduled to occur with-
in six months following such withdrawal,
advance or loan, either aggregate in-
debtedness of any of the consolidated en-
titles exceeds 1000 per centum of its net

RULES AND REGULATIONS

capital or its net capital would fail to
equal 120 per centum of the minimum
dollar amount required thereby or would
be less than 7 percent of aggregate debit
items computed in accordance with 17
CFR 240. 15¢3-3a, or in the case of any
broker or dealer included within such
consolidation if the total outstanding
principal amounts of satisfactory subor-
dination agreements of the broker or
dealer (other than such agreements
which qualify as equity under paragraph
(d) of this section) would exceed T0
percent of the debt-equity total as de-
fined in paragraph (d). Provided, that
this provision shall not preclude a broker
or dealer from making required tax pay-
ments or preclude the payment to part-
ners of reasonable compensation.

(f) Alternative Net Capital Require-
ment. (1) A broker or dealer who Is not
exempt from the provisions of 17 CFR
240,1563-3 under the Securities Exchange
Act of 1934 pursuant to subparagraph
(k) (1) or (k) (2) (1) may elect not to be
subject to the limitations of paragraph
(a) of this section respecting aggregate
indebtedness as defined in subparagraph
(e) (1) of this section and certain de-
ductions provided for in subparagraph
(¢) (2) of this section. Provided, that in
order to qualify to operate under this
paragraph (f), such broker or dealer
shall at all times maintain net capital
equal to the greater of $100,000 or 4 per-
cent of aggregate debit items computed
in accordance with the Formula for De-
termination of Reserve Requirements for
Brokers and Dealers (Exhibit A to Rule
15¢3-3 (17 CFR 240.15¢3-3a) and shall
notify the Examining Authority for such
broker or dealer and the Regional Office
of the Commission in which the broker
or dealer has its principal place of busi-
ness in writing of its election to operate
under this provision. Once & broker or
dealer has determined to operate pur-
suant to the provisions of this paragraph
(f), he shall continue to do so unless a
change in such election is approved upon
application to the Commission.

(2) In the case of a broker or dealer
who has consolidated a subsidiary pursu-
ant to Appendix (C) [17 CFR 240.15¢3-
1c], such broker's or dealer’s minimum
net capital requirements shall be the sum
of the greater of $100,000 or 4 percent of
the parent broker's or dealer's aggregate
debit items computed in accordance with
17 CFR 240.15¢3-3a and the total of each
consolidated broker or dealer subsidiary's
minimum net capital requirements, The
minimum net capital requirements of a
subsidiary electing to operate pursuant fo
paragraph (f) of this section shall be
the greater of $100,000 or 4 percent of
its aggregate debit items computed in
accordance with 17 CFR 240.15¢3-3a.
Where the subsidiary which has been
consolidated has not elected to operate
pursuant to paragraph (f), its minimum
net capital requirement is the greater of
its requirements under paragraph (a) of
this section or 633 percent of its ag-
gregate indebtedness,

(3) A broker or dealer electing to op-
erate pursuant to this paragraph )
shall be subject to the deductions set
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forth in subparagraph (¢) (2) of this sec~
tion, except that he shall not be subject
to the deductions required by subpara-
graphs (¢) (2)(vD(G), (e)(2)(vi)(J),
©@ @ whH(E) (), and (¢)(2)(vi) (M)
and shall in lieu thereof deduct the fol-
lowing amounts under subparagraph (c)
(2) in its computation of net capital:

(i) Convertible Debt Securities. In the
case of a debt security not in default
which has & fixed rate of interest and a
fixed maturity date and which {5 con-
vertible into an equity security, the de-
duction shall be as follows: If the market
value is 100 percent or more of its prin-
cipal amount, the deduction shall be de-
termined as specified fn (i) below; if
the market value is less than Its princi-
pal amount the deduction shall be deter-
mined as in subdivision (¢)(2) (vi) (F)
of this section if such securities are rated
as required by subdivision (¢)(2)(vi)
"

(i1) Other Securities. In the case of all
securities, except as provided in Appen-
dix (A) (17 CFR 240.15¢3-1a) which are
not included in any of the percentage
categories specifically enumerated in sub-
divisions (A)-(H) or (K) (ii) of subpara-
graph (c¢) (2) (vi) of this section, the de-
duction shall be 15 percent of the market
value of the long positions, To the extent
the market value of short positions ex-
ceeds 25 percent of the market value of
long positions, there shall be a percentage
deduction equal to 30 percent of the mar-
ket value of such excess. Provided, that
no deduction need be made In the case of
(A), & security which is convertible into
or exchangeable for other securities
within a period of 90 days, subject to no
conditions other than the payment of
money, and the other securities into
which such security is convertible or for
which it is exchangeable are short in the
account of such broker or dealer or (B)
a security which has been called for re-
demption and which is redeemable within
90 days. Provided, further, that at the
option of the broker or dealer, securities
described in subdivision (¢) (2) (vi) (I) of
this section may be included In the com-
putation of the deductions under this
subdivision () (3) (1) if a lesser deduc-
tion would result,

(1i1) Undue Concentrations. In the case
of money market instruments, or securi-
ties of a single class or series of an Is-
suer, Including any option written, en-
dorsed or held fo purchase or sell secu-
ritles of such a single class or series of
an issuer (other than “exempted securi-
ties”), and securities underwritten (in
which case the deduction provided for
herein shall be applied after 11 business
days) which are long or short in the pro-
prietary or other accounts of a broker
or dealer and which have a market value
of more than 10 percent of the “net capi-
tal” of a broker or dealer before the ap-
plication of subparagraphs (c)(2) (v,
(1) (3) or Appendix (A) (17 CFR 240.-
15¢3-1a) there shall be an additional de-
duction from net worth equal to 50 per-
cent of the percentage deduction other-
wise provided by this section or Appendix
(A) (17 CFR 240.15¢3-1a) (In the case
of securities described In subparagraph
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(1) (3) (1) which receive a 309 deduction
or securities described in subparagraph
(£) (3) (i) the deduction required by this
subdivision () (3) (iii) shall be 15%) on
that portion of the securities position in
excess of 10 percent of the “net capital”
of the broker or dealer before the appli-
cation of subparagraphs (¢) (2) (vi), (D)
13) (1) and (i) and Appendix (A) 17
CFR 240.15¢3-1a). This provision shall
apply notwithstanding any long or short
position exemption provided for in sub-
paragraphs (¢) (2) (vD) (I) or (f)(3) Ul
(except for a long or short position ex-
emption arising out of the first proviso
to subparagraph (f)(3) (i1)) and the de-
duction on any such exempted position
shall be 15% of that portion of the posi-~
tion In excess of 109% of net capital be-
fore the application of subparagraph (c)
(2) (vl), subparagraphs (£(3) ) and
(11) and Appendix (A) (17 CFR 240.15¢3-
1a). Provided, however, that any spe-
cialist who Is subject to a deduction re-
quired by this subdivision (f) (3) (iii) re-
specting his specialty stock, who can
demonstrate to the satisfaction of the
Examining Authority for such broker or
dealer that there is sufficlent liquidity
for such specialist's specialty stock and
that such deduction need not be applied
in the public interest for the protection
of investors may on a proper showing to
such Examining Authority have such
undue concentration deduction appro-
priately decreased but in no case shall
the deduction prescribed in subdlvhlon
(1) (3) (ii) above be reduced. Ea.ex
Examining Authority shall e and
preserve for a period of not less than 3
vears a record of each application
granted pursuant to this subdivision,
which shall contaln a summary of the
Justification for the granting of the ap-
plication.

(4) In the case of any deductions for
open contractual commitments provided
for in subparagraph (¢) (2) (viil) of this
section, the deduction for securities
which are described in subparagraph
() (2) (i) shall be 30 percent,

(5) In addition to the foregoing,
brokers or dealers electing this alterna-
tive shall:

(1) make the computation required by
17 CFR 240.15.3-3(¢) and set forth in
Exhibit A (17 CFR 240.15¢3-3a) on a
weekly basis and, in lieu of the 1 percent
reduction of certain debit items required
by Note B(2) in the computation of their
Exhibit A requirement, reduce aggregate
debit items In such computation by 3 per-
cent;

(1) include in Items 7 and 8 of Ex-
hibit A (17 CFR 240.15¢3-3a) the mar-
ket value of items specified therein over
7 business days old;

(1) exclude credit balances in ac-
counts representing amounts payable for
securities not yet received from the is-
suer or its agent which securities are
specified in subdivision (e)(2) (vD) (A)
and (E) of this section and any related
debit items from the Exhibit A require-
ment for three business days.

(g) Transitional Provistons. (1) On
September 1, 1975 the provisions of para-
graph (a) of this section and Appendix
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D (17 CFR 240.15¢3-1d) shall be applica-
ble to all brokers or dealers subject to the
provisions of this section; provided, how-
ever, that until no later than January 1,
1976 the computation of aggregate in-
debtedness and net capital may continue
to be computed pursuant to the respec-
tive capital rules to which the broker or
de%cr was subject prior to September 1,
1975.

(2) Each Examining Authority shall
file with the Commission no later than
July 31, 1975 a plan providing for the
transition to the provisions of subpara-
graphs (¢) (1) and (¢)(2),, paragraphs
(d), (e) and (f) of this section and Ap-
pendices A, B and C (17 CFR 240.15¢3-1a,
240.15¢3-1b, and 240.15¢3-1¢) for those
brokers or dealers for which it is the Ex-
amining Authority. Such plan shall set
forth the steps such Examining Author-
ity will be required to take (including but
not limited to modifications of reporting
and suryeillance requirements and the
education of both examiners and broker-
dealers) In order to provide for the
orderly transition to all provisions of this
section and Appendices A-D (17 CFR
240.15¢3-1a, 240.15¢3-1b, 240.15c3-1c¢
and 240.15¢3-1d) no later than Janu-
ary 1, 1976 and such Examining Author-
ity’'s program for accomplishing those
steps,

§ 210.15¢3=1n  Options (Appendix A 0
17 CFR 240.15¢3-1).

(a) Certain Definitions. (1) The term
“listed option” shall mean any option
traded on a registered national securi-
ties exchange or facility of n registered
national securlties associatio

(2) The term “unlisted option" shall
mean any option not traded on a regis-
tered national securities exchange or
facility of a registered national securi-
ties association.

(b) Certain Adjustments to Net
Worth For Listed Options Before Com-
puting the Deductions Specified in (¢)
Below, (1) The market value of short
positions in listed options shall be added
to net worth and the market value of any
long positions in listed options, which
relate to long or short securities positions
or short positions in listed options, shall
be deducted from net worth, and;

(2) the amount by which the market
value of a short security position, which
is related to a long listed call, exceeds
the exercise value of such long call, or
the amount by which the exercise value
of a long listed put, which is related to o
long security position, exceeds the mar-
ket value of the long security, shall be
added to net worth, and:

(3) the amount by which the market
value of the underiying security would
exceed the exercise value of the short
listed call, or the amount by which the
exercise value of a short listed put ex-
ceeds the market value of the underly-
ing security, shall be deducted from net
worth.

(¢) Deductions From Net Worth jor
Uncovered Options and Securities Posi-
tions in Which the Broker or Dealer Has
Offsetting Option Positions. Every bro-
ker or dealer shall in computing net
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capital pursuant to 17 CFR 240.15¢3-1
deduct from net worth the percentages
of all securities positions or options in
the proprietary or other accounts of the
broker or dealer specified below. How-
ever, where computing the deduction re-
quired for a security position as if the
security position had no related option
position and positions in options as if un-
covered would result in a lesser deduction
from net worth, the broker or dealer may
compute such deductions separately.

(1) Uncovered Calls, Where a broker
or dealer is short a call, deduoung alter
the adjustment provided for In para-
graph (b) of this Appendix (A), 30 per-
cent (or such other percentage requn'ed
by subdivisions (A)—(K) of subpara-
graph (¢) (2) (vi) of 17 CFR 240.15¢3-1)
of the current market value of the secu-
rity underlying such option reduced by
any excess of the.exercise value of the
call over the current market value of the
underlying security. Provided, that in no
event shall the deduction provided by
this subparagraph be less than $250 for
each option contract for 100 shares,

(2) Uncovered Puts, Where a broker or
dealer s short a put, deducting, after the
adjustment provided for In paragraph
{b) of this Appendix (A), 30 percent (or
such other percentage required by sub-
divisions (A)-(K) of h (¢)
(2)(vl) of 17 CFR 240.15¢3-1) of the
current market value of the security
underlying the option reduced by any
excess of the market value of the under-
lying security over the exercise value of
the put. Provided, that in no event shall
the deduction provided by this subpara-
graph be less than $250 for each option
contract for 100 shares,

(3) Covered Calls, Where a broker or
dealer is short & call and long. equiv-
alent units of the underlying secu-
rity, deducting, after the adjustments
provided for in paragraph (b) of this
Appendix (A), 30 percent (or such other
percentage required by subdivisions
(A)~-(K) of subparagraph (c)(2) (vi) of
17 CFR 240.15¢3-1 or 15 percent where
a broker or dealer operates pursuant to
paragraph (f) of 17 CFR 240.15¢3-1) of
the current market value of the underly-
ing security reduced by any excess of the
current market yalue of the underlying
security over the exercise value of the
call. Provided, that no such reduction
shall have the effect of increasing net
capital.

(4) Covered Puts. Where a broker or
dealer is short a put and short equiva-
lent units of the underlying security,
deducting, after the adjustment pro-
vided for In paragraph (b) of this Ap-
pendix (A), 30 percent (or such other
percentage required by subdivisions (A) -
(K) of subparagraph (¢) (2) (vl of 17
CFR 240.15¢3-1) of the current market
value of the underlying security reduced
by any excess of the exercise value of the
put over the market value of the under-
lying security. Provided that no such
reduction shall have the effect of in-
creasing net capital.

(5) Conversion Accounts, Where a
broker or dealer is long equivalent units
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of the wnderiying security, long an un-
listed put written or endorsed by a broker
or dealer and short an unlisted call in his
proprietary or other accounts, deducting
10 percent (or 50 percent of such other
percentage required by subdivisions (A) -
(K) of subparagraph (e¢)(2)(vl) of 17
CFR 240,15¢3-1 or 5 percent where a
broker or dealer operates pursuant Lo
paraan‘aph (f) of 17 CFR 240.15¢3-1) of
the market value of the underlying
security.

(6) Where a broker or desler Is short
equivalent units of the underlying secu~
rity, long an unlisted call written or en-
dorsed by a broker or dealer and short an
unlisted put in his proprietary or other
accounts, deducting 10 percent (or 50
percent of such other percentage re-
quired by subdivisions (A)-(K) of sub-
paragraph (¢) (2) (vl) of 17T CFR 240.-
1503-1) of the market value of the un-
derlying security,

(7) Long Over-the-Counter Options.
Where a broker or dealer is long an un-
listed put or call endorsed or written by
a broker or dealer, deducting 30 percent
(or such other percentage required by
subdivisions (A)-(K) of subparagraph
(e) (2) (v) of 17 CFR 240.15¢3-1 or 15
percent where a broker or dealer oper-
ates pursuant to paragraph (f) of 17 CFR
240.15¢3-1) of the market value of the
underiying security, not to exceed any
value attributed to such option in para-
graph (¢) (2) (1) of 17 CFR 240.15¢3-1.

(8) Listed Options. Where a broker or
dealer is long listed options and there is
no offsetting security position, deducting
30 percent of the market value of any net
long positions in options in the same
underlying security, with the same exer-
cise price and the same expiration date.
Where a broker or dealer has a net short
position in an option in the same under-
lying security, with the same exercise
price and the same expiration date and
for which the broker or dealer does not
have 2 related position in the underlying
security or an option position otherwise
provided for in this Appendix (A), the
deduction shall be determined as pro-
vided in subparagraph (¢) (1) or (2) of
this Appendix (A),

(9) Certain Security Positions with
Offsetting Options. Where a broker or
dealer Is long a security for which he is
also long a listed put (such broker or
dealer may in addition be short a call),
deducting, after the adjustments pro-
vided in paragraph (b) of this Appendix
(A), 30 percent (15 percent in the case of
& broker or dealer operating pursuant to
paragraph (f) of 17 CFR 240.16¢3-1) of
the market value of ‘the long security
position not to exceed the amount by
which the market value of equivalent
units of the long security position exceeds
the exercise value of the put. Provided,
that if the' exercise value of the put Is
equal to or exceeds the market value of
equivalent units of the long security posi-
tion, no percentage deduction shall be
applied. -

(10) Where a broker or dealer Is short
a security for which he is also long a
listed call (such broker or dealer may in
addition be short a put), deducting, after
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the adjustments provided in paragraph
(b) of this Appendix (A), 30 percent of
the market value of the short security
position not to exceed the amount by
which the exercise value of the long call
exceeds the market value of equivalent
units of the short security position. Pro-
vided, that if the exercise value of the
call is less than or equal to the market
value of equivalént units of the short
security position no percentage deduction
shall be applied.

(11) Certain Spread Positions. Where
a broker or dealer is short a listed call
and is also long a listed call in the same
class of option contracts and the long
option cxpires on the same date as or
subsequent to the short option, the de-
duction, after the adjustments required
in paragraph (b) of this Appendix (A),
shall be the amount by which the exercise
vidue of the long call exceeds the exer-
cise value of the short call. Provided, that
if the exercise value of the long call Is
less than or equal to the exercise value of
the short call, no deduction is required.

(12) Where & broker or dealer Is short
a listed put and is also long a listed put
in the same class of option contracts and
the long option expires on the same date
as or subsequent to the short option, the
deduction, after the adjustments re-
quired in paragraph (b) of this Appendix
(A), shall be the amount by which the
exercise value of the short put exceeds
the exercise value of the long put. Pro-
vided, that if the exercise value of the
long put is equal to or greater than the
exercise value of the short put, no de-
duction is required.

§ 240.15¢3~1b  Deductions from net
worth for certain commodities trans-
actions (Appendix B w 17 CFR
240.15¢3=-1).

(a) Every broker or dealer in comput-
ing net capital pursuant to 17 CFR 240,
1503-1 shall:

(1) Deduct 30 percent of the market
value of all “long” and all “short” future
commodity contracts (other than those
contracts representing spreads and
straddies in the same commodity and
those offsetiing or hedging any “spot”
commodity positions) carried in the
proprietary or other accounts of the
broker or dealer.

(2) Deduct 30 percent of the market
value of spot commodities long or short
in the proprietary or other accounts of
the broker or desler and in customers’
and non-customers’ accounts liquidating
to a deficlt. Provided, that the deduction
shall be 10 percent of the market value
of the spot commodities to the extent
they are hedged by future commodity
contracts or forward spot commodity
contracts in the same commodity.

(3) Deduct, after application of calls
for margin, marks to market or other
required deposits outstanding 5 business
days or less, the total of credit lines
granted by the broker or dealer in “trade”
accounts with net long positions or in
“trade” accounts with net short positions,
whichever is greater, plus any credit
lines granted on open commodity con-
tracts In “trade” accounts with no net
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long or net short position. In-computing
the credit line granted in the case of
each account, deduct the amount of the
equity or deficit therein., Provided, that
any deficit 15 deducted under other pro-
visions of 17 CFR 240,15¢3-1. For pur-
poses of this subdivision “trade" ac-
counts shall mean an account for a busi-
ness entity which regularly is engaged in
the importing or processing of the com-
modity or the by-products thereof for
which the credit line is granted.

(4) Deduct the total amount by which
the daily limit fluctuation of all future
commodity contracts carried for a cus-
tomer's and non-customer's account or
accounts controlled by such persons ex-
ceeds 15 percent of the debt-equity total
of the broker or dealer as defined In
paragraph (d) of 17 CFR 240.15¢3-1.
Contracts In each customer’s or non-
customer’s account representing pur-
chases and sales of a like amount of
the same commodity in the same market
may be eliminated. The daily limit fluc-
tuations for future contracts effected in
foreign markets are to be considered the
same as If such contracts had been of-
fected in a domestic market,

(5) Deduct exclusive of lquidating
deficlts deducted under other provisions
of 17 CFR 240.15¢3-1, the amount of cash
required to provide margin on all future
commodity contracts In customer's and
non-customer’s accounts equal to the
amount necessary, after application of
calls for margin, marks to market or
other required deposits which are out-
standing 5 business days or less, to re-
store the original margin required by the
relevant commodity exchange, or the
clearing house requirement, per con-
tract, If the commodity exchange has no
original margin requirement, when the
original margin has been depleted by
50 percent.

(6) Deduct the amount of cash re-
quired to provide margin equal to 20 per-
cent of the market value in each cus-
tomer's and non-customer’s account
with equity, after application of calls for
margin, marks to market or other re-
quired deposits outstanding 5 business
days or less, when such account con-
tains spot commodity positions, evi-
denced by warehouse receipts issued by
a warehouse licensed by a commodity
exchange, which are the result of a fu-
ture contract tendered through an ex-
change within the last 90 days, and are
not hedged by future contracts in the
same commodity.

(7) Deduct the amount of cash re-
quired to provide margin equal to 10
percent of the market value in each cus-
tomer’s or non-customer’s combined ac-
count with equity, after application of
calls for margin, marks to the market
or other required deposits outstanding 5
business days or less, when such account
contains spot commodity positions evi-
denced by warehouse receipts {ssued by a
warehouse licensed by a commodity ex-
change, which are the result of a future
contract tendered through an exchange
within the last 90 days and are hedged
by future contracts in the same com-
modity.
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(8) Deduct an amount equal to ¥ per-
cent of the market value of the total long
or total short futures contracts (other
than those contracts representing
spreads or straddies in the same com-
modity and those contracts offsetting or
hedging any “spot” commodity posi-
tions) in each commodity, whichever is
greater, carried for all customers and
non-customers.

(9) Deduct the debit balance in each
customer’s spot (cash) commodity ac-
count (i) other than the result of a
tender made on a futures contract within
the past 90 days and (ii) not evidenced
by warehouse receipts issued by a ware-

house licensed by a commodity
exchange.
§ 240.15¢3-1¢ Consolidated Computa-

tions of Net Capital and Aggregate
Indebtedness for Certain Subsidiaries
and Afiiliates (Appendix C to 17 CFR
240.15¢3<1).

(a) Flow Through Capital Benefits.
Every broker or dealer in computing its
net capital and aggregate indebtedness
pursuant to 17 CFR 240.15¢3-1 shall,
subject to the provisions of paragraphs
(b) and (d) of this Appendix, consoll-
date In a single computation assets and
liabilities of any subsidiary or afiiliate
for which it guarantees, endorses or as-
sumes directly or indirectly the obliga-
tions or liabilities. The assets and labili-
ties of a subsidiary or affiliate whose lia-
bilities and obligations have not been
guaranteed, endorsed, or assumed di-
rectly or indirectly by the broker or
dealer may also be so consolidated if an
opinion of counsel is obteined as provided
for in paragraph (b) below.

(b) Required Counsel Opinions. (1)
If the consolidation, provided for in (a)
above, of any such subsidiary or afliliate
results in the increase of the broker's or
dealer’s net capital and/or decrease in
the broker's or dealer's ratlo of aggre-
gate indebtedness to net capital or in-
greases the broker’'s or dealer's net capi-
tal and/or decreases the minimum net
capital requirement called for by sub-
paragraph (f) (1) of 17 CFR 240.15¢3-1
and an opinion of counsel called for in
subparagraph (b) (2) has not been ob-
tained, such benefits shall not be recog-
nized In the broker's or dealer's com-
putation required by this section.

(2) Except as provided for In para-
graph (b) (1) above, consolidation shall
be permitted with respect to any sub-
sidiaries or affiliates which are majority
owned and controlled by the broker or
dealer for which the broker or dealer can
demonstrate to the satisfaction of the
Commission, through the Examining Au-
thority, by an opinion of counsel that the
net asset values, or the portion thereof
related to the parent’s ownership interest
in the subsidiary or affilinte may be
caused by the broker or dealer or a trust-
ee appointed pursuant to the Securi-
ties Investor Protection Act of 1970 or
otherwise, to be distributed to the broker
or dealer within 30 calendar days. Such
opinion shall also set forth the actions
necessary to cause such a distribution to
be made, identify the parties having the
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authority to take such actions, Identify
and describe the rights of other parties
or classes of parties, including but not
limited to customers, general creditors,
subordinated lenders, minority share-
holders, employees, litigants and govern-
mental or regulatory authorities, who
may delay or prevent such a distribution
and such other assurances as the Com-
mission or the Examining Authority by
rule or interpretation may require, Such
opinion shall be current and periodically
renewed in connection with the broker’s
or dealer’s annual audit pursuant to 17
CFR 240.17a~5 under the Securities Ex-
~change Act of 1934 or upon any material
change In circumstances,

(¢) Principles of Consolidation. In pre-
paring a consolidated computation of
net capital and/or aggregate indebted-
ness pursuant to this section, the follow-
ing minimum and non-exclusive requite-
ments shall be observed:

(1) Consolidated net worth shall be
reduced by the estimated amount of any
tax reasonably anticipated to be incurred
upon distribution of the assets of the
subsidiary or afliliate.

(2) Liabilitlies of a consolidated sub-
sidiary or affiliate which are subordi-
nated to the claims of present and future
creditors pursuant to a satisfactory sub-
ordination agreement shall not be added
to consolidated net worth unless such
subordination extends also to the claims
of present or future creditors of the par-
ent broker or dealer and all consolidated
subsidiaries.

(3) Subordinated liabilities of a con-
solidated subsidiary or affiliate which are
consolidated in accordance with sub-
paragraph (¢) (2) above may not be pre-
paid, repaid or accelerated if any of the
entities Included in such consolidation
would otherwise be unable to comply
with the provisions of Appendix (D), 17
CFR 240.15¢3-1d.

(4) Each broker or dealer Included
within the consolidation shall at all times
be in compliance with the net capital re-
quirement to which it is subject,

(d) Certain Precluded Acis. No broker
or dealer shall guarantee, endorse or
assume directly or indirectly any obliga~-
tion or Hability of a subsidiary or affill-
ate unless the obligation or liability is
reflected in the computation of net cap-
{tal and/or aggregate indebtedness pur-
suant to 17 CFR 240.15c3-1 or this Ap-
pendix (C), except as provided in para-
graph (b) (1) above.

§ 240.15¢3<1d  Satisfactory Subordina-
tion Agreements (Appendix D 10 17
CFR 240.15¢3-1).

(a) Introduction. (1) This Appendix
gsets forth minimum and non-exclusive
requirements for satisfactory subordina-
tion agreements (hereinafter “subordinga-
tion agreement”). The Examining Au-
thority may require or the broker or
dealer may include such other provisions
as deemed necessary or appropriate to
the extent such provisions do not cause
the subordination agreement to fail to
meet the minimum requlrements of this
Appendix (D).

(2) Certain Definitions. For purposes
c(:{) )17 CFR 240.15¢3-1 and this Anpendk

(1) A subordination amement may
be either a subordinated loan agreement
or a secured demand note agreement.

(i1) The term “subordinated loan
agreement” shall mean the agreement
or agreements evidencing or governing a
subordinated borrowing of cash.

(i) The term “Collnteral Value" of
any securities pledged to secure a se-
cured demand note shall mean the
market value of such securities after
glving effect to the percentage deduc-
tions specified in subparagraph (e) (2)
(vl) of 17 CFR 240.15¢3-1.

(iy) The term “Payment Obligation”
shall mean the obligation of a broker or
dealer in respect to any subordination
agreement (A) to repay cash loaned to
the broker or dealer pursuant to a sub-
ordinated loan agreement or (B) to re-
turn a secured demand note contributed
to the broker or dealer or reduce the un-
paid principal amount thereof and to re-
turn cash or securities pledged as col-
lateral to secure the secured demand
note and () ‘“Payment” shall mean the
performance by a broker or dealer of &
Payment Obligatien.

(v) (A) The term “secured demand
note agreement” shall mean an agree-
ment (including the related secured de-
mand note) evidencing or governing the
contribution of a secured demand note to
a broker or dealer and the pledge of
securities and/or cash with the broker or
dealer as collateral to secure payment of
such secured demand note. The secured
demand note sgreement may provide
that neither the jender, his heirs, ex-
ecutors, administrators or assigns shall
be personally liable on such note and
that in the event of default the broker
or dealer shall look for payment of such
note solely to the collaternl then pledged
to secure the same,

(B) The secured demand note shall be
a promissory note executed by the lender
and shall be payable on the demand of
the broker or dealer to which it is con-
tributed; provided, however, that the
making of such demand may be con-
ditioned upon the occurrence of any of
certain events which are acceptable to
the Commission and to the Examining
Authority for such broker or dealer,

(C) If such note is not paid upon pre-
sentment and demand as provided for
therein, the broker or dealer shall have
the right to liquidate all or any part of
the securities then pledged as collateral
to secure payment of the same and to ap-
ply the net proceeds of such liquidation,
together with any cash then included in
the collateral, in payment of such note.
Subject to the prior rights of the broker
or dealer as pledgee, the lender, as de-
fined herein, may retain oWnership of
the collateral and have the benefit of any
increases and bear the risks of any de-
creases in the value of the collateral
and may retain the right to vote securi-
ties contained within the collateral and
any right to income therefrom or distri-

butions thereon, except the broker or
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dediér shall have the right to receive and
nold as pledgee all dividends payable in
securities and all partial and complete
liguidating dividends.

(D) Subject to the prior rights of the
broker or dealer as pledgee, the lender
may have the right to direct the sale of
any securities included in the collateral,
to direct the purchase of securities with
any cash included therein, to withdraw
excess collateral or to substitute cash
or other securities as collateral, provided
that the net proceeds of any such sale
and the cash so substituted and the
securities so purchased or substituted
are held by the broker or dealer, as
pledgee, and are included within the
collateral to secure payment of the se-
cured demand note, and provided further
that no such transaction shall be per-
mitted if, after giving effect thereto, the
sum of the amount of any cash, plus
the Collateral Value of the securitles,
then pledged as collateral to secure the
secured demand note would be less than
the unpaid principal amount of the se-
cured demand note.

(E) Upon payment by the lender, as
distinguished from a reduction by the
lender which 1s provided for in subdi-
vision (b)(6) (ili) or reduction by the
broker or dealer as provided for in sub-
paragraph (b) (7) of this Appendix (D),
of all or any part of the unpaid principal
amount of the secured demand note, a
broker or dealer shall issue to the lender
a subordinated loan agreement in the
amount of such payment (or in the case
of a broker or dealer that is a partner-
ship credit a capital account of the
lender) or issue preferred or common
stock of the broker or dealer in the
amount of such payment, or any com-
bination of the foregoing, as provided
for in the secured demand note agree-
ment.

(F) The term “lender” shall mean the
person who lends cash to a broker or
dealer pursuant to a subordinated loan
agreement and the person who contrib-
utes a secured demand note to a broker
or dealer pursuant to a secured demand
note agreement,

(b) Minimum Requirements for Sub-
ordination Agreements. (1) Subject to
paragraph (a) above, a subordination
agreement shall mean a written agree-
ment between the broker or dealer and
the lender, which (1) has a minimum
term of one year, except for temporary
subordination agreements provided for
in subparagraph (c)(5) of this Ap-
pendix (D), and (1) is a valid and bind-
ing obligation enforceable in accordance
with its terms (subject as to enforce-
ment to applicable bankruptey, insol-
vency, reorganization, moratorium and
other similar laws) against the broker
or dealer and the lender and their re-
spective heirs, executors, administrators,
successors and assigns,

(2) Specific Amount, All subordina-
tion agreements shall be for a specific
dollar amount which shall not be re-
duced for the duration of the agreement
except by installments as specifically
provided for therein and except as other-
wise provided In this Appendix (D).
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(3) Effective Subordination. The sub-
ordination agreement shall effectively
subordinate any right of the lender to
receive any Payment with respect there-
to, together with accrued interest or
compensation, to the prior payment or
provision for payment in full of all
clalms of all present and future credi-
tors of the broker or dealer arising out
of any matter occurring prior to the date
on which the related Payment Obliga-
tion matures consistent with the provi-
sions of 17T CFR 240.15¢3-1 and 240.-
15¢3-1d, except for claims which are the
subject of subordination agreements
which rank on the same priority as or
junior to the claim of the lender under
such subordination agreements.

(4) Proceeds of Subordinated Loan
Agreements. The subordinated loan
agreement shall provide that the cash
proceeds thereof shall be used and dealt
with by the broker or dealer as part of
its capital and shall be subject to the risks
of the business,

(5) Certain Rights of the Broker or
Dealer. “"The subordination agreement
shall provide that the broker or dealer
shall have the right to:

(1) Deposit any cash proceeds of a
subordinated loan agreement and any
cash pledged as collateral to secure a
secured demand note in an account or
accounts in its own name in any bank
or trust company:

(i) Pledge, repledge, hypothecate and
rehypothecate, any or all of the secu-
rities pledged as collateral to secure a
secured demand note, without notice,
separately or in common with other secu-
rities or property for the purpose of se-
curing any indebtedness of the broker
or dealer; and

(i) Lend to itself or others any or
all of the securities and cash pledged as
coltl:wru to secure a secured demand
note.

(6) Collateral for Secured Demand
Notes. Only cash and securities which
are fully pald for and which may be
publicly offered or sold without regis-
tration under the Securities Act of 1933,
and the offer, sale and transfer of which
are not otherwise restricted, may be
pledged as collateral to secure & secured
demand note. The secured demand note
agreement shall provide that if at any
time the sum of the amount of any
cash, plus the Collateral Value of any
securities, then pledged as collateral to
secure the secured demand note is less
than the unpaid principal amount of
the secured demand note, the broker or
dealer must immediately transmit writ-
ten notice to that effect to the lender
and the Examining Authority for such
broker or dealer. The secured demand
note agreement shall also require that
following such transmittal:

(1) The lender, prior to noon of the
business day next succeeding the trans-
mittal of such notice, may pledge as
collateral additionnl cash or securities
sufliclent, after giving effect to such
pledge, to bring the sum of the amount
of any cash plus the Collateral Value of
any securities, then pledged as collateral
to secure the =ecured demand note, up
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to an amount not less than the unpaid
principal amount of the secured demand
note; and

(1) Unless additional cash or securl-
ties are pledged by the lender as pro-
vided in (1) above, the broker or dealer
at noon on the business day next suc-
ceeding the transmittal of notice to the
lender must commence sale, for the ac-
count of the lender, of such of the securi-
ties then pledged as collateral to secure
the secured demand note and apply so
much of the net proceeds thereof, to-
gether with such of the cash then pledged
as collateral to secure the secured de-
mand note as may be necessary to elim-
inate the unpaid principal amount of the
secured demand note; provided, however,
that the unpaid principal amount of the
secured demand note need not be reduced
below the sum of the amount of any re-
maining cash, plus the Collateral Value
of the remaining securities, then pledged
as collateral to secure the secured de-
mand note. The broker or dealer may not
purchase for its own account any secu-
rities subject to such a sale.

(i11) The secured demand note agree-
ment may also provide that, in leu of
the procedures specified in the provisions
required by (il) above, the lender with
the prior written consent of the broker
or dealer and the Examining Authority
for the broker or dealer may reduce the
unpaid principal amount of the secured
demand note. Provided, that after giving
effect to such reduction the aggregate
indebtedness of the broker or desaler
would not exceed 1000 per centum of its
net capital or, in the case of a broker or
dealer operating pursuant to paragraph
(f) of 17T CFR 240.15¢3-1, net capital
would not be less than 7% of aggregate
debit items computed In accordance with
17 CFR 240.15¢3-3a. Provided, further,
that no single secured demand note shall
be permitted to be reduced by more than
15 percent of {its original principal
amount and after such reduction no
excess collateral may be withdrawn, No
Examining Authority shall consent to a
reduction of the principal amount of a
secured demand note if, after giving
effect to such reduction, net capital
would be less than 120 percent of the
minimum dollar amount required by 17
CFR 240.15¢3-1.

(7) Permissive Prepayments. A broker
or dealer at its option but not at the op-
tion of the lender, may, if the subordina-
tion agreement 5o provides, make a Pay-
ment of all or any portion of the Pay-
ment Obligation thereunder prior to the
scheduled maturity date of such Pay-
ment Obligation (hereinafter referred
to as & “Prepayment”), but in no event
may any Prepayment be made before the
expiration of one year from the date such
subordination agreement became effec-
tive; provided, however, that the forego-
ing restriction shall not apply to tem-~
porary subordination agreements which
comply with the provisions of subpara-
graph (¢) (5) of this Appendix (D). No
Prepayment shall be made, if, aftor giv-
ing effect thereto (and to all Payments
of Payment Obligations under any other
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subordinated agreements then outstand-
ing the maturity or accelerated maturi-
ties of which are scheduled to fall due
within six months after the date such
Prepayment is to occur pursuant to this
provision or on or prior to the date on
which the Payment Obligation in respect
of such Prepayment is scheduled to ma-
ture disregarding this provision, which-
ever date is earlier) without reference to
any projected profit or loss of the broker
or dealer, either aggregate Indebtedness
of the broker or dealer would exceed 1000
per centum of its net capital or its net
capital would be less than 120 per centum
of the minimum dollar amount required
by 17 CFR 240.15¢3-1 or, in the case of &
broker or dealer operating pursuant to
paragraph () of 17 CFR 240.15c3-1, its
net capital would be less than 7% of its
aggregate deblt items computed in ac-
cordance with 17 CFR 240.15¢3-3a or its
net capital would be less than 120% of
the minimum dollar amount required by
paragraph (f) of 17 CFR 240.15¢3-1. Not-
withstanding the above, no Prepayment
shall occur without the prior written ap-
proval of the Examining Authority for
such broker or dealer,

(8) Suspended Repayment. (1) The
Payment Obligation of the broker or
dealer In respect of any subordination
agreement shall be suspended and shall
not mature if, after giving effect to Pay-
ment of such Payment Obligation (and to
all Payments of Payment Obligations of
such broker or dealer under any other
subordination agreement(s) then out-
standing which are scheduled to mature
on or before such Payment Obligation)
elther (A) the aggregate indebtedness of
the broker or dealer would exceed 1200
per centum of its net capital or, in the
case of a broker or dealer operating pur-
suant to paragraph (f) of 17 CFR
240.15¢3-1, its net capital would be less
than 6 percent of aggregate debit items
computed in accordance with 17 CFR
240.15¢3-3a, or (B) its net capital would
be less than 120 percent of the minimum
dollar amount required by 17 CFR
240.15¢3-1 Including paragraph (), if
applicable. Provided, that the subordina-
tion agreement may provide that if the
Payment Obligation of the broker or
dealer thereunder does not mature and
is suspended as a result of the require-
ment of this subparagraph (b)(8) for a
period of not less than six months, the
broker or dealer shall thersupon com-
mence the rapid and orderly liquidation
of its business but the right of the lender
to receive Payment, together with ac-
crued interest or compensation, shall re-
main subordinate as required by the pro-
visions of 17 CFR 240.156¢3-1 and
240.15¢3-1d.

(i) Whenever a subordination agree-
ment provides that a broker or dealer
shall commence a rapid and orderly lig-
uldation, as permitted in ) above, the
date on which the liquidation commences
shall be the maturity date for each sub-
ordination agreement of the broker or
dealer then outstanding, but the rights of

the respective lenders to receive Pay-
ment, together with accrued interest or

compensation, shall remain subordinate.
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as required by the provisions of 17 CFR
240.15c3-1 and 240.15c3-1d.

(9) Accelerated Maturity-Obligation
to Repay to Remain Subdordinate. (1)
Subject to the provisions of subpara-
graph (b) (8) of this Appendix, a subor-
dination agreement may provide that the
lender may, upon prior written notice to
the broker or dealer and the Examining
Authority given not earlier than six

‘months after the effective date of such

subordination agreement, accelerate the
date on which the Payment Obligation of
the broker or dealer, together with ac-
crued interest or compensation, is sched-
uled to mature to a date not earlier than
six months after the giving of such no-
tice, but the right of the lender to receive
Payment, together with accured interest
or compensation, shall remain subordi-
nate as required by the provisions of 17
CFR 240.15¢3-1 and 240.15¢3-1d.

(1) Notwithstanding the provisions of
subparagraph (b)(8) of this Appendix,
the Payment Obligation of the broker or
dealer with respect to a subordination
agreement, together with accured inter-
est and compensation, shall mature in
the event of any receivership, insolvency,
liquidation pursuant to the Securities In-
vestor Protection Act of 1970 or other-
wise, bankruptey, assignment for the
benefit of creditors, reorganization
whether or not pursuant to the bank-
ruptey laws, or any other marshalling
of the assets and linbilities of the broker
or dealer but the right of the lender to
receive Payment, together with accrued
interest or compensation, shall remain
subordinats as required by the provisions
of 17 CFR 240.15¢3-1 and 240.15¢3-1d.

(10) (1) Accelerated Maturity of Sub-
ordination Agreemenits on Event of De-
Jault and Event of Acceleration—Obli-
gation to Repay to Remain Subordinate.
A subordination agreement may pro-
vide that the lender may, upon prior
written notice to the broker or dealer
and the Examining Authority of the
broker or dealer of the occurrence of
any Event of Acceleration (as herein-
after defined) glven no sooner than six
months after the effective date of such
subordination agreement, accelerate the
date on which the Payment Obligation
of the broker or dealer, together with
accrued Interest or compensation, is
scheduled to mature, to the last busi-
ness day of a calendar month which is
not less than six months after notice of
acceleration is received by the broker
or dealer and the Examining Authority
for the broker or dealer. Any subordina-
tion agreement containing such Events
of Acceleration may also provide, that
if upon such accelerated maturity date
the Payment Obligation of the broker
or dealer is suspended as required by
subparagraph (b)(8) of this Appendix
(D) and liquidation of the broker or
dealer has not commenced on or prior
to such accelerated maturity date, then
notwithstanding subparagraph. (b)(8)
of this Appendix the Payment Obliga-
tion of the broker or dealer with respect
to such subordination agreement shall

mature on the day Immediately follow-
ing such accelerated maturity date and
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in any such event the Payment Obliga-
tions of the broker m with re-
spect to all other tlon agree-
ments then outstanding shall also ma-
ture at the same time but the rights of
the respective lenders to receive Pay-
ment, together with accrued interest or
compensation, shall remain subordinate
as required by the provisions of this
Appendix (D), Events of Acceleration
which may be included in a subordina-
tion agreement complying with this sub-
paragraph (b) (10) shall be limited to:

(A) Fallure to pay interest or any in-
stallment of principal on a subordingtion
agreement as scheduled;

(B) Fallure to pay when due other
money obligations of a specified material
amount;

(C) Discovery that any material, spec~
ified representation or warranty of the
broker or dealer which is included in the
subordination agreement and on which
the subordination agreement was based
or continued was inaccurate in a ma-
terial respect at the time made;

(D) Any specified and clearly meas-
urable event which {s included In the
subordination agreement and which the
lender and the broker or dealer agree
(1) is a significant indication that the
financial position of the broker or dealer
has changed materially and adversely
from agreed upon specified norms or (2)
could materially and adversely affect the
ability of the broker or dealer to conduct
its business as conducted on the date the
subordination agreement was made; or
(3) 15 a significant change in the senior
management of the broker or dealer or
in the general business conducted by
the broker or dealer from that which
obtained on the date the subordination
agreement became effective;

(E) Any continued failure to perform
agreed covenants included in the sub-
ordination agreement relating to the
conduct of the business of the broker
or dealer or relating to the maintenance
mg reporting of its financial position:
an

(i1) Notwithstanding the provisions of
subparagraph (b)(8) of this Appendix,
a subordination agreement may provide
that, if liquidation of the business of the
broker or dealer has not already com-
menced, the Payment Obligation of the
broker or dealer shall mature, together
with accrued interest or compensation,
upon the occurrence of an Event of De-
fault (as hereinafter defined). Such
agreement may also provide that, if
liguidation of the business of the broker
or dealer has not already commenced,
the rapid and orderly liquidation of the
business of the broker or dealer shall
then commence upon the happening of
an Event of Default. Any subordination
agreement which so provides for ma-
turity of the Payment Obligation upon
the occurrence of an Event of Default
shall also provide that the date on which
such Event of Default occurs shall, if
liquidation of the broker or dealer has
not already commenced, be the date on
which the Payment Obligations of the
broker or dealer with respect to all other
subordination agreements then out-
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standing shall mature but the rights of
the respective lenders to receive Pay-
ment, together with accrued interest or
compensation, shall remain subordinate
as required by the provisions of this Ap-
pendix (D), Events of Default which may
be included in a subordination agreement
shall be limited to:

(A) the making of an application by
the Securities Investor Protection Cor-
poration for a decree adjudicating that
customers of the broker or dealer are in
need of protection under the Securities
Investor Protection Act of 1970 and the
{ailure of the broker or dealer to obtain
the dismissal of such application within
30 days;

(B) The aggregate indebtedness of the
broker or dealer exceeding 1500 per
centum of its net capital or, in the case of
a broker or dealer which has elected to
operate under paragraph () of 17 CFR
240.15¢3-1, its net capital computed in
accordance therewith is less than 49 of
its aggregate debit items computed in ac-
cordance with 17 CFR 240.15¢3-3a,
throughout a period of 15 consecutive
business days, commencing on the day
the broker or dealer first determines and
notifies the Examining Authority for the
broker or dealer, or the Examining Au-
thority or the Commission first deter-
mines and notifies the broker or dealer
of such fact;

(C) The Commission shall revoke the
registration of the broker or dealer;

(D) The Examining Authority shall
suspend (and not reinstate within 10
days) or revoke the broker's or dealer's
status as a member thereof;

(E) Any receivership, insolvency, liqui-
dation pursuant to the Securities Inves-
tor Protection Act of 1970 or otherwise,
bankruptcy, assignment for the benefit
of creditors, reorganization whether or
not pursuant to bankruptey laws, or any
other marshalling of the assets and lia-
bilities of the broker or dealer.

A subordination agreement which con-
tains any of the provisions permitted by
this subparagraph (b) (10) shall not con-
-tain the provision otherwise permitted by
clause () of subparagraph (b) (9).

(¢) Miscellancous Provisions—(1)
Prohibited Cancellation. The subordi-
nation agreement shall not be subject to
cancellation by either party; no Pay-
ment shall be made with respect thereto
and the agreement shall not be termi-
nated, rescinded or modified by mutual
consent or otherwise If the effect thereof
would be inconsistent with the require-
ments of 17 CFR 240.15¢3-1 and 240.
15¢3-1d.

(2) Notice of Maturity or Accelerated
Maturity. Every broker or dealer shall
immediately notify the Examining Au-
thority for such broker or dealer if, af-
ter giving effect to all Payments of Pay-
ment Obligations under subordination
agreements then outstanding which are
then due or mature within the following
six months without reference to any
projected profit or loss of the broker or
dealer, either the aggregate indebted-

ness of the broker or dealer would ex-
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ceed 1200 percentum of its net capital
or its net capital would be less than 120
percent of the minimum dollar amount
required by 17 CFR 240.15¢3-1, or, in
the case of a broker or dealer who is
operating pursuant to paragraph (f) of
17 CFR 240.15¢3-1, its net capital would
be less than 6 percent of aggregate debit
items computed in accordance with 17
CFR 240.15¢3-3a or less than 120% of
the minimum dollar amount required by
paragraph (f) of 17 CFR 240.15¢3-1,

(3) Certain Legends. If all the pro-
visions of a satisfactory subordination
agreement do not appear in a single in-
strument, then the debenture or other
evidence of indebtedness shall bear on
its face an appropriate legend stating
that it Is issued subject to the provisions
of a satisfactory subordination agree-
ment which shall be adequately referred
to and incorporated by reference.

(4) Legal Title to Securities. All secu-
rities pledged as collateral to secure a
secured demand note must be in bearer
form, or registered in the name of the
broker or dealer or the name of its nomi-
nee or custodian.

(5) Temporary Subordinations. For
the purpose of enabling a broker or
dealer to participate as an underwriter
of securities or other extraordinary ac-
tivities In compliance with the net capi-
tal requirements of 17 CFR 240.15¢3-1, a
broker or dealer shall be permitted, on
no more than three occasions in any 12
month period, to enter Into a subordina-
tion agreement on a temporary basis
which has a stated term of no more than
45 days from the date such subordina-
tion agreement became effective. Pro-
vided, that this temporary relief shall
not apply to a broker or dealer if, at such
time, it is subject to any of the reporting
provisions of 17 CFR 240.17a-11 under
the Securities Exchange Act of 1934, ir-
respective of its compliance with such
provisions or if immediately prior to en-
tering into such subordination agreement
either (i) the aggregate indebtedness of
the broker or dealer exceeds 1000 per
centum of its net capital or its net capital
i5 less than 120% of the minimum dollar
amount required by 17 CFR 240.15¢3-1,
or (i) in the case of a broker or dealer
operating pursuant to paragraph (f) of
17 CFR 240.1503-1, its net capital is less
than 7 percent of aggregate debits com-
puted in accordance with 17 CFR 240.-
15¢3-3a or less than 1209% of the mini-
mum dollar amount required by para-
graph (), or (iil) the amount of its then
outstanding subordination agreements
exceeds the limits specified in paragraph
(d) of 17 CFR 240.15¢3-1. Such tem-
porary subordination agreement shall be
subject to all the other provisions of this
Appendix.

(6) Filing. Two copies of any proposed
subordination agreement (including non-
conforming subordination agreements)
shall be filed at least 10 days prior to the
proposed execution date of the agreement
with the Commission’s Regional Office
for .the region in which the broker or
dealer maintains its principal place of
business or at such other time as the
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Reglonal Office for good cause shall ac-
cept such filing. Copies of the proposed
agreement shall also be filed with the
Examining Authority in such quantities
and at such time as the Examining Au-
thority may require. The broker or dealer
shall also file with said parties a state-
ment setting forth the name and address
of the lender, the business relationship
of the lender to the broker or dealer,
and whether the broker or dealer car-
ried funds or securities for the lender at
or about the time the proposed agree-
ment was so filed. All agreements shall
be examined by the Commission’'s Re-
glonal Office or the Examining Authority
with whom such agreement is required
to be filed prior to their becoming effec-
tive. No proposed agreement shall be a
satisfactory subordination agreement for
the purposes of this section unless and
until the Examining Authority has found
the agreement acceptable apd such
agreement has become effective in the
form found acceptable.

(7 Subordination Agreements in Ef-
Ject Prior to Adoption, Any subordina-
tion agreement which has been entered
into prior to September 1, 1975 and which
has been deemed to be satisfactorily sub-
ordinated pursuant to 17 CFR 240.15¢3-1
as in effect prior to September 1, 1975
or net capital rules of a registered na-
tional securities exchange, the members
of which previously had been exempted
from 17 CFR 240.15¢3-1, shall continue
‘to be deemed a satisfactory subordina-
tion agreement until the maturity of such
agreement. Provided, that no renewal of
an agreement which provides for auto-
matic or optional renewal by the broker
or dealer or lender shall be deemed to be
a satisfactory subordination agreement
unless such renewed agreement meets
the requirements of this Appendix with-
in 6 months from September 1, 1975. Pro-
vided, further, that all subordination
agreements must meet the requirements
of this Appendix within 5 years of Sep-
tember 1, 1975.

(Sec. 15, 48 Stat, 805: 15 USC 780)
By the Commission.

[sEAL] GEORGE A, FITZSIMMONS,
Secretary.

[FR Doo.75-18325 Flled 7-15-75:8:45 am)

Title 5—Administrative Personne!
CHAPTER I—CIVIL SERVICE COMMISSION
PART 213—EXCEPTED SERVICE
Department of Commerce

Section 213.3314 is amended to show
that one position of Confidential Assist-
ant to the Administrator National Fire
Prevention and Control Administration,
is excepted under Schedule C.

Effective on July 16, 1975, § 213.3314
(u) is added as set out below.

§ 213.3314  Department of Commerce.

(u) National Fire Prevention and Con-
trol Administration. (1) One Confiden-
tinl Assistant to the Administrator,
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(6 U.S.C, 3301, 3302; EO 10577, 3 CFR 1954~
1958 Comp., p. 218)

Unitep States Civin SERV-
IcE COMMISSION,
[sEAL]l James C, Spry,
Ezrecutive Assistant to
the Commissioners.

[FR Doc.75-18300 Filed 7-15-75;8:45 am)

PART 213—EXCEPTED SERVICE
Consumer Product Safety Commission

Section 213.3360 is amended to show
that one position of Director of Con-
gressional Relations is excepted under
Schedule C.

Effective on July 16, 1975, £ 213.3360
(d) is added as set out below:

§213.3360. Consumer Product Safety
Commission.

- - » - .

(d) Director of Congressional Rela-
tions.

(5 U.S.C. 8301, 8302; EO 10577, 3 CFR 1954
1088 Comp,, p. 218)

Unirep States Civin Serv-
1cE COMMISSION,
Isear]l Jamzs C. Sery,
Ezxecutive Assistant to
the Commissioners.

IR Doc.75-18361 Piled 7-15-75:8:45 am|

PART 213—EXCEPTED SERVICE

Department of Housing and Urban
Development

Section 213.3384 is amended to show
that one position of Special Assistant to
the General Manager, Community De-
velopment Corporation, is excepted un-
der Schedule C.

Effective on July 16, 1975, § 213.3384
(}) (3) is added as set out below:

£213.3384 D ent of Housing and
Urban Dﬂ(’i ment,

» » » - .

() Community Development Corpo-
ration. * * *

(3) One Special Assistant to the Gen-
eral Manager,

(6 US.C. 3301, 3302; EO 10577, 3 CFR 19564~
1058 Comp,, p. 218)

Uxirep StaTEs CIivin Senv-
1cE COMMISSION,
James C. Seny,
Ezxecutive Assistant to
the Commissioners.

[PR Do0c.75-18350 Plled 7-15-75;8:45 am )

Title 7—Agriculture
CHAPTER IX—AGRICULTURAL MARKET-
ING SERVICE (MARKETING AGREE-
MENTS AND ORDERS; FRUITS, VEGE-
TABLES, NUTS), DEPARTMENT OF
AGRICULTURE

[Avocado Reg. 17, Amdt. 4|

PART 915—AVOCADOS GROWN IN
SOUTH FLORIDA

Maturity Requirements

This amendment revises the maturity
requirements for the Pollock and Sim-

[sEaL)
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monds varieties of avocados. Weights or
diameters and picking dates are indices
used at harvest to assure that avocados
are mature and will ripen satisfactorily
after picking.

Findings. (1) Pursuant to the market-
ing agreement, as amended, and Order
No. 915, as amended (7 CFR Part 915),
regulating the handling of avocados
grown in South Florida, effective under
the applicable provisions of the Agricul-
tural Marketing Agreement Act of 1937,
as amended (7 US.C. 601-674), and upon
the basis of the recommendation of the
Avocado Administrative Committee, es-
tablished under the aforesaid marketing
agreement and order, and upon other
avallable information, it is hereby found
that the maturity requirements for the
handling of avocados, as hereinafter pro-
vided, will tend to effectuate the declared
policy of the act.

(2) The need for the amendment stems:
from the current avocado crop maturity
situation. Maturity studies on the speci-
fied varieties completed recently indicate
that avocados of such varieties are now

mature at the hereinafter specified dates,
minimum weights, or diameters.

(3) It Is hereby further found that it
is impracticable, unnecessary, and con-
trary to the public Interest to give pre-
liminary notice, engage in public rule-
making procedure, and postpone the ef-
fective date of this amendment until 30
days after publication thereof in the
Feoerar Recister (5 US.C. 553) in that
the time intervening between the date
when information upon which this
asmendment is based became available
and the time when this amendment must
become effective in order to effectuate the
declared policy of the act is insufficient;
and this amendment relieves restrictions
on the handling of avocados.

Order. The provisions of subparagraph
(a) (2) of §915.317 (Avocado Regulation
17; 40 FP.R. 24006; 26501; 28048; 29068
are amended by revising in Table I dates,
minimum weights, or diameters appli-
cable to the Pollock and Simmonds vari-
eties so that after such revision the por-
tion of Table I relating to such varieties
of avocados reads as follows:

Mintmum Mirdmum Mindmum
Varlety Date  weightor Date weightor Date welghtor Date
Manmeter dbussetor dlamoter
o 4] @ ) ®) ) ) 5
Pollock, ... - 77 Boe 475 Yoz 490
l‘ Hc in e in
SINMMONMN... ..o s vvos srmrrnmrsmrresss T-5-7a T e 54-75
83‘ sln s In

(Secs, 1-19, 48 Stat. 31, as amended; 7 US.C, 601-074)

Dated, July 11, 1975, to become effective July 14, 1975,

CHARLES R. BRADER,

Deputy Director, Fruit and Vegetable Division,

Agricultural Marketing Service.

{FR Do0c.75-18460 Plled 7-15-75;8:45 am )

[Avocado Reg. 23, Amdt. 1]

PART 944—FRUITS; IMPORT
REGULATIONS

Pollock Avocados; Maturity Requirements

This amendment revises the maturity
requirements applicable to imported avo-
cados of the Pollock variety. It permits
the importation of such avocados at
specified weights or diameters a week
earlier than is now permitted. The re-
quiremenis are the same as those appli-
cable to avocados produced in south
Florida and regulated pursuant to Mar-
keting Order 915,

Pursuant to the provisions of section
8e of the Agricultural Marketing Agree-
ment Act of 1937, as amended (7 US.C.
601-674), the provisions of paragraph
(a)(2) of §944.15 (Avocado Regulation
23: 40 F.R. 24008) are hereby amended to
read as follows:

£944.15 Avocado Regulation 23.
‘n) - » »

(2) Avocados of the Pollock varlety
shall not be fmparted (1) prior to July 7,
1975; () from July 7, 1975, through
July 13, 1975, unless the individunal fruit
in each lot of such avocados weighs at
least 18 ounces or measures at least 3144,
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inches in diameter; and (iii) from
July 14, 1975, through August 4, 1975, un-
less the individual fruit in each lot of
such avocados weighs at least 16 ounces
or measures. at least 37, inches iIn
diameter,

It is hereby found that it is imprac-
ticable, unnecessary, and contrary to the
public interest to give preliminary notice,
engage in public rule-making procedure,
and postpone the effective time of this
regulation beyond that hereinafter spec-
jifled (5 US.C. 553) In that (a) the re-
quirements of this amended import regu-
lation are iIm=osed pursuant to section 8¢
of the Agricultural Marketing Agreement
Act of 1937, as amended (7 US.C. 601~
674), which makes such regulation man-
datory; (b) the maturity requirements
of this amended import regulation are
the same as thoge to be In effect begin-
ning’ July 14, 1975, on domestic ship-
ments of avocados grown in south Flor-
fda under Avocado Regulation 17,
Amendment 4 (§ 915.317); and (¢) this
amendment relieves restrictions on im-
ports of avocados.

(Bece. 1-10, 48 Stat. 81, ax nmended; 7 US.C.
001-674)
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Dated July ll. 1975 to become effec-
tive July 14, 197
CnumR.an.
Deputy Director, Fruit and
Vegetable Division, Agricul-
tural Marketing Service.
| FR Doc.75-18461 Filed 7-15-75;8:45 am ]

CHAPTER XIV—COMMODITY CREDIT COR-
PORATION, DEPARTMENT OF AGRI-
CULTURE

PART 1438—NAVAL STORES
1975 Gum Naval Stores Loan Program

These regulations supersede the Gum
Naval Stores Price Support Regulations
for 1969 and Subsequent Crops (34 FR
3595) with respect to the Gum Naval
Stores Loan Program for 1975 and Sub-
sequent Crops. It is found and deter-
mined that compliance with the proce-
dure for notice of proposed rulemaking
and public participation would be im-
practicable and contrary to the public
interest. As the market price for crude
pine gum has substantially declined and
the 19756 program is being reinstated at
the request of producers, it Is essential
that detailed operating provisions of the
program be put into effect on the earliest
possible date. Accordingly, the regula-
tions are revised as follows:

Sec.
1438.1636

1438.1637
1438.1638
1438.1630
1438.1640
1438.1641
1438.1642
1438.1643

Goneral statement and adminis-
tration,

Definitions,

Loan to ATFA

Advances to producers,

Rate of advance to producers,

Maturity of loan,

Redemption by ATPFA,

Net galns,

1438.1644 Right of CCC upon maturity.

1438.1645 Personal labllity.

AUTHORITY: (Sec. 4 (d), 62 Stat. 1070 (15
US.C. 714b); sec. § (a), 62 Stat, 1072 (15
U.B.C. 7140); and secs, 301, 401, 63 Stat, 1053,
1054 (7T US.C. 1421, 1447)).

§ 1438.1636 General statement and ad-

ministration.

CCC will make loans available to pro-
ducers of gum naval stores during the
calendar year 1975 through the Amer-
ican Turpentine Farmers Association
Cooperative (hereinafter referred to as
ATFA), under the terms and conditions
described in these regulations, The
Grains, Ollseeds and Cotton Division,
ASCS will supervise the administration
of the program and the ASCS Data Sys-
tems Field Office (DSFO) will perform
the accounting functions.

§ 1438.1637 Definitions.

(a) “Eligible producer” means a pro-
ducer who (1) Is a member of ATFA in
good standing under membership re-
quirements approved by CCC (no pro-
ducer who is otherwise eligible may be
excluded from membership in ATFA),
(2) follows one or more forestry conser-
vation practices established by State and
Federal Forestry services, as determined
by ATFA, (3) has made satisfactory ar-
rangements to pay any indebtedness to
the US. Department of Agriculture or
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any of its agencies, as evidenced by the
debt records maintained by the Agricul-
tural Stabilization and Conservation
County Committees of the U.S. Depart-
ment of Agriculture, and (4) has exe-
cuted, and has not breached his obliga-
tions under, the Producer’s Marketing
Agreement (ATFA Form 1-1975), or any
other similar agreement,

(b) “Eligible naval stor~s'" means eligi-
ble rosin and the rosin content in eligible
oleoresin.

(¢) "Eligible oleoresin” means oleo-
resin (1) which was produced in 1975 in
the United States by an eligible producer,
(2) which is free and clear from all liens
and encumbrances, (3) the rosin content
in which has not been previously pledged
for a loan under this or any similar pro-
gram, and in which the beneficial in-
terest s and always has been in the pro-
ducer, and (4) which will yield rosin of
the grades and quality prescribed in
paragraph (d) of this section.

(d) “Eligible rosin"” means gum rosin
which (1) was processed by the Olustee
or a similar method from eligible oleo-
resin, (2) grades “K" or betier, (3) is free
and clear from all liens and encum-
brances, (4) has not previously been
pledged for a loan under this or any
similar program, and in which the bene-
ficial interest is and always has been in
the producer: Provided, That, when a
producer’s eligible oleoresin was com-
mingled in the processing operation with
oleoresin produced in the United States
by other producers, the rosin tendered
for advance by the producer, as repre-
senting the processed equivalent of his
eligible oleoresin, will bé deemed to be, if
otherwise eligible, eligible rosin produced
by such producer, (5) is packed to a net
weight of 517 pounds, in eligible metal
drums, (6) i5 transparent, (7) is free
from visible foreign materials and con-
tains no extraneous matter resulting
from chemical or other treatment of the
rosin, or of the oleoresin or the trees
from which it came, and (8) conforms as
to softening point to not less than Fed-
eral Specifications LLL-R-626b, to wit:
158" Fahrenhelt (American Society for
Testing and Materials Method No. E-28-
67). Rosin must be federally graded, in-
spected and weighed or the weights
checked by Federal Inspectors employed
or licensed by CCC,

(e) *“Eligible metal drums” means
drums conforming to the specifications
for metal drums approved by CCC, ob-
tainable from and on file in the office of
ATFA.

§ 1438.1638  Loan to ATFA.

Under a Loan Agreement, CCC will
make a loan to ATFA which will enable
ATFA to make loan advances to eligible
producers on eligible naval stores. As
security for such loan, ATFA will pledge
such naval stores to CCC. CCC has the
right to establish a maximum aggregate
disbursement at any time upon written
notice to ATFA, but no such limitation
shall apply with respect to naval stores
tendered to ATFA by producers prior to
such notice. The loan will be In an

amount equal to (a) the amount of the
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loan advances made by ATFA to pro-
ducers, except that the loan will be made
only on full drums of eligible naval stores,
(b) the administrative and operating ex-
penses, approved by CCC, incurred by
ATFA in making advances available to
producers, and in the handling, preser-
vation, and redemption of pledged naval
stores and (¢) storage charges or other
charges on pledged naval stores up to the
time of acquisition of title thereto by
CCC. The loan by CCC to ATFA shall
bear interest at the rate of six and one-
eighth (6%%) percent per annum or such
other rate as may be determined appli-
cable by CCC to 1975 loans.

§ 1438.1639 Advances to producers,

ATFA will make advances to eligible
producers on eligible naval stores only
when such naval stores have been (a)
processed (except where CCC and ATFA
determine that unprocessed rosin con-
tent in oleoresin may be offered for ad-
vance), (b) placed in storage in the
custody of an approved warehouseman
who has entered into and is fully com-
plying with a Warehouse Agreement
(ATFA Form 2-—1975) with ATFA, or in
the custody of ATFA acting under a
Storage Agreement with CCC, and (¢)
offered for an advance on a Producer's
Offer (ATFA Form 4), the date of which,
unless a first offer and dated not later
than September 1, 1875, shall be not
later than thirty days from the date of
delivery of eligible oleoresin to a proc-
essor, but in no event later than Decem-
ber 31, 1875, by the producer of the oleo-
resin, the rosin content of which or
processed rosin from which has been so
placed in storage. No warehouseman will
ALe authorized to store pledged unproc-
essed rosin except upon approval by CCC
of ATFA's written recommendation
therefor and written demonstration by
ATFA that there exists an immediate
and substantial need for such storage, If
there are any liens or encumbrances on
the naval stores offered for advance,
proper walvers are required on a Lien-
holders’ Walver and Agreement (ATFA
Form 3). All processing charges, includ-
Ing the cost of the eligible metal drums
for rosin, and all storage and other ware-
house charges to the date of tender for
advance, will be borne by the producer.

§ 1438.1610

ducers.

ATFA will make advances to eligible
producers on eligible rosin or rosin con-
tent only, based on the support level of
$61.30 per standard barrel (435 1bs. net
welght each) of oleoresin (erude pine
gum), processed basls. Although no ad-
vance is made on turpentine, an allow-
ance I made for the estimated 1975
market value of the turpentine content
in & barrel of oleoresin in determining
the advance rate for rosin or fosin con-
tent, The loan rates on rosin are $16.00
for grade WG, $16.75 for grades X and
WW, $15.60 for Grade N, $15.20 for grade
M, and $14.75 for grade K, per hundred
pounds net, packed in eligible metal
drums. CCC reserves the right to reduce
rosin loan rates if the actual turpentine
market price during 1975, when added to

Rate of advance to pro-
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of the applicable Pmduoer's Offer.
§ 1438.1611. Maturity of loan.

The loan made by CCC to ATFA will
be due and payable upon demand.

§ 1438,1642 Redemption by ATFA.

ATFA's right to redeem naval stores
pledged by ATFA to CCC shall be sub-
Ject to the terms and conditions of the
Loan Agreement and any amendments
thereto. Redemption shall be made upon
application to CCC therefor, prior to
maturity of the loan, and upon payment
of the redemption cost. The redemption
cost will be determined by CCC and will
be the amount outstanding under the
Loan Agreement, including any unpaid
accrued expenses and charges, plus in-
terest applied ratably to the naval stores

. Any naval stores re-
be thereafter eligible

§ 1438.1613 Net gains.

ATFA will disburse in cash on a fair
and equitable basis to participating pro~
ducers all net gains, less cost of disburse-
ments, resulting from ATFA's sale of re-
deemed naval stores, unless a disposi-
tion other than cash disbursement has
been approved by CCC. For example,
when net gains are insufficient to jus-
tify disbursement expense, ATFA may
upon request to and approval of CCC,
utilize such net gains for and in behalf
of all of its producer-members.

& 1438.1644 Right of CCC upon ma-
turity.

Upon maturity and nonpayment of the
Joan, CCC will take title to any unre-
deemed naval stores, without a sale
thereof, and CCC will have no obligation
to pay or account to ATFA for any mar-
ket value which such naval stores may
have in excess of the amount of the loan,
plus interest and charges.

§ M38.1615  Personal liakility.

Any fraudulent representation by
ATFA or the producer in the program
documents will render it or him subject
to criminal prosecution under applicable
law, and personally liable for the amount
by which the proceeds received upon the
disposition of the naval stores involved
are less than the amount of indebted-
ness incurred by ATFA with respect to
such naval stores,

Effective date: July 16, 1975,
Signed at Washington, D.C., on July 14,

1975,
3 E. J. PERSON,
Acting Executive Vice President,
Commaodity Credit Corpora-

[FR Doc.75-18576 Filed 7-15-75:8:45 am |
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Title 14—Aeronautics and Space

CHAPTER |—FEDERAL AVIATION ADMIN-
ISTRATION, DEPARTMENT OF TRANS-
PORTATION

| Docket No, 74-80-76; Amdt. 30-2263)

PART 39—AIRWORTHINESS DIRECTIVE
Grumman Model G-1159 Airplanes

Amendment 39-1920, (39 FR 28611),
AD. 74-17-05 requires the deactivation
of the ground spoilers on the Grumman
Model G-1159 airplanes. An additional
means is needed to deactivate the ground
spoilers other than as specified in the
AD. A statement allowing the Chief, En-
gineering and Manufacturing Branch,
Federal Aviation Administration, South-
em Region to approve other means of
compliance is being added.

Since this amendment relicves a re-
striction and imposes no additional bur-
den on any person, notice and public pro-
cedures hereon are unnecessary, and the
amendment may be made effective In
Jess than 30 days.

In consideration of the foregoing, and
pursuant to the authority delegated to
me by the Administrator (31 FR 13697)
§39.13 of Part 39 of the Federal Avia-

‘tion Regulations 39-1920 (39 FR 28611),

AD. 74-17-05 is amended.

Amend the fourth paragraph to read—
“Compliance required within the next
10 hours’ time in service after receipt
of telegram dated July 17, 1974, unless
already accomplished or noted otherwise,
Any equivalent method of compliance
with this AD must be approved by Chief,
Engineering and Manufacturing Branch,
FAA, SouthernRegion., Deactivate the
ground spoilers by accomplishing the
following:"

This amendment becomes effective on
July 18, 1975.

This amendment is made under, the
authority of Sections 313(a), 601 and 603
of the Federal Aviation Act of 1958 (49
U.S.C. 1354(a), 1421, and 1423) and of
Bection 6(¢) of the Department of Trans-
portation Act (49 US.C, 16565(c) ).

Issued in East Point, Georgia on July
8, 1975,
P. M. SWATEX,
Director,
Southern Region, ASO-1.

[FR Doc. 7618360 Piled 7-15-75:8:45 am]

{Docket No. T5-50-68; Amdt. 30-2264|
PART 39—AIRWORTHINESS DIRECTIVES

Grumman American Model G-1159
Airplanes

There have been failures of the in-line
hydraulic filters in the stall barrier sys-
tem of the Model G-1159 airplanes that
could result in the stick pusher remain-
ing activated after the stall condition has
been corrected. Portions of the filters
may become lodged in the stall barrier
valves such that hydraulic pressure can-
not be relieved. If this condition were to
occur in fiight, it could require as much
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s & 75 pound pull initially by the pilot to
maintain leve]l flight. Since. this condi-
tion is likely to exist or develop in other
airplanes

require replacement of the two (2) in-
line filters in the stall barrier system and
to inspect the stall barrier valves and
cylinder if the replaced filters are found
not intact. In addition, a temporary op-
erating limitation is being applied to pro-
hibit intentional stalls. An AFM revision
will provide an emergency procedure for
landing with the stick pusher jammed in
the activated position.

Since a situation exists that requires
immediate adoption of this regulation,
it is found that notice and public pro-
cedure hereon are impracticable and
good cause exists for making this amend-
ment effective in less than 30 days.

In consideration of the foregoing, and
pursuant to the authority delegated to
me by the Administrator (31 F.R. 13697),
§ 39.13 of Part 39 of the Federal Aviation
Regulations is amended by adding the
following new airworthiness directive:

GRUMMAN AMERICAN AVIATION CORFORATION.
Applies to Model G-1159 alrplanes, Serial
Number 1 through 164 and 775.

Compiliance required as indioated:

{1) Flight Manual. The emergency pro-
cedure set forth in Section A Is effective upon
receipt of this AD and must be Incorporated
in the Grumman Gulfstream II AFM, unless
previously incorporated by Grumman In-
terim Revision 16-5 dated July 2, 1975.

(2) Operating Limitstion. The lmitation
sotl forth in Seotion B is effective upon receipt
of this AD. It must be lncorporated In thoe
Grumman Gulfstream II AFM and remains
effective untll Grumman American Service
Change 199 has been accomplished.

(3) Replacement of stall barrier flters.
Compliance with the filter change outiined In
Section O© Is required within two hundred
(200) fight hours, or three months, after the
effective date of this AD, whichever occurs
first.

A. Emergency Procodures—Page 3-21
under Stall Barrier Malfunetion, after item
5, add:

If the stick pusher actuates in flight and
cannot be deactivated using the above pro-
cedures, It is probable that a hydraulic mal-
function has occurred in the stall barrier
system. In this event, it will be necessary to
continue the fight with the stall barrier
actuated, The following procedures are rec-
ommended :

I. Crulse, With gear and flaps rotracted,
the airplane can be trimmed at alrspeeds
above approximately 200 knots. For maxi-
mum alrcraft nose up trim, use the manual
trim avaliable beyond electric trim limit, The
trim speed is reduced to a value below 200
knots when the faps are extended,

The trim tab deflection necessary for »
trimmed condition will Increase drag and re-
duce range by a small but undetermined
amount,

and Landing, a. The airplane
may be adjusted as far aft as practicable,

©. With flaps 20°, gear down, the alrplane
trimmed down to approximately 180
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wheel will not touch first. Plan to touch
down &t approximately 150 KIAS. Apply
maximum reverse thrust and brake as neces-
sary. Stick force during flare and touchdown
will Increase to about 30 Ibs. Care should be
taken not to flare high, thereby using more
runaway than necessary.

1. Due to the higher touchdown speed, the
landing distances will be increased. The re-
quired runway length has not been deter-
mined, but landings have been made In less
than 7,000 feet of runwuy by using maximum
m thrust and light braking.

Limitations—Page 1-9. Under Stall
w-mmg/sun Barrler System add
INTENTIONAL StAlLs Anm Prommrren

C. To prevent the stall barrier stick pusher
from remaining after actuation,
due to portions of the hydraullc filters be-
coming lodged In the stall barrier valves, ac-
complish the following: Replace the stall
barrier hydraulic In-Iine filters and Inapect
and leak check the stall barrier valves and
cylinder if the replaced filters are determined
to be not intsct upon removal, according to
Grumman American Service Change 100, or in
an equivalent manner approved by the
Chief, Engineering and Manufacturing
Branch, Southern Reglon, Atlanta, Georgia.

This amendment becomes effective
July 18, 1975.

This amendment is made under the
authority of Sections 313(a), 601, and
603, of the Federal Aviation Act of 1958
(49 U.S.C, 1354(a), 1421, and 1423) and
of SBection 6(c) of the Department of
Transportation Act (49 U.S.C, 1655(¢) ).

Issued In East Point, Georgin on July

8, 1975.
P. M. SWATER,
Director, Southern Region.

[FR Doc.756-18351 Filed 7-15-76;8:45 am |

[Docket No. 139005; Amadt, 30-2265)

PART 39—AIRWORTHINESS DIRECTIVES
Dowty Rotol Type (¢) R212/4-30-4/22

A proposal to amend Part 39 of the
Federal Aviation Regulations to Include
an alrworthiness directive requiring in-
spections of Dowty Rotol Type ()
R212/4-30-4/22 propellers for cracks
and their replacement if necessary was
gggl;)hndmmem“lzwmn (39 FR

Interested persons have been afforded
an opportunity to participate in the
making of the amendment, No objections
were received.

This amendment s made under the
authority of sections 313(a), 601, and
603 of the Federal Aviation Act of 1958
(49 U.S.C. 1354(a), 1421, and 1423) and
of section 6(c) of the Department of
Transportation Act (480 US.C. 1655(c) ).

In consideration of the foregoing, and
pursuant to the authority delegated to
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me by the Administrator (14 CFR

§ 11.89), § 39.13 of Part 39 of the Federal

Aviation Regulations is amended by

adding the following new airworthiness

directive:

Dowrx Rorot, Applies to Dowty Rotol Type
(c) R213/4-30-4/22 propellers incorpo~
rating hub and driving center assem-
blies. P/N's 0601022204, 0601022211,
601022105, and RA 64883, that have not
been modified in accordance with Dowty
Rotol Modification Nos. (¢) VP2388
(SB 61-604) or (¢) VP2779 (5B 61-767).
These propellers are installed on, but not
pecessarily limited to, Hawker Siddeley
Model H.8. 748 Series 2A alrplanes.

Compliance is required as indicated.

To detect cracking of the propeller hub
front wall/snout radius aroas between the
eyebolt guides, sccomplish the following:

(a) Inspect the propeller hubs in accord-
ance with Paragraph 2.A. of Dowty Rotol
Service Bulletin No, 61-828, dated September
10, 1673, or an FAA-approved equivalent as
follows:

(1) Por those operators required to per-
form propeller overhauls, inspect at the next
propeller overhaul and at each propelier
overhaul thereafter.

(2) For all other operators, inspect within
the next 4000 hours’ time in service after
the effective date of this AD, and thereafter
inspect at intervals not to exceed 4000 hours’
time In service since last inspection.

(b) Inspect those propeller hubs that have
accumulated more than 10,000 houra' time
in service on the effective date of this AD
in accordance with Paragraph 2.B. of Dowty
Rotol Service Bulletin No, 61-828, dated Sep-
tember 10, 1973, or an FAA-approved equiva-
lent, unless already accomplished, as fol-
lows:

{1) For those propeller hubs that have
never been inspected or that have accumu-
lated more than 1400 hours’ timo In sarvice
sinece last inspected in accordance with Para-
graph 2A. or 2B. of Dowty Rotol Service
Bulletin No, ' 61-828, dated September 10,
1973, inspect within the next 600 bours time
in service,

(2) Por those propeller hubs that have ac-
cumuiated not more than 1400 hours’ time
in service since last inspected in accordance
with Paragraph 2.A. or 2.B. of Dowtly Ratol
Service Bulletin No. 61-828, dated Septem-
ber 10, 1973, inspect prior to the accumula-
tion of 2000 hours' time 1n service since laat
inspected.

(¢) If a cracked hub is found during an
inspection required by this AD, accomplish
the following:

(1) Before
cracked hub with a serviceable part of the
same part number or W part number ap-
proved for instaliation on the propeller,

(2) Inspect all the operator's propeller
hubs covered by this AD in accordance with
Paragraph 2.B. of Dowty Rotol Service Bul-
letin No. 61-828, dated September 10, 1073
or an FAA-approved equlvalent as follows:

(1) For those propeller huba that have ac-
cumulated more than 1400 hours' time in
service since last Inspected In accordance
with paragraph (a) or (b) of this AD or
that have never been inspected and have ace
cumulated over 1400 hours' time in service,
inspect within the next 600 hours' time in
at intervals not to exceed 2,000 hours' time
servioe; and, thereafter, continue to inspect
In gervice since last inspection.

(i1) For those propeller hubs that have
acumuisted not more than 1400 hours' time
in service sinee new or aince last inspected in
accordance with paragraph (a) or (b) of
this AD, t prior to the accumulation
of 2000 hours' time In service since last
inspected or since new, as applicable, and

further flight, replace the
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thereafter, continue to inspect at Intervals
not to exceed 2000 hours' time in service
since last Inspection.

(d) The 1 required by para-
graphs (a), (b), and (¢) of this AD may be
discontinued upon the Incorporation of
Dowty Rotol Modification Nos, (¢) VP
2388(5B61-604) or (¢) VP2T79(8B61-767) or
PAA-approved equivalent modifications.

(e¢) Upon request of an operator, an FAA
maintenance inspector subject to prior ap-
proval of the Chief, Alrcraft Certification
Staff, Europe, Africa, and Middle East Region,
may adjust the repetitive inspection inter-
vals specified In this AD to permit com-
pliance at an established Inspection period of
the operator, if the request contalns sub-
stantiating data to jJustify the adjustment,

This amendment becomes effective
August 15, 1975,

Issued in Washington, D.C. on July 9,

1975.
J. A. FERRARESE,
Acting Director,
Flight Standards Service.

PR Doc.75-18352 Filed 7-15-75;8:45 am )

Title 16—Commercial Practices

CHAPTER II—CONSUMER PRODUCT
SAFETY COMMISSION

PART 1031—EMPLOYEE MEMBERSHIP
AND PARTICIPATION IN VOLUNTARY
STANDARDS ORGANIZATIONS

Promulgation of Policy; Correction

In FR Doc. 75-16103 appearing at
page 26023 in the issue of June 20, 1975,
the first sentence of paragraph 14 in the
third column on page 26024 is corrected
to read “A comment suggests that a
CPSC employee who participates in the
development of a voluntary standard
should be prohibited from later partici-
pating in an official CPSC capacity in
the evaluation of the standard.”

Dated: July 9, 1075,

Sanye E, Dunx,
Secretary, Consumer Product
Safety Commission,

[FR Doc.75-18500 Filed 7-15-75,8:45 nm |

Title 20—Employees’ Benefits

CHAPTER 11I—SOCIAL SECURITY ADMIN-
ISTRATION, DEPARTMENT OF HEALTH,
EDUCATION, AND WELFARE

[Reg. No. 5, further amended|)

PART 405—FEDERAL HEALTH INSUR-
ANCE FOR THE AGED AND DISABLED

Periodic Interim Payments to Title XVill
Providers

On January 16, 1974, there was pub-
lished In the Frxoenarn Reoister (39 FR
2011) a Notice of Proposed Rule Making
with a proposed amendment to Subpart
D of Regulations No. 5 (20 CFR Part
405), regarding Periodic Interim Pay-
ments (PIP) to title XVIII providers.
Interested parties were given 30 days
within which to submit written com-
ments or suggestions on the proposed
amendment. Comments and suggestions
received in regard to this Notice of Pro-
posed Rule Making, responses thereto,
and changes In the proposed regulation
are summarized below,
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1. Many commented on the require-
ment that Perjodic Interim Payments be
made for no less than a 2-week period
of services, with a payment interval of
2 weeks between the end of the period
of services to which the payment applies
and the date of payment, such interval
creating an average lag of 3 weeks be-
tween delivery of and payment for sery-
ices. These arguments stated that such
a payment schedule would severely
hinder the cash flow of providers and
their ability to meet working capital
needs since a major share of providers'
costs are associated with personnel pay-
rolls and payments to vendors that are
typlcally paid on at least a weekly or bi-
weekly basis, and if such a proposal 15
retained in the final regulations, many
providers will be forced to borrow addi-
tional working capital from lending in-
stitutions, thereby incurring interest
costs that will increase their overall cost
of furnishing health care, a significant
portion of which will be borne by Medi-
care. However, careful consideration of
the introduction of an average 3-week
payment lag into the PIP method dem-
onstrated that such a lag compares fa-
vorably with the average lag in payment
experienced by providers reimbursed
under regular interim payment proce-
dures. Therefore, suggestions to abandon
the proposed amendment Introducing a
3-week payment lag into the PIP method
were not adopted. In addition, interme-

diaries will be instructed to conform the-

relmbursement schedules of those provid-
ers receiving payment under already ex-
isting forms of the PIP mechanism to the
revised payment schedule requirements
and place all these providers in payment
status under the revised schedule no later
than September 15, 1975. The time pe-
riod for intermediaries to adjust and im-
plement the revised schedule is necessary
to effect uniformity with respect to the
interval of payment as soon as is ad-
ministratively feasible.

2. Others who commented recom-
mended that the practice of completing
bills in abbreviated form be retained be-
cause the detailed billing requirement
would Increase the provider's adminis-
trative costs and, in turn, Medicare’s
costs. During the period prior to Septem-
ber 1973, the program did allow skeleton
billings under PIP, with the hospital's
regular bill attached for reference. In
practice, it was found the procedure
created extensive claims verification
problems for intermediaries. A dispro-
portionntely high percentage of the
claims had to be returned to providers
for additional information because of
discrepancies between the statements on
the skeleton bill and the charge items on
the provider's regular bill form. This re-
sulted In delays in cost settlements, mul-
tiple handling of claims, and unneces-
sarily added communication between
providers and intermediaries, For these
rensons, all providers converting to the
PIP method after September 1973 have
been required to use detailed billing, al-

though providers which had been under
PIP prior to that time have continued to
use the abbreviated billing procedures,

RULES AND REGULATIONS

Because the abbreviated billing pro-
cedure has created the administrative
difficulties described above, the latter
group of providers, those on PIP prior to
September 1, 1973, also will be required
to convert from the abbreviated billing
procedures they currently use to the de-
tailed billing practices followed by all
other providers under PIP,

3. The proposed amendment permitted
a provider to convert to PIP if the pro-
vider agreed to the intermediary’s re-
covery of the provider's outstanding cur-
rent financing payment by offset against
the provider's periodic interim payments
at a rate that would have effectuated full
recovery by May 29, 1974, Since the date
of May 29, 1974, has passed, this has been
deleted from the final regulation. The
proposed amendment also permitted a
provider to elect to be reimbursed under
the PIP method if, in addition to meeting
other criteria, the provider had repaid
or agreed to repay its outstanding cur-
rent financing payment in full before the
effective date of Its requested conver-
glon from a regular interim payment
method to the PIP method. This pro-
vision has been retained. However, to
clarify in the regulation the requirement
clearly set forth in the Preamble to the
proposed regulation, the final regulation
states that a provider requesting to con-
vert to PIP must repay, rather than
merely agree to repay, its outstanding
current financing payment in full before
the effective date of its requested conver-
slon from a regular interim method to
the PIP method.

4. Various editorinl changes have also
been made in the interest of clarity.

The amendment is adopted as proposed
except for the changes mentioned above,
and is set forth below,

(Secs, 1102, 1814(b), 1815, 1833(a), 1871 of
the Social Security Act, 49 Stat, 647, as
amended, 70 Stat. 206, 207, as amended, 79
Stat, 302, as amended, 70 Stat. 331; 42 US.C.
1302, 13051(b), 1305¢, 13951(n), 1305hh)

Effective date: August 15, 1975,
(Catalog of Federal Domestio Assistance Pro-
gram No. 13800, Health Insurance for the
Aged and Disabled-—Hospital Insurance, and
13.801, Health Insurance for the Aged and

Disabled—Supplementary Medical Insur-
ance.)

Dated: May 12, 1975.

J. B. CARDWELL,
Commissioner of Social Security.

Approved: July 11, 1975,

CAsPAR W, WEINBERCER,
Secretary of Health, Education,
and Welfare.

Regulations No. 5 of the Social Se-
curity Administration, as amended (20
CFR Part 405), are further amended as
set forth below:

Section 405.454 Is amended by adding
& new paragraph (J) to read as follows:

§ 105.451

Payments to providers,
. - - » . -

(§) Periodic interim payment method
of reimbursement. In addition to the reg-
ular methods of interim payment on in-

dividual provider billings for covered

v
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services, the periodic interim payment
(PIP) method is available for Part A hos-
pital and skilled nursing facllity in-
patient services and for both Part A and
Part B home health agency services.

(1) Any participating provider that es-
tablishes to the satisfaction of the inter-
mediary that it meets the following re-
quirements may elect to be reimbursed
under the PIP method, beginning with
the first month after its request that the
intermediary finds administratively
feasible:

(i) The provider's estimated total
Medicare reimbursement for inpatient
services is at least $25,000 a year com-
puted under the PIP formula or, in the
case of a home health agency, either (A)
its estimated total Medicare relmburse-
ment for Part A and Part B services is
at least $25,000 a year computed under
the PIP formula or (B) its esti-
mated Medicare reimbursement com-
puted under the PIP formula is at least
50 percent of estimated total allowable
costs,

(i) The provider has filed at least one
completed Medicare cost report accepted
by the intermediary as providing an ac~
curate basis for computation of program
payment (except in the case of a provider
requesting reimbursement under the PIP
method upon first entering the program),

(iif) The provider has the continuing
capability of maintaining in {ts records
the cost, charge, and statistical data
needed to accurately complete a Medi-
care cost report on a timely basis, and

(Iv) The provider has repaid or agrees
to repay any outstanding current financ-
ing payment in full, such payment to be
made before the effective date of its re-
quested conversion from a regular in-
terim payment method to the PIP
method.

(2) No conversion to the PIP method
may be made with respect to any pro-
vider until after that provider has repaid
in full its outstanding current financing
payment.

(3) The intermediary’s approval of a
provider’s request for reimbursement
under the PIP method will be condi-
tioned upon the intermediary’s best
Judgment as to whether payment can be
made to the provider under the PIP
method without undue risk of its result-
ing In an overpayment because of greatly
varying or substantially declining Medi-
care utilization, Inadequate billing prac-
tices, or other circumstances. The inter-
mediary may terminate PIP reimburse-
ment to a provider at any time it deter-
mines that the provider no longer meets
the qualifying requirements or that the
provider's experience under the PIP
method shows that proper payment can-
not be made under this method.

(4) Payment will be made biweekly
under the PIP method unless the pro-
vider requests a longer fixed interval (not
to exceed 1 month) between payments.
The payment amount will be computed
by the intermediary to approximate, on
the average, the cost of covered inpatient
or home health services rendered by the
provider during the period for which the
payment is to be made, and each pay-
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ment will be made 2 weeks after the end
of perfod of services. Upon re-
quest, the intermediary will, if feasible,
compute the provider's payments to rec-
ognize significant seasonal variation in
Medicare utilization of services on a
quarterly basis starting with the begin-
ning of the provider’s reporting year.

(5) A provider's periodic Interim pay-
ment amount may be appropriately ad-
justed at any time if the provider pre-
gsents or the intermediary otherwise ob-
tains evidence relating to the provider's
costs or Medicare utilization that war-
rants such adjustment, In addition, the
intermediary will recompute the pay-
ment immediately - upon completion of
the desk review of a provider's cost re-
port and also at regular intervals not less
often than quarterly. The intermediary
may make A retroactive lump sum
interim t to a provider, based-
upon an increase in its periodic interim
payment amount, in order to bring past
interim payments for the provider’'s cur-
rent cost reporting period Into line with
the adjusted payment amount. The ob-
jective of intermediary monitoring of
provider costs and utilization is to as-
sure payments approximating, as closely
as possible, the reimbursement to
be determined at settlement for the cost
reporting period. A significant factor in
evaluating the amount of the payment in
terms of the realization of the projected
Medicare utilization of services is the
timely submittal to the intermediary of
completed mdmission and billing forms.
All providers must complete billings in
detafl under this method as under regu-
lar interim payment procedures.

[FR Doc, 7518444 Filed 7-16-756:8:45 nm |

Title 21—Food and Drugs

CHAPTER |I—FOOD AND DRUG ADMIN-
ISTRATION, DEPARTMENT OF HEALTH,
EDUCATION, AND WELFARE

[Docket No, 76N-0105]
PART 2—ADMINISTRATIVE PRACTICES
AND PROCEDURES

Public Hearing Before a Public Advisory
Committee; Standing Advisory Committees

Elsewhere in this issue of the Feperan
Recistes, the Commissioner of Food and
Drugs is announcing the establishment
of the Dermatology Advisory Committee
by the Secretary of Health, Education,
and Welfare,

Therefore, pursuant to provisions of
the Pederal Food, Drug, and Cosmetic
Act (sec. 701(a), 52 Stat. 1055 (21 US.C.
371)), and under authority delegated to
the Commissioner (21 CFR 2.120), § 2.340
is amended by adding a new paragraph
(e) (20) to reflect the addition of the Der-
matology Advisory Commitiee. As
amended, §2.340(c) (20) reads as fol-
lows:

§ 2.310 List of standing advisory com-
mittecs.

()& \ere
(20) Dermatology Advisory Commit-
tee. (1) Date established: June 20, 1875,

RULES AND REGULATIONS

(it) Function: Reviews and evaluates
available data concerning safety and
effectiveness of marketed and investiga-
tional prescription drugs for use in the
practice of dermatology.

Effective date. This regulation shall
become effective on July 28, 1975.

(Sec. 701(a), 52 Stat, 1085 (21 US.C, 371))
Dated: July 10, 1975.

SaM D. FINE,
Associate Commissioner
for Compliance.

[FR Doe.75-18389 Piled 7-15-75;8:45 am]

[Docket No. 76C-0037]
PART 8—COLOR ADDITIVES .
Termination of Provisional Listing of
Powdered Silk

The Commissioner of Food and Drugs
is terminating the postponement of the
closing date of the provisional listing for
the use of powdered silk as a color.addi-
tive in cosmetics, effective October 14,
1875. The order is providing 90 days to
allow for an orderly change in any
cosmetic formulations that utilize
powdered silk as a color additive.

Provisional listing for powdered silk
had been continued so that the evalua-
tion of a color additive petition (CAP
8C0073) for the use of powdered silk in
cosmetics could be completed. However,
the petitioner, H. R, Laboratories, Inc.,
a subsidiary of Helena Rubenstein, Inc,,
Northern Blvd., Greenvale, LI, N.Y.
10017, has requested withdrawal of the
petition without prejudice to a future
filing. In order to continue provisional
listing of the substance, it is necessary
for some interested person to submit a
color additive petition or progress reports
of ongoing scientific studies in support of
the continuation. The Commissioner s
unaware of any other interest in the list-
ing of powdered sllk as a color additive,
Accordingly, he concludes that the clos-
ing date for the provisional lsting of
powdered silk for use in cosmetics should
not be pastponed any longer.

Therefore, pursuant to transitional
provisions of the Color Additive Amend-
ments of 1860 to the Federal Food, Drug,
and Cosmetic Act (sec. 203(a) (2), (d)
(2), Title IT, Pub, L. 86-618; 74 Stat, 404
(21 US.C. 376, note) ), and under au-
thority delegated to the Commissioner
(21 CFR 2.120), Part 8 is amended in
Subpart—Provisional Regulations by
deleting “Stik, powdered” from the list
of color additives in the table in § 8.501
®.

Notice and public procedure are not
necessary prerequisites to the promulga-
tion of this order because section 203(d)
(2) of Pub. L. 86-618 so provides.

Eflective date. This order shall become
effective October 14, 1975. Any use of
powered hydrolyzed silk In cosmetics as
a color additive after that date will re-
sult in the cosmetic belng considered
adulterated under section 601 of the nct
and subject to regulatory action.
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(Sec. 208(a) (2), (d)(2), Title II, Pub. L. 85~
618; 74 Stat. 404 (31 US.C. 876, note) )
Dated: July 10, 1975.

Sam D, Fing,
Associate Commissioner
jor Compliance.

|FR Doc.76-18387 Piled 7-15-75;8:45 am|

Title 23—Highways

CHAPTER |I—FEDERAL HIGHWAY ADMIN-
ISTRATION, DEPARTMENT OF TRANS-
PORTATION

PART 160—STATE FISCAL PROCEDURES
AND REPORTS

Transfer of Highway Safety Funds

Chapter I of Title 23, Code of Federal
Regulations, is amended by adding & new
Subpart B—Transfer of Highway Safety
Punds—to Part 160—State Fiscal Pro-
cedures and Reports—as set forth below,
The new Subpart B codifies policies and
procedures pertaining to the transfer of
funds among highway safely programs
undef 23 U.S.C. 104(g), as amended by
section 227 of the Highway Safety Act
of 1973,

This amendment to Title 23, Code of
Federal Regulations, was prepared under
the authority of 23 US.C. §§ 104(g) and
315, and the delegation of authority by
the Secretary of Transportation at 49
CFR 148,

Subpart B—Transfer of Highway Safety Funds
Sec,
160201 Purpose.

100202 Limitation on Transfer of Punds
160203 Requirements and Conditions.
160204 Submission of Request,

AvuTHOoRITY: 23 US.C. 1§ 104, 315; 49 CFR
148,

§ 160.201 Purpose.

The purpose of this subpart is to pre-
soribe the procedure for transfer of
funds among highway safety programs
under 23 US.C. 104(g), as amended by
s&;cugo?t; 227 of the Highway Safety Act
of 1973,

£ 160.202 Limitation
Funds,

Not more than 30 percent of the
amount apportioned to each State for n
fiscal year under sections 144 (Special
Bridge Replacement Program); 152
(Projects for High-Hazard Locations),
and 153 (Program for the Elimination
of Roadside Obstacles) of Title 23,
United States Code, or Section 203(d)
(Rafl-Highway Crossings) of the High-
way Safety Act of 19873, may be trans-
ferred from the apportionment under one
section to the apportionment under any
other of such sections in accordance with
the requirements and conditions of
£ 160.203 of this subpart,

§ 160.203 Requirements and Conditions.

(a) For the purposes of 23 US.C. 104
(g), the terms “apportioned” and “ap-
portionment” include the terms “allo-
cate” and “allocation.” Funds allocated
under 23 US.C. 144 may be transferred
to apportionments under 23 USC. 152

of

on  Transfer
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and 153, and section 203(d) of the High-
way Safety Act of 1973. Funds appor-
tioned under sections 152, 153 and 203(d)
may be transferred to the allocation
under section 144,

(b) Funds transferred to any appor-
tionment are to be expended under the
provisions of law governing expenditure
of the apportionment to which the trans-
fer is made.

(¢) Funds under project agreement are
not eligible for such transfers.

(d) Requests to transfer from the Rail-
Highway Crossing spportionment must
specify the amount of the requested
transfer to be made from the half of the
apportionment reserved for installation
of protective devices pursuant to section
203(b) of the Highway Safety Act of
1873, and the amount to be transferred
from the remaining half of the appor-
tionment, Not to exceed 50 percent of the
amount transferred from the Rail-High-
way Crossing apportionment may be
transferred from the half of the appor-
tionment reserved for installation of
protective devices, unless the State pro-
vide® satisfactory assurances to the Sec-
retary that all of the rall-highway
crossings in the State on the Federal-
ald system have been adequately pro-
vided with signs or protective devices,

(e¢) All transfers to the Rail-Highway
Crossing apportionment will be made to
the half of the apportionment that is not
reserved for installation of protective
devices,

(f) The transfer may be requested by
,the State highway department and may
‘be approved by the Federal Highway Ad-
ministrator if bhe finds such transfer to
be in the public Interest.

(g) Transfers may be approved by the
Administrator only if he has received
satisfactory assurances from the State
highway department that the purposes
of the program from which such funds
are to be transferred have been met,

§ 160.204 Submission of Request.

The request for transfer of funds
should be addressed to the FHWA Divi-
sion Engineer and forwarded through the
regional office to the Office of Fiscal
Services, Program Analysis Division, in
the Washington Headquarters for ap-
proval, accompanied by the recommen-
dations of the FHWA Division Engineer
and Regional Federal Highway Admin-
Istrator. The appropriate program of-
fice(s) in the Washington Headquarters
will review the proposed transfer and will
concur or not concur in the action
P -
Eflective date: This subpart becomes
effective on the date of issuance.

Issued on July 10, 1875,

NorperT T. TIEMANN,
Federal Highway Administrator.
[ PR D0c.75-18434 Plled 7-15-75;8:45 am|
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Title 41—Public Contracts and Property
Management
CHAPTER 101—FEDERAL PROPERTY
MANAGEMENT REGULATIONS
[PPMR Amdt, E-164]

PART 101-25—GENERAL

Use of Government Personal
Property/Nonpersonal Services
This regulation provides agencies with
guidance for restricting the use of Gov-
ernment personal property and nonper-
sonal services. Although this principle
has been implied in other sections of the
FPMR concerning certain commodities;

e.g., consumable or low cost items, & posi- _

tive statement concerning restrictions
on such property and services has not
been made.

The table of contents for Part 101-25
is amended by adding the following
entry:

Sec.

101-25.100 Use of Government personal

" property and nonpersonal services,)
Section 101-25.100 is added as follows:

§ 10125100 Use of Government per-
sonul property and nonpersonal serv-
ces.

Except in emergencies, Government
personal property and nonpersonal serv-
ices shall be used only for those purposes
for which they were obtained or con-
tracted for or other officially designated
purposes. Emergency conditions are those
threatening loss of life and property. As
used In this section “nonpersonal serv-
ices” means those contractual services,
other than personal and professional
services (as defined in 40 US.C. 472),
This includes property and services on
interagency loan as well as property
leased by agencies, Agency heads shall
ensure that the provisions of this § 101~
25.100 are enforced to restrict the use
of Government property/services to offi-
cinlly designated activities.

(Sec, 205(c), 63 Stat. 390; 40 US.C. 486(c))

Eflective date. July 16, 1975,

Dated: July 2, 1975.

DwicnT A, INK,
Acting Administrator of
General Services.
[FR Doc.75-18414 Filed 7-15-75;8:46 am)

Title 24—Housing and Urban
Development

CHAPTER X—FEDERAL INSURANCE AD-

MINISTRATION, DEPARTMENT OF

HOUSING AND URBAN DEVELOPMENT

SUBCHAPTER B-—NATIONAL FLOOD
INSURANCE PROGRAM

| Docket No. F1-823)
PART 1914—AREAS ELIGIBLE FOR THE
SALE OF INSURANCE
Status of Participating Communities

The purpose of this notice is to list
those communities wherein the sale of
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flood insurance is authorized under the
National Flood Insurance Program (42
U.S.C. 4001-4128) .

Insurance policies can be obtained
from any licensed property insurance
agent or broker serving the eligible com-
munity, or from the National Flood In-
surers Association servicing company for
the state (addresses are published at 39
FR 26186-93). A list of servicing com-
panies is also avallable from the Federal
Insurance Administration (FIA), HUD,
451 Seventh Street, SW, Washington,
D.C. 20410.

The Flood Disaster Protection Act of
1973 requires the purchase of flood in-
surance as a condition of receiving any
form of Federal or Federally related
financial assistance for acquisition or
construction purposes in a flood plain
area having special hazards within any
community identified by the Secretary
of Housing and Urban Development.

The requirement applies to all identi-
fied special flood hazard areas within the
United States, and no such financial as-
sistance can legally be provided for ac-
quisition or construction in these areas
unless the community has entered the
program. Accordingly, for communities
listed under this Part no such restriction
exists, although insurance, If required,
must be purchased.

The Federal Insurance Administrator
finds that delayed effective dates would
be contrary to the public interest. The
Administrator also finds that notice and
public procedure under 5 US.C. 553(b)
are impracticable and unnecessary.

Section 1914.4 of Part 1914 of Sub-
chapter B of Chapter X of Title 24 of
the Code of Federal Regulations is
amended by adding in alphabetical se-
quence new entries to the table. In each
entry, a complete chronology of effective
dates appears for each listed community,
The date that appears in the fourth col-
umn of the table is provided in order to
designate the effective date of the au-
thorization of the sale of flood insurance
in the area under the emergency or the
regular flood insurance program. These
dates serve notice only for the purposes
of granting relief, and not for the appli-
cation of sanctions, within the meaning
of 5§ US.C. §551. The entry reads as
follows:
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§ 19144 List of Eligible Communities.

t
=3
A
-3
3
-
5
-3
£

thoriza- Hasard aren

State County Location tion of sale of flood Insur-  Identifiod State map ropository Loeal map repesitory
nnoe for area
» » » . - -
oo Hempstead . . VL A e L - July 3, 1975 emergeney. . ... Jan., 28,1904 .
~ lmkprndmm s Ol Trough, town of,, e iiion bu bt e Mur. & W4

. Litehfield . .

. Hermosa Bench, c".) of

Reed, town of.

Aug. 10,1974

Irvine, edty of. . ...
8t Ilrlcna. city of...

- Limon, townof . ........

Cuithac, own of .

Hurtford., Southington, (own of - e
Or-np-,.. 2 . Bell Isle; oty of. ...
Cillmer.. . Enst Hﬂijny. vity of..
Putnam . Eatonton, city of ..
Palk, Roskmart, clty of
Ogle Polo, cliy of. .. 44 3 A
Hardin. tosfelare, eity of... . Dee. 17,1073 .
. Madison . outh Hoxana, village yerr
Spencer . Geotryvitle, town of . . i/l it
. Campbell, oo Dalilomin, oitymof .. ... Mar. IS 107
w Groeni ., . Greenmburg, city of .. Fob. 13974 .
. Lafayette Hroussand, town of . Apr. Va7
s Oxtord. Canton, town al. - U iy B[ TSN = >
. Penohscot. . Enfleld, town of. - ST T T s e v bs bevcrwosesbn -
.. Aroostook Crystal, town of. .., .- . Feb, 14,1975 ..
. Somerset, . Madison, town of. ... June 2% 1974
Frankiin__, Rangely, town of ..., Y RAY AT NSRRI IR 2V
. Knox, . LA LR 1L T R — Bepl, M AT e iianinn s prrrnncmaccssina
Amostonk Woodland, town of S DRRRRY, WSS June 21,1974
LT TR Van Buren, town of, +"  IRTR June £ ) ORI U A RS
. Berksliire Egremont, town of sods do..... May
Humipahire Granby, twn of. do Hept
Codar, El Dorado «,.m.,‘ ¢ ln of. o Dec
. Butler_ .. Nevlyville, city of .. L ERNEN, N . Dee,
. Platte, . Parkyille, city ol e Ao A Jan
Cartor, Van Buren, city of.. .. S toe JN13,
. Comden. ., Auduban, Dortigh B iy s sr e dsssbtnanss SEAL. -0
. Woarren lﬂn-h:umu township a do 5 July N
. Monmouth Colts Neck, town ol ...... ... do 4 Sabad A
ies Beypen North .\v!iux!on. ore meh n( do. .. g ")
wes Mormmonith Strewsbury, lvnmurh (- BN, A June
. Tompkine Civoton, village of . .. YT TR AR . Apr
we B Orehinrd Park, \llluy o e o 00 . Junn
eor  Delawnre Tompking, town of ., IR TR X Juns ¢
... Hockland Upper Nyock, village ol ... . .do.. S Mur -
Voﬂh Chroling. . . Omnge Carrborn, village of .. | AN Feb, 22,1008, ...,
Ohlo........ .or Cuyahogn Brooklyn, ity of.. O do.... LR Mar
Do.. do Euvlid, eity of ST, YRR wasds : A
Do.... . Richland Lexingm, village of do.. STV Ok,
Deo.. Wood North Baltimore, \lllu‘w;f IS MR ST RN T Feh. X
Do, Cusahogn Oukwood, \Nlu'n- ol s B s vy ey ot vor Muy
Do.. b aWa Lomin. . ... Shaltield, village of ... ... .. s veens Juna N, W04
Oklnlu-nm . Woods ... Alva, vity of > " VA T T
......... Caddo Annthrko, vlty of 8, T RSN S S Feh, 156, 104
I\o e ns Clyoge Darnndall, eity of . QTR T IR . = Dee, 12,1908
I s nnas Beaver Hoeaver, town of VO TR < June X 1004
Do vinees Otmarmon......... Bobse City,eity ol . ... . do.. .. ¥
Tennsylvaiia Buther. ... .on.. Brody, towinsbip of =0 TR
DO, eiinnnnne Bedid, ... - Hopewoll, borough of. . ceie O, & v
Dosises . Centre . Mithelm, bosough ol ... . .. oo .. Seseseesve Msy 10,2978
Da .. Washiongton, .. Twilight, horough of ., .= ... B i voa b secncavevaces Ul ;1 83, J9N
South Carolina, ... Lancaster, |'|lhlu.”m:nlml AT, do ... 2 . Dec, 20, 3064
Teunesseo. . . Tipton do f TR RERATE
Texas. .....sv Coke . Bronte, city of . AN R RN eeenes Moz, W, 34
Do.. Cocyell.. Copperan Cove, rllyul v vt ediinsss nassnane Ape. D, 3900 h
Do. Hidalgo. Edcouch, clty of.. & MR SRS May 10,1074 .. <
D et eds Rockland ., Royse Oty city of . do. ... R R 2 ARES
Do. eenines Tarrant Blue Mosnd, city of. . Dec, 17,3909 s CABSORTS
Utah, .. Cratield U nlnm‘r-nlod ATCTAR X LN
Veemoot.. . Launod e Cambeidge, town of .. June F|AWE .
ok Windsor. Chentor, own of . ot a 0 v i rsssaaanns MO it pates ot :
Wuhln;lon ........ King Algond, vity of ... ... e T TN b o s HER SIS PSS /
Do.. L. Spokane. | Deer Park, city of,. Apr, 51004 .
Wost V! ludmn ...... Hroxton YViatwoods, town of BT d S M T R T Hapoh o
“Iamnnu e oo Marnthon Athens, village of. . .. > !lny a1, 1Wis .
D i s e sgen Juneau - Uplneorparated areas. ..o ooe 300 e crnnre e s e ae 5
) VR La Crome . Onaluska, ety of Dee. 25, 1078 -

(National Flood Insurance Act of 1088 (title XIII of the Housing and Urban Development Act of 1068); effective Jan, 28, 1060 (33 FR 17804,
Nov. 28, 1968), as amended, 42 U.B.C. 4001-4128; and Secretary’s delegation of authority to Fedoral Insurance Administrator, 34 FR 2080,
Feb, 27, 1969) as amended 30 FR 2787, Jan, 24, 1974.)

Issued: June 26, 1975.
J. RoserT HUNTER,
Acting Federal Insurance Administrator,
{FR Doc.75-18234 Filed 7-15-75,8:45 am]
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{Docket No. ¥1-624)

PART 1914—AREAS ELIGIBLE FOR THE
SALE OF INSURANCE

Status of Participating Communities

The purpose of this notice is to list
those communities wherein the sale of
flood insurance is authorized under the
National Flood Insurance Program (42
U.S.C. 4001-4128).

Insurance policies can be obtained
from any licensed property insurance
agent or broker serving the eligible com-
munity, or from the National Flood In-
surers Assoclation servicing company for
the state (addresses are published at 39
FR 26186-93). A list of servicing com-
panies Is also available from the Federal
Insurance Administration (FIA), HUD,
451 Seventh Street, SW, Washington
D.C, 20410.

Stale County

Frosno
Caook...
Coles, .
Winoebago
M:\«m!ﬂn...
. Carrol
Seott..
. Webster
Powell.
. Fenobscot
Massgohimsetin. . ... Dukes .
Do. . Worcester
Misourt ... 8t Louis
Do, . Carroll
Do, . Howurd
Montanas. . Valloy . .
New Hampshire ... Coow..
Dao.... eeves Cirafion.
Bergon,
Hunses .
Sarntogn
Broome
. Baffolk.
Niagarm.
Oxwego. . ...
Delaware. ..

Callfornin,
Hiinols
1

Banger, city af ...

Vieden, elty of
« Dedlinin, town of

Boluree, city of. ...

. Prankiin, oliy of
Nivduin, town of
Northusm berinnd,

New Jorsoy . .

Cambria, town of

Chantangus. . ..
Wyoming. ..
Orangs.,
Dolawwm ., s
A1, Lawrence .
Suallivan....
Westohester, .
Nassair. . ésion
Chattongin. ...
. Roekhunl.
Herkimers
Joflerson. .
Orange
Brunswick
Murtin. ...
Mitohell
Washita:
Logan.. ..
Voriage

Hobart, village of

Warren, lown of..

Lovation

Calumet Park, village of. .
Charjeston, city of. . ..
. Rockion, village of, .

Riverdale, town of,

. Stauton, vity of...
Matiawmnkeag, town of
Edgartown, town ol
Wontmulnster, town of .
Powi wad Conntry, ety of

. Carrolliton, town ol ..

Woodatook, town of

: }:wo;ln. Iu:u-ulh ;"J{

ko, b h

Dallaton s;ume ol

. Binghnmpion, town of
Branch, villuge of. ..
Coutrnl S8gusce, village of
Davenport, town of

. Faleoner, villoge of .
Guivesville, town of ..
Croshen, village of

> R S g May

Walertown, city of
Cwarhoro, town of
Usdisporparaiod argas

. Robersonville, town of
H’vﬂh*« Plue, town ol
Now Cardeoll, oLy of. .
Cresent, city ol
Onerettsville, village of, .
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The Flood Disaster Protection Act of
1973 requires the purchase of flood in-
surance as a condition of recelving any
form of Federal or Federally related
financial assistance for acquisition or
construction purposes in a flood plain
area having special hazards within any
community identified by the Secretary
of Housing and Urban Development,

The requirement applies to all iden-
tified special flood hazard areas within
the United States, and no such financial
assistance can legally be provided for
acquisition or construction in these areas
uniess the community has entered the
program. Accordingly, for communities
listed under this Part no such restriction
exists, although insurance, if required.
must be purchased.

The Federal Insurance Administrator
finds that delayed effective dates would

be contrary to the public Interest, The

Fflestive date of muthorizse.
tion of sale of flood s
apee for area

Hoenrd aren
Sdentified

R
T
1974
oo Dee, 20,1570
. June
e NOV,
. Jan, 2
Moy
. May M,

. May
July -
Dee

June
Maor,
June

July 7, UGS, emergeuey
2 ERUA

- Jaa.:

Apr.
Foby, &
. Ao, i oo Junw
« May
May
May
June

Ltown of

Apr.
May
July W,
Yeb. 22,

24,108
13,1954 .
LR
a1
21,1074 .
W00
LN .
- S U oL R
&, 1ae
221054

. o T v May
Lovilaville, town of. . ) 2 Dec.
Neversink, town ol
. Peckskill, city of
Plandome Manor,
Sinelsleviibe, village of
Sloataburg, village of

June

June
May
cosmsas Mox.
! .do - June
con Apw.

. Feb,

village of

~June
June

Administrator also finds that notice and
public procedure under 5 U.S.C. 553(b)
are impracticable and unnecessary.

Section 19144 of Part 1914 of Sub-
chapter B of Chapter X of Title 24 of
the Code of Federal Regulations Is
amended by adding in alphabetical se-
quence new entries to the table. In each
entry, a complete chronology of effective
dates apears for each listed community,
The date that appears in the fourth
column of the table is provided in order
to designate the effective date of the au-
thorization of the sale of flood insurance
in the area under the emergency or the
regular fliood insurance program. These
dates serve notice only for the purposes
of granting relief, and not for the appli-
cation of sanctions, within the meaning
®f 5 US.C. §551. The entry reads as
follows:

£ 1914.4 List of Eligible Communities.

State map mpository Loou) miagy repesdlory

WS

v Cuyahoga.
. Medina..

cee Janin. .
- Monree, .,
. Bntler. .

Warreasville Weights, eity of
Lo, villnge ol ... o
.. Nerth Ridgesille, eity of
. Olariagton, village of
.. Boven Mile, village ol , .
. Hicksvillo, vitlage of. .
Unincorpomied nreas
. Armatrong, tosnahip of
., Avalon, bor of...
Buffalo, towonship of. .

Oregon. ... e
Pennaylvania
Do
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Effective date of suthorfza- Hazard orea

State County Location tion of sale of flood fnsur-  identified State map repasliory Local mayp repository
ance for area
Adnme.. ..o 2eee Butler, tovmhlbp u'l
of...
ipol.....

Manor, township

Butler
Westmoreland..
Ches

Clover, townahip

- Gmndfalls, elty ol
. Lators, ¢ity of

o Mrmph:. cltyof. ..
n's Polnt, cit

Mo
Waoashington, cby

Horfeon, elty of. .

Greenwood, towns xl? of..
Tackawnxen, township of,

Miblord, township ol
.. Potter, wowwblp of. . _.
Sugnrerock, borough of..
Winfiedd, townahip ol
Youngstown, borough
Ohester, city of........

Whitmire, township of. .

Lone Rock, village of

of..

of...
18, 10T

DR Y S

g 2,1974

10, 1474
PN Sk B

(National Flood Insurance Act of 1968 (title XIIT of the Housing and Urban Development Act of 1968); effective Jan. 28, 1869 (33 FR 17804,
Nov. 28, 1968), as amended, 42 U.S.C. 4001-4128; and Secretary's delogation of authority to Federal Insurance Administrator, 34 FR 2680,
Feob. 27, 1969) as amended 39 FR 2787, Jan. 24, 1974.)

Issued: June 27, 1975.

[Docket No. FI-625]

PART 1914—AREAS ELIGIBLE FOR THE
SALE OF INSURANCE

Status of Participating Communities

The purpose of this notice is to lst
those communities wherein the sale of
flood insurance is authorized under the
National Flood Insurance Program (42
U.S.C. 4001-4128).

Insurance policies can be obtained
from any licensed property insurance
agent or broker serving the eligible com-
munity, or from the National Flood In-
surers Association servicing company for
the state (addresses are published at 39
FR 26186-93). A list of servicing com-
panies is also avallable from the Federal
Insurance Administration (FIA), HUD,
451 Seventh Street, SW, Washington,
D.C. 20410.

The Flood Disaster Protection Act of
1973 requires the purchase of flood in-

J. RoBERT HUNTER,

Aoting Federal Insurance Administrator.

[FR Doc.75-18233 Piled 7-15-75:8:45 am|

surance as a condition of receiving any
form of Federal or Federally related fi-
nancial assistance for acquisition or con-
struction purposes in a flood plain area
having special hazards within any com-
munity identified by the Secretary of
Housing and Urban Development.,

The requirement applies to all identi-
fied special flood hazard areas within the
United States, and no such financial as-
sistance can legally be provided for ac-
quisition or construction in these areas
unless the community has entered the
program. Accordingly, for communities
listed under this Part no such restric-
tion exists, although insurance, if re-
quired, must be purchased.

The Federal Insurance Administrator
finds that delayed effective dates would
be contrary to the public interest. The
Administrator also finds that notice and

public procedure under 5 US.C. 553(b)
are impracticable and unnecessary.
Section 1914.4 of Part 1914 of Sub-
chapter B of Chapter X of Title 24 of the
Code of Federal Regulations s amended
by adding In alphabetical sequence new
entries to the table. In each entry, &
complete chronology of effective dates
appears for each listed community. The
date that appears In the fourth column
of the table is provided in order to desig-
pate the effective date of the authoriza-
tion of the sale of flood insurance in the
area under the emergency or the regular
flood insurance program. These dates
serve notice only for the purposes of
granting rellef, and not for the applica-
tion of sanctions, within the meaning of
5 U.B.C. § 551. The entry reads as follows:

§ 191144  List of Eligible Communities,

Effoctive date of suthorfes  Hazard area
State County Location tion of sale of Nood Lo Sdentified
ance for ared
- . - - »
Flooids, ... e ) ) o 3 e Yankeetown, town of Nov. 13, 1970, enserpency

. Elgin, cltyof. ..
Hendorwon, city o
Hummonton, tow
Ce
. Celedonin, village

Tage of.

oe Frankho, ety ol . .
. West ('hlcuoa:uy of...

: Monterey, town ol ..

. Lopateong, towrahip of .
sia, town of

Cinetnuatay, town of. .,
. Oreand View-on-Hudeon, vil-

Aug, 30, 1971, reguiar, .. ...
Sept. 15, 1972, suspensdon . . ...
June 30, 1975, reinstated

. July 7, 59'.5, emergeney . . ... May 10,1974 .,
e e LD e s e s st ol Sib . Apr, 12,0974 L
0. .. June 2% 1974
0., . ¥eb, 15104
A0, Nov, 221904 .
..... B e Mar. K10
o, May 31,3904
do.., Mar, 15,1974
+ 3 o, May 17,1904
......... do. . Jan, 1,5 ...
N O eorssroms 0. May 31,0974 .
) T i’
............ do.. Jan, 10,1978 |
| ST e do.. Feb, 7,105 .
do Apr. 51074
4o Oct, I8 1G4 .

State map repository Loval map repository
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Effective date of authoriea- Yazard aren

Stute County Locatfon tion of sale of flood fnsur-  fdentificd Stnto map ropositor np repond
node for nres - fis, 3 AR AR pald
Do.... . Ulster. . Ollve, town ol ... ....do.. June T AW oo
Do .. veee WIS, << l.ryckn town of. . o . Jaly 18,1994 ...
Do, vew Drlomes, veves Meding, anuool Ldo « May 26,1974 _...
Po..... e Livingston. .. - York townof,.. ... do.. »s Nov, 20,190 ..
North Carolitia, ... Caborros..... lninrur[-nulrdurm O do.. . Deo. 37,1054 .
North Dakots.... .. Hettinges TR T Ao WAL iy W
Oliko Hamilon Harrison, \mueol do.. - Feby, 15,078 ...
1o Trumbull MeDonald, villags of do - May 17,1970 .,
o, Athens Nelsouviils, olty of Ao Moy 10,1958 o oo o
Oklahoma. . Osage. . Avant, town of... Mo Sept. l&,l'f‘l ...............
Oregon.. .. Columiia lLuanr city ol ) O May 24,1976 .
I'mmyl\'mnu . Westnwrelaod .. Mount Pl-u:ul borouh of Mo §4ss “
bl Luterne Laurel Run, borough of do_. ]
Da Juniata. .. ’l‘hnmp«mm\'u.l-(muu:h of do Ape, 1210954
Do Crawford. .. ..... Bloomiisid, tawnship of do Jutr, 3LWIS (o
Do, .. Venango. .. . President, towmahip of do Juak, 10, 4975
Thode Isfand . | Washiogton ... Richmood, own ¢ o. My 3L 1974 -
South Caroling.. ... Spartanburg. ..... Campobelio, town of do. Nov, 151074
Tennessen Sullivan .. Bristol, city of .. Mo Mar, RI074
Toxns Kivlprg Kingsville, ety of Oot. 10, 1970, mmorgeney
Fob, 20, 1971, regnilar
May 19, 1972, suspeasion
Tune 30, 1495, relnstuted. 4
Widliingrton Lewis 1o BN town of Iuly 7, 1075, eincrgoncy i
Wiscongin . . Eay Clairo Augusia, ity af. do « May 10,1974 .
Do.. . . Oconto, Lanm, villoge of.... .. o < Muy 24,1904 ..
D it . Washington o Kewasketn, village of do . Doe, %, 1073 ..
Do . Chndentn, town of ., do.. . June 28 W

Kaoawha

(Natlonal Flood Insurance Act of 1088 (title XIII of the Housing and Urban Development Act of 1968): effective Jan, 28, 1060 (33 FR 17804,
Nov, 28, 1968), as amended, 42 US.C, 4001-4128; and Secretary’s delegation of authority to Federal Insurance Administrator, 34 FR 2680,
Feb, 27, 1868) as amended 30 FR 2787, Jan. 24, 1973)

Issued: June 27, 1975.

| Docket o, F1-026]

PART 1914—AREAS ELIGIBLE FOR THE
SALE OF INSURANCE

Status of Participating Communities

The purpose of this notice is to list
those communities wherein the sale of
flood insurance is authorized under the
National Flood Insurance Program {42
U.S.C. 4001-4128).

Insurance policies can beé obtained
from any licensed property insurance
agent or broker serving the eligible com-
munity, or from the National Flood In-
surers Associntion servicing company for
the state (addresses are published at 39
FR 26186-93). A list of servicing compa-
nies Is also available from the Federal
Insurance Administration (FIA), HUD,
451 Seventh Street, SW.. Washington,
D.C, 20410.

The Flood Disaster Protection Act of
1973 requires the purchase of flood insur-

[FR Doe.76-18232 Piled 7-15-75:8:45 nm

ance a5 a condition of recelving any form
of Federal or Federally related financial
assistance for acquisition or construction
purposes in a flood plain area having spe-
cial hazards within any community iden-
tified by the Secretary of Housing and
Urban Development.

The requirement applies to all identi-
fled specinl flood hazard areas within the
United States, and no such financial as-
sistance can legally be provided for ac-
quisition or construction In these areas
unless the community has entered the
program. Accordingly, for communities

J. ROBERT HUNTER,

Acting Federal Insurance Administrator.

listed under this Part no such restriction

exists, although nsurance, if required,
must be purchased.

The Federal Insurance Administrator
finds that delayed effeclive dates would
be contrary to the public interest. The
Administrator also finds that notice and

Effective dite of nuthocien.  Hazard area

Hlate Coum y Loeation ton of sale of food Insur. Identifled
unce for arca
- - - - .
Caltfoenin San Matro Athorton, town of, July & UG5, emengenoy ... . Mar, X004
Hept. 61758
Do. Santy Clivrn Cupertinoe, city of do Fob. 1A 1901
Do AL S A n sy de l’ukurmunnu‘d Areas o Aug. °
(Colornde Otero Manratols, tawn of. . . o May
Uegrtia Butts Inokson, olty of. Ao May
T ol Tazowell . llo;mh!r nllyed do Apr,
lowa Cosn Atlaptie, ¢ llyc do May
Do Butler. , Creen, 0l y of o May
De,.. Guthrie Guthirte Center, ity of o do..
1o - Woodbwary . . Hoenlek, town of a0 Ovt,
e, Crawior) . Mandiin ruly of.. o June
[ § 1) Taylor. . Pedford, townof .. o Yeb.
Kotk Blaum. .. . Johnson Clty, ety of o May
1o . Lyon.... Atnerious, city of . Ao, Feb
Do Phillips TR pslgrg, city of Mo .. June
Ketitueky Marshall Calvert Cliy, elty of, o, -~ :‘ﬂ;
by,
Do, Maogofliz Salyersville, alt - do... Fobr, 22, W:A
Tonistana Evangelioe Ploe Prairie, Vl{lﬂl of do Aug EOELGE
Parish,

FEDERAL REGISTER, VOL 40, NO
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publie procedure under 5 U.S.C. 553(b)
are impractieable and unnecessary.
Section 19144 of Part 1014 of Sub-
chapter B of Chapter X of Title 24 of the
Code of Federal Regulations is amended
by adding in alphabetical sequence new
eéntries to the table. In each éntry, a
complete chronology of effective dates
appears for each listed community, The
date that appears in the fourth column
of the table is provided in order to desig-
nate the effective date of the authoriza-
tion of the sale of flood insurance in the
area under the emergency or the regular
flood insurance program. These dates
serye notice only for the purposes of
granting relief, and not for the applica-
tion of sanctions, within the meaning of

5 USC §551. The entry reads as
follows:
£ 19144 List of Eligible Communities.

Biatn mp 1epository Tooal tunp reposiiocy

1975
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Eflectivo datn of snthorizs- Hazard srea
State County Location tion of -l- M flood fnsur-  {dentilied State map repasitory Local map repository
unce for area
| e e, do... - o IRTL IR IWTE ociianitesiiodostosisrstuntbos
, town of . do... we May 17,1074
of... 10 vecs oo Aug, 30,1074 .
Ballwin, city of..... do.. - June 7,107 .
BT O e i s e is shan i N sS4 op S sbsansis an tasin
°‘ ' borough of. ¥ June 28, 1074 .
[ | SN « JUNG "
aabeotie imxuu bar-.....do Nov. 30, 1973 _
............. T, NS SAS Oxhrd townalip OF. . e June 21,1091
fox =\ n!neorpa‘hd L O AR " S, i GO SO SRR SR
Lima, town of, .. Jan, 3, 1776
lllow[n[ Rock, town June 21, 1074
Catawba, town of.... June 25,1974 .
.. Gistesville, town of ... Fob, 22,1074
.-. Powers Lake, city ol. June 28, 1574
.. Powell, village of_ ., Ot IS 174
L RSN SRRy ISR MBS b SRR TR
Brookings, elty of... Mny 13,1974 .
Chilogquin, eity of. .. e NOV. 30,1075 .
Huntington, eity of DD s
Monroe, city : 2 ov. K 1004
Monzoe City, du unoe 25,1974 ..
wownal....... Sept. 20,1974 .
mimom town of. Nov. ), 1074
IROARDIEE SOWTY A et i st dab ey SR s rmilipe v sl o
enandoah, ov. 11004
Phenlx, town ol...... Nov, 15 1974
Pacifie, city of. .. June 28,1974
Palouse, eltyof .. ... May 24,1934
Buckhannon, elty of . June 2% 1074 |
Unincorporated areas w. Nov, 29,1074
e Pax,townof. .. ...... < Deo. 20,1004 .
vos Bylvester,townol...... .- Nov, 15,1074 .
.. Butternut, village of . = Sept, 0,107¢ .
New Lisbon, city of.. . 17,0098 ..

-~ Unineorporuted aress. .

(National Flood Insurance Act of 1068 (title XIII of the Housing and Urban Development Aot of 1968); effective Juan. 26, 1960 (33 FR 17804,
Nov. 28, 1968), as amended, 42 U.S.C. 4001-4128; and Secretary's delegation of authority to Federal Insurance Administrator, 34 PR 2680,
Feb. 27, 1069) as amonded 30 FR 2787, Jan. 24, 1074.)

Issued: June 30, 1975.

[Dogket No. F1-280]
PART 1915-IDENTIFICATION OF
SPECIAL HAZARD AREAS

- Correction
On June 19, 1974, in 39 F.R. 21147, the
Federal Insurance Administrator pub-
lished a list of communities with Special
Flood Hazard Areas and the map number
and locations where Flood Hazard
Boundary Maps were available for pub-
lic inspection. This list included the City

of Eugene, Oregon, as an eligible com-
munity and included Map No, H 410122
03, which indicates that the subdivision
called Meadowbrook, as recorded in Plat
Book 60, Page 5, and Lots 1, 2, and 39-5¢
In the subdivision called First Addition
to Meadowbrook, as recorded in Plat
Book 65, Page 14, in the Piat Records of
Lane County, Oregon, are in their en-
tirety within the Special Flood Hazard
Area. It has been determined by the Fed-
eral Insurance Administration, after
further technical review of the above
map in light of additional, recently ac-
quired flood information, that the above
mentioned property is not within the
Special Flood Hazard Area. Accordingly,
effective June 7, 1974, Map No. H 410122
03 1s hereby corrected to reflect that the
above property Is not within the Special
Flood Hazard Area,

Francis V, ReiLLy,

Acting Federal insurance Administrator,

[FR Doc.76-18231 Piled 7-16-75;8:456 am)

(National Flood Insurance Act of 1968 (Ti-
tle XIII of Housing and Urban Development
Act of 1068), effective Janunary 28, 1060 (33
F.R. 17804, November 28, 1068), as amended,
42 US.C. 4001-4128; and Secretary's delega-
tion of authority to Federal Insurance Ad-
minlstrator 34 P.R, 2680, 27, 1069,
as amended by 30 F.R. 2787, January 24,
1974.)

Issued: June 24, 1975,

J. Ronerr HUuNTER,
Acting Federal Insurance
Administrator,

|FR Doc 7518455 Plled 7-15-75;8:45 am |

[Docket No, PI-384]

PART 1915—IDENTIFICATION OF
SPECIAL HAZARD AREAS

Correction

On October 23, 1874, 'n 39 FR. 37647,
the Federal Insurance Administrator
published a Ust of communities with
Speeial Flood Hazard Areas and the map
number and locations where Flood Haz-
ard Boundary Maps were avallable for
public Inspection. This list included the
City of Tacoma, Washington, as an eligi-
ble community and included Map No.
H 530148 18 which indicates that Lots
1,3, 51, 52, 67, and 73 through 76, Swan
Creek Subdivision, Tacoma, Washington
as recorded In Volume 38, Pages 49 and
50, in the records of the Auditor of Pierce
County, Washington, are in their entirety

within the Special Flood Hazard Area.
It has been determined by the Federal
Insurance Administration, after further
technical review of the above map in light
of additional, recently acquired flood in-
formation, that the above property is
not within the Special Flood Hazard
Area. Accordingly, effective October 18,
1974, Map No. H 530148 18 is hereby cor-
rected to reflect that the above property
is not within the Special Flood Hazard
Area,

(Natlonal Fiood Insurance Act of 1068 (Ti-
tle XIIT of Housing and Urban Development
Act of 1068), effective January 28, 10680 (33
F.R. 17604, November 28, 1008), aa amended,
42 US.C. 4001-4128; and Secretary's delega-
tion of authority to Federal Insurance Ad-
ministrator 34 F.R. 2680, FPebruary 27, 1960
s amended by 368 F.R. 2787, January 24
1694).

Tssued: June 24, 1975.

J. RoserT HuNTEx,
Acting Federal Insurance
Administrator,
[FR Doc.76-18458 Filed 7-15-76:8:45 am |

[Docket No. P1-443]

PART 1915—IDENTIFICATION OF
SPECIAL HAZARD AREAS

Correction

On January 10, 1975 in 40 F.R, 21089 the
Federal Insurance Administrator pub-
lished a lst of communities with Special
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Flood Hazard Areas and the map number
and locations where Flood Hazard
Boundary Maps were available for pub-
lic inspection. This list included the City
of Dallas, Texas as an eligible community
and included Map No. H 480171 24 which
indicates that Lot 2, Block U/8120,
Laurel Valley Addition, Dallas, Texas, as
recorded in Volume 45, Page 497 of the
Plat Books of Dallas County, Texas, is in
its entirety within the Special Flood
Hazard Area. It has been detemined by
the Federal Insurance Administration,
after further technical review of the
above map in light of additional, recent-
ly acquired flood information, that
the above property is not within the Spe-
cial Flood Hazard Area. Accordingly, ef-
fective December 13, 1974, Map No. H
480171 24 is hereby corrected to reflect
that the above property is not within the
Special Flood Hazard Area,

(National Flood Insurance Act of 1068 (Title
XIII of Housing and Urban Development Act
of 1968), effective January 28, 1069 (33 P.R.
17804, November 28, 1068), as amended, 42
US.C. 4001-4128; and Secretary's delegation
of authority to Federal Insurance Admin-
istrator 34 F.R. 2680, February 27, 1969, as
amended by 30 P.R. 2787, January 24, 1974).

Issued: June 18, 1975.

J. ROBERT HUNTER,
Acting Federal Insurance
Administrator.

[FR Do¢.75-18372 Filed 7-15-75;8:45 am|]

| Docket No. FI-443)

PART 1915—IDENTIFICATION OF
SPECIAL HAZARD AREAS

Correction

On January 10, 1975, in 40 F.R. 2109,
the Federal Insurance Administrator
published a list of communities with Spe-
cial Flood Hazard Areas and the map
number and locations where Flood Haz-
ard Boundary Maps were avallable for
public inspection. This list included the
City of Dallas, Texas, as an eligible com-
munity and included Map No, H 480171
24 which indicates that Lot 21, Block
F/1820, Laurel Valley Addition, Second
Installment, being 9647 Fieldcrest Drive,
Dallas, Texas, as recorded in Volume 50,
Page 27 of the Map Records of Dallas
County, Texas, is in its entirety within
the Speclal Flood Hazard Area. It has
been determined by the Federal Insur-
ance Administration, after further tech-
nical review of the above map in light of
additional, recently acquired flood in-
formation, that the above property is not
within the Special Flood Hazard Area.
Accordingly, effective December 13, 1974,
Map No. H 480171 24 is hereby corrected
to reflect that the above property is not
within the Special Flood Hazard Area.

(National Flood Insurance Act of 1968 (Title
XIII of Housing and Urban Development Act
of 1968), effective Janunry 28, 1960 (33 FP.R,
17804, November 28, 1068), as amended, 42
US.C. 4001-4128; and Secretary's delegation
of authority to Federal Insurance Adminis-

FEDERAL REGISTER, VOL 40, NO. 137—WEDNESDAY, JULY
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trator 34 F.R, 2680, February 27, 1060, aa
amended by 30 F.R. 2787, January 24, 1974),

Issued: June 24, 1975.

J. RoBEaT HUNTER,
Actling Federal Insurance
Administrator,

[FR Doc,75-18452 Flled 7-15-75;8:456 am|

| Docket No. FI-631]

PART 1915—IDENTIFICATION OF
SPECIAL HAZARD AREAS

Correction

On July 18, 1870, in 35 F.R. 11586, the
Federal Insurance Administrator pub-
lished a list of communities with Special
Flood Hazard Areas and the map num-
ber and locations where Flood Hazard
Boundary Maps were available for public
inspection. This list included Chesa-
peake, Virginia, as an eligible com-
munity and included Map No. H 510034
02 which indicates that Lots 8 through
12, Block 68, and Lots 1, 3, 5, 7, 9, 11, 13,
15, 17, 19, 21, and 23, Block 70, Norfolk
Highlands Subdivision 1, Chesapeake,
Virginia, as recorded in Map Book 10,
Pages 63 and 65 in the office of the Clerk
of Chesapeake, Virginia, are in their
entirety within the Special Flood Hazard
Area. It has been determined by the
Federal Insurance Administration, after
further technical review of the above
map in light of additional, recently ac-
quired flood information, that the above
property is not within the Special Flood
Hazard Area. Accordingly, effective
July 18, 1970, Map No. H 510034 02 is
hereby corrected to reflect that the
above property is not within the Special
Flood Hazard Area.

(National Flood  Insurance Act of 1068

(Title XIII of Housing and Urban Develop~

ment Act of 1968), effective January 28, 1069
(33 PF.R. 17804, November 28, 1068), as
amended, 42 US.C. 4001-4128; and Secre-
tary's delegation of authority to Federal
Insurance Administrator 34 FR. 2680,
February 27, 1060, as amended by 390 PR,
2787, January 24, 1074.)

Issued: June 24, 1975.

J. Ropear HUNTER,
Acting Federal Insurance
Administrator.

[FR Doc.756-18454 Filed 7-15-75.8:45 am )

| Docket No. FI-4438]

PART 1915—IDENTIFICATION OF
SPECIAL HAZARD AREAS

Correction

On January 10, 1975, In 40 F.R. 2199,
the Federal Insurance Administrator
published a list of communities with
Special Flood Hazard Areas and the map
number and locations where Flood Haz~
ard Boundary Maps were available for
public inspection. This list included the
City of Dallas, Texas, as an eligible
community and included Map No.
H 480171 24 which indicates that Lot 1,

Block Y/8122, White Rock North, Fifth
Installment, being 9505 Highedge, Dal-
las, Texas, as recorded in Volume 46,
Page 137 in the Map Records of Dallas
County, Texas, is in its entirety within
the Special Flood Hazard Area. It has
been determined by the Federal Insur-
ance Administration, after further tech-
nical review of the above map in light
of additional, recently acquired flood
information, that the above property is
not within the Special Flood Hazard
Area. Accordingly, effective December
13, 1974, Map No. H 480171 24 is hereby
corrected to reflect that the above prop-
erty is not within the Special Flood
Hazard Area.

(National Flood Insurance Aot of 1968 (Title
XIIT of Housing and Urban Development
Act of 1968), effective January 28, 1969 (33
F.R. 17804, November 28, 1068), as amended,
42 US.C. 4001-4128; and Secretary’s delega-
tion of authority to Federal Insurance
Administrator 34 FP.R. 2680, February 27,
1969, as amended by 30 PR, 2787, January
24, 1974).

Issued: June 20, 1975.

J. RoserT HUNTER,
Acting Federal Insurance
Administrator.

|FR Doc.75-18372 Filed 7-15-75;8:45 am |}

| Docket No. F1-629]

PART 1916—CONSULTATION WITH
LOCAL OFFICIALS

Changes Made in Determinations of Gal-
:ieston County, Tex., Base Flood Eleva-
ons

On April 8, 1971, at 36 FR 6747, the
Federal Insurance Administrator pub-
lished a list of communities with Special
Flood Hazard Areas and the map num-
bers and locations where Flood Insurance
Rate Maps were available for public in-
spection, The list included Flood Insur-
ance Rate Maps for portions of Galveston
County.

The Federal Insurance Administrator,
after consultation with the Chief Execu-
tive Officer of Galveston County, has de-
termined that modification of the base
(100-year) flood elevations of some loca-
tions in Galveston County, Texas, is ap-
propriate, These modified elevations are
currently in effect and amend the Flood
Insurance Rate Map, A revised rate map
will be published as soon as possible. The
modifications are made In accordance
with section 206 of the Flood Disaster
Protection Act of 1973 (P.L, 93-234) and
the National Flood Insurance Act of 1968,
as amended (Title XIIT of the Housing
and Urban Development Act of 1068 P.L.
90-448) 42 U.S.C. 4001-4128, and 24 CFR
Part 1916.

For rating purposes, the new commu-
nity number is 485470 B and must be used
for all new policies and renewals.

The changes in base flood elevations
are as follows:

16, 1975



Provious New base
Previous base flood  New FIA flood
‘:IA m) (:‘lombn ) ono ﬂ:‘v';tllf)n
on map, on )
(M5L)
Zone All..... 185 Zane AV2.... 15

These changes apply only to the area
described as follows:

All or part of that land which is con-
tained in Zone C and Zone of the County
of Galveston, Texas, and which lies East
of the City of Dickinson, Texas, and is
more particularly described by the fol-
lowing:

Beginning at 8 point for corner of the
perimeter of said area of land in the in-
tersection of Galveston, Houston and
Henderson Railroad (G. H. & H. R, R.)
and 16th Street and continuing in a
Northeasterly direction along 16th Street
to the intersection of 16th Street and
F. M. 1266 (Dickinson Avenue) ;

Thence continuing in an Easterly di-
rection in a line which is perpendicular
to F. M. 1266, to the intersection of said
line and Osasis Road to a point for corner;

Thence South and along the entire
length of Oasis Road;

Thence continuing South in a line
which is an extension of Oasis Road to
a point for corner at the intersection of
said line and a County Road which is the
First Road South of Dickinson Bayou,
and Is an approximate distance of 1,250
feet from the end of Oasis Road;

Thence West in a line which is approx-
imately perpendicular to Oasls Road and
parallel and approximately 50 feet to the
South of Park Avenue and continuing
parallel to and approximately 50 feet to
the South of Park Avenue to the inter-
section of Park Avenue and Nichols
Street to a point for corner:

Thence Southwest in a line which Is
perpendicular to Nichols Street to a point
for corner at the intersection of sald line
and 8. H. 3 (Avenue “E") ;

Thence North and along 8. H, No. 3
to the Second County Road, from previ-
ous point for corner, which is the inter-
section of S. H. No. 3 and sald County
Road in which 8. H. No. 3 turns toward
a Northwesterly direction and is an ap-
proximate distance of 600 feet fo a point
for corner;

Thence Northeast and perpendicular
to G. H. & H. RR. to the iIntersection
of sald County Road and G, H. & H.
R.R. to a point for corner;

Thence Northwest and along the G. H.
& H. R.R. to the Place of Beginning.

Under the above mentioned Acts of
1968 and 1973 the Administrator must
develop criteria for flood plain manage-
ment. In order for the community to
continue participation in the National
Flood Insurance Program, the com-
munity must use the modified eleva-
tions to carry out the flood plain man-
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agement measures of the Program, These
modified elevations will also be used to
calculate the appropriate flood insurance
premium rates for new bulldings- and
thelr contents and for the second layer
of insurance on existing buildings and
contents.

From the date of this notice, any per-
son has 90 days In which he can request
through the community that the Federal
Insurance Administrator reconsider the
changes. Any request for reconsideration
must be based on knowledge of changed
conditions or new scientific and technical
data. All interested parties are on notice
that until the 90-day perlod elapses, the
Administrator’s new determination of
elevations may itself be changed.

Any person having knowledge or wish-
ing to comment on these changes should
immediately notify:

Mr. Willlam D, Decker, Atforney for the Com=~
missioners, Court of Galveston County,
Texas, 504 First Hutchings-Sealy National
Bank Bullding, Galveston, Texas 77550,

(National Flood Insurance Act of 1068 (Title
XIII of the Housing and Urban Develop-
ment Act of 1068); effective January 28, 1060
(33 PR, 17804, November 28, 1068), as
amended; 42 US.C. 4001-4128; and Becre-
tary’s delegation of authority to the Federal
Insurance Administrator, 34 P.R, 2680, Peb-
ruary 27, 1969, as amended 39 F.R. 2787, Jan~
uary 24, 1974.)

Issued: June 30, 1975,

J. RopErT HUNTER,
Acting Federal Insurance
Administrator.

|FR Doo,76-18374 Filed 7-15-75.8:45 am |

[Docket No, FI-630)

PART 1916—CONSULTATION WITH
LOCAL OFFICIALS

Notice of Changes Made in Determinations
of Fairfax County, Virginia, Base Flood
Elevations

On January 8, 1972, at 37 FR 281, the
Federal Insurance Administrator pub-
lished a list of communities with Special
Flood Hazard Areas and the map num-
bers and locations where Flood Insurance
Rate Maps were available for public in-
spection. The list inciuded Flood Insur-
ance Rate Maps for portions of Fairfax
County.

The Federal Insurance Administrator,
after consultation with the Chief Execu~
tive Officer of Fairfax County, has deter-
mined that modification of the base (100~
year) flood elevations of some locations
in Fuirfax County, Virginia, is appro-
priate. These modified elevations are
currently in effect and amend the Filood
Insurance Rate Map. A revised rate map
will be published as soon as possible, The
modifications are made in accordance
with Section 206 of the Flood Disaster
Protection Act of 1873 (P.L, 93-234) and
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the National Flood Insurance Act of 1968,
as amended (Title XIII of the Housing
and Urban Development Act of 1968 P.L.
90-448) 42 US.C. 40014128, and 24 CFR
Part 1916,

For rating purposes, the new com-
munity number is 515525 A and must be
used for all new policies and renewals,

The changes in base flood elevations
are as follows:

Previoos Treviaus New bise
FIA tone base flood New FIA flood
(nt oo map)  elevalion ona olovation

(MEL) (MSL)

FIA Map No. H 515525 08 (Tripps Run—1300
feet north of US. route 50)

Zove AZ...... a8

Under the above mentioned Acts of
1968 and 1973 the Administrator must
develop criteria for floodplain manage-
ment. In order for the community to con-
tinue participation In the National Flood
Insurance Program, the community must
use the modified elevation to carry out
the flood plain management measures of
the Program. This modified elevation will
also be used to calculate the appropriate
flood insurance premium rates for new
buildings and their contents and for the
second layer of insurance on existing
buildings and contents,

However, from the date of this notice,
any person has 90 days In which he can
request through the community that the
Federal Insurance Administrator recon-
sider the changes, Any request for recon-
sideration must be based on knowledge of
changed conditions or new sclentific and
technical data. All Interested parties are
on notice that until the 80-day period
clapses, the Administrator’s new deter-
mination of elevations may itself be
changed,

Any person having knowledge or wish-
ing to comment on these changes should
immediately notify:
Office of the Director
Public Worka Department
Falrfax County, Virginia
4100 Chaln Bridge Road
Falrfax, Virginia 23030

(National Flood Insurance Act of 1068 (Title
XIII of the Housing and Urban Development
Aot of 1068); effective January 28, 1060 (33
PR, 17804, November 28, 1068), as amended;
42 US.0, 4001-4128; and Secretary's delega~
tion of suthority to the Federn! Insurance Ad-
ministrator, 34 F.R. 2680, February 27, 1969,
a8 amended 30 PR, 2787, January 24, 1074.)

Issued: June 24, 1975,

J. Rosenr HuNTER,
Acting Federal Insurance
Administrator.

[FR Doc.75-18451 Flled 7-15-75;8:45 am|]

~
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Title 26—Internal Revenue

CHAPTER I—INTERNAL REVENUE SERV-
ICE, DEPARTMENT OF THE TREASURY

SUBCHAPTER A—INCOME TAX
[T.D. 7364]

PART 1—INCOME TAX; TAXABLE YEARS
BEGINNING AFTER DECEMBER 31, 1953

Intercompany Pricing Rules, Includin,
Margln:l. Costing Rules, for DISC’s s

Preamble. By two notices of proposed
rule making, one notice appearing in the
FroEraAL REc1sTER for Thursday, Septem-
ber 21, 1972 (37 F.R. 19625) and the other
notice appearing in the FEDERAL REGISTER
for Wednesday, December 20, 1972 (37
F.R. 28065), amendments to the Income
Tax Regulations (26 CFR Part 1) under
section 994 of the Internal Revenue Code

~ of 1954 were proposed in order to provide
intercompany pricing rules for DISC’s.
After consideration of all such relevant
matter as was presented by interested
persons regarding the rules proposed,
certain changes were made, and the pro-
posed amendments of the regulations,
subject to such changes, are adopted by
this document, The general intercom-
pany pricing rules are provided by
§ 1.994-1 and the marginal costing rules
are provided by § 1.994-2,

‘The contents of § 1.994-1 and the more
important changes in such section made
by this document may be summarized
as follows:

1. Paragraph (a) describes the scope
of the seotion and deflnes the terms
“related party” (which has been substi-
tuted for “related person”) and “related
supplier”, It Is made clear that the
DISC’s taxable income does not include
amounts attributable to the profits of
related parties who supply the related
supplier.

2. Paragraph (b) describes the types
of transactions involving the DISC, &
related supplier, and a third party cus-
tomer to which the intercompany pricing
rules may be applied. These transactions
do not include sales of property to the
DISC which the DISC in turn leases to
third parties or leases of property to the
DISC which the DISC in turn subleases
to third parties for a period or upon
terms of payment which are not com-
parable to the principal lease to the
DISC.

3. Paragraph (c) sets forth the three
methods by which intercompany prices
may be determined. These methods are
the 4-percent gross receipts method, the
50-50 combined taxable income method,
and the section 482 method. Special rules
are provided with respect to incomplete
transactions which have the effect of
postponing the realization of taxable In-
come until a transaction with a third
party customer is consummated. With
respect to incomplete transactions, in the
case of taxable years ending after Au-
gust 15, 1975, the transfer price paid by
the DISC to the related supplier for the
year must be the related supplier's cost
of goods sold for the property trans-
ferred. Por earlier years such transfer
price may exceed the related supplier's
cost of goods sold for the property. The
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provision sets forth the manner of de-
termining the combined taxable income
of the DISC and its related supplier
which determination is necessary to ap-
plication of both the 4-percent gross re-
celpts method and 50-50 combined tax-
able income method. Such combined
taxable income does not include interest
derived from postponed payment of sales
prices from third partles. Concerning
timber to which an election under sec-
tion 631 applies (relating to cutting of
timber considered as a sale or exchange),
cost of goods sold must be determined
by reference to the fair market value as
of the beginning of the year of the
standing timber cut during the year.
The rules with respect to grouping of
transactions for purposes of determining
intercompany prices on the basis of ag-
gregations of transactions have been ex-
panded to permit groupings on the basis
of two-digit major groups, or inferior
classifications or combinations within a
major group, of the Standard Industrial
Classification of products and product
lines as prepared by the Statistical Policy
Division of the Office of Management and
Budget. It is believed that such rule for
grouping will provide taxpayers a greater
degree of certainty in their selection of
a grouping system and will permit suffi-
ciently broad groupings of products or
product lines to promote efficiency In de-
termining intercompany prices. Subdivi-
sion (v) of paragraph (¢)(8), which is
reserved and is the subject of an addi-
tional notice of proposed rule making
published elsewhere in today's Federal
Register, deals with a transfer of ac-
counts receivable by a related supplier to
a DISC for an amount less than face
value,

4. Paragraph (d) describes the appli-
cation of the intercompany pricing rules
to leases, commission transactions, and
services. In general, rents, commissions,
and compensation for services are deter-
mined under the same theories and
similar rules as are involved in deter-
mining intercompany prices on sales.
However, lease and sale transactions may
not be grouped together for purposes of
determining transfer prices and rents.
Rules for grouping of related and subsidi-
ary services have been liberalized to per-
mit grouping of such services the income
from which is reportable for a year fol-
lowing the year in which the income from
the export transaction is reportable.

5. Paragraph (e) sets forth In sub-
paragraph (1) a limitation on DISC in-
come (the “no loss” rule). Subdivision
(1) of subparagraph (1) makes explicit
that the special rule of that subdivision
for applying the 4-percent gross receipts
method to sales may apply even where
there Is no loss to a related supplier
determined under subdivision (i) of such
subparagraph. Paragraph (e)(2) de-
scribes the relationship between sections
482 and 994. Subparagraphs (3), (5), and
(6) of paragraph (e) are reserved and
are the subject of an additional notice
of proposed rule making published else-
where in today's FeoErAL RECISTER. These
subparagraphs deal, respectively, with
Initial payment of transfer price by a
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DISC or commission to a DISC, proce-
dure for adjustment to transfer price or
commission, and examples which illus-
trate initial payments of and later ad-
Justments to transfer prices and commis-
slons. Subparagraphs (3) and (5) as
published in the notice of proposed rule
making on September 21, 1972, are with-
drawn by this document.

6. Paragraph (f) defines in some
length the term “export promotion ex-
penses”, Provision is made for alloca-
tion of expenses or costs where only a
portion of an expense or cost may qualify
as an export promotion expense, It is
made clear that contributions or com-
pensations deductible under section 404
of the Code may be treated as export
promotion expenses, but State and local
income and franchise taxes may not be so0
treated. One-half of freight expense at-
tributable to carriage pursuant to a single
bill of lading by one or more U.S. flag
carriers may be claimed as an export
promotion expénse even though the
freight is shifted between carriers. An
expense may still qualify as an export
promotion expense even if it is accounted
for and paid by a related party if the
DISC reimburses the related party for
its payment of the expense. The time ex-
port promotion expenses may be claimed
with respect to transactions which are
rn&t consummated is set forth in an added

0.

7. Paragraph (g) illustrates the vari-
ous rules of the section through » series of
examples.

The contents of $ 1.994-2 (relating to
marginal costing rules) and the more im-
portant changes in such section made by
this document may be summarized as
follows:

1. Paragraph (a) describes the scope
of the marginal costing section and the
transactions to which the marginal cost-
Ing rules may not be applied. Marginal
costing may be applied in the determina-
tion of combined taxable income where
the 50-50 combined taxable income
method Is used to determine intercom-
pany prices, whether or not the related
supplier of the DISC manufactures, pro-
duces, grows, or extracts the export prop-
erty sold, Marginal costing may not be
applied to transactions giving rise to for-
eign base company sales income under
section 854(d) of the Code, except as pro-
vided to the contrary.

2. Paragraph (b) sets forth the mar-
ginal costing rules for allocations of
cost§. Only costs for direct material and
direct Inbor and export promotion ex-
penses claimed by the DISC which costs
and expenses are attributable to the ex-
port property sold are taken into account
in determining combined taxable Income
of the DISC and Its related supplier. The
overall profit percentage limitation hns
been retained without substantial
change.

3. Paragraph (¢) defines the termsg
“establishing or maintaining a foreign
market”, “overall profit percentage”, and
“full costing method”. Under the overall
profit percentage limitations, the com-
bined taxable income of the DISC and

its related supplier may not as a per-
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centage of gross receipts, when marginal
costing is applied, exceed the percentage
which such persons' combined taxable
income from all sales is of gross re-
ceipts from all sales. The overall profit
percentage may be determined by tak-
ing Into account sales of persons related
to the DISC or its related supplier. Of
course, rules for grouping of transac-
tions are provided with respect to appli-
cation of marginal costing rules.

4. Paragraph (d) sets forth a Hlmita~-
tion on DISC income (the “no loss”
rule). A similar limitation appears at
£ 1.994-1(e) (1) with respect to the ap-
plication of the general intercompany
pricing rules.

5. Paragraph (e) illustrates the vari-
ous rules of the marginal costing section
through a series of examples,

Where these regulations under section
994 refer to regulations under section
993 of the Code, the reference Is intended
to refer to such regulations as will be
finally adopted. This procedure Is being
followed because of the need for imme-
diate guidance with respect to the pro-
visions contained in this Treasury deci-
slon. Proposed reégulations correspond-
ing to a reference to regulations under
section 993, which can be used for in-
formational purposes, have been pub-
lished with a notice of proposed rule
making in the PeperaL Rzcister for
Wi , October 4, 1972 (37 F.R.
20853). Section 1.993-1(1)(1) of such
regulations was amended by a further
notice of proposed rule making published
in the Froerar Recistes for Friday,
March 9, 1973 (38 P.R. 6395). In addi-
tion, new proposed regulations under
§ 1.861-8, which can be used for infor-
mational purposes, have been published
with a notice of proposed rule making in
the Feoerarn Recister for Monday,
June 18, 1973 (38 F.R. 15840),

Adoption of amendments to the reg-
ulations. On Thursday, September 21,
1972, and Wednesday, December 20, 1972,
notices of proposed rule making were
published in the FroEraL Recister (37
FR. 19625 and 37 F.R. 28065, respec-
tively) in order to conform the Income
Tax Regulations (26 CFR Part 1) to sec-
tion 994 of the Internal Revenue Code
of 1954. After consideration of all such
relevant matters as were presented by
interested persons regarding the rules
proposed, the amendment of the regula-
tions as proposed in both such notices is
hereby adopted, subject to the changes
set forth below, except that paragraph
(e) (3) and (5) of §1.894-1 are with-
drawn and proposed regulations in lieu
thereof are published elsewhere in to-
day’s FEDERAL REGISTER

Panacrarn 1, Section 1.994-1, as set
forth in the appendix to the notice of
proposed rule making appearing in the
FepErat. RecisTeEr for Thursday, Septem-
ber 21, 1872 (37 F.R. 19625) and as re-
vised by amendment set forth in para-
graph 1 of the appendix to the notice of
proposed rule making appearing in the
FroeraL Recistenr for Wednesday, Decem-
ber 20, 1972 (37 F.R. 28065), is amended

by—
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1. Revising paragraph (a) by adding
a sentence at the end of paragraph (a)
(1) and revising paragraph (8)(3),

2. Revising parsgraph (b) 1), (2),
and (4),

3. Revising paragraph (¢),

4. Revising h (d),

5. Revising paragraph (e) (1) (D), add-
ing a sentence at the end of paragraph
(e) (1) (iii), revising paragraph (e)(2),
reserving paragraph (e)(3), adding a
sentence at the end of paragraph (e) (4),
and by reserving paragraph (e) (5) and
6,

6. Revising paragraph (f) (1), (2), (3),
(4) (O, (dy), and (v), (5), and (T 1D,
(i), and (v), adding a new paragraph
«f) (1) (vi), and revising paragraph (0)
(8), and

7. Revising paragraph (g) by revising
examples (3), (4), and (5) and by adding
additional material at the end of exam-
ple (6). >

Par. 2. Section 1.994-2, as set forth in
paragraph 2 of the appendix to the no-
tice of proposed rule making appearing
in the Feoeral RecisTer for Wednesday,
December 20, 1972 (37 F.R. 28065), is
amended by revising paragraph (a),
paragraph (b) (2), and paragraph (¢) (2)
(1) (@) and (i) and (3) (D).

{Sec. 7805, Internal Revenue Code of 1954;
G8A Stat, 917; 26 US.C. 7805)

[seaL] Doxatn C. ALEXANDER,
Commissioner of Internal Revenue.

Approved: June 20, 1975.

Freperic W. HICKMAN,
Assistant Secretary
of the Treasury.

In order to conform the Income Tax
Regulations (26 CFR Part 1) to section
994 of the Internal Revenue Code of
1954, as added by section 501 of the
Revenue Act of 1971 (85 Stat. 543), such
regulations are amended by adding the
following new sections immediately after
§ 1.992-4. The amendments in general
are effective for taxable years ending
after December 31, 1971,

§ 1,994 Suatutory  provisions
company pricing rules,

Sxe. 904, Intercompany pricing rules—
(a) In general. In the case of a sale of ex-
port property to a DISC by a person deseribed
In section 482, the taxable income of such
DISC and such person shall be based upon a
transfer price which would allow such DISCO
to derive taxable Income attributable to such
sale (regardless of the sales price actually
charged) in an amount which does not ex-
ceed the greatest of —

(1) 4 percent of the qualified export re-
celpts on the sale of such property by the
DISC plus 10 percent of the promo-
tion expeuses of such DISC attributable to
wuch recelpts,

(2) 50 percent of the combined taxable
income of such DISC and such person which
is attributable to the qualified export re-
ceipts on such property derived as the result
of & sale by the DISC plus 10 percent of the
export promotion expenses of such DISC at-
tributable to such receipts, or

(3) Taxable income based upon the sale
price actually charged (but subject to the
rules provided in section 482).

(b) Rules for commissions, rentals, and
marginal costing. Theo Secretary or his dele-

inter-

29827

gato shall prescribe regulations setilng
forth—

(1) Rules which are consistent with the
rules set forth in subsection (a) for the ap-
plication of this section In the case of com-
missions, rentals, and other income, and

(2) Rules for the allocation of expendi-
tures in computing combined taxable income
under subsection (a) (2) in those cases where
a DISC is seeking to establish or maintain
n market for export property.

(¢) Ezport promotion erpenses, For pur-
poses of this section, the term “export pro-
motion expenses’” means those expenses in-
curred to advance the distribution or sale
of o roperty for use, consumption, or
distribution outside of the United States, but
does not Include income taxes, Such ex-
penses shall also include freight expenses to

“$he extent of 50 percent of the cost of ship-

ping export property aboard airplanes owned
and operated by U.S. persons or ships doou-
mented under the laws of the United States
in those cases where law or regulations does
not require that such property be shipped
aboard such alrplanes or ships.

[Sec. 994 as sdded by sec. 501, Rev, Act 1071
(85 Stat. 543) |

§ 1.994=1 Inter-company pricing rules
for DISC's.

(a) In general—(1) Scope. In the
case of a transaction described !n para-
graph (b) of this section, section 994
permits a person related to a DISC to
determine the allowable transfer price
charged the DISC (or commission paid
the DISC) by its choice of three meth-
ods described in paragraph (e) (2), (3),
and (4) of this section: The ‘4 percent”
gross receipts method, the “50-50" com~
bined taxable income meéthod, and the
section 482 method. Under the first two
methods, the DISC is entitled to 10 per-
cent of its export promotion expenses as
additional taxable income. When the
gross receipts method or combined taxa-
ble Income method is applied to a trans-
action, the Commissioner may not make
distributions, apportionments, or alloca-
tions as provided by section 482 and the
regulations thereunder. For rules as to
certain “incomplete transactions” and
for computing combined taxable income,
see paragraph (¢) (5) and (8) of this
section. Grouping of transactions for
purposes of applying the method chosen
is provided by paragraph (¢)(7) of this
section. The rules in paragraph (¢) of
this section are directly applicable only
In the case of sales or exchanges of ex-
port property to a DISC for resale, and
are applicable by analogy to leases, com-
missions, and services as provided iIn
paragraph (d) of this section. For rules
limitihg the application of the gross re-
celpts method and combined taxable in-
come method so that the supplier re-
Iated to the DISC will not incur a loss
on transactions, see paragraph (e) (1)
of this section. Paragraph (e) (2) of thiy
section provides for the applicability of
section 482 to resales by the DISC to
related persons, Paragraph (e) (3) of this
section provides for the time by which a
reasonable estimate of the transfer price
(including commissions and other pay-
ments) should be pald. The subsequent
determination and further adjustments
to transfer prices are set forth in para~
graph (e) (4) of this section. Export pro-
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motion expenses are defined in para-
graph (1) of this section. Paragraph (g)
of this section has several examples il-
lustrating the provisions of this section.
Section 1.994-2 prescribes the marginal
costi;g rules authorized by section 994
(b1(2),

(2) Relationship to section 993. If the
minimum requirements of paragraph ()
of § 1.993-1 that must be met for a DISC
to be subject to section 994 have been
satisfied, the application of section 994
(a) (1) or (2) does not depend on the
extent to which the DISC performs sub-
stantial economic functions, except with
respect to export promotion expenses,

(3) Related party and related sup-
plier. For the purposes of this section—

(1) The term “related party” means
& person which is owned or controlled
directly or indirectly by the same inter-
ests as the DISC within the meaning
of section 482 and § 1.482-1(n).

(il) The term “related supplier” means
a related party which singly engages
in a transaction directly with the DISC
which is subject to the rules of section
994 and this section. However, a DISC
may have different related suppliers with
respect to different transactions. If, for
example, X owns all the stock of Y, a
corporation, and of Z, a DISC, and sells
a product to Y which is resold to Z, only
Y 1s the related supplier of Z, and, thus,
only the resale from Y to Z is subject
to section 994 and this section. If, how-
ever, X sells directly to Z and Y also sells
directly to Z, then, as to the transac-
tions involving direct sales to Z, each of
X and Y is a related suppler of Z.

(b) Transactions to whick section 994
applies. Section 994(a) (3) may be ap-
plied, as described in paragraph (a) of
this section, to any transaction between
a related supplier and a DISC, Section
994(a) (1) or (2) may be applied, as
described In paragraph (a) of this sec-
tion, to & transaction between a related
supplier and a DISC only In the following
cises:

(1) Where the related supplier sells
export property to the DISC for resale
or where the DISC is commission agent
for the related supplier on sales by the
related supplier of export property to
third parties whether or not related par-
ties, For purposes of this section, refer-
ences to sales include exchanges,

(2) Where the related supplier leases
export property to the DISC for sublease
for a comparable period with comparable
terms of payment or where the DISC is
commission agent for the related sup-
plier on leases by the related supplier
of export properly to third parties
whether or not related parties,

(3) Where services are furnished by
a related supplier which are related and
subsidiary to any sale or lease by the
DISC, acting as principal or commission
agent, of export property under sub-
paragraph (1) or (2) of this paragraph.

(4) Where engineering or architec-
tural services for construction projects
located (or proposed for location) out-
side of the United States are furnished
by = related supplier where the DISC is
acting as principal or commission agent
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with respect to the furnishing of such
services to a third party whether or not
a related party.

(5) Where the related supplier fur-
nishes managerial services in further-
ance of the production of qualified ex-
port receipts of an unrelated DISC where
the related DISC is acting as principal
or commission agent with respect to the
furnishing of such services to an unre-
lated DISC.

Transactions are included, for purposes
of this paragraph, only if they give rise
to qualified export receipts (within the
meaning of section 993(a)) In the hands
of the related DISC, If & transaction is
not included in subparagraph (1), (2),
(3), (4), or (5) of this paragraph, the
rules of section 994(a) (1) or (2) do not
apply. Thus, for example, the rules of
section 994(a) (1) or (2) would not ap-
ply if a DISC purchased export prop-
erty from its related supplier and leased
such property to a third party.

(¢) Transfer price for sales of export
property—(1) In general, Under this
paragraph, rules are prescribed for com-
puting the allowable price for a trans-
fer from a related supplier to a DISC
in the case of a sale of export property
described in paragraph (b)(1) of this
section.

(2) The “d-percent” gross receipts
method. Under the gross receipts method
of pricing, the transfer price for a sale
by the related supplier to the DISC is the
price as a result of which the taxable
income derived by the DISC from the
sale will not exceed the sum of (1) 4 per-
cent of the gqualified export receipts of
the DISC derived from the sale of the
export property (as defined in section 993
(¢)) and (i) 10 percent of the export
promotion expenses (as defined in para-
graph (f) of this section) of the DISC
atiributable to such qualified export
receipts.

(3) The “50-50" combined taxable in-
come method. Under the combined tax-
able income method of pricing, the trans-
fer price for a sale by the related sup-
plier to the DISC is the price as u result
of which the taxable income derived by
the DISC from the sale will not exceed
the sum of (1) 50 percent of the com-
bined taxable income (as defined in sub-
paragraph (6) of this paragraph) of
the DISC and its related supplier at-
tributable to the qualified export re-
ceipts from such sale and (i) 10 per-
cent of the expor{ promotion expenses
(as defined in paragraph (f) of this sec-
tion) of the DISC attributable to such
qualified export receipts.

(4) Section 482 method. If the rules
of subparagraphs (2) and (3) of this
paragraph are inapplicable to a sale
or a taxpayer does not choose to use
them, the transfer price for a sale by the
related supplier to the DISC is to be
determined on the basis of the sale price
actually charged but subject to the rules
provided by section 482 and the regula-
tions thereunder.

(5) Incomplete transactions. (1) For
purposes of the gross receipts and com-
bined taxable income methods, where
property (encompassed within a trans-
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action or group chosen under subpara-
graph (7) of this paragraph) is trans-
ferred by a related supplier to a DISC
during a taxable year of either the DISC
or related supplier, but some or all of
such property is not sold by the DISC
during such year—

(@) The transfer price of such property
sold by the DISC during such year shall
be computed separately from the trans-
fer price of the property not sold by the
DISC during such year,

(b) With respect to such propérty not
sold by the DISC during such year, the
transfer price paid by the DISC for such
year shall be the related supplier’'s cost
of goods sold (see subparagraph (6) (i)
of this paragraph) with respect to the
property, except that, with respect to
such taxable years ending on or before
August 15, 1975, the transfer price paid
by the DISC shall be at least (but need
not exceed) the related supplier's cost of
goods sold with respect to the property..

(¢) For the subsequent taxable year
during which such property is resold by
the DISC, an additional amount shall be
paid by the DISC (to be treated as in-
come for such year by the related sup-
plier) equal to the excess of the amount
which would have been the transfer price
under this section had the transfer to
the DISC by the related supplier and the
resale by the DISC taken place during
the taxable year of the DISC during
which it resold the property over the
amount already pald under (b) of this
subdivision.

(d) The time and manner of payment
of transfer prices required by (b) and (¢)
of this subdivision shall be determined
under paragraph (e) (3), (4), and (5) of
this section.

(i) For purposes of this paragraph, a
DISC may determine the year in which it
receives property from a related supplier
and the year in which it sells property in
asccordance with the method of identify-
ing goods in its inventory properly used
under section 471 or 472 (relating re-
spectively to general rule for inventories
and to LIFO inventories), Transporta-
tion expense of the related supplier In
connection with a transaction to which
this subparagraph sapplies shall be
treated as an {tem of cost of goods sold
with respect to the property if the re-
lated supplier includes the cost of in-
tracompany transportation between its
branches, divisions, plants, or other units
in its cost of goods sold (see subpara-
graph (6) (i) of this paragraph).

(6) Combined taxable income. For
purposes of this section, the combined
taxable income of a DISC and its related
supplier from & sale of export property
is the excess of the gross receipts (as de-
fined In section 993(1) ) of the DISC from
such sale over the total costs of the DISC
and related supplier which relate to such
gross receipts. Gross receipts from a sale
do not Include interest with respect
to the sale. Combined taxable income
under this paragraph shall be determined
after taking into sccount under para-
graph (e)(2) of this seetion all adjust-
ments required by section 482 with
respect to transactions to which such sec-
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tion is applicable. In detérmining the
gross receipts of the DISC and the total
costs of the DISC and related supplier
which relate to such gross receipts, the
following rules shall be applied:

(1) Subject to subdivisions (ii) through
(v) of this subparagraph, the taxpayer’s
method of accounting used in computing
taxable income will be accepted for pur-
poses of determining amounts and the
taxable year for which items of income
and expense (including depreciation) are
taken into account. See § 1.991-1(b) (2)
with respect to the method of accounting
which may be used by a DISC.

(i1) Cost of goods sold shall be deter-
mined in accordance with the provisions
of §1.61-3. See sections 471 and 472 and
the regulations thereunder with respect
to inventories. With respect to property
to which an election under section 631
applies (relating to cutting of timber
considered as a sale or exchange), cost
of goods sold shall be determined by
applying § 1.631-1 (d) (3) and (e) (re-
lating to fair market value as of the
beginning of the taxable year of the
standing timber cut during the year con-
sidered as its cost) .

(1) Costs (other than cost of goods
sold) which shall be treated as relating
to gross receipts from sales of export
property are (a) the expenses, losses,
and other deductions definitely related,
and therefore allocated and apportioned,
thereto, and (b) a ratable part of any
other expenses, losses, or other deduc-
tions which are not definitely related to a
class of gross income, determined In
a manner consistent with the rules set
forth in § 1.861-8,

(ily) The taxpayer's choice in accord-
ance with subparagraph (7) of this para-
graph as to the grouping of transactions
shall be controlling, and costs deductible
in a taxable year shall be allocated and
apportioned to the items or classes of
gross income of such taxable year result-
ing from such grouping.

(v) [Reserved)

(7) Grouping transactions. (1) Gen-
erally, the determinations under this sec-
tion are to be made on & transaction-by-
transaction basis. However, at the annual
choice of the taxpayer some or all of these
determinations may be made on the basis
of groups consisting of products or prod-
uct lines.

(i1) A determination by a taxpayer as
to & product or a product line will be ac-
cepted by & district director if such deter-
minsation conforms to any one of the fol-
lowing standards: (a) A recognized in-
dustry or trade usage, or (b) the 2-digit
major groups (or any inferior classifica~
tions or combinations thereof, within a
major group) of the Standard Industrial
Classification as prepared by the Statisti-
cal Policy Division of the Office of Man-
agement and Budget, Executive Office of
the President,

(1ii) A choice by the taxpayer to group
transactions for a taxable year on a
product or product line basis shall ap-
ply to all transactions with respect to
that product or product line consum-
mated during the taxable year, However,
the choice of a product or product line
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grouping applies only to transactions
covered by the grouping and, as to trans-
actions not encompassed by the group-
ing, the determinations are made on a
transaction-by-transaction basis. For ex-
ample, the taxpayer may choose & prod-
uct grouping with respect to one product
and use the transaction-by-transaction
method for another product within the
same taxable year.

(iv) For rules as to grouping certain
related and subsidiary services, see para-
graph (d) (3) (di) of this section.

(d) Rules under section 994(a) (1)
and (2) for transactions other than sales.
The following rules are prescribed for
purposes of applying the gross receipts
method or combined taxable income
method to transactions other than sales:

(1) Leases. In the case of a lease of
export property by a related supplier to
a DISC for sublease by the DISC to pro-
duce gross receipts, for any taxable year
the amount of rent the DISC must pay
to the related supplier shall be deter-
mined under the DISC's lease with its re-
lated supplier but must be computed in
a manner consistent with the rules in
paragraph (¢) of this section for com-
puting the transfer price in the case of
sales and resales of export property un-
der the gross receipts method or com-
bined taxable income method. For pur-
poses of applying this subparagraph,
transactions may not be so grouped on a
product or product line basis under the
rules of paragraph (¢) (7) of this section
as to combine in any one group of trans-
actions both lease transactions and sale
transactions involving the same product
or product line,

(2) Commissions. If any transaction
to which section 994 applies is handled
on a commission basis for a related sup-
plier by & DISC and such commissions
give rise to qualified export receipts un-
der section 993(a) — v

(1) The amount of the income that
may be earned by the DISC in any year
is the amount, computed in a manner
consistent with paragraph (¢) of this
section, which the DISC would have been
permitted to earn under the gross re-
ceipts method, the combined taxable in-
come method, or section 482 method if
the related supplier had sold (or leased)
the property or service to the DISC and
the DISC in turn sold (or subleased) toa
third party, whether or not a related
party, and

(i) The maximum commission the
DISC may charge the related supplier
is the sum of the amount of income de-
termined under subdivision (1) of this
subparagraph plus the DISC's total costs
for the transaction as determined under
paragraph (¢) (6) of this section.

(3) Reccipts from services—(1) Re-
lated and subsidiary services attributa-
ble to the year of the export transaction,
The gross receipts for related and subsid-
fary services described In paragraph
(b) (3) of this section shall be treated
as part of the receipts from the export
transaction to which such services are
related and subsidiary, but only If, under
the arrangement between the DISC and
its related supplier and the accounting
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method otherwise employed by the
DISC, the income from such services Is
includible for the same taxable year as
income from such export transaction.

(1i) Other services. In the case of re-
lated and subsidiary services to which
subdivision (1) of this subparagraph does
not apply and other services described
in paragraph (b) (4) or (5) of this sec-
tion performed by a related supplier (re-
lating respectively to engineering and
architectural services and certain mana-
gerial services), the amount of taxable
income which the DISC may derive for
any taxable year shall be determined
under the arrangement between the
DISC and its related supplier and shall
be computed in & manner consistent with
the rules In paragraph (¢) of this sec-
tion for computing the transfer price in
the case of sales for resale of export
property under the gross receipts method
or combined taxable income method. Re-
Jated and subsidiary services to which
subdivision (1) of this subparagraph does
not apply may be grouped, under the
rules for grouping of transactions in par-
agraph (¢) (7) of this section, with the
products or product lines to which they
are related and subsidiary, so long as the
grouping of services chosen is consistent
with the grouping of products or product
lines chosen for the taxable year in which
either the products or product lines were
sold or iIn which payment for such serv-
ices is received or accrued. The rules
for grouping of transactions_ in para-
graph (¢) (7) of this section shall not
apply with respect to the determination
of taxable income which the DISC may
derive from other services described in
paragraph (b) (4) or (6) of this section
performed by a related supplier or com-
missions on such services, and such de-
termination shall be made only on a
transaction-by-transaction basis,

(¢) Methods of applying paragraphs
(¢) and (d) of this section—(1) Limila-
tion on DISC income (“no loss” rule)—
() In general. Except as otherwise pro-
vided in this subparagraph, neither the
gross receipts method nor the combined
taxable income method may be applied
to cause In any taxable year a loss to the
related supplier, but either method may
be applied to the extent it does not cause
& loss. A loss to a related supplier would
result if the taxable income of the DISC
would exceed the combined taxable in-
come of the related supplier and the
DISC. If, however, there is no combined
taxable income of the DISC and the re-
lated supplier (because, for example, a
combined loss is incurred), a transfer
price (or commission) will not be deemed
to cause a loss to the related supplier if
it allows the DISC to recover an amount
not in excess of its costs (f any),

(i) Special rule jor applying ‘4 per-
cent” gross receipts method to sales. A
transfer price or commission, determined
under the “4 percent” gross receipts
method (determined without regard to
subdivision (1) of this subparagraph),
for a sale of export property re-
ferred to in paragraph (b)(1) of this
section, will not be considered to cause
& loss for the related supplier If for the
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DISC's taxable year, the ratio that (a)
the taxable income of the DISC derived
from such sale by using such price or
commission bears to (b) the DISC's gross
receipts from such sale is not greater
than the ratio that (c) all of the taxable
income of the related supplier and the
DISC from all sales of the same product
or product line (domestic and foreign)
to third parties whether or not re-
lated parties bears to (d) the total
gross receipts of the related supplier and
the DISC from such sales. For purposes
of the preceding sentence, sales between
the DISC and its related suppliers shall
not be taken into account under (¢) or
(d) of this subdivision. For example, as-
sume that for a taxable year of a DISC
the total costs of the related supplier and
the DISC with respect to all sales ($150
for domestic and $44 for foreign) of a
product line are $194 and the total gross
receipts of the related supplier and the
DISC with respect to such sales are $200
so that the total taxable income of the
related supplier and the DISC with re-
spect to such sales is $6, The parties
would thus be entitled to compute a
transfer price determined under the
gross receipts method on any given sale
of product A of such product line by the
related supplier to the DISC which would
allocate to the DISC taxable income
equal to not more than 3 percent (le,
$6/8200) of its gross receipts derived
from Its resale of such product. If the
DISC were to resell an item of product
A for $10, the transfer price pald by the
DISC to the related supplier determined
under the gross receipts method could be
as low as $9.70,

(111) Grouping transactions. For pur-
poses of subdivision (1) of this subpara-
graph, the basis for grouping transac-
tions chosen by the taxpayer under
paragraph (¢) (7) of this section for the
taxable year shall be applied. For pur-
poses of making the computations of
subdivision «(f) (¢) and (d) of this sub-
paragraph, however, the taxpayer may
choose any basis for grouping transac-
tions permissible under paragraph (¢)
(7) of this section, even though it may
not be the same basls as that already
chosen under paragraph (¢)(7) of this
section for computing transfer prices or
commissions to a DISC. If, for example,
the taxpayer has chosen to group trans-
actions on a product basis for computing
transfer prices or commissions to a DISC
for a taxable year, the taxpayer may
still group transactions on a product
line basis for purposes of computing tax-
able income and total gross receipts
under subdivision (if) (¢) and (d) of
this subparagraph. For a further ex-
ample, if the taxpayer computes taxable
income for one group of transactions
under the gross receipts method and
computes taxable income for a second
group of transactions under the com-
bined taxable income method, the tax-
payer may aggregate these transactions
for purposes of computing taxable in-
come and total gross receipts under sub-
division (1) (¢) and (d) of this sub-

paragraph.
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(2) Relationship to section 482, In ap-
plying the rules under section 994, it may
be necessary to first take into account
the price of a transfer (or other trans-
action) between the DISC (or related
supplier) and a related party which Is
subject to the arm’s length standard of
section 482. Thus, for example, where a
related supplier sells export property to
a DISC which the related supplier pur-
chased from related parties, the costs
taken into account in computing the
combined taxable income of the DISC
and the related supplier are determined
after any necessary adjustment under
section 482 of the price paid by the re-
lated supplier to the related parties. In
applying section 482 to a transfer by &
DISC, however, the DISC and its related
supplier are treated as if they were a
single entity carrying on all the func-
tions performed by the DISC and the re-
lated supplier with respect to the trans-
action and the DISC shall be allowed to
receive under the section 482 standard
the amount the related supplier would
have received had there been no DISC.

(3) (Reserved]

(4) Subsequent determination of
transfer price or commission. The DISC
and its related supplier would ordinarily
determine under section 994 and this sec-
tion the transfer price payable by the
DISC (or the commission payable to the
DISC) for a transaction before the DISC
files its return for the taxable year of
the transaction. After the DISC has filed
its return, a redetermination of the
transfer price (or commission) may only
be made if permitted by the Code and the
regulations thereunder. Such a redeter-
mination would include a redetermina-
tion by reason of an adjustment under
section 482 which affects the amounts
which entered into the determination of
the transfer price or commission.

(5) [Reserved)

(6) [Reserved)

(f) Export promotion expenses—i1)
Purpose of expense. (1) In order for an
expense or cost of a type described in
subparagraph (2) of this paragraph to
be an export promotion expense, the
expense or cost must be incurred or
treated as incurred by the DISC (under
subparagraph (7) of this paragraph) to
advance the sale, lease, or other distribu-
tion of export property for use, consump-
tion, or distribution outside the United
States. Costs of services in performing
installation (but not assembly) on the
site and for meeting warranty commit-
ments if such services are related and
subsidiary (within the meaning of
§ 1.993-1(d)) to any qualified sale, lease,
or other distribution of export property
by the DISC (or with respect to which
the DISC received a commission) will
be considered to advance the sale, lease,
or other distribution of export property.
General and administrative expenses at-
tributable to billing customers, other
clerical functions of the DISC, or gen-
erally operating the DISC, will also be
considered to advance the sale, lease, or
other distribuslon of export property.
(i) Where an expense or cost Incurred

as incurred by the DISC qual-

part as an export promotion

, such expense or cost must be

between the qualified portion

uch other portion on a reasonable

. See §1.994-2(b) (2) for the option

theé related supplier not to claim ex~
penses as export promotion expenses.

(2) Types of expenses. The only ex-
penses or costs which may be export
promotion expenses are those expenses
or costs meeting the test of subparagraph
(1) of this paragraph which constitute—

(i) Ordinary and necessary expenses
of the DISC paid or incurred during the
DISC’s taxable year in carrying on any
trade or business, allowable as deduc-
tions under section 162, such as expenses
for market studigs, advertising, salaries
and wages (including contributions or
compensations deductible under section
404) of sales, clerical, and other person-
nel, rentals on property, sales commis-
sions, warehousing, and other selling
expenses,

(i) A reasonable allowance under sec-
tion 167 for exhaustion, wear and tear,
or obsolescence of the property of the
DISC,

(iii) Costs of freight (subject to the
limitations of subparagraph (4) of this
pardagraph),

(iv) Costs ol packaging for export
(as defined in subparagraph (5) of this
paragraph), or <

{v) Costs of designing and labeling
packages exclusively for export markets
(under subparagraph (6) of this para-
graph),

(3) Ineligible expenses, Items ineli-
gible to be export promotion expenses
include, for example, interest expenses,
bad debt expenses, freight insurance,
State and local income and franchise
taxes, the cost of manufacture or assem-
bly operations, and items of cost of goods
sold (except as otherwise provided in
this paragraph in the case of certain
freight, packaging, and designing and
labeling expenses). Income or similar
taxes eligible for a forelgn tax credit
under sections 901 and 9803 are also not
eligible to be export promotion expenses.

(4) Freight expenses—(i) In general.
Export promotion expenses include one-
half of the freight expense (not includ-
ing Insurance) for shipping export prop-
erty aboard a US.-flag carrier in those
cases where law or regulation of the
United States or of any State or political
subdivision thereof or of any agency or
instrumentality of any of these does not
require that the export property be
shipped aboard a U.S.-flag carrier, For
purposes of this paragraph, the term
“Ireight expense” Includes charges paid
for c.o.d. service, miscellaneous ground
charges, such as charges incurred for
services normally performed by US.-
flag carriers, charges for services of load-
ing aboard US.-flag carriers normally
performed by such carriers, freight for-
warders, or independent contractors en-
gaged in loading property, and charges
attributable to a freight consolidation
function normally performed by freight
forwarders, In order for one-half of
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freight expenses paid to the owner (or
the agent of the owner) of a U.S.-flag
carrier to be claimed as an export promo-
tion éxpense, the DISC must obtain a
written statement (such as, for example,
a bill of lading) from the owner (or the
agent) disclosing that the export prop-
erty was shipped aboard the owner’s U.S.-
flag carrier or another U.S.-flag carrier,
and the DISC must have no reasonable
basis for disbelleving such statement of
the owner (or the agent). For the re-
quirement of a written statement from a
freight forwarder, see subdivision (iv) of
this subparagraph.

(i) U.S.-flag carrier defined. For pur-
poses of this paragraph, the term “US.-
flag carrier” is an airplane owned and
operated by a U.S. person or persons (as
defined in section 7701¢a) (30)) or a ship
documented under the laws of the United
States. Shipment initiated by delivery
to the U.S. Postal Service shall be con-
sidered shipment aboard a U.S.-flag car-
rier, but not if shipped to a place to
which mail shipments from the Unifed
States are ordinarily accomplished by
land transportation, such as to Canada
or Mexico, unless airmail is specified.

(iil) Shipment pursuant to law or reg-
wlation. Shipment pursuant to law or
regulation includes instances where a
U.S.-flag carrier must be used in order
to obtain permission from the Govern-
ment to make the export, If the law or
regulation requires a fixed portion of the
export property to be shipped aboard a
U.S.-flag carrier, the freight expense on
that portion of such export property that
was so shipped in order to satisfy such
requirement cannot qualify as an export
promotion expense,

(iv) Freight forwarders. A payment
to n freight forwarder shall be consid-
ered freight expense within the meaning
of this paragraph to the extent the for-
warder utilizes a U.S.-flag carrier. For
purposes of this paragraph, the term
“freight forwarder” inciudes air freight
consolidators and carriers owned and
operated by US. persons utilizing U.S.-
flag carriers such as non-vessel-owning
common “carriers. In order for one-half
of freight expenses paid to a freight for-
warder to be claimed as export promo-
tion expenses, the DISC must obtain a
written statement (such as, for example,
a bill of Inding) from the freight for-
warder disclosing that the export prop-
erty was shipped aboard a U.S.-flag car-
rier, and the DISC must have no reason-
able basis for disbelieving such statement
of the freight forwarder,

(v) Freight within the United States.
A DISC may not claim as export promo-
tion expense any amount that is attrib-
utable to carriage of export property be-
tween points within the United States.
If, however, export property is carried
from the United States to a foreign
country on a through shipment pursuant
to a single bill of lading or similar docu-
ment aboard one or more U.S -flag car-
riers, the freight expense of such carriage
shall not be apportioned between the do-
mestic and foreign portions of such car-
riage, even though a carrier may stop
en route within the United States or the
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export property may be shifted from
one carrier to another, and one-half of
such freight expense may be claimed
s an export promotion expense, Preight
expense does not include the cost of
transporting the export property to the
depot of the U.S.-flag carrier or freight
forwarder for shipment abroad. The ex-
pense of shipment of export property
initiated by delivery to the U.S. Postal
Service for ultimate delivery outside the
United States shall be considered as at-
tributable entirely to carriage of such
property outside fthe United States.

(5) Packaging for export. (1) Export
promotion expenses include the direct
and Indirect cost of packaging export
property (including the cost of the pack-
age) for export whether or not the pack-
aging is the same as domestic packaging.
Such packaging costs do not Include
costs of manufacturing (as defined In
the regulations under section 993) and
mssembly. Thus, if a DISC buys and
packages export property for resale, its
costs of packaging the export property
are export promotion expenses. If, how-
ever, the process of such packaging by
the DISC is physically integrated with
the process of manufacturing the export
property by the related supplier, the
costs of such packaging are not export
promotion expenses.

(i) The cost of containers leased from
a shipping company to which the DISC
also pays freight for the property pack-
nged is not a cost of packaging. How-
ever, In such clrcumstances, one-half of
the rental charge may be allowable as a
freight expense if permitited under sub-
paragraph (4) of this paragraph.

(6) Designing and labeling packages.
Export promotion expenses include the
direct and indirect costs of designing and
labeling packages, including bottles,
cans, jars, boxes, cartons, or contalners,
to the extent incurred for export mar-
kets. Thus, for example, to the extent
incurred for supplying export markets,
the cost of designing labels in a foreign
language and the cost of printing such
labels are export promotion expenses,

(7) DISC must incur export promo-
tion expenses—(1) In general. In order
for an expense to be an export promo-
tion expense it must be incurred or
treated ns incurred under this subpara-
graph by the DISC. For example, an ex-
pense s incurred by a DISC if the ex-
pense results from (a) the DISC
incurring an obligation to pay compen-
sation to its employees, (b) depreciation
of property owned by the DISC and used
by its employees, (¢) the DISC incurring
an obligation to pay for office supplies
used by its employees, (d) the DISC
Incurring an obligation to pay space costs
for use by its employees, or {(e) the DISC
incurring an obligation to pay other costs
supporting efforts by its employees.

(1}) Payments to independent con-
tractors. A payment to an independent
contractor, directly or Indirectly, is
treated as incurred by the DISC {f the
cost of pérforming the function per-
formed by the independent contractor
would be considered an export promo-
tion expense described In subparagraphs
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(1) and (2) of this paragraph if per-
formed by the DISC, and if, in a case
where the services of the independent
contractor were engaged by a party
related to the DISC, such related party
and such DISC agreed in writing before
the contract was entered into that a
specified portion or all of the contract
was for the benefit of the DISC and that
all of the expenses of the contract
(eligible to be considered as export pro-
motion expenses) with respect to such
portion would be borne by the DISC.

(itly Exzpenses fincurred by related
parties. Relmbursements or other pay-
ments by a DISC to a related party are
export promotion expenses only if the
expenses of the related party for which
reimbursement is made are for space in
a bullding actually used by employees
of the DISC or for export property owned
by the DISC. Except as otherwise pro-
vided In the preceding sentence, ex-
penses incurred by a foreign interna-
tional sales corporation (FISC) or a real
property holding company (as defined in
section 993(e) (1) and (2), respectively)
shall not be treated as export promotion
expenses of its DISC.

(iv) Selling commissions paid by a
DISC, A commission paid by a DISC to
4 person other than a related person,
with respect to a transaction which gives
rise to qualified export receipts of the
DISC, is an export promotion expense of
the DISC. A commission paid by a DISC
to = related person is not an export
promotion expense.

(v) Sales of promotional material. If
a DISC sells promotional material to a
buyer of export property from the DISC
at a price which is greater than the costs
of the DISC for such material, such costs
are not export promotion expenses. If,
however, the DISC sells promotional
material at a price which 1s less than its
costs for such material, the excess of such
costs over such price Is an export pro-
motion expense. For rules relating to the
status of promotional material as quali-
fled export assets and export property,
see § 1.993-2 and § 1.993-3, respectively,

(vi) An expense may be incurred by
the DISC under subdivisions (1) through
{(v) of this subparagraph even if the ac~
counting for and payment of such ex-
pense is handled by a related party and
the DISC reimburses the related party
for such expenses.,

(8) Incomplete transactions, Expenses
eligible to-be treated as export promotion
expenses which are attributable to the
sale, lease, or other distribution of ex-
port property and which are incurred
prior to the taxable year of sale, lease, or
other distrdbution by the DISC are not
treated as export promotion expenses
until the taxable year of sale, lease, or
other distribution or until the taxable
year in which it Is first determined that
no transaction is reasonably expected to
result from the expense incurred (wheth-
er or not a transaction subsequently
results) . Thus, for example, If a DISC
incurs n packaging cost which is other-
wise eligible to be treated as an export
promotion expense, the DISC may not
include such charge as an export promo-
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tion expense until the year in which the
export property with respect to which
the packaging cost was incurred is ac-
tually sold by the DISC. If no transaction
is reasonably expected to result from the
packaging cost, such cost should be al-
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located as an export promotion expense
to the group of transactions to which
such cost is most closely related.

(g) Ezxamples. The provisions of this
section may be illustrated by the follow-
ing examples:

Ezample (1).J and K are calendar year taxpayers. J, 8 domestic manufacturing company,
owns all the stock of K, a DISC for the taxable year. During 1072, J manufactures only 100
units of a product (which is eligible to be export property as defined In section 993(e)). J
enters into a written agreement with K whereby K Is granted a sales franchise with respect
to exporting such property and K will recelve commissions with respect to such exports
equal to the maximum amount permitted to be received under the Intercompany pricing
rules of sectlon 904. Thereafter, the 100 units are sold for $1,000. J's cost of goods sold
attributable to the 100 units is 8650, J's direct selling expenses so atiributable are $100.
Although J has other deductible expenses, for purposes of this example assume that J
has no other deductible expenses. K pays 8230 to independent contractors which qualify
a8 export promotion expenses undor paragraph () (7) (11) of this section. K does not perform
functions substantial enough to entitie it to an allocation of income which meets the arm's
length standard of section 482. The income which K may earn under section 994 under
the franchise is $20, computed as follows: S

(1) Combined taxable income:

(2) K's profit under combined taxable Income method (before application of loss
limitation) :

(3) K's profit under gross recelpts method (before app!ication of loss limitation).
(n) 4 percent of K's sales price (4% of $1,000)
23

63

Since combined taxable Income ($20) s Jower than both K's profit under the combined
taxable income method ($33) and under the gross receipts method ($63), the maximum
income K may earn is $20. Accordingly, the commissions K may recelve from J are $250,
le. K's expenses ($230) plus K's profit ($20).

Erample (2), M and N are calendar year taxpayers. M, a domestic manufacturing com-

pany, owns sll the stock of N, a DISC for the taxable year. During 1972, M produces and
sells a particular product line of export property to N for #75, a price which can be justified
na satlafying the standard of arm's length price of section 482. N performs substantial
functions with respect to the transaction and reseils the export property for $100. M's cost
of goods sold attributable to the export property is $60, M'a direct selling expenses so
attributable (relating to advertising of the product line in forelgn markets) are 812. Al-
though M has other deductible expenses, for purposes of this example, assume that M has
no other deductible expenses, N's expenses attributable to resale of the export property
nre $22 of which $20 are export promotion expenses. The maximum profit which N may
earn with respect to the product Une is 80, computed as follows:
(1) Combined taxable income:
(A) N's sales price. oo mnnnn PR et i e et e i 8100
(b) Leas deductions:
. M’s cost of goods sold
AM's direct selling expenses
N's expenses..._______ -

Total deduUCtiONS . e e e s c e
(¢) Combined taxable Income
(2) N's profit under combined taxable Income method (before application of loas
limitation) :

(n) 50 percent of combined taxable Income
(b) Plus: 10 percent of N's export promotion expenses (10% of $20)

(¢) N's pront

(3) N's profit under grosa recelpts method (bofore application of loss Umitation):
{a) 4 percent of N's sules price (47 of $100) -
(b) Plus: 10 percent of N's export promotion expenses (10% of $20) oo .. ...

(¢) N's profit
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(4) N's profit under section 482 method:

() NS S01I8 Pri00c e mareercsmmrrns mnvia e anms s SRS INTITE PN Vot 9 100
(b) Less deductions:
N’s cost of goods sold (price pald by N tO M) v 75
BT e e S e 22
TOA) GOBUCLIONS - ot s cmmecsicssmssomim v c e s s anan amannanmen T
(0) N'B Profit e s mm s s - 3

. 8ince the gross recelpts method results in greater profit to N (§6) than does the com-
bined taxable income method ($5) or section 482 method ($3), and does not exceed combined
taxable income (86), N may earn a maximum profit of $6. Accordingly, the tranafer price
from M to N may be readjusted as long as the transfer price is not readjusted below $72,
computed as follows:

{5) Transfer price from M to N:

(8) N'S s81ed Price. e et sne s 5 5 i et e e - $100
(b) Less:
NB CEPONBES o o o s e e e o 22
N'S Profit, ccicm s seidiesrnsnarmreesineeryiossssnennnnnsee O
Total BUDITACUIONE . e v crvmmr e r s ——————— 28
() Transfer Price. o e reeeta et eecea e nse e =

Example (J). Q and R are calendar year taxpayers. Q, a domestic manufacturing company,
owns all the stock of R, a DISC for the taxable year. During 1072, Q produces and sells a
product line of export property to R for 8170, & price which can be justified as satisfying
the standards of arm's length price of section 482, and R resells the export property for
$200. Q's cost of goods sold attributable to the export property is $115 so that the combined
gross income from the sale of the export property 15 $85 (le. $200 minus $115). Q's expenses
incurred in conneotion with the property sold are 835, Q's deductible overhead and other
supportive expenses allocabls to ali gross income pre $6. Apportionment of these supportive
expenses on the basis of gross {ncome does not result in a material distortion of incoms and
4 & reasonable method of apportionment. Q's gross income from sources other than the
transaction is $170 making total gross income of Q and R (excluding the tranasfer price pald
by R) 8255 (Le., $85 plus 8170), R's expenses attributable to resale of the oxport property
are $20, all of which are export promotion expenses. The maximum profit which R may earn
with respoct to the product line is $16, computed as follows!

(1) Combined taxable income:
(8) RS BAIES PrIOC. e e cncnarcn e mtm e b e e m e 5200
(b) Less deductions:
(1) Q's cost of goods sold. . e vnvcnns AT 116
(11) Qs expenses incurred in connection with the property sold. 35
(111) Apportionment of Q'S supportive expenses:

Q'S SUPPOTUVE OXPONBON. o e e v v vvnscnnnnne 86
Combined gross income from sale of export
PIODOPLY  canensmmsnatnnosmeansmemnnnmeweee 85
Total gross income of Qand Ro oo vvcnnnns 255
Apportionment AR
o L0
(Iv) B'S eXponses. .. oo eeevevoncoes oo &t A o e
oy T Sl LI TR A S LR T b i 172

(€) Combined tAXADIE INOOMO. .. v cev i rscmrers sesvescsmreresessass S8

(2) R's profit under combined taxable income method (before application of loss
limitation) :

(n) 50 percent of combined LAXADIC INOOMIO. .. v ccnrvrccnnnsnmnatnsenenn 14

(b) Plus: 10 percent of R's export promotion expenses (10% of $20) .. ....... 2

[O) T8 PROMING e cr vy s ssivsam shmes o cvmttiasssdes bos oo s ety posonisnss s . 16
(3) R's profit under gross receipts method (before application of Josa limitation):

(a) 4 percent of R's sales price (4% Of 8200) e v oo eececrccc s 8

(b) Plus: 10 percent of R's export promotion expenses (10% of 820) ......... 2

TR R e T R e N AR R SRR DU LR A G A L e Sl e e S St 10

(4) R's profit under spotion 482 method:

() R's anles price. .. o oo e T AR -l ey Ve S — 200
(b) Less deductions:
R's cost of goods sold (price paid Y RO Q) v meenvrmermmmmeeen 170
T ROhER NI LIRS O CR e SOOI 20
TOMR] GetUOIONS. . e r crrrr crat st rcmn e s e e m———— 190
(6) RO PIOAL.. o ccaccvomrnvanonsansons - S = e .S 10
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Since the combined taxable income method results in greater profit to R ($16) than
does the gross receipts method ($10) or section 482 method ($10), and does not exceed
combined taxable Income ($28), R may earn a maximum profit of §16. Accordingly, the
transfer price from Q to R may be readjusted as long as the transfer price is not readjusted
below 8164 computed as follows:

(6) Transfer price from Q to R:

(a) R's sales price
(b) Less:

) Ly U T M AL IR R B R OB OTie  L Y SUL L s e

Exampie (4). 8 and T are calendar year taxpayers. 8, a domestic manufacturing company,
owns all the §tock of T, a DISC for the taxable year, During 1672, § produces and sells 100
units of a partioular product to T under a written agreement which provides that the
transfer price between S and T shall be that price which allocates to T the maximum
permitted to be received under the intercompany pricing rules of section 004, Thereafter,
the 100 units are sold by T for $950. 8's cost of goods sold attributable to the 100 units is
8650, 8's other deductible expenses 50 attributable are $300. Although 8 has other deductible
expenges, for purposes of this example, assume that 8 has no deductible expenses not
definitely allocable to any Item of gross income. T's expenses attributable to the resale
of the 100 units are $50. 8 chooses not to spply the section 482 mothod. T may not earn
any income under the gross receipts or combined taxable income method with respect
to resale of the 100 units because combined taxable income Is a negative figure, computed
ns follows: -~

(1) Combined taxable lncome:.

(c) Combined taxable Income (loss)

Under paragraph (e) (1) (1) of this section, T Is permitted to recover its expenses at-
tributable to the 100 units ($50) even though such recovery results In a loss or increased
loss to the related supplier. Accordingly, the transfer price from § to T may be readjusted as
long as the tranafer price is not read justed below $000, computed as follows:

(2) Transfer price from 8 to T:
(n) T's sales price
(b) Less: T's exponses

(o) Transfer price

Example (5). Assume the same faols us In example {4) except that 8 chooses to apply
the section 482 method and that under arm's length dealings T would have derived 810 of
income, Accordingly, the transfer price from S to T may be set at an amount not less than
$890, computed us follows:

(1) Transfer price from S to T:
() N S IO oo v ot e 4 it oo e SR s Sl s i e b S il e e 8050
(b) Less:

Example (6). X and Y are calendar year taxpayers. X, & domestic manufacturing coms=
pany, owns all the stock of Y, a DISC for the taxable year, During March 1072, X manu-
factures a particular product of export property which It leases on April 1, 1972, to Y for
a term of 1 year at a monthly rental of $1,000, a rent which satisfies the standard of arm's
length rental under section 482, Y subleasea the product on April 1, 1972, for a term of
1 year at a monthly rental of $1,200. X's cost for the product leased is $40,000. X's other
deductible expenses attributable to the preduct are $000, all of which are incurred In 1072,
Although X has other deductible expenses, for purposes of this example, assume that X bas
no other deductible exponses. Y's expenses attributable to sublease of the export property
are $450, all of which are incurred in 1072 and are export promotion expenses. X depreciates
the property on a straight line basls without the use of an averaging convention, assuming
o useful life of 8 years and no salvage value, The profit which Y may earn with respect
to the transaction s $3.805 for 1072 and $1,175 for 1073, computed as follows:
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COMPUTATION FOR 1972
(1) Combined taxable income:

(s) Y's sublease rental receipts for year ($1.200x9 months) ..oooceeeean $10, 80O
(b) Less deductions:
X's deprecintion ($40,000 3¢ 14X M2) cammmmcmnrm e 3,750
X'8 Other OXPENSLSE. o v cnccmanm e m e e ——— 900
Y OXPOIBON . o e e m oo e 450
Total dedUotIONS - e cncssmveemr s s e e shnsnnsssnaee 5, 100
(¢) Combined tAXADIE INCOMP. . v cccmcnr e er et e s s mn e 5,700

(2) Y's profit under combined taxable income method (before application of
loss limitation) :

(a) 50 percent of combined taxable INCOME. e cmceeremree e e naan 2. 860
(b) Plus: 10 percent of Y's export promotion expenses (107 of $450) ... 45
(€) Y8 Profil e e ce s A e s ———— 2,898

(3) Y's profit under gross receipts method (before application of loss llmitation) :
(a) 4 percent of Y's sublease rental receipts for year (4% of $10.800)..... 432
(b) Plus: 10 percent of Y's export promotion expenses (10% of 8450) ... 45

(0) T8 Profifec.ccccrccecvovvmanes S P e e s A i il i 8 am
(4) Ysprofit under section 482 method:
(a) Y's sublease rental recelpts for yoar. .. ...... X - ARSI V)
(b) Less deductions:
Y's loase rental payments for year. . ....... ST BLE S LS a4 2, 000
YS EXPRNBOS. o o oy nncmmn - ———— 450
TORRL ERIEEIBRE . L e bt et o soe S s Thes see e w s Ac e e b ab o 9,450
(¢) Y's profit... - B ek ek e D acie st s s e et o 1,860

Since the combined taxable income method results in greater profit to Y (82.805) than
does the gross receipts method ($477) or section 482 method (81350), Y may earn a profit
of 82,805 for 1072, Accordingly, the monthly rental payable by Y to X for 1972 may be
readjusted us long as the monthly rental payable 18 not readjusted below $828 33, computed
as follows:

(5) Mouthly rental payable by Y to X for 1872

(a) Y's sublease rontal recelpls for year . i . #10,800. 00
(b) Less:
e T T e e AN SN e S B S O i A S 450. 00
BN ORI < 25 5 d s b vn ro i novvng me drowedy owe 2, 895. 00
o 7 (RS SRS S ARSI IR Sl ¢ o R R S 3,845. 00
(¢) Rontal payable for 1078 . e ccrcrccmtnicscscnscncsssnnnnen 1,456, 00
(d) Rental payable each month ($7.450:9 months) e vnnnnncanyg B828. 33

COMPUTATION FOR 1072
(1) Combined taxable income:

(n) Y's sublense rental recelpta for year (81200 X3 months) oo oo vnnnann $3, 600

(b) Leas: X's deprecintion (840,000 1 X ) covcnnnimvnnvinnnracinccnccnx 1,250

(¢) Combined taxable INCOMO. . .. ceccrrcmamrecmscersnsan >e cene= 2,350
(2) Y's profit under combined taxable income method (before application of loss

Iimitation) :

(a) 50 percent of combined taxable Ilncome. .. .. o LTOREYE TS AP 81,17

(D) W8 PEOAL. e ccccccccsnscscsmmsssnr sebetssonsossnpesnsesas 1,175
(3) Y's profit under gross receipts method (before application of loss Junitation) :

(8) 4 percent of Y's sublease rental receipta for year (4% of $3.800) ... ... 144

(D T DR < e s a b als o smt s mp st S S n R E S POrs Swes b seiessasis 144
(4) Y's profit under section 482 method: ==

(a) Y's sublease rental recelpts (O Year. .o cvrennnnn ST A ) 3,600

(b) Less: Y's lease rental payments fOr JeAr.. ..o ccucnes cessivee 3,000

(e) Yaprofit... ... i - T S LR AR e ok e 600
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Since the combined taxable income method results In greater profit to Y (81,175) than
does the groas receipts method ($144) or section 482 method (8600), ¥ may earn a profit of
$1,175 for 1973, Accordingly, the monthly rental payable by Y to X for 1973 may be readjusted
&3 long as the monthly rental payable 15 not read justed below $808.33, computed as follows:

(3) Monthly rental payable by ¥ to X for 1973:

(a) ¥'s fublease rental receipts for year

(b) Less: Y's profit

(d) ‘Rental payable for each month

§ 1.994-2 Marginal costing rules.

(a) In general. This section prescribes
the marginal costing rules authorized by
section 904(b)(2). If under paragraph
(¢) (1) of this section a DISC is treated
for Its taxable year as seeking to estab-
lish or maintain a foreign market for
sales of an item, product, or product
line of export property (as defined in
$1.093-3) from which qualified export
receipts are derived, the marginal cost-
ing rules prescribed In paragraph (b)
of this section may be applied to allocate
costs between gross receipts derived from
such sales and other gross receipts for
purposes of computing, under the “50-
50" combined taxable income method
of §1.994-1(c) (3), the combined taxable
income of the DISC and related supplier
derived from such sales. Such marginal
oosting rules may be applied whether or
not the related supplier manufactures,
produces, grows, or extracts (within the
meaning of §1.993-8(c)) the extent
property sold. Such marginal costing
rules do not apply to sales of export prop-
erty which in the hands of a purchaser
related under sectlon 954(d)(3) to the
seller give rise to foreign base company
sales income as described In section 954
(d) unless, for the purchaser's year in
which it resells the export property, sec-
tion 954(b) (3) (A) Is applicable or such
income is under the exceptions in section
954(b) (4), Such marginal costing rules
do not apply to leases of property or the
performance of any services whether or
not related and subsidiary services (as
defined In § 1.994-1(b) (3).

(b) Marginal costing rules for alloca~-
tions of costs—(1) In general, Marginal
costing is a method under which only
marginal or variable costs of producing
and selling a particular item, product,
or product line are taken into account
for purposes of section 884. Where this
section s applicable, costs attributable
to derlving qualified export receipts for
the DISC’s taxable year from sales of
an item, product, or product line may be
determinled in any manner the related
supplier (as defined in §1.994-1(a) (3)
(il») chooses, provided that the require-
ments of both subparagraphs (2) and
(3) of this paragraph are met,

(2) Variable costs taken into account.
There are taken into account i{n com-
puting the combined taxable income of
the DISC and its related supplier from

sales of an item, product, or product line
the following costs: (1) Direct produc-
tion costs (as defined In § 1.471-11(b) (2)
1)) and (D costs which are export
promotion expenses, but only Iif they are

claimed as export promotion expenses in
determining taxable Income derived by
the DISC under the combined taxable
Income method of §1.994-1(c)(3). At
the taxpayer's option, all, a part, or none
of the costs which qualify as export
promotion expenses may be so claimed as
export promotion expenses.

(3) Overall profit percentage lmita-
tion, As a result of such determination
of costs attributable to such qualified ex-
port receipts for the DISC’s taxable vear,
the combined taxable income of the
DISC and its related supplier from sales
of such item, product, or product line
for the DISC's taxable year does not
exceed gross receipts (determined under
§ 1.993-6) of the DISC derived from such
sales, multiplied by the overall profit per-
centage (determined under paragraph
(c) (2) of this section).

() Definitions—(1) Establishing or
maintaining a foreign market. A DISC
shall be treated for its taxable year as
seeking to establish or maintain a foreign
market with respect to sales of an item,
product, or product line of export prop-
erty from which qualified export receipts
are derived if the combined taxable in-
come computed under paragraph (b) of
this section Is greater than the combined
taxable income computed under § 1.994-1
() (8).

(2) Overall profit percentage. (i) For
purposes of this section, the overall profit
percentage for a taxable year of the
DISC for a product or product line is
the percentage which—

(@) The combined taxable income of
the DISC and its related supplier plus
all other taxable income of its related
supplier from all sales (domestic and for-
eign) of such product or product line
during the DISC's taxable year, com-
puted under the full costing method, is of

(b) The total gross receipts (deter-
mined under §1.993-6) from all such
sales.

(i) At the annual option of the related
supplier, the overall profit percentage
for the DISC's taxable year for all prod-
ucts and product lines may be deter-
mined by aggregating the amounts de-
seribed in subdivision () (@) and (b
of this subparagraph of the DISC, and
all domestic members of the controlled
group (as defined in § 1.993-1(k)) of
which the DISC fs-a member, for the
DISC's taxable year and for taxable
years of such members ending with or
within the DISC's taxable year.

(1) For purposes of determining the
amounts in subdivisions (1) () and (i)
of this subparagraph, a sale of property
between a DISC and its related supplier
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or between domestic members of the
controlled group shall be taken Into ac-
count only during the DISC's taxable
year (or taxable year of the member
ending within the DISC's taxable year)
during which the property is ultimately
sold to a person which Is neither the

DISC nor such a domestic member.

(3) Grouping of transactions. (1) In
general, for purposes of this section, an
item, product, or product line is the item
or group consisting of the product or
product line pursuant to § 1.994-1(c) (7)
used by the taxpayer for purposes of ap-
plying the intercompany pricing rules
of § 1.994-1,

. (i1) However, for purposes of deter-
mining the overall profit percentage un-
der subparagraph (2) of this paragraph,
any product or product line grouping
permissible under §1.994-1(c)(7) may
be used at the annual choice of the tax-
payer, even though it may not be the
same item or grouping referred to in sub-
division (1) of this subparagraph, as long
as the grouping chosen for determining
the overall profit percentage i3 at least
a5 broad as the grouping referred to in
such subdivision (1),

(4) Full costing method. For purposes
of this section, the term “full costing
method” Is the method for determining
combined taxable income set forth in
§1.904-1(c) (6),

(d) Application of limitation on DISC
fncome (“no loss’ rule). If the marginal
costing rules of this section are applied,
the combined taxable income method of
§1994-1(¢c) (3) may not be applied to
cause in any taxable year a loss to the
related supplier, but such method may
be applied to the extent it does not cause
a loss. For purposes of the preceding sen-
tence, a loss to a related supplier would
result if the taxable income of the DISC
would exceed the combined taxable in-
come of the related supplier and the
DISC determined in accordance with
paragraph (b) of this section. If, how-
ever, there is no combined taxable income
(s0 determined), see the last sentence of
$1.994-1¢e) (1) ().

(e¢) Erxramples. The provisions of this
section may be lllustrated by the follow-
ing examples:

Ezample (1), X and Y are calendar year
taxpayers. X, a domestic manufacturing coms-
pany, owns all the stock of Y, n DISC for
the taxable year. During 1973, X manufac-
turea a product line which Is eligible to
be export property (as defined In § 1.993-3).
X enters into & written agreement with ¥
whereby Y ia granted a sales franchiss with

to exporting such product Iline from
which quallfied export receipts will be de-
rived and Y will recelve commissions with

respect to such exports equal to the maxi-
mum amount permitted to be recelved under
the intercompany pricing rules of section
094. Commissions are computed using the

combined taxable Income method under
§1904-1(0) (3), For purposes of applying
the combined taxable income method, X and
Y compute their combined taxable income
attributable to the product line of export
property under the marginal costing rules in
accordance with the additional facts ns-
sumed in the table below:
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(1) Maximum combined taxable income (determined under paragraph (b)(2) of

this section) : -
(&) Y's gross receipts from exXport SAled. oo oo e eeaa $95. 00
(b) Less:
€0 DS N RO RIS o o e e e i e e bt 2 40, 00
(8] DT NOT AR ON S e o S e o e sy o M S e et 5 20, 00
(i11) ¥Y’s export promotion expenses claimed in determining
Y's DISC taxable INCOME. e cncnmamsneecansnan 5.00
N v T T S A L R S S B B 65, 00
(¢) Maximum combined taxable INCOmMe. . . . e 30. 00
(2) Overall profit percentage limitation (detmerined under paragraph (b)(3) of
this section) ;
(a) Gross recelpts of X and Y from all domestic and forelgn sales. . ... ... 400. 00
(b) Less deduoctions:
(1) DIrect MALEFIAIS ..« e e e ear s o s s e m e mes s sasssas 160. 00
(1) DO JADOR . L o o s cae menses s b e s m Rt a e st et gt 80. 00
(111) Other costs (of which $8 are coats of the DISC (nclud-
ing $5 of export promotion expenses claimed In deler-
mining Y's taxable INCOME) e vcecnrememnncncecnccns 40. 00
() Total deAUCHONS. e e i ccccmrrmrr e v s s ttnctcssms s e 280, 00

(d) Total taxable income from all sales computed on a full costing method.. 120,00

(e) Overall profit percentage (line (d) ($120) divided by line (a) ($400))

(percent)

(f) Multiply by gross receipts from Y's export sales (Hne (1)(8) ) eeeeunnnanae

(g) Overall profit percentage lmitations . .. ... ..

28, b0

Since the overall profit percentage limitation
under line (2) (g) ($28.50) is loss than maxi-
mum combined taxable income under line
(1)(e) (830). combined taxable income
under marginal costing s llmited to $38.50,
Since under the franchise agreement Y 15 to
eoarn the maximum commission permitted
under the Intercompany pricing rules of sec~
tion 994, comblned taxable income on the
transactions is $28.50. Accordingly, the costs
attributable to export sales (other than for
direct material, direct labor, and export pro-
motion expensos) are $1.50, le, line (1)(c)
(830) minus line (2)(g) (828.50). Under the
combined taxable income method of § 1.904-1
(¢) (8), ¥ will have taxable income attribut-
able to the sales of $14.75, Le,, the sum of 1

of combined taxable income (% of 8$38.50)
and 10 percent of Y's export promotion ex-
penses claimed In determining Y's taxable
income (10 percent of $5), Accordingly, the
commissions Y recelves from X are $22.75,
Lo, Y's costs (88, see line (2)(b)(111)) plus
Y's profit ($14.75).

Erample {2). (1) Assume the same facts as
in example (1), except that grosa receipls
from export sales are unly 835 and gross
receipts from all sales remaln st $400. For
purposes of applying the combined taxable
income method, X and Y may compute thelr
combined taxable income attributable to the
product line of export property under the
marginal costing rules as follows:

(1) Maximum combined taxable income (determined under paragraph (b)(2) of

this section) :

(a) Y's gross receipta from export sales

(b) Less:

(1) Direct materials. . ...
(11) Direct 18DOr e e e e

(1i1) Y's export promotion expenses clalmed in determining

Y's taxable income........
(iv) Totnl deductions. . ... ...

(¢) Maximum combined LaxXable INOOMIO. .. . v cncn s

(2) Overall profit percentage limitation (determined under paragraph (b)(3) of

this section) :

(n) Gross recelpts from Y's export snles (IUne (1) (8)) ceme o maaacnrcvnean

(b) Multiply by overall profit percentage (as determined in example (1))

{percent)

{c) Overall profit percentage limitation

Since maximum combined taxable Income
under line (1)(c) ($20) Is less than the
overall profit percentage limitation under
line (2)(c) (826:50), combined taxable in-
come under marginal Lating is limited to
$20. Since under the franchise agreement Y
is to earn the maximum commission per-
mitted under the intercompany pricing rules
of section 994, combined taxable income on
the transactions Is $20. Accordingly, no costs
(other than for direct material, direct Iabor,
and export promotion expenses) will be at-
tributed to export sales, Under the combined

taxable income method of § 1.9904-1(¢)(3), Y
will'have taxable Income attributable to the
sales of $10.50, Le, the sum of i of com-
bined taxable income (14 of $20) and 10 per-
cent of Y's export promotion expenses
claimed in determining Y's taxable income
(10 percent of $6). Accordingly, the Commis-
slons Y recelves from X are $18.50, le, Y's
conta (88, see line (2)(b) (i) of example
(1)) plus X' profit ($10.50).

(2) If export promotion expenses are not
claimed In determining taxable income of Y
under the combined taxable income method,
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the taxable income of ¥ would be increased
o $12.50 and commissions payable to ¥

REGULATIONS

would be Increased to $20.50, computed as
follows:

(3) Maximum combined taxable income (determined under parsgraph (b)(2) of

this section) :
() X's gross receipts fromexport sales ... ... .. .. ... .. ______. $85.00
(b) Less:
(1) Dirett materials. oo e 40,00
(1) Direct labor....... i e i S it i S OB
(1i1) Total deductions.. .. .coveeeenn. NI S At e o s i s e St 00, 00
(¢) Maximum combined taxable INeome. .. oo 25, 00
(4) Overall profit percentage LUmitation (Mno (2) (C) ) e e e 25.50

Since msaximum combined taxable income
under line (3) (c) ($25) Is less than the over-
all profit percentage under line (4) ($25.50),
combined taxable income under marginal
costing 13 limited to $25. Since under the
franchise agreement Y s to earn the maxi-
mum commission permitted under the In-

tercompany pricing rules of section 994, com-

bined taxable income on the transactions is
$25. Accordingly. no costs (other than for
direct material and direct labor) will be
atiributed to export sales. Under the com-
bined taxable Income method of § 1.904-1(¢)
(3), ¥ will have taxable income attributable
to the sales of 81250, fe, 1 of combined
taxable income (; of $25). Accordingly, the

commissions Y recelves trom x are azom
le, Y's costs (88, se¢ line (2)(b)(ii1) of
exmmple (1)) plus Y's profit (8$12.50).

Exampie (3). (1) Assume the same facts
s In example (1), except that gross receipts
from export sales are only $85, gross recelpts
from all sales remain at $400, and Y has costs
of $40 consistivg of Y's export promotion
oxpenses of $35 and costs of 5 other than
for direct material, direct labor, or export
promotion expenses, For purposes of apply-
lug the combined taxable income method,
X and Y may compute thelr combined tax-
able income attributable to the product line
of export property under the marginal cost-
g rules as follows:

(1) Maximum combined taxable income (determined under paragraph (b)(2) of

this section) :

(n) Y's gross receipts from export Sales. . o v

(D) Less:

(1) Direct materials.____ TSl

111) Direct labor

ceevaena $85.00

(1) Y's export promotion expenses clalmed in determining

Y's taxable income.. ...

(iv) Total deductions. . ... .

e A e et T i D OO

() Mpamum combined taxable tucome (Jo8%) ... . i e (10.00)
T
(2) Overall profit percentage limitation (ns determined 1o example (2) ). oo enn.. 25.50

Since maximum combined taxable income
under line (1) (c) (which is a loss of $10) ia
less than the overall profit percontage lime
Iatlon under line (2)(c) ($2550), com-
bined taxable Income under marginal cost-
ing is a loss of $10 and, under the combined
taxable Income method of § 1004-1(c)(3),
X will have no taxable fncome or loss at-
tributable to the sales, Accordingly, the com-
missions Y recelves from X are $10, le, Y's
oosls (840) .,

(2) If export promolion expenses are not
cialmed Iun determining Y's taxable income
under the combined taxable tncome method,
the taxable income of ¥ would be increased
to $1250 and commissions payable to Y

FLDZRAL REGISTER, VOL 40, NO.

would be morcau'd to 35250 computed ns
fallows;

(2) Maximum combined taxable In-

come (determined under para-

graph (b)(2) of this section)

(line (5)(¢) of example (2))... $25 00
Overall profit percentage Iim-

tation (as determined in eox-

MNPIS 18] ) o i i Aty 25 50
The results would be the same as In part (2)
of example (2), except that the commissions
Y recelves from X are $52.50, 1o, Y's cosis
(840) plus Y's profit ($12.50),

[FR Doo.76 - 16967 Plled 7-15-75,8:45 am |
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[T.D. 7368]

PART 1—INCOME TAX; TAXABLE YEARS
BEGINNING AFTER DECEMBER 31, 1953

Treatment of Letters, Memorandums, and
Similar Property and of Gains and Losses
From Involuntary Conversions

By a notice of proposed rule making
appearing in the FepERAL REGISTER for
December 15, 1970 (35 FR 18973),
amendments to the Income Tax Regula-
tions (26 CFR Part 1) were proposed in
order to conform those regulations to
the amendments of the Internal Revenue
Code of 1954 made by section 514, relat-
ing to letters, memorandums, and similar
property, and section 516(b), relating to
certain casualty losses, of the Tax Re-
form Act of 1069 (Pub. L. 91-172, 83 Stat.
643, 646) . After consideration of all such
relevant matter as was presented by in-
terested persons regarding the rules pro-
posed, the amendment of the regulations
as proposed are adopted by this docu-
ment. subject to the changes indicated
below.

Proposed ¥ 1.341-6(b) (2) (iv), relating
to categories of subsection (e) assets, has
been revised by the addition of a rule to
make clear that letters, memorandums,
or similar property prepared by person-
nel who are under the administrative
control of an individual, such as & cor-
porate executive, will be deemed to have
been prepared or produced for him
whether or not such letters, memo-
randums, or similar property are re-
viewed by him. The purpose of this
change was to forestall the possibility
that such letters, memorandums, or
similar property might be excluded on
the ground that they were neither
oreated by the personal efforts of the
individual or prepared or produced for
him.

Several changes have been made in
proposed § 1.1221-1(¢). The term per-
son” in the first sentence of subpara-
graph (1) of paragraph (¢) has been re~
placed by the term “taxpayer.” Refer-
ences to an “individual” in subparagraph
(2) have been replaced by references to
a “person” in order to make clear that
the references Include corporations also.
The definition of “similar property” in
subparagraph (2) has been revised to
make clear that the phrase includes an
oral recording of any type, a transeript
of an oral recording, and & transcript
of an oral interview or of dictation. This
latter change is in keeping with the an-
nouncement made by the Assistant Sec-
retary of the Treasury for Tax Policy on
May 20, 1974, that the regulations under
section 1221(3) of the 1954 Code would
treat Presidential tapes as “similar prop-
erty” for purposes of that section. A new
provision has been added to subpara-
graph (2) to provide that the rule on let-
ters, memorandums, or similar property
does not apply to property, such as & cor-
porite archlve, office correspondence, or
a financial record, sold or disposed of as
part of a going business if such property
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has no significant value separate and
apart from its relation to and use in such
business, Subparagraph (2) has also been
revised to make clear that it does not
apply to any property to which subpara-
graph (1) (relating to copyrights or
literary, musical, or artistic composi-
tions) applies, priority thus being given
to the application of subparagraph (1)
in any situation where there is a possi-
bility of overlap between subparagraphs
(1) and (2).

A new subparagraph (3) has been
added to proposed § 1.1221-1(c) in order
to coordinate the provisions of § 1.341-6
(b) (2) (ly) and § 1.1221-1(¢), which are
pari materia.

Several changes have been made in the
proposed amendment of § 1.1231-1, Para-
graph () (1) of such section has been
revised to make clear that the reference
to letters and memorandums appiles also
to property similar to letters and memo-
randums. A minor technical change has
been made in the material following
paragraph (¢) (5). The proposed amend-
ment to example (1) in § 1,1231-1(g) has
been revised to reinstate language which
was deleted by the proposed amendment.
This change has been made to eliminate
the possibility that the deletion may be
found misleading; however, it has been
made clear that the rule applies for tax-
able years beginning after December 31,
1957, and before January 1, 1970, In the
process of making the change the exist-
ing reference to taxable years ending
after December 31, 1957, has been
changed to read as taxable years begin-
ning after December 31, 1957.

In view of the foregoing, the amend-
ments of the regulations as proposed are
hereby adopted, subject to the changes
set forth below:

Paracears 1. The amendment of § 1.«
341, as set forth in paragraph 1 of the
notice of proposed rule making, is
changed to read as set forth below.

Pazr. 2. The amendment of § 1.341-8(h)
(2) (iv), as set forth in paragraph 2 of the
notice of proposed rule making, is
changed to read as set forth below.

Par, 3. The amendment of §1,1221-1
(¢c), as set forth in paragraph 5 of the
notice of proposed rule making, is
changed to read as set forth below.

Pau. 4. The amendment to § 1.1231-1,
as set forth In paragraph 7 of the notice
of proposed rule making, Is changed by
revising paragraph (a), so much of para-
graph (¢) as follows subparagraph (5),
and so much of example (1) in para-
graph (g) as follows the tabulation
therein to read as set forth below.

(Section 7805 of the Internal Revenue Code
of 1954 (68A Stat, 817; 26 US.C, 7808) )

[sEAL) DoxNaALp C, ALEXANDER,
Commissioner of Internal Revenue.

Approved: July 10, 1975,

FreoERic W, HICKMAN,
Assistant Sécretary of Treasury.

ParAcrarn 1. Section 1,341 is amended
as follows:
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§ 1.341  Statntory provisions: collapsible
corporations.

Sxo, 341, Collapsible corporations—(s&)
Treatment of gein to sharcholders. Gain
from—

(1) The =ale or exchange of stock of & col-
lapsible corporation,

(2) A distribution In partial or complete
liquidation of n collapsible corporation,
which distribution is treated under this part
as In part or full payment in exchange for
stock, and

(3) A distribution ‘made by a collapsible
corporation which, under section 301(c)(3)
(A), is treated, to the extent 1t exceeds the
basls of the stock, In the same manner as n
gain from the sale or exchange of property.

to the extent that It would be considered
(but for the provislons of thiz section) as
galn from the sale or exchange of & capital
asset held for more than 6 months shall, ex~
cept as otherwise provided in this section, be
considered as galn from the sale or exchange
of property which is not a capital nsset.
- . » - L

(@) Ezceptions to application of section,
L

(5) Subsection (¢) asset defined. (A) * * *

(iv) Property (unless Included under
olause (1), (i), or (iil), which consists of a
copyright, a literary, musical, or artistio com-
position, a letter or memorandum, or shmilar
property, or any interest in any such prop-
erty, if the property was created In whole or
in part by the personal efforts of, or (in the
case of a letter, memorandum, or similar
property) was prepared, or produced in whole
or In part for, any individual who owns more
than 5§ percent in value of the stock of the
corporation,

(12) Nonapplication of section 1245(a).
For purposes of this subsection, the deter-
mination of whether galn from the sale or
exchange of property would under any provi-
sion of this chapter be considered as gain
from the sale or exchange of property which
12 nelther n capital asset nor property de-
gseribed In section 1231(b) shall be made
without regard to the application of sections
617(d) (1), 1246(s), 1250(n), 1251(c), and
1252(n) .,

(f) Certain sales of stock of consenting
corporations—(1) In general. Subsection (a)
(1) shall not apply to o sale of stock of a
corporation (other than a sale to the lssu-
ing corporation) If such corporation (here-
inafter In this subsection referred to as “con-
senting corporation”) consents (at such time
and In such manner as the Secretary or his
delegate may by regulations prescribe) to
have the provislons of paragraph (2) apply,
Such consent shall apply with respect to each
sale of stock of such corporation made within
the 6-month period beginning with the date
on which such consent ls filed,

(2) Recognition of gain, Except as pro-
vided in paragraph (3), If a subsection (f)
amet (ns defined In paragraph (4)) Is dis-
posed of at any time by & consenting corpo-
ration (or, If paragraph (3) applies, by a
trandferee corporation), then the nmount by
which—

(A) In the case of a sale, exohange, or In-
voluntary conversion, the amount realized
o

r
(B) In the case of any other disposition,
the falr market value of such asset,

excoeds the ndjusted basis of such asset shall
be treated ns galn from tho sale or exchange
of such asset, Such gatn shall be recognized
notwithstanding any other provision of this
subtitle, but only to the extent such galn is
not recognized under any other provision of
this subtitie.
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(8) Ezception for certain tax-free trans-
actions, If the basis of a subsection (f) asset
in the hands of a transferee is determined
by reference to its basis in the hands of the
transferor by reason of the application of
sectlon 332, 351, 861, 371(a), or 374(a), then
the amount of gain taken into sccount by
the transferor under paragraph (2) shall not
oxceed the amount of gain recognized to the
transferor on the transfer of such asset (de-
termined without regard to this subsection).
This puragraph shall apply only if the trans-
ferce— "

(A) Is not an organization which is exempt
from tax imposed by this chapter, and

(B) Agrees (at such time and In such man-
ner as the Secretary or his delegate may by
regulations prescribe) to have the provisions
of paragraph (2) apply to any dispoaition by
it of such subsection (f) nsaset,

(4) Subdsection (f) asset defined, For pur-
poses of this subsection—

(A) In general, The term “subsection (f)
assot” means any property which, as of the
date of any sale of stock referred to in para-

“graph (1), is not a capital asset and 15 prop-

erty owned by, or subject to an option to
scquire held by, the consenting corporstion.
For purposes of this subparagraph, land or
any interest In real property (other than &
securlty interest) , and unrealized receivables
or feos (as defined in subsection (b)(4)),
shall be treated as property which 1s not a
capital asset,

(B) Property under construction, If manu-
facture, construction, or production with ro-
spect to any property described in subpara-
graph (A) has commenced before any date
of salo described therein, the term "subsec-
tion (f) msset" includes the property result-
ing from such manufacture, construction, or
production,

(C) Spectal rule for land, In the case of
land or any interest in real property (other
than a security Interest) described in subdb-

ph (A), the term “subsection (f) as~
set" Includes any Improvements resulting
from construction with respect to such prop-
erty If such construotion is commenced (by
the consenting corporation or by & transferee
corporation which has agreed to the applica-
tion of paragraph (2)) within 2 years after
the date of any sale described In subpara-
graph (4).

(6) S-pear limitation as to sharcholder.
Paragraph (1) shall not apply to the sale of
stock of a corporation by a shareholder if,
during the S-year period ending on the date
of such sale, such shareholder (or any re-
Iated person within the meaning of subsec-
tion (o) (8)(A)) sold any stock of another
consenting corporation within any 6-month

beginning on a date on which a con-
sent was filed under paragraph (1) by such
other corporation,

(6) Special rule for stock ownership in
other corporations. If a corporation (hereine
after in this paragraph referred to as “own-
ing corporation”) owns § percent or more In
value of the outstanding stock of another
corporation on the date of any aalo of stock
of the owning corporation during a 6-month
period with respect to which a consent under
paragraph (1) was filed by the owning oor-
poration, such consent shall not be wvalid
with respect to such sale unless such other

tion has (within the §-month period
ending on the date of such sale) filed a valtd
consent under paragraph (1) with respect to
sales of Its stock. For purposes of applying
paragraph (4) to such other corporation, a
sale of stock of the owning corporation to
which paragraph (1) applies shall be treated
a5 o sale of stock of such other corporation.
In the case of a chaln of corporations con-
nected by the S-percent ownership require-
ments of this paragraph, rules simllar to the
rules of the two preceding sentences shall

be applied.
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(7) Adjustments to basis. The Secretary or
his delegate shall prescribe such regulations
a3 he may deem necessary to provide for ad-
Justments to the basis of property to reflect
gain recognized under paragraph (2).
[Sec. 341 as amended by sec. 20, Technical
Amendments Act 1958 (72 Stat. 1615); seo.
13(1) (4), Reov. Act 19082 (78 Stat, 1035): sec,
231(b) (4), Rev. Act 1064 (78 Stat. 105); sec.
1(n), Act of Aug. 22, 1964 (Pub. Law 88-484,
78 Stat. 590); sec. 1(b)(4), Act of Sept. 12
1968 (Pub. Law 89-570, 80 Stat. 762); seca.
211(b) (4) and 514(b)(1), Tax Reform Act
1969 (83 Stat, 570, 843) |

Par. 2. Section 1.341-6 is amended by
revising (b) (2) tiv) as follows:

§ 1.341-6 Exceptions to application of
section,

(b) Subsection (e) asset defined, * * *

(2) Categories of subsection (e)
assets: * * *

(iv) The fourth category of subsec-
tion (e) assets is property (unless in-
cluded under subdivision (1), (i), or
(iil) of this subparagraph) which con-
sists of a copyright, a literary, musical,
or artistic composition, a letter or memo-
randum, or similar property, or any
interest In any such property, {f the
property was created in whole or in part
by the personal efforts of, or, in the
case of a letter, memorandum, or prop-
erty similar to a letter or memorandum,
was prepared, or produced in whole or
in part, for, any individual actual or
constructive shareholder who Is con-
sidered to own more than 5 percent in
value of the outstanding stock of the
corporation. For items Included in the
phrase “similar property' see paragraph
() of §1.1221-1, In general, property is
created in whole or in part by the per-
sonal efforts of an individual if such
individual performs Ilterary, theatrical,
musical, artistic, or other creative or
productive work which affirmatively con-
tributes to the creation of the property,
or If such individual directs and guides
others in the performance‘of such work.
An Individual, such as a corporate execu-
tive, who merely has administrative con-
trol of writers, actors, artists, or person-
nel and who does not substantially en-
gage in the direction and guidance of
such persons in the performance of their
work, does not create property by his
personal efforts. However, a letter or
memorandum, or property similar to a
letter or memorandum, which is prepared
by personnel who are under the adminis-
trative control of an Individual, such as
A corporate executive, shall be deemed to
have been prepared or produced for him
whether or not such letter, memorandum,
or similar property is reviewed by him,
In addition, a letter, memorandum, or
property similar to a letter or memoran-
dum, addressed to an individual shall be
considered as prepared or produced for
him. In the case of a letter, memoran-
dum, or property similar to a letter or
meémorandum, this subdivision applies
only to sales and other dispositions occur-
ring after July 25, 1969.

»
Par. 3. ection 1.817-2 is amended by
revising (b) (1) (1) (¢) us follows:
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§ 1.817-2  Treatment of capital gaing
and losses,
- » - - »

(b) Modification of sections 1221 and
1231.(1) % % ¢

(‘) . .0

() A copyright, a literary, musical, or
artistic composition, a letter or memo-
randum, or similar property held by a
taxpayer described in section 1221(3).
In the case of a letter, memorandum, or
property similar to a letter or memo-
randum, this subdivision (¢) applies only
to sales and other dispositions occurring
after July 25, 1969,

Par. 4. Sectlon 11221 fs amended by
revising paragraph (3) of section 1221
and the historical note to read as follows:

§ 11221  Statutory provisions;
asset defined,

Snc, 1221, Capital assct defined, ¢ *

(3) A copyright, a literary, musical, or
artistic composition, a letter or memoran-
dum, or similar property, held by—

(A) A taxpayer whose personal efforts
created such property,

(B) In the case of a letter, memorandum,
or eimilar property, a taxpayer for whom
such property was propared or produced, or

(C) A taxpayer in whose hands the basis
of such property is determined, for purposes
of determining gain from o sale or exchange
in whole or part by reference to the basis of
such property in_the hands of a taxpayer
described in subparagraph (A) or (B);

- » - » »
[Sec. 1221 us amended by "sec, 514(a), Tax
Reform Act 1960 (83 Stat, 643) |

Par. 5. Section 1.1221-1 is amended by
revising paragraph (c) as follows:

§ 1.1221-1 Meaning of terms.

- - - » »

(c) (1) A copyright, a literary, musical,
or artistic composition, and similar prop-
erty are excluded from the term “capital
assets"” if held by a taxpayer whose
personal efforts created such property,
or if held by a taxpayer in whose hands
the basis of such property is determined,
for purposes of determining gain from a
sale or exchange, in whole or in part by
reference to the basis of such property
in the hands of a taxpayer whose per-
sonal efforts created such property. For
purposes of this subparagraph, the
phrase “similar property” includes for
example, such property as a theatrical
production, & radio program, a news-
paper cartoon strip, or any other prop-
erty ecligible for copyright protection
(whether under statute or common law),
but does not include a patent or an in-
vention, or a design which may be pro-
tected only under the patent law and not
under the copyrightlaw,

(2) In the case of sales and other
dispositions occcurring after July 25, 1969,
a letter, & memorandum, or similar prop-
erty Is excluded from the term “capital
asset” If held by (1) a taxpayer whose
personal efforts created such property,
(1) a taxpayer for whom such property
was prepared or produced, or (iil) a tax-
payer In whose hands the basis of such
property is determined, for purposes of
determining gain from a sale or ex-
change, in whole or in part by reference

capital
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to the basis of such property in the hands
of a taxpayer in subdivision
() or (i) of this subparagraph. In the
case of a collection of letters, memoran-
dums, or similar property held by a per-
son who is a taxpayer described in
subdivision (1), (i), or (i) of this sub-
paragraph as to some of such letters,
memorandums, or similar property but
not as to others, this subparagraph shall
apply only to those letters, memoran-
dums, or similar property as to which
such person is a taxpayer described
in such subdivision. For purposes of this
subparagraph, the phrase “similar prop-
erty” includes, for example, such prop-
erty as a draft of a speech, a manuscript,
a research paper, an oral recording of
any type, a transcript of an oral record-
ing, & transcript of an oral interview or
of dictation, a personal or business
diary, a log or Jjournal, a corporate
archive, including a corporate charter,
office correspondence, & financial record,
a drawing, & photograph, or a dispatch.
A letter, memorandum, or property
similar to a letter or memorandum, ad-
dressed to a taxpayer shall be consid-
ered as prepared or produced for him.
This subparagraph does not apply to
property, such as a corporate archive,
office correspondence, or & financial rec-
ord, sold or disposed of as part of a
going business if such property has no
significant value separate and apart
from its relation to and use in such
business: it also does not apply to any
property to which subparagraph (1) of
this paragraph applies (i.e, property to
which section 1221(3) applied before its
amendment by section 514(a) of the Tax
Reform Act of 1969 (83 Stat. 643)).

(3) For purposes of this paragraph, in
general property is created in whole or in
part by the personal efforts of a taxpayer
if such taxpayer performs literary, the-
atrical, musical, artistic, or other crea-
tive or productive work which affirma-
tively contributes to the creation of the
property, or if such taxpayer directs and
guides others in the performance of such
work. A taxpayer, such as corporate ex-
ecutive, who merely has administrative
control of writers, actors, artists, or per-
sonnel and who does not substantially
engage in the direction and guidance of
such persons in the performance of
their work, does not create property by
his personal efforts. However, for pur-
poses of subparagraph (2) of this para-
graph, a letter or memorandum, or
property similar to a letter ormemoran-
dum, which is prepared by personnel
who are under the administrative con-
trol of & taxpayer, such as & corporate
executive, shall be deemed to have been
prépared or produced for him whether
or not such letter, memorandum, or
similar property is reviewed by him.

{4) For the application to section 1231
to the sale or exchange of property to
which this paragraph applies, see
§1.1231-1. For the application of sec-
tion 170 to the charitable contribution

of property to which this paragraph ap-
plies, see section 170(e) and the regula-
tions thereunder.

- - » » »
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Par. 6. Section 1.1231 is amended by re-
vising so much of section 1231(a) as fol-
Jows paragraph (1), by revising section
1231(b) (1) (C), by revising section 1231
(b) (3), and by revising the historical
note as follows:

§ 1.1231 Siatutory provisions; property
used in the trade or business and
involuntary conversions.

Spo. 1231, Property used in the trade or
businesy and involuntary conversions—(a)
General rule. * * *

(2) Losses (including losses not compen-
sated for by Insurance or otherwise) upon
the destruction, in whole or in part, theft or
selrure, or requisition or condemnation of
(A) property used in the trade or business
or (B) capital assets held for more than 8
months shall be considered losses from a
compulsary or involuntary conversion.

In the case of any involuntary conversion
(subject to the provisions of this subsection
pbut for this sentonce) arising from fire,

theft, of any property used in the trade or
business or of any ocapital msset held for
more than 6 months, this subsection shall
not apply to such conversion (whether re-
suling in gain or loss) if during the tax-
able year the losses from such
converstons oxceed the recoguized gains from
such conversions,

(b) Definition of property used in the
trade or business, * * *

(1) General rule. * * *

(C) A copyright, a lterary, musical, or
artistio composition, a letter or memoran~
dum, or similar property, held by a tax-
payer described in paragraph (3) of section
1221,

(3) Livestook, S8uch term includes—

(A) Cattlo and horses, regardless of age,
held by the taxpayer for draft, breeding,
datry, or sporting purposes, and held by
him for 24 months or more from the date of
acquisition, and

(B) Other livestock, regardloss of age, held
by the taxpayer for draft, breeding, dalry,

or sporting purposes, and held by him for
12 months or more from the date’' of acquisl-

tion.

Sudh term does not include poultry,

. - - - -
[Seo. 1231 ns amended by seo. 40, Technical
Amendments Act 1958 (72 Stat. 1642); sec.
227, Rev, Act 1064 (78 Stat. 97); secs
212(b) (1), 514(b)(2), and 516(b), Tax Re-
form Act 106D (B3 Stat. 571, 643, 646) )

Par. 7. Section 1,123-1 Is amended by
revising paragraphs (a), (¢)(1) (), so
muoch of paragraph (c) as follows sub-
paragraph (5), and (¢), by revising so
much of example (1) in paragraph (g)
as follows the tabulation therein, and
adding examples (4) through (8) to
paragraph (g) as follows:

§1.1231-1 Gains and losses from the
sale or exchange of certain property
used in the trade or business.

(a) In peneral. Section 1231 provides
that, subject to the provisions of para-
graph (e) of this section, & taxpayer's
gains and losses from the disposition (in-
cluding involuntary conversion) of assets
described in that section as ‘“property
used in the trade or business” and from
the involuntary conversion of capital as-
sets held for more than 6 months shall
be treated as long-term capital gains and
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losses if the total gains exceed the total
losses. If the total gains do not exceed
the total losses, all such gains and losses
are treated as ordinary gains and losses.
Therefore, if the taxpayer has no gains
subject to section 1231, a recognized loss
from the condemnation (or from a sale
or exchange under threat of condemna-
tion) of even a capital asset held for more
than 6 months is an ordinary loss,
Capital assets subject to section 1231
treatment include only capital assets in-
voluntarily converted. The noncapital
assets subject to section 1231 treatment
are (1) depreciable business property and
business real property held for more
than 6 months, other than stock in trade
and certain copyrights and artistic prop-
erty and, in the case of sales and other
dispositions occurring after July 25, 1869,
other than a letter, memorandum, or
property similar to a letter or memoran-
dum; (2) timber, coal, and iron ore, but
only to the extent that section 631 applies
thereto; and (3) certain livestock and
unharvested crops, See paragraph (¢) of
this section.

(¢) Transactions to which section
applies. * * *

(l) » » »

(ii) A copyright, a literary, musical,
or artistic composition, or prop-
‘erty, or (in the case of sales and other
dispositions occurring after July 25, 1969)
a letter, memorandum, or property simi-
lar to a letter or memorandum, held by &
taxpayer described in section 1221(3) ; or

For purposes of section 1231, the phrase
“property used in the trade or business”
means property described in this para-
graph (other than property described in
subparagraph (2) of this paragraph).
Notwithstanding any of the provisions
of this paragraph, section 1231(a) does
not apply to gains and losses under the
circumstances deseribed in paragraph
(e) (2) or (3) of this section.

(e) Involuntary conversion—(1) Gen-
eral rule. For purposes of section 1231,
the terms “compulsory or involuntary
conversion” and “involuntary conver-
sion” of property mean the conversion
of property into money or other property
as a result of complete or partial destruc-
tion, theft or selzure, or an exercise of
the power of requisition or condemna-
tion, or the threat or imminence thercof.
Losses upon the complete or partial de-
struction, theft, selzure, requisition, or
condemnation of property are treated as
losses upon an involuntary conversion
whether of not there Is a conversion of
the property into other property or
money and whether or not the property
is uninsured, partially insured, or totally
insured. For example, if a capital asset
held for more than 6 months, with an
adjusted basis of $400, but not held for
the production of income, Is stolen, and
the loss which is sustained in the taxable
year 1958 is not compensated for by in-
surance or otherwise, section 1231 applies
to the $400 loss. For certain exceptions
to this subparagraph, see subparagraphs
(2) and (3) of this paragraph.
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(2) Certain uninsured losses. Not-
withstanding the provisions of subpara-
graph (1) of this paragraph, losses
sustained during a taxable year begin-
ning after December 31, 1957, and be-
fore January 1, 1970, with respect to both
property used in the trade or business
and any capital asset held for more than
6 months and held for the production of
income, which losses arise from fire,
storm, shipwreck, or other casualty, or
from theft, and which are not compen-
sated for by Insurance in any amount,
are not losses to which section 1231(a)
applies. Such losses shall not be taken
into account in applying the provisions
of this section.

(3) Ezxclusion of gains and losses from
certain involuntary conversions. Not-
withstanding the provisions of subpara-
graph (1) of this paragraph, if for any
taxable year beginning after December
31, 1969, the recognized losses from the
involuntary conversion as a result of
fire, storm, shipwreck, or other casualty,
or from theft, of any property used in
the trade or business or of any capital
asset held for more than 6 months exceed
the recognized gains from the involun-
tary conversion of any such property
as a result of fire, storm, shipwreck,
or other casually, or from theft, such
galns and losses are not gains and
losses to which section 1231 applies and
shall not be taken into account in apply-
ing the provisions of this section. The
net loss, in effect, will be treated as an
ordinary loss. This subparagraph shall
- apply whether such property is unin-
sured, partially insured, or totally in-
sured and, in the case of a capital asset
held for more than 6 months, whether
the property is property used In the
trade or business, property held for the
production of income, or a personal asset,

- » - » »
(g) Examples. * * *

Smmﬂc ('). L
Since the aggregate of the recognized gains
(812,500) exceeds the aggregate of ta» recog-
nized losses (89,000), such galns and losses
are treated under section 1231 as galns and
losses from the sale or exchange of capital
assets held for more than 6 months. For any
taxable year beginning after December 31,
1967, and before January 1, 1970, the $5,000
Joss upon theft of bonds (item 6) would not
be taken into account under section 1231,
See paragraph (o) (2) of this section.
- » . - -

Example (4). A, an individual, makes his
income tax return on a calendar year basls,
During 1070 trees on A's residentinl prop-
erty which were planted In 1050 after the
purchase of such property were destroyed
by fire. The loss, which was in the amount
of 82,000 after applying section 165(c)(3),
was not compensated for by insurance or
otherwise, During the same year A also
recognized a #1600 gain from insurance pro-
ceeds compensating him for the theft sus-
talned In 1970 of a diamond brooch pur-
chased in 1060 for personal use. A has no
other gains or losses for 1070 from the Invol-
untary conversion of property, Since the
recognized losses exceed the recognized gains
from the involuntary conversion for 1970 as
a result of fire, storm, shipwreck, or other
casualty, or from theft, of any property used
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in the trade or business or of any capital
asset held for more than 6 months, neither
the gain nor the loss s included in
the computations under section 1231,
Ezample (5), The facts are the same as In
example (4), except that A also recognized
8 gain of $1,000 from insurance proceeds
componsating him for the total destruction
by fire of a truck, held for more than 6
months, used in A's business and subject to
an aliowance for depreciation. A has no other
galna or losses for 1870 from the involuntary
conversion of property. Since the recognived
losses ($2,000) do not exceed the recognized
£ains (§2,600) from the Involuntary conver-
«lon for 1970 as o result of 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, such gains and losses are included
in making the computations under section
1231. Thus, If A has no other galng or losses
for 1870 to which section 1231 applies, the
gains and losses from these involuntary con-
verslons are treated under section 1231 a3
gains and losses from the sale or exchange
of capital assets held for more than 8 months.
Example (6). The facts are the same as In
example (5) except that A also has the fol-
recognized gains and losses for 1970
to which section 1231 applics:

Guins Losses

Galn on sale of machinery,
used in the business and
subject to an allowance
for depreciation, held for
more than 8 months__ ...
Gain  reported in 1970
(under sec. 453) on in-
stallment sale In 1069 of
factory premises used in
the business (including
bullding and land, each
held for more than 6
IORNNIWY ot e o e
Gain reported in 1070
(under sec. 453) on In-
stallment sale in 1970 of
land held for more than 6
months, used in the busi-

#4, 000

6, 000

................. 2,000
Loss upon the sale in 1970
of warehouse, used in the
business and subject to
an allowance for depre-
ciation, held for more

5,000

Since the aggregate of the recognized gaing
($14,500) oxceeds the aggregate of the recog-
nized losses ($7,000), such gains and losses
are treated under section 1231 as galns and
losses from the sale or exchange of capital
assets held for more than 6 months,
Example (7). B, an individual, makes his
Income tax return on the calendar year
basis. During 1970 furniture used in his
business and held for more than 6 months
wns destroyed by fire. The rocognized loss,
after compensation by insurance, was $2,000.

used in his business and held for more than
6 months, and a 86,000 loss upon the sale of
stock held for more than 8 months,
no other gains or losses for 1970 from the
involuntary conversion, or the sale
change of, property. The $6,000 loss
the sale of stock 15 not a loss to
section 1231 applies since the stock Is not

not a loss to which section 1231 applies since

the recognized losses (82,000) exceed tho
recognized gains ($0) from the involuntary
conversion for 1070 as a result of fire, storm,
shipwreck, or other casualty, or from thert,
of any property used in the trade or busi-
ness or of any capital asset held for more
than 6 months. Accordingly, the $1,000 gain
upon ihe sale of real estate s considered to
be galn from the sale or exchange of a capi-
tal asset held for more than 6 months since
the gains ($1,000) to which section 1231
applies excoed the losees (80) to which such
section applies.

Example (8). The facts are the same as in
example (7) except that B also recognized
A gain of $4,000 from Insurance proceeds
compensaling him for the total destruction
by fire of a freighter, held for more than 6
months, used in B's business and subject
to an allownance for depreciation, Since the
recognized losses (82,000) do not eoxceed
the recognized galns ($4,000) from the in-
voluntary conversion for 1970 as a result of
fire, storm, shipwreck, or other casusity, or
from theft, of any property used in the trade
or business or of any capital asset held for
more than ¢ months, such gains and losses
are Included In making the computations
under section 1231. Since the aggregate of
the recognized gains to which section 1231
applies (35,000) exceeds the aggregate of
the recognized losses to which such section
applies (8$2,000), such gains and losses are
treated under section 1231 as galns and
losses from the sale or exchange of capital
assets held for more than 6 months, The
$6,000 loss upon the sale of stock is not
taken into account In making such com-
putation since it 1s not a loss to which sec-
tion 1231 applies.

[FR Doc.75-18470 Piled 7-15-75;8:45 am]

{T.D. 7368}
PART 53—FOUNDATION EXCISE TAXES

Administration of Private Foundation
Excise Taxes

On June 17, 1974, notice of proposed
rule making with respect to the amend-
ment of the Foundation Excise Tax Reg-
ulations (26 CFR Part 53) relating to
the administration of the private foun-
dation excise taxes, which taxes were
added by the Tax Reform Act of 1969
(83 Stat. 524), was published in the
FepEraL Recister (39 FR 20075).

The amendments to the regulations
provide rules for the filing of returns for
the excise taxes imposed by chapter 42,
In general, returns must be filed by all
persons liable for tax at the time and
place the private foundation files its
annual information or tax return. A
taxpayer may, by signing the founda-
tion’s annual return designate it as his
return. Rules providing for the exten-
sion of time to file returns and to pay the
tax due are also provided.

Adoption of amendments to the regu-
lations. After consideration of all such
relevant matter as was presented by in-
terested persons regarding the rules
proposed, the amendment of the Founda-
tion Exclse Tax Regulations (26 CFR
Part 53) is hereby adopted, subject to
the changes set forth below:

Paracrarn 1, Section 53.6011-1 as set
forth in the appendix to the notice of
proposed rule making Is changed to read
as set forth below.

PAr. 2. Section 53.6071-1 as set forth
in the appendix to the notice of proposed
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rule making is changed to read as set
forth below.

Par. 3. Section 53.6601 1s amended to
read as set forth below. )

Par. 4. Sectlon 53.6651 is added im-
mediately after § 53.6601-1 as set forth
in the appendix to the notice of proposed
rule making as set forth below.

(Sec. 7806 of the Internal Revenue Code of
1054 (68A Stat, 917; 26 U.S.C. T805) )

DoNALD C. ALEXANDER,
Commissioner of Internal Revenue,

Approved: July 10, 1975,

Faeperic W, HICKMAN,
Assistant Secretary of the
Treasury.

The following sections are inserted
immediately before the end of Part 53:

Subpart J—Procedure and Administration

§ 53.6001 Statutory provisions; notice
or regulations requiring records,
statements, and returns,

Spc, 6001, Notice or regulations requiring
records, statements, and special returnas.
Every person lable for any tax imposad by
this title, or for the collection thereof, ahall
keep such records, render such statements,
make such returns, and comply with such
rules and regulations as the Secretary or his
delegate may from time to time prescribe.
Whenever In the judgment of the Secretary
or his delogate it Is necessary, he may require
any person, by notice served upon such per-
son or by regulations, to make such returns,
ronder such statements, or keep such records,
as the Secretary or his delegate deems suf-
fictent to show whether or not such person
is llable for tax under this title,

§ 53.6001-1 Notice or regulations re-
i~ quiring records, statements, and spe-
cial returns,

(a) In general. Any person subject to
tax under chapter 42, Subtitle D, of the
Code shall keep such complete and de-
tailed records as are sufficient to enable
the district director to determine ac-
curately the amount of liability under
chapter 42.

(b) Notice by district director requir-
ing returns, statements, or the keeping
of records. The district director may re-
quire any person, by notice served upon
him, to make such returns, render such
statements, or keep such specific records
as will enable the district director to de-
termine whether or not such person Is
liable for tax under chapter 42,

(¢) Retention of records. The records
required by this section shall be kept at
all times available for Inspection by au-
thorized internal revenue officers or emsy
ployees, and shall be retained so long
as the contents thereof may become ma-
terial in the administration of any in-
ternal revenue law.

§ 53.6011 Statutory provisions; general
u-an irement of return, statement, or

sl
Bec. 6011. General requirement of return,
statement, or list—(a) General rule. When
required by regulations prescribed by the
Secrotary or his delegate any person made
liable for any tax imposed by this title, or
for the collection thereof, shall make a re-
turn or statement according to the forms
and regulations prescribed by the Secretary
or hia delegate. Every person required to
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make s return or statement shall include
therein the information required by such
forms or regulations,

§ 53.6011-1 General requirement of re-
turn, statement, or list.

(a) Every private foundation liable for
tax under section 4940 or 4948(a) shall
file an annual return with respect to such
tax on the form prescribed by the Inter-
nal Revenue Service for such purpose
and shall include therein the informa-
tion required by such form and the in-
structions issued with respect thereto,

(b) Every person lilable for tax im-
posed by sections 4941(a), 4942(a), 4943
(a), 4944(a) or 4945(a), and every priv-
ate foundation and every trust described
in section 4947(a) (2) which has engaged
in an act of self-dealing (as defined in
section 4941(d)) (other than an act giv-
ing rise to no tax under section 4941(a) )
shall file an annual return on Form 4720
and shall include therein the informa-
tion required by such form and the in-
structions issued with respect thereto. In
the case of any tax imposed by sections
4041(a), 4042(a), 4043(a), and 4944(a),
the annual return shall be filed with re-
spect to each act (or failure to act) for
each year (or part thereof) in the tax-
able period (as defined in sections 4941
(@) (1), 4942()) (1), 4943(d) (2), and 4944
(e) (1)), In the case of a tax imposed by
section 4945(a), the annual return shall
be filed with respect to each act for the
year in which such act giving rise to lia-
bility occurred.

(¢) If & Form 4720 is filed by a private
foundation or trust described in section
4947(a) (2) with respect to a transac-
tion to which other persons are required
to file under paragraph (b) of this sec-
tion, such persons may by thelr signature
designate such organization’s Form 4720
(to the extent applicable) as their return
for purposes of compliance with such
paragraph. However, this paragraph
shall not apply to a person whose taxable
year is other than the taxable year of the
foundation or trust,

§ 53.6061 Statutory provisions; signing
of returns and other documents,

Sko, 6061, Signing of returna and other
documents. Except as otherwise provided by
sections 6062 and 6063, any return, state-
ment, or other dooument required to be
made under any provision of the Internal
revenue laws or regulations shall be signed
in accordance with forms or regulations pre-
soribed by the Secretary or his delegate.

§ 53.6061<1 Signing of returns oand
other documents.

Any return, statement, or other docu-
ment required to be made with respect
to a tax imposed by chapter 42 or the
regulations thereunder shall be signed
by the person required to file such re-
turn, statement or document, or by such
other persons required or duly author-
ized to sign In accordance with the regu-
lations, forms or Instructions prescribed
with respect to such return, statement
or other document, The person required
or duly authorized to make the return
may incur Hability for penalties provided
for erroncous, false or fraudulent returns.
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For criminal penalties see sections 7201,
7203, 7206, and 7207.

§ 53.6065 Statutory provisions; verifica-
tion of returns,

Sxe, 8065, Verification of returns—(a) Pen-
aities of perjury. Except as otherwise pro-
vided by the Secretary or his delegate, any
return, declaration, statement, or other doou~
ment required to be made under any pro-
vision of the internal revenue laws or regu-
lations shall contain or be verified by a
written declaration that it is made under
the penaltiea of perjury.

(b) Oath, The Secretary or his delegate
may by regulations require that any return,
statement, or other document required to
be made under any provision of the Internal
revenue laws or regulations shall be verified
by an oath. * * *

§ 53.6065~1 Verification of returns,

(n) Penalties of perjury. If a return,
statement, or other document made
under the provisions of chapter 42 or
subtitle F of the Code or the regulations
thereundeér with respect to any tax im-
posed by chapter 42 of the Code, or the
form and instructions issued with re-
spect to such return, statement, or other
document, requires that it shall contain
or be verified by a written declaration
that it is made under the penalties of
perjury, it must be so verified by the per-
son or persons required to sign such re-
turn, statement, or other document. In
addition, any other statemient or docu-
ment submitted under any provision of
chapter 42 or subtitle F of the Code or
regulations thereunder with respect to
any tax imposed by chapter 42 of the
Code may be required to contain or be
verified by a written declaration that it
is made under the penailties of perjury.

(b) Oath. Any return, statement, or
other document required to be submitted
under chapter 42 or subtitle F of the
Code or regulations prescribed there-
under with respect to any tax imposed
by chapter 42 of the Code may be re-
quired to be verified by an oath.

§ 53.6071 Swututory provisions; time for
filing returns and other documents,

Sze. 6071. Time for Rling returna and
other documents—(n) General rule. When
not otherwise provided for by this title, the
Secretary or his delegate shall by reguls-
tions prescribe the time for filing any return,
statement, or other document required by
this title or by regulations.

§ 53.6071=1 Time for filing returns.

(a) General rule. Except as provided
in paragraph (b) of this section, a return
required by §53.6011-1 shall be filed at
the time the private foundation or trust
described In section 4947(a)(2) s re-
quired to file its annual information or
tax return under section 6033 or 6012 (as
may be applicable) .

(b) Exception, The Form 4720 of a
person whose taxable year ends on a date
other than that on which the taxable
year of the foundation or trust ends shall
be flled on or before the 15th day of the
fifth month following the close of such
person’s taxable year.

§ 53.6081 Statutory visions; exten-
sion of time for filing the return.

8go, 6081 Extension of time for flling re-
turns—(a) General rule. The Secrotary or his
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delegate may grant & reasonable extension
of time for filing any return, declaration,
statement, or other document required by
this title or by regulations, Except in the
case of taxpayers who are abroad, no such ex-
tension shall be for more than 6 months.

Extension of time for filing
the return.

(a) District directors and directors of
service centers are authorized to grant
a reasonable extension of time for filing
any return, statement, or other docu-
ment which relates to any tax imposed
by chapter 42 and which is required
under the provisions of chapter 42 or the
regulations thereunder. However, ¢x-
cept In the case of taxpayers who are

abroad, such extensions of time shall not

be granted for more than 6 months. An
extension of time for filing a return shall
not operate to extend the time for the
payment of the tax or any paert thereof
unless specified to the contrary in the
extension,

(b) The application for an extension
of time for filing the return shall be

the return is to be filed and must contain
a full recital of the causes for the delay.
It should be made before the expiration
of the time within which the return
otherwise must be filed, and failure to do
g0 may Indicate negligence and consti-
tute sufficient cause for denial. It should,

be the due date of the return, :

(¢) If an extension of time for filing
the return is granted, a return shall be
filed before the expiration of the period
of extension,

§ 53.6091 Stwatutory provisions: place
for filing returns or other documents.

Bec, 6091, Piace for fling returna and
other documaents—(a) General rule. When
not otherwise provided for by this title, thoe
Secretary or his delegate shall by regulations
prescribe the pilace for the filing of any
return, declaration, statement, or other docu-
ment, or coples thereof, required by this
title or by regulations. l /

(b) Tax returns, In the case of ret of
tax required under authority of part IT of
this subchapter—

(1) Persons other than corporations—{&)
Goneral rule. Except as provided In subpara-
graph (B), a return (other than a corpora-
tlon return) shall be made to the Secrotary
or his delegate—

(1) In the Internal rovenue district In
which Is located the legal residence or prin-
cipal place of business of the person making
the return, or

(11) At a service center serving the inter-
nal revenue district referred to in clause
(i), ua the Secretary or his delegate may by
reguintiona designate,

(B) Exception, Returns of-—

(1) Persons who have no legal residence
or principal place of business In any Inter-
nal revenue distriot,

(1) Citizens of the United States whose
principal place of abode for the period with
respect to which the return s filed ls out-
side the United States,

(ill) Persons who clalm the benefits of
section 911 (reiating to earned income from
sources without the United States), section
§31 (relating to Income from sourcea within
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possessions of the United States), or section
933 (relating to Income from sources within
Puerto Rico), and .

(lv) Nonresldent allen porsons, shall
made at such place as the Secretary or
delegateo may by regulations designate,

(2) Corporations—(A) General rule. Ex-
cept as provided In subparagraph (B) a
return of a corparation ghall be made to the
Secretary or his delegate—

(I) In the internal revenue district In
which is located the principal place of busi-
ness or principal office or agency of the cor-

tion, or

(i) At a service center serving the in-
ternal revenue district referred to in clause
(1), as the Secretary or nhls delegate may by
regulations designate,

(B) Exception, Returns of—

(1) Corporations which have no principal
place of business or principal office or
agency in any internal revenue district,

(i) Corporations which clalm the benefits
of section 922 (relating to specinl deduction
for Weatern Hemisphere trade corporations),
section 931 (relating to income from sources
within possessions of the United States),
or section 841 (relating to the specinl deduc-
tion for China Trade Act corporations), and

(1) Foreign corporations, shall be made
at such place as the Secretary or his delegate
may by regulations designate.

(4) Hand-carried returns. Notwithstand-
ing paragraph {1) or (2), a return to which
paragraph (1) {(A) or (2)(A) would apply,
but for this parsgraph, which Is made to
the Secretary or his delegate by bhand
carrying shall, under reguiations prescribed
by the Secretary or his delegate, be made In
the Internal revenue district referred to In
paragraph (1) (A)(1) or (2)(A)(1), s th _
case may be.

(5) Exceptional cases. Not withstanding
paragraphs (1), (2), * * * or (4) of this
subsection, the Secretary or his delegate may
permit a return to be filed In any internal
revenue digtrict, and may require the return
of any officer or employee of the Treasury
Department to be filed In any Internal rev-
enue district selected by the Secretary or his
delegate. .

(Sec. 6091 as amended by sec, 1({a), Act of
Nov, 2, 1966 (Public Law 80-713, 80 Stat,
1107))

§ 53.6091-1 Place for filing chapter 42
tax returns,

Except as provided In § 53.6091-2 (re-
Inting to exceptional cases) —

(a) Persoms other than corporations,
Chapter 42 tax returns of persons other
than corporations shall be flled with the
district director for the internal revenue
district in which is located the legal resi-
dence or principal place of business of
the person required to make the return.

(b) Corporations. Chapters 42 tax re-
turns of corporations shall be filed with
the district director for the internal rev-
enue district In which is located the prin-
cipal place of business or principal office
or agency of the corporation.

«(¢) Returns filed with service centers,
Notwithstanding paragraphs (a) and (b)
of this section, unless a return is filed by
hand carrying, whenever instructions ap-
plicable to chapter 42 tax returns pro-
vide that the returns be filed with g serv-
ice center, the returns must be so filed
in accordance with the instructions. Re-

turns which are filed by hand carrying
shall be filed In accordance with para-
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graphs (a) or (b) of this section, which-
-ever is applicable,

§53.6091-2 Exceptional cases,
Not the provisions of
§ 53.6001-1, the Commissioner may per-

mit the filing of any chapter 42 tax re-
turn in any internal revenue district.

53.6151 Swtutory visions: lime
: and place for pay tax shown on
refurns. v

Sec, 0151. Time and place for paying tax
alwown on returns—(a) General rule. Except
ns otherwise provided in this section, when
& return of tax is required under this title
or regulations, the person required to make
such return shall, without assessment or
notice and demand from the Secretary or his
delegate, pay such tax to the internal rev-
enue oflicer with whom the return 15 filed,
and shall pay such tax at the time and place
fixed for Sling the return (determined with-
out regard to any extension of time for fillng
the return).

- - - - -

(¢} Date fixed for payment of tax. In any
case In which & tax 1s required to be pald on
or before a certaln date, or within a certain
period, any reference in this title to the date
fxed for payment of such tax shall be
deemed a reference to the last day fixed for
such payment (determined without regard
to any extension of time for paying the tax),

- - - - -
(Sec, 6151 (a) and (c) as amended by aee. 1
(D), Act of Rov, 2, 1964 (Pub. Law 80-713, 80
Stat. 1108) )

§ 53.6151-1 Time and place for paying
tax shown on returns,

The chapter 42 tax shown on any re-
turn shall, without assessment or notice
and demand, be paid to the internal rev-
enue officer with whom the return s filed
at the time and place for filing such re-
turn (determined without regard to any
extension of time for filing the return),
For provisions relating to the time and
place for filing such return, see §§53.-
6071-1 and 53.6091-1. For provisions re-
lating to the extension of time for paying
the tax, see § 53.6161-1.

§ 53.6161 Sututory provisions: exten-
sion of time for paying tax.

Sxc. 0161, Extension of thmne for paying
taz—

(a) Amount determined by toxpayer on
return—(1) General rule, ‘The Secretary or
hiln delegate, except as otherwise provided in
this titie, may extend the thme for payment
of the amount of the tax shown, or required
to be shown, on any return or declaration
required under authority of this title (or any
instaliment thereof), for a reasonable period
not to excoed @ months (12 months in the
case of estate tax) from the date fixed for
payment thereof, Such oxtension may exceed
mmn in the case of a taxpayer who is

- -» . » »

(D) Amount detérmined as deflefoncy,
Under regulstions prescribed by the Secre-
tary or his delegate, the Secretary ar his
delegate may extend, to the extent provided
below, the time for payment of the amount
determined as & deficiency:

(1) In the case of & tax Imposed by chapler
1, 12, or 42, for a period not to oxceed 18
month from the date fixed for payment of
the deficiency, and, in exceptional cases, for

16, 1975




a further period not to exceed 12
months, * * *

An extension under this subsection may
be granted only where it is shown to the
satisfaction of the Secretary or his delegate
that the payment of & deficiency upon the
date fixed for the payment thereof will result
in undue hardship to the taxpayer in the
case of & tax imposed by chapter 1 or 42, to
the estate in the case of a tax imposed by
chapter 11, or to the donor in the case of a
tax im by chapter 12. No extension
shall be granted if the deflciency is due to
negligence, to intentional disregard of rules
aud regulations, or to fraud with Intent to
evade tax,

. - - L -
[Sec, 8161 as amended by sec. 1801()) (37),
Tax Reform Act 1060 (83 Stat. 530): sec 101
(h), Excise, Estate and Gift Tax Adjustment
Act 1970 (84 Stat. 1838) |

§ 53.6161=1 Extension of time for pay-
ing tax or deficiency.

© (a) In general—(1) Tax shown or re-
quired to be shown on return. A reason-
able extension of the time for payment
of the amount of any tex imposed by
chapter 42 and shown or required to be
shown on any return, may be granted by
the district directors and directors of the
service centers at the request of the tax-
payer. The period of such extension shall
not be In excess of 6 months from the
date fixed for payment of such tax, ex-
cept that if the taxpayer is abroad the
period of the extension may be in excess
of 6 months.

(2) Deficiency. The time for payment
of any amount determined as a deficiency
in respect of tax imposed by chapter 42
may, at the request of the taxpayer, be
extended by the internal revenue officer
to whom the tax is required to be paid
for a period not to exceed 18 months
from the date fixed for payment of the
deficiency, as shown on the notice and
demand, and, in exceptional cases for a
further period not in excess of 12 months.
No extension of the time for payment
of a deficiency shall be granted if the
deficiency is due to negligence, to in-
tentional disregard of rules and regula-
tions, or to fraud with intent to evade
tax.

(3) Eztension of time for filing dis-
tinguished. The granting of an extension
of time for filing a return does not oper-
ate to extend the time for the payment
of the tax or any part thereof unless so
specified in the extension.

(b) Undue hardship required for ex-
tension. An extension of the time for
payment shall be granwed only upon &
satisfactory showing that payment on
the due date of the amount with respect
to which the extension is desired will re-

sult In an undue hardship, The extension -

will not be granted upon & general state-
ment of hardship. The term “undue
hardship"” means more than an incon-
venience to the taxpayer. It must appear
that substantial financial loss, for ex-
ample, loss due to the sale of property at
a sacrifice price, will result to the tax-
payer from making payment on the due
date of the amount with respect to which
the extension is desired. If a market

exists, the sale of property at the cur-
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rent market price is not ordinarily con-
sidered as resulting in an undue hard-

ship,

(¢) Application for extension. An ap-
plication for an extension of the time for
payment of the tax shown or required to
be shown on any return, or for the pay-
ment of any amount determined as a de-
ficiently shall be made on Form 1127 and
shall be accompanied by evidence show-
ing the undue hardship that would result
to the taxpayer if the extension were re-
fused. Such application shall also be ac-
companied by a statement of the assets
and liabilitles of the taxpayer and an
itemized statement showing all receipts
and disbursements for each of the three
months immediately preceding the due
date of the amount to which the appli-
cation relates, The application, with sup-
porting documents, must be flled on or
befqre the date prescribed for payment

of the amount with respect to which the

extension is desired with the inte
revenue officer to whom the tax is to be
paid. The application will be examined,
and within 30 days, if possible, will be de-
nied, granted, or tentatively granted sub-
ject to certain conditions of which the
taxpayer will be notified. If an additional
extension is desired, the request therefor
must be made on or before the expiration
of the period for which the prior exten-
sion is granted.

(d) Payment pursuant to extension. If
an extension of time for payment Is
granted, the amount the time for pay-
ment of which Is so extended shall be paid
on or before the expiration of the period
of the extension without the necessity
of notice and demand. The granting of
an extension of the time for payment of
the tax or deficiency does not relleve the
taxpayer from liability for the payment
of interest thereon during the period of
the extension. See section 6601 and
§ 301.6601-1 of this chapter (Regulations
on Procedure and Administration),

§ 53.6165 Statutory provisions; bonds
where time 1o tax or deficiency
has been exten

Sxc. 6165, Bonds where time to poy tar or
deficiency has been extended. In the ovent
the Secretary or his delogate grants any ox-
tension of time within which to pay any tax
or any deficlency therein, the Secretary or his
delegate may require the taxpayer to furnish

a bond in such amount (not exceeding double

the amount with respect to which the exten-

alon is granted) conditioped upon the pay-
ment of the amount extended In accordance
with the terms of such extonsion.

§ 53.6165<1 Bonds where time to pa
tax or deficiency has been rxlrmrej:

If an extension of time for payment
of tax or deflciency is granted under sec-
tion 6161, the district director or the
director of the service center may, if he
deems it necessary, require a bond for
the payment of the amount in respect of
which the extension is granted in ac-
cordance with the terms of the extension.
However, such bond shall not exceed
double the amount with respect to which
the extension is granted. For provisions
relating to form of bonds, sée the regu-

Iations under section 7101 contained in

20845

Part 301 of this chapter (Regulations on
Procedure and Administration),

§ 53.6601 Siwatutory provisions; interest
on underpayment, nonpayment, or
extension of time for payment, of tax.

Sgc. 6601, Interest on underpayment, non-
payment, or extensions of time for payment,
of taxr—(n) General rule. If any amount of
tax imposed by this title (whether required
to be shown on & return, or to be pald by
stamp or by some other method) is not pald
on or before the last date prescribed for pay-
ment, interost on such amount at an annual
rate established under section 6621 shall be
pald for the period from such last date to
the date pald.

(Sec, 6601(n) as amended by sec. T(a)(2),
Act of January 3, 1075 (Pub, L, 93-625, 88
Stat. 2115))

£ 53.6601=1 Interest on underpayment,
nonpayment, or extensions of time
for payment, of tax.

For regulations concerning interest on
underpayment, nonpayment, or exten-
sions of time for payment of tax, see
§ 301.6601-1 of this chapter (Regulations
on Procedure and Administration).

§ 53.6651 Statutory provisions; failure
10 file tax return or 1o pay tax.

Spo. 6651, Failure to file tax return or to
poy taxr—(n) Addition to the tar, In case of
fatlure—

(1) To file any return required under au-
thority of subchapter A of chapter 61 (other
than part III thereof), subchapter A of chap-
ter 51 (relating to distilled spirits, wines, and
beer), or of subchapter A of chapter 52 (re-
Iating to tobacco, cigars, clgarettes, and
cigarette papers and tubes), or of subchapter
A of chapter 53 (relating to machine guns
and certain other firearms), on the date pre-
scribed therefor (determined with regard to
any extension of time for fillng), uniess it is
shown that such fajlure 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 § percent of the
amount of such tax if the fallure ia for not
more than 1 month, with an additional 5
percent for each additional month or frac-
tion thereof during which such fallure con-
tinues, not exceeding 25 percent in the ag-
gregate;

(2) To pay the amount shown as tax on
any return specified In paragraph (1) on or
before the date prescribed for payment of
such tax (determined with regard to any ex-
tension of time for payment), unless It ia
shown that such fallure is due to reasonable
cause and not due to willful neglect, there
shall be added to the amount shown as tax
on such return 0.5 percent of the amount of
such tax If the fallure is for not more than
1 month, with an additional 05 percent
for each additional month or fraction thereof
during which such fallure 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 spec-
ted In paragraph (1) which s not o
shown (including an assessment made pur-
suant to section 6213(b)) within 10 days of
tho date of the notice and demand therefor,
unless 1t is shown that such fallure s due o
ressonable cause and not due to willful
negleot, there shall be added to the amount
of tax stated in such dotice and demand 05
percent of the amount of such tax if the

fallure is for not more than 1 month, with
an additional 0.5 percent for each additional
month or fraction thereof during which such
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failure continues, not exceeding 25 percent
in tho aggregate.

(b) Penalty imposed on net amount due.
For purposes of—

(1) Subsection (a)(1), the amount of tax
required to be shown

computing the addition for any month, be
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 clalmeu
on the return, and

(3) Subsection (8)(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
beginning of such month,

(¢) Limitation and special rule,

(1) Additions under more than one para-
graph.

(A) With respect to any return, the
amount of the addition under paragraph (1)
of subsection (a) shall be reduced by
the amount of the addition under paragraph
(2) of subsection (a) for any month to

an addition to tax applies under both
paragraphs (1) and (2).

(B) With respect to any return, the maxl-
mum 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 ia
not pald within 10 days of notice and
doemand.

(2) Amount of tex showm more than
amount required to de sirown. 1f the amount
required to be shown as tax on a return s
less than the amount shown as tax on such
return, subsections (s)(2) and (b)(2) shall
be applied by subatituting sueh lower
amount.

(Sec, 6651 (a), (b), and (c) as amended by
sco, (M3(a), Tax Reform Act 1969 (83 Stat,
727))

§ 53.6651~1 Fuilure 10 file tax return or
1o pay tax.

(&) General rules. For general rules
relating to the failure to file tax return

or to pay tax, see the regulations under

section 6651 contained in Part 301 of this

chapter (Regulations on Procedure and

Administration).

(b) Special rule where foundation
files return. (1) Except as provided In
paragraph (b) (2) of this section, in the
case of tax Imposed by section 4941
(a)(1) on nany disqualified person,
reasonable cause shall be presumed, for
purposes of sectlon 6651(a) (1), where
the private foundation or trust described
in section 4847(a)(2) files a retum
in good faith and such return indicates
no tax lability with respect to such tax
on the part of such disqualified person.

(2) Paragraph (b) (1) of this section
shall not apply where the disqualified
person knew of facts which, If known by
the foundation, would have precluded the
foundation from making the return, as
filed, In good faith.
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§ 53.7101  Swatutory provisions; form of

Sec, 7101, Form of bonds. Whenever, pur=
suant to the provisions of this title (other
than sections 7485 and 6808(n) (1)), or the
rules or regulations prescribed under au-
thority of this title, a person !s required
to furnish a bond or security— ¥

(1) General rule. Such bond or security
shall be in such form and with such surety
or sureties as may be preseribed by regula-
tions issued by the Secretary or his delegate,

(2) United States donds and notes in lew
of surety bonds. The person required to fur-
nish such bond or security may, in lieu there-
of, deposit bonds or notes of the Unlied
States as provided In 6 US.C. 15

§53.7101-1 Form of honds. 4

For provisions relating to form of
bonds, see the regulations under section
7101 contained in Part 301 of this chap-~
ter (Regulations on Procedure and Ad-
ministration).

[FR Doc. 76518471 Filed 7-15-75;8:45 am)|

Title 31—Money and Finance: Treasury

CHAPTER II—FISCAL SERVICE,
DEPARTMENT OF THE TREASURY

PART 345—REGULATIONS GOVERNING 5-
PERCENT TREASURY CERTIFICATES OF
INDEBTEDNESS—REA SERIES

Payment of Interest

Department of the Treasury Circular,
Public Debt Series No. 11-73, dated De-
cember 19, 1873 (31 CFR, Part 345), is
hereby amended to provide for the pay-
ment of interest on the 5 Percent Treas-
ury Certificates of Indebtedness—R.E.A.
Series, by credit through a Federal Re-
serve Bank or Branch; to authorize the
submission of subscriptions to such fa-
cility; and, to redesignate § 3455 as
§ 345.6 and to insert a new § 345.5 that
provides customary tax information, as
shown below:

Section 345.1(b) Is revised as follows:

§345.1 Deseription of certificates.

(b) Terms and rates of interest—The
certificates, bearing interest at the rate
of 5 percent per annum, will be Issued in
multiples of $1,000 and will mature one
year from issue date. Interest on the cer-
tificates will be computed on an annual
basis and, unless redeemed prior to ma-
turity, will be payable six months from
issue date and at maturity, Interest
may be paid to an owner by
having the amount thereof credited by a
Federal Reserve Bank or Branch, act-
ing as fiscal agent of the United States,
to the reserve account of a member bank
servicing such owner and for the latter's
account, Such action will be taken at the
owner’s option. If not exercised, payment
of interest will be made by Treasury
check.

Section 345.2 Is revised as follows:

§ 345.2 Subscription for purchase.

The reciplent of a 5 percent loan from
the Rural Electrification Administration
or Rural Telephone Bank may subscribe
for certificates under this offering, up to

the amount of the unexpended portion
of the loan, by submitting a subscrip-
tion, together with the remittance, to the
Federal Reserve Bank or Branch of the
district in which the subscriber is lo-
cated. The subseription form must show
the amount of certificates desired, and
give the title of the designated official of
thom subscriber authorized to redeem

The present § 345.5 is redesignated as
$3456 and a new §3455 Is added as
follows:

§ 345.5 Taxation,

The income derived from the certifi-
cates is subject to all taxes imposed
under the Internal Revenue Code of
1854. The certificates are subject to
estate, inheritance, gift or other excise
taxes, whether Federal or State, but are
exempt from all taxation now or here-
after imposed on the principal or interest
thereof by any State or any of the pos-
sessions of the United States, or by any
local taxing authority.

The foregoing amendments were ef-
fected under authority of 31 U.S.C. 754,
754b and 5 U.S.C. 301 for the purpose of
facilitating the payment of interest and
the submission of subscriptions for 5
Percent Treasury Certificates of In-
debtedness—R.E.A. Series. Notice and
public procedures thereon are unneces-
sary as the fiseal policy of the United
States is involved,

Dated: July 10, 1975.

Joux K. Carrock,
Fiscal Assistant Secretary.

[FR Doc¢.75-18317 Piled 7-15-76;8:45 am|

PART 347—REGULATIONS GOVERNING 2-
PERCENT DS—REA

TREASURY BON
SERIES

Issuance

The regulations in Department of the
Treasury Circular No. 1046, dated June
217, 1960, ar}- hereby revised and amended
to provide for the Issuance of 2 Percent
Treasury Bonds—R.E.A, Series in book-
entry form and for thelr automatic re-
investment at maturity. As so revised
and amended, they are issued, as shown
below, in codified form (31 CFR, Part
347), as Department of the Treasury Cir-
cular, Public Debt Series No. 20-75, un-
der authority of 31 U.S.C. 752, 754b and
5 US.C. 301. Notice and public proce-
dures thereon are unnecessary as the
fiscal policy of the United States is
involyed.

Dated: July 16, 1975.

Joux K. CARLOCK,
Fiscal Assistant Secretary.

Part 347 is added to read as follows:

Seec.

3470
471
3472
3473
8474
3475

3476 General provisions,
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Avrsoriry: 31 US.C. 752-754b; & USC.
301 -

§ 347.0 Offcring of bonds.

The Secretary of the Treasury under
authority of the Second Liberty Bond
Act, as amended, offers to borrowers
from the Rural Electrification Adminis-
tration, U.S. Department of Agriculture,
2 percent Treasury Bonds—R.E A, Series.
The bonds will be sold to such borrowers
with the specific approval of the Rural
Electrification Administration for each
transaction. This offering will continue
until terminated by the Secretary of the
Treasury.

§ 347.1 Description of honds.

(&) General.—The bonds will be issued
in book-entry form on the books of the
Department of the Treasury, Bureau of
the Public Debt, Washington, D.C, 20026.

(b) Terms and rate of interest —The
bonds, bearing interest at the rate of 2
percent per annum, payable on a semi-
annual basis on January 1 and July 1 in
each year, will be issued in multiples of
$1,000, and will mature twelve years from
issue date. Interest will be paid by Trea-
sury check,

(¢) Nontransjerability—2 Percent
Treasury Bonds—R.E.A. Series are not
transferable nor entitled to any privilege
of conversion, and they may not be sold,
discounted or pledged as colluteral for a
Joan or as security for the performance
of an obligation, or for any other pur-
pose.

§ 347.2 Procedure for purchase.

Subscriptions for approved borrowers
shall be submitted by the Rural Electrifi-
cation Administration, together with the
remittances, to the Bureau of the Public
Debt, Securities Transactions Branch,
Washington, D.C. 20226,

§347.3  lssue date.

The issue date of & bond shall be the
date on which funds in full payment
therefor are received by the office de-
scribed in § 347.2.

§ 347.4 Redemplion/reinvesiment.

(a) Bejore maturity.—A bond may be
redeemed either at the option of the
United States or the owner, in whole or
in multiple $1,000 amounts, at par and
acerued interest, at any time, upon not
less than 30 nor more than 60 days’
notice in writing given by either party
to the other. From the date of redemp-
tion designated in any such notice, in-
terest on the bonds o be redeemed shall
cease, and the unredeemed portion, if
any, shall continue to be held in book-
entry form with the original issue date.
Any such notice of redemption given by
an owner shall be addressed to the De-

t of the Treasury, Bureau of the
Public Debt, Washington, D.C. 20226.

(b) At maturity. Unless the Depart-
ment of the Treasury, Bureau of the
Public Debt, has received from the owner,
at least one week prior to the maturity
date of a bond, a written request for pay-
ment at maturity, it shall automatically
redeem the same sl maturity, and re-

-
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invest in the owner's name the principal
amount in a new bond having the same
description in all material respects as the
one redeemed. In all such instances, in-
terest will not be paid on the redemption
date but on the next regular interest
payment date, unless the redemption
g:te coincides with the interest payment
te.

§ 3475 Taxation.

The income derived from the bonds is
subject to all taxes imposed under the
Internal Revenue Code of 1054. The
bonds are subject to estate, inheritance,
gift or other excise taxes, whether Fed-
eral or State, but are exempt from all
taxation now or hereafter imposed on
the principal or interest thereof by any
State or any of the possessions of the
United ‘States, or by any local taxing
authority.

§ 347.6  Coeneral provisions.

(a) Regulations.—2 Percent Treasury
Bonds—R.E.A, Serles shall be subject to
the general regulations with respect to
United States securities, which are set
forth in the Department of the Treasury
Circular No. 300, current revision (31
CFR, Part 306), to the extent applicable.
Copies of the circular may be obtained
from the Bureau of the Public Debt,
Department of the Treasury, Washing-
ton, D.C. 20226, or n Federal Reserve
Bank or Branch.

(b) Reservations.—The Secretary of
the Treasury reserves the right to reject
any application for the purchase of
bonds hereunder, in whole or in part, and
to refuse to issue or permit to be issued
any such bonds in any case or any class
or classes of cases if he deems such action
to be in the public interest, and his action
in any such respect shall be final. The
Secretary of the Treasury may also at
any time, or from time to time, supple~
ment or amend the terms of these regula-
tions, or of any amendments or supple-
ments thereto,

|FR D0o.75-18318 Flled 7-15-75,8:45 am|

PART 348—REGULATIONS GOVERNING
2.PERCENT DEPOSITARY BONDS

Issuance

The regulations in Department of the
Treasury Circular No, 660, dated May 23,
1941, as amended, are hereby revised and
amended to provide for the lssuance of
2 Percent Depositary Bonds in book-
entry form, and for their automatic re-
investment at maturity. As so revised
and amended, they are Issued, as shown
below, in codified form (31 CFR, Part
348), as Department of the Treasury
Circular, Public Debt Serles No. 21-75,
under authority of 31 U.S.C, 752, 754b
and 5 U.S.C. 301, Notice and public pro-
cedures thereon are unnecessary as the
fiscal policy of the United States is
involved.

Dated: July 10, 1975.

Jonx K. CanrLock,
Fiscal Assistant Secretary.

29847

Part 348 is added to read as follows:
Sec,
3480
3481
9482

3483

Offering of bonds.
Description of bonds.
Subscription for purchase and lssue
date,
Redemption/reinvestiment.
3484 Taxatlon,
3485 Reservations,
Avtaormry: 81 US.C, 752, 754bh; & USC.
301,

§ 348.0 Offering of bonds,

The Secretary of the Treasury under
authority of the Second Liberty Bond
Act, as amended, offers, at par, 2 Percent
Depositary Bonds to depositaries and
financial agents designated under the
provisions of section 5153 of the Revised
Statutes of 1873, as amended (12 US.C.
90) ; the Act of May 7, 1928, 45 Stat. 492
(12 US.C. 332) ; the Act of June 19, 1922,
42 Stat. 662 (31 U.B.C. 473) ; and section
10 of the Act of June 11, 1942 56 Stat,
356 (12 U.S.C. 265), which have executed
a depositary, financial agency and col-
lateral agreement satisfactory to the
Secretary of the Treasury, The bonds
will be sold to such depositaries and
financial agents in an amount not to ex-
ceed in any case the amount for which
the depositary and financial agent is
qualified. This offering will continue un-
til terminated by the Secretary of the
Treasury.

§ 348.1  Deseription of bonds,

(n) General—The bonds will be is-
sued in book-entry form on the books of
the Department of the Treasury, Bureau
of the Public Debt, Washington, D.C,
20026,

(b) Terms and rate of interest.—The
bonds, bearing interest at the rate of 2
percent per annum, payable by Treasury
check on & semiannual basis on June 1
and December 1 in each year, will be
issued in multiples of $1,000, and will
mature twelve years from issue date.

(c) Nontransferability —2 Percent De-
positary Bonds are not transferable, but
they will be acceptable to secure deposits
of Federal funds with, and the faithful
performance of duties by, depositaries
and financial agents designated under
the statutory provisions shown in § 348.0,
and may not be obtained or used for any
other purpose,

§ 3148.2  Subscription for pll;rllunc' and
issue date,

Eligible investors may subscribe for
bonds under this offering through sub-
mission of a subscription to the Depart-
ment of the Treasury, Domestic Banking
Stafl, Bureau of Government Financial
Operations, Washington, D.C. 20226,
which office will determine the appro-
priate amount and lssue date of bonds
to be issued. A confirmation of the lssu-
ance, in the form of a written advice,
which shall specify the amount and de-
soribe the bonds by title and maturity
date, shall be sent to the subscriber,

§ 348.3 Redemption /reinvestment,

(a) Before maturity—A bond may be
redeemed either at the option of the
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United States or the owner, in whole or
in multiple $1,000 amounts, at par and
ncorued Interest, at any time, upon not
less than 30 days' notice in writing given
by either party to the other, From the
date of redemption designated in such
notice, Interest on the bonds to be re-
deemed shall cease, and the unredeemed
portion, if any, shall continue to be held
in book-entry form with the original is-
sue date. Any such notice of redemption
given by an owner shall be addressed to
the Department of the Treasury,
Domestic Banking Staff, Bureau of Gov-
ernment Financlal Operations, Washing~
ton, D.C, 20226.

(h) At maturity—Unless the Depart-
ment of the Treasury, Bureau of the
Public Debt, Division of Public Debt Ac-
counts, Washington, D.C. 20226, or the
office specified in (a) above, has recelved
from the owner at least two weeks prior
to the maturity date of a bond, a written
request for payment at maturity, the
bond shall be automatically redeemed at
maturity and the principal amount rein-
vested in the owner's name in a new
bond having the same description in all
material respects as the one redeemed.
In all such instances, interest will not be
paid on the redemption date but on the
next regular interest payment date, un-
less the redemption date coincides with
the interest payment date.

§ 348.4  Tuxation.

‘The Income derived from the bonds is
subject to all taxes imposed under the
Internal Revenue Code of 1954, but the
bonds are exempt from a1l taxation now
or hereafter imposed on the principal
or interest thereof by any State or any
of the possessions of the United States,
or by any local taxing authority,

§ 348.5 Reservations.

The Secretary of the Treasury reserves
the right to reject any application for the
purchase of bonds hereunder, in whole
or In part, and to refuse to issue or per-
mit to be issued any such bonds in any
case or any class or classes of cases If he
deems such action to be in the public in-
terest, and his action in any such respect
shall be finul, The Secretary of the
Treasury may also at any time, or from
time to time, supplement or amend the
terms of these regulations, or of any
amendments or supplements thereto,

[FR Doc.7T5-18319 Plled 7-15-75;8:45 am|

Title 40—Protection of the Environment
CHAPTER I—ENVIRONMENTAL
PROTECTION AGENCY

|FRL 397-8]

PART 125—NATIONAL POLLUTANT
DISCHARGE ELIMINATION SYSTEM

Miscellaneous Amendments

On October 18, 1974, notice was pub-
lished in the FeperaL Recister (39 FR
37215) that the Environmental Protec-
tion Agency was proposing to amend
§ 126.12(h), to amend and add a new
paragraph (c) to § 125.24, and to add a
new §12528 to the Nalonal Pollutant
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Discharge Elimination System regula-
tions contained in 40 CFR Part 125 and
promulgated pursuant to sections 402
and 405 of the Federal Water Pollution
Control Act, as amended (the Act). The
purpose of the regulations contained in
Part 125 was described at 38 FR 1362
(January 11, 1973) .

Written comments on the proposed
rulemaking were invited and received
from Interested parties. The Environ-
mental Protection Agency has carefully
considered all submitted comments. All
written comments are on file with the
Agency. Certain of these comments have
been adopted or substantially satisfied
by editorial changes, deletions from, or
additions to the regulations. These and
other principal changes are discussed
below.

Several commenters pointed out that
administrative oversight had occurred in
the propesed amendments to § 125.12
(h) (1). The Agency intended to amend
this subparagraph solely to make refer-
ence to the submission of “Short Form
D" for municipal-type discharges (ie.,
subdivisions, shopping centers) . The pur-
pose of this change Is to Indicate that
those required to file Short Form D, pri-
marily commercial establishments, may
be required to file a Standard Form A
when the enumerated criteria are pres-
ent. However, while proposing the afore-
mentioned change, the Agency neglected
to Incorporate the amendments previous-
ly made to § 125.12(h) (1) on July 24,
1973 (38 FR 19894). For this reason the
Agency today is repromulgating the en-
tire § 125.12(h) Including subparagraphs
(D, (2), (3), and (4) to reflect the cur-
rent change and all previous changes
made in this subsection. This should clar-
ify the current status of the language of
this subsection.

The proposed amendments to § 125.24
will be promulgated unchanged. As pre-
viously indicated, language has been
added to paragraph § 125.24(a), which is
now designated as paragraph (1) (1), in
order to exclude publicly owned treat-
ment works. New paragraph § 125.24(a)
(2), which applies only to publicly owned
treatment works, is identical to para-
graph (a) (1) except that {L removes the
requirements for maximum and daily ef-
fluent limitations and makes no refer-
ence to effluent limitations for multi-
product operations, The purpose of these
changes is to make these regulations con-
sistent with the Agency's secondary
treatment regulations, 40 CFR 133, which
do not require permits for municipal
treatment works Lo speclfy maximum or
daily quantitative limitations for the
level of pollutants In the suthorized dis-
charge. As was proposed, the final
amendments contain & new paragraph
§ 125.24(¢c) which expresses agency pol-
icy that, unless new § 125.28 follow-
ing paragraphs) provides otherwise, ef-
fluent limitation in permits shall be
expressed In gross terms. Paragraph (b)
of §125.24 has not been altered in any
way since original promulgation and Is
being included with these amendments
50 that the entire-section appears below
for the sake of convenience.
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The proposed addition of § 125.28 in-
dicated that all permits were to be is-
sued in gross rather than net terms (1)
unless the applicable effluent limitations
or standards of performance (contained
in Subchapter N of 40 CFR, Chapter 1)
provided that they were to be applied on
a net basis (§ 125.28(a) (1)), or (2) un-
less meeting eflMuent limitations or stand-
ards of performance on a gross rather
than net basis would be of major sig-
nificance to the applicant in terms of
cost or technical feasibility of achleving
the prescribed levels of abatement
(§125.28(a) (2)), Subparagraph § 125.28
(a) (1) is today promulgated substan-
tially as proposed. However, many com-
menters pointed out that the phrase “of
major significance to the applicant In
terms of the cost or technical feasibility”
created an unduly vague standard for
the Agency to apply. Therefore, this
promulgation of § 125.28(a) (2) has elim-
inated the “major significance” language
quoted above. Instead, §125.28(a)(2)
now provides that a permit applicant
seeking net limits who is not covered by
§125.28(a) (1) (ie., whose discharge is
not subject to eflluent guidelines or stand-
ards of performance which provide that
they be applied on a net basis) must
demonstrate to the Regional Adminis-
trator, before his permit f5 efther Issued,
modified, or denied, that pollutants pres-
ent in his intake water are not removed
by a wastewater treatment system de-
signed to remove process wastewater pol-
Jutants and other added pollutants to the
levels required by applicable limitations
or standards. Thus, a discharger will be
responsible for removing only those pol-
lutants he adds to the waters of the
United States by receiving credit for the
specific pollutants which are present in
his intake water and are not removed
through the application of the required
level of technology (provided the other
requirements of § 125.28 are met).

Numerous commenters were uncertain
as to how the partial credit provision of
proposed § 125.28(a) (2) would be applied
by the Agency. Again, the use of vague
language was believed to impose an un-
due burden upon the discharger to prove
“major significance.” For this reason, the
Agency has deleted in this promulgation
any reference to partial credit.

One portion of the proposed § 12528
(a), which was extensively commented
upon, limits the availability of credit for
pollutants found in an applicant’s water
supply to those applicants who discharge
their efMuent intd the same body of water
from which they received thelir influent.
This Ianguage is promulgated today with
minor revisions made solely for purposes
of clarity. While an applicant should not
be held responsible for pollutants al-
ready existing in his water supply when
he discharges into that same water body,
the same reasoning does not apply when
he discharges into another body of water
because of water quality and other con-
siderntions. However, the Agency does
recognize, as several commenters have
indicated, that there may exist situations |
in which It Is difficult to determine
whether the applicant's source of intake
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water is the “same body of water into
which the discharge” of the applicant is
made. The Reglonal Administrator is,
therefore, encouraged to make these de-
terminations on 8 case-by-case basis as
the facts in each situation warrant.

Proposed § 125.28(¢c) is today promul-
gated as the first sentence in § 125.28(b).
Again, changes were made only to clarify
the Agency's intent that credit would be
granted only for pollutants In an appli-
cant'’s intake water which remained after
any water supply treatment steps have
been performed by or for the applicant.
An applicant who removes pollutants in
order to upgrade the quality of his intake
water 50 that it is suitable for his needs
will not be allowed to place additional
pollutants of a similar nature in his dis-
charge In Amounts greater than those
permitted by the effiuent limitations or
standards of performance.

Also, many commenters interpreted
proposed § 125.28(c), promulgated now
as the first sentence of § 125.28(h), to
mean that the reintroduction of the pol-
lutants removed during water supply
treatment steps was prohibited. It is the
general policy of the Agency that once
a pollutant (eg., silt or similar pollut-
ants) is removed by water supply treat-
ment steps, it shouid not be reintro-
duced into the applicant’s eflluent. Such
reintroduction or redepositing, where al-
lowed, will be governed by waler supply
efuent regulations now being prepared
by the Agency and is not subject to the
amendments promulgated today. Until
final water supply eflluent regulations are
promulgated, efiuent limitations in water
treatment supply situations will be es-
tablished pursuant to section 402(a) (1)
on & case-by-case basls. Where an ap-
plicant belleves his situation so merits,
he should consult with the appropriate
Regional Administrator prior to the is-
suance, denlal, or modification of his
permit.

The last sentence of the proposed
§ 125.28(a) (2) 15 today promulgated in
some¢what modified form as the second
sentence of § 12528(b). Changes were
made for clarification. In addition, the
promulgated version was changed sub-
stantively to compel the Regional Admin-
Istrator to deny credit for pollutants
which would vary from the pollutants
originally existing in the applicant’s
water supply. The provision now indi-
cates that credit cannot be given where
the chemical or blological character of
the pollutants discharged is different
from the chemical or blological charac-
ter of the pollutants in the applicant’s
untreated intake water even though such
pollutants are measured by the same
analytical technique {(eg., total sus-
pended solids) .

Proposed § 125.28(b) is being promul-
gated today as § 12528(¢c). The promul-
gated language grants broad discretion
to the Regional Administrator to require
such additional monitoring as he deems
appropriate when an applicant receives
# permit with net limitations or stand-
ards. Many commenters felt it economi-
cally unjustifiable and burdensome to re-
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quire monitoring of intake water during
the period that a permit with net limi-
tations or standards is in effect, However,
it is tmplicit in the concept of net lim-
itations or standards that monitoring of
the intake water be done to assure com-
plance with the conditions of such per-
mits, It is the intent of the Agency that
such additional monitoring be kept to
the minimum necessary to determine
compliance with the permit.

Finally, several commenters indicated
that the policy of grafiting credit for cer-
tain poliutants found in a qualifying ap-
plicant’s Intake water should be imposed
on those States which have been author-
ized to issue NPDES permits, However,
Section 510 of the Act reserves to the
States the right to adopt and enforce
more stringent effluent limitations than
those applied by the federal government.
Accordingly, the Agency cannot compel
any State to adopt the less stringent net
efMuent limitations authorized by § 125.28
as promulgated today. Of course, any
State wishing to implement the policies
In § 125.28 may do s0.

These regulations shall be effective
August 15, 1975.

Avrnonrry: Seotions 402, 405, and 501 of
the Pederal Water Pollution Control Act, as
amended. (86 Stat. 816 ot seq, Pub, L. 92-
500; 33 US.C. §1251 ot seq.)

Dated: July 9, 1975.

JOHN QUARLES,
Acting Administrator.

1. Paragraph (W) (1) of §125.12 of
Subpart B, Processing of Permits, is re-
vised to read as follows:

2. Parngraphs (h) (2), (3), and (4) of
§125.12, as previously amended on
July 24, 1973, continue to read as follows:

€ 125.12 Application for a permil.

(h) (1) If the information submitted
by an applicant for an NPDES permit in
Short Form A (relating to municipal
wastewater treatment facilities) or Short
Form D when submitted for a municipal-
type discharge (eg., subdivision, shop-
ping center) or any other information
available to the Regional Administrator
or the Director indicates any of the fol-
lowing, the applicant shall be required to
cmoplete, sign, and submit a Standard
Form A:

(1) The discharges from the facility
have a total volume of more than five
million gallons on any day of the year;

(31) The facility serves a population in
excess of 10,000; or

(ifl) The facility receives wastes from
an industrial user and such wastes:

(A) Have a total volume of more than
50,000 gallons on any day of the year,

(B) Contain toxic pollutants,

(C) Have a total volume which con-
stitutes more than 5 percent of the
volume of the total discharge from the
facility on any day of the year, or

(D) Alone or in combination with
other discharges Into the facility Inter-
fere with the operation of the facility
or adversely affect the quality of the dis-
charge from the facility.
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(2) If the information submitied by
an applicant for a permit on Short Form
C (relating to manufacturing establish-
ments and mining) or in Short Form D
(relating to services, wholesale and re-
tail trade, and all other commercial es-
tablishments, including vessels, not en-
gaged in manufacturing or agriculture)
or any other information avaflable to the
Regional Administrator or the Director
indicates any of the following, the appli-
cant shall be required to complete, sign,
and submit a Standard Form C:

({) The discharges (except those (o
municipal wastewater treatment facil-
fties) from the facility have a total
volume of 50,000 gallons on any day of
the year,;

(i) The discharges (except those to
municipal wastewsater treatment facil-
ities) contain toxic pollutants.

(3) In addition to paragraph (h) (1)
or (2) of this section, an applicant shall
complete, sign, and submit the appro-
priate standard form if the Reglonal Ad-
ministrator or the Director determines
that such submission is necessary to de-
téermine whether or not and upon what
conditions a permit should be issued for
the discharges identified in the short
form.

(4) Apny applicant may submit a
standard form without prior submission
of a short form if he complies with all
applicable filing dates and requirements.

3. Section 125.24 of Subpart C, Terms
and Conditions ol Permits, Is revised to
read as follows:

§ 12524 EfMuem
s,

1n) (1) In the application of effluent
standards and limitations, water quality
standards, and other applicable require-
ments, the Regional Administrator shall,
for each permit, except those for publicly
owned treatment works, speclfy average
and maximum daily quantitative limita-
tions for the level of pollutants in the
authorized discharge In terms of weight
(except pH, temperature, radiation, and
any other pollutants not appropriately
expressed by wéight, and except for dis-
charges whose constituents cannot be
appropriately expressed by weight). The
Reglonal Administrator may, in his dis-
cretion, in addition to the specification
of daily gquantitative limitations by
weight, specify other limitations, such
as average or maximum concentration
limits, for the level of pollutants In the
authorized discharge. Effluent limitations
for multi-product operations shall pro-
vide for approprinte waste varintions
from such plants, Where a schedule of
compliance Is included as a conditlon in
& permit, eflluent limitations shail be in-
cluded for the Interim period as well as
for the period following the final com-
pllance date.

12) The Regional Administrator shall,
for each permit for publicly owned treat-
ment works, specily average quantitative
limitations for the level of pollutants in
the authorized discharge in terms of
weight (except pH, temperature, radia-
tion, and any other poliutants not ap-

Per-
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propriately expressed by welght, and ex-
cept for discharges whose constituents
cannot be appropriately expressed by
welght, The Regional Administrator may,
in his discretion, in addition to the
specification of average quantitative
limitations by weight, specify other
limitations, such as average or maximum
concentration limits or maximum daily
quantitative limitations by weight for the
level of pollutants in the suthorized dis-
charge. Where o schedule of compliance
15 Included as a condition in a permit,
efffuent limitations shall be included for
the interim period as well as for the
g:riod following the final compliance
te,

(b) Notwithstanding any other provi-
sion in the regulations in this part, any
point source the construction of which
is commenced after the date of enact-
ment of the Federal Water Pollution
Control Act Amendments of 1972 and
which Is so constructed as to meet all
applicable standards of performance (as
defined in section 306 of the Act) shall
not be subject to any more stringent
standard of performance during a 10-
year period beginning on the date of
completion of such construction or dur-
ing the period of depreciation or amorti-
zation of such facllity for the purposes
of section 167 or section 169 (or both)
of the Internal Revenue Code of 1054,
whichever period ends first,

(¢) Except as provided in § 125.28, ef-
fluent limitations included in permits
shall be expressed in gross terms.

4. Subpart C of Part 125 Is amended
;:y adding a new § 125.28 to read as fol-
OWS:

§ 125.28 Adjustment of Efluent Limita-
tions,

ta) The Reglonal Administrator shall
adjust the efluent limitations or stand-
ards in permits to reflect credit for pol-
lutants in the applicant’s water supply
if the source of the applicant’s water sup-
ply is the same body of water into which
the discharge Ismade and if:

(1) The applicable effuent Jimitations
and standards contained In Subchaptér
N of this Chapter specifically provide
that they shall be applied on a net basis;
or

(2) The applicant demonstrates to the
Regional Administrator, prior to the
issuance, denial, or modification of his
permit, that specified pollutants which
are present in the applicant's intake
water will not be removed by wastewnter
treatment systems designed to reduce
process wastewater pollutants and other
added pollutants to the levels required
by applicable limitations or standards.

(b) Effluent limitations or standards
ndjusted pursuant to this section shall be
calculated on the basis of the amount of
pollutants present in the water after any
water supply treatment steps have been
performed by or for the applicant,
Effuent limitations or standards shall
not be adjusted when the pollutants
which would be discharged, if credit were
allowed, would vary elther chemically or
biologically from the pollutants found In
the applicant's water supply.
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(¢) Any permit which includes effluent
limitations or standards adjusted pur-
suant to this section shall also contain
conditions requiring the permittee to
conduct additional monitoring (i.e., flow
and concentration of the pollutants
therein) in the manner and locations de-
termined appropriate by the Regional
Administrator for these specific pollut-
ants for which the effluent limitations or
standards have been adjusted.

[FR Doc.T5-18370 Filed 7-15-756,8:46 am |

[PPSP1656/R42; FRL 401-2)

PART 180—TOLERANCES AND EXEMP-
TIONS FROM TOLERANCES FOR PESTI-
CIDE CHEMICALS IN OR ON RAW AGRI-
CULTURAL COMMODITIES

N-(1-Ethyl 1)-3,4-Dimethyl-2,
: G%ymm)nmmmlm

On November 15, 1974, notice was given
(39 FR 40325) that American Cyanamid
Co., PO Box 400, Princeton NJ 08540,
had filed a pesticide petition (PP5F1556)
with the Environmental Protection
Agency (EPA). This petition proposed
the establishment of a tolerance for
combined negligible residues of the her-
bicide N-(1-ethylpropyl)-3,4-dimethyl-
2,6-dinitrobenzenamine and its metabo-
lite 4-{ (1-ethylpropyh aminol-2-methyl-
3.,5-dinitro benzyl alcohol in or on the
raw agricultural commodities corn grain,
fodder, and forage, and cottonseed at
0.1 par? per million.

The data submitted in the petition and
other relevant material have been eval-
uated. The herbicide is useful for the
purposes for which the tolerance is
sought, and there Is no reasonable ex-
pectation of residues, in eggs, meat, milk,
or poultry and § 180.6¢a) (3) applies. It
has been concluded, therefore, that the
tolerance should e established as set
forth below, and that this tolerance will
protect the public health.

Any person’adversely affected by this
regulation may on or before August 15,
1975, file written objections with the
Hearing Clerk, Environmental Protec-
ton Agency, 401 M Street, SW, East
Tower Room 1019, Washington DC 20460,
Such objections should be submitted in
quintuplicate and specify the provisicns
of the regulation deemed objectionable
and the grounds for the objections. If a
hearing is requested, the objections must
state the issues for the hearing. A hear-
ing will be granted if the objections are
supported by grounds legally sufficient to
Justify the relief sought.

Effective on July 16, 1975, Part 180,
Subpart C, is amended by adding Section
180,361 as set forth below.

Dated: July 10, 1975.

Eowrn L. JOANSON,
Depuly Assistant Administrator
Jor Pesticide Programs.

AvThonrry: Section 408(d) (2) of the Ped-
ora] Food, Drug, and Cosmetlic Act (21 US.C.
346a(a)(2)).

Part 180, Subpart C, Is amended by
adding § 180.361.

§ 180.361 N-(1-ethylpropyl)-3,4-di-
methyl - 2,6 —«dinitrobenzenamine;
tolerance for residucs.

Tolerances are established for com-
bined negligible residues of the herbicide
N - (1 - ethylpropyl) - 34 - dimethy] -
2.6-dinitrobenzenamine and its metabo-
lite 4 - [(1 - ethylpropyl) amino] - 2-
methyl - 3,5 - dinitro benzy! alcohol in
or on the raw agricultural commodities
corn grain, fodder, forage, and cotton-
seed at 0.1 part per million.

| FR Doc.76-18379 Filed 7-15-75:8:45 anm |

[|FRL 400-2)

PART 415—INORGANIC CHEMICALS MAN-
%WURING POINT SOURCE CATE-

Extension of Comment Period and
Notice of Availability -

On May 22, 1975 the Agency published
a notice of interim final rule making es~
tablishing best practicable control tech-
nology currently available efMuent limi-
tations and guidelines (40 CFR 22402)
for the inorganic chemicals manufac-
turing point source category. The due
date for comments provided In the notice
was June 23, 1975.

The Agency anticipated that the docu-
ment entitled “Development Document
for Interim Final and Proposed Limita-
tions Guidelines and Proposed New
Source Performance Standards for the
Significant Inorganic Products Segment
of the Inorganic Chemieals Point Source
Category,” which contains information
on the analysis undertaken in support
of the regulations, would be available to
the public throughout the comment pe-
riod. Production delays have delayed the
avallability of this document, Copies of
the document are now available and are
being distributed to those personz who
have submitted written requests to the
Office of Public Affairs.

Accordingly, the date for submission
of comments is hereby extended thirty
da{ls from the date of publication of this
notice,

Dated: July 9, 1975:

James L. Ackr,
Assistant Administrator for
Walter and Hazardous Materials,

| PR Doc.75-18377 Filed 7-15-75;8:45 am |

Title 47—Telecommunication

CHAPTER |—FEDERAL
COMMUNICATIONS COMMISSION

[Docket No. 20265; PCC 756-769; 35822
PART 73—RADIO BROADCAST SERVICES
AM Station Assignment Standards

1. The purpose of this proceeding,
which was initiated by a Notice of Pro-
posed Rule Making, adopted on Novem-
ber 27, 1974, FCC 74-1307, 39 Fed. Reg.
42920, is to examine the rules regulating
the assignment of new facilities, and the
modification of existing facilities in the
standard broadcast service, and to deter-

mine, in the light of existing conditions,
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what, if any, amendments should be
made in these rules, The rules princi-
pally under consideration are those in
§ 73.37, which govern the acceptability
of applications for new and changed fa-
cilities, and which, in their present form,
were adopted on February 21, 1973 (Re-
port and Order in Docket 18651, FCC 73~
220, 39 F.C.C. 2d 1945). Proposed in the
Notice is an amendment of the rule gov-
erning the acceptability of applications
proposing power increases for existing
stations, so as to delete certain accept-
ability criteria which had been designed
to insure that any power increfse au-
thorized would remedy a demonstrated
service deficiency, either to the city to
which the station Is assigned or to dut-
lying areas without standard broadcast
service. However, we also Indicated that
we would accept comments in this pro-
ceeding going to other aspects of the
1973 amendments and of other rules
which parties might consider as unneces-
sarily restrictive and burdensome, and
suggestions for appropriate relaxations
to accommodate documented needs for
new service. Because our “suburban pol-
icy” (Policy Statemeént on Section 307 (D)
Considerations for Standard Broadcast
Facilities Involving Suburban Commu-
nities, 2 F.C.C. 2d 190, reconsideration
denied, 2 F.C.C. 2d 866 (1065)), obvi-
ously stands as an impediment to power
increases of stations in suburban com-
munitics whose 5 mV/m contours en-
compass or would encompass part or all
of a larger nearby community, we in-
vited comments as to whether this policy
should be modified as it applies to major
changes in existing operations,

2. As noted, §73.37 prescribes the
showings required of applicants propos-
ing new or modified AM broadcast facili-
ties, The first major change in this sec-
tion was made in 1804 (Docket No. 15084,
FCC 64-800, 45 F.C.C, 1515), at which
time, concerned with the erosion of the
service of existing stations under an al-
Jocations system which, In effect, sanc-
tioned the Imposition of measured
amounts of interference on such stations,
we adopted the “go-no-go" rules, which,
inserted in 73.37, proscribed the accept-
ance of any application involving overlap
of daytime service and interference con-
tours. At this time, we also adopted, for
nighttime operation, as an amendment
to § 73.24, the requirement that each new
nighttime proposal serve 25% “‘white
area,” (later amended to apply to area
or population) as a result of our appre-
hension that new unlimited time sta-
tions, which, in the great majority of
cases were being assigned to communities
already having nighttime service, al-
though nominally not causing objection-
able interference under our rules, were
nevertheless eroding the nighttime serv-
fjoe actually provided by previously au-
thorized stations.

3, The “25% white aréa” requirement
served as an effective (and, it has been
frequently suggested, an all too effec-
tive) brake on the previously burgeoning
number of nighttime operations. How-
ever, daytime proposals continued to be
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filed In large numbers. In July, 1968, con-
vinced that new daytime assignments
were, In general, doing little but adding
services to areas already enjoying mul-
tiple slgnals, and that the trend, if con-
tinued, would exhaust the resources of
the standard broadcast band with little
new service being afforded to those areas
and communities wheve it is most needed,
we imposed a partial “freeze” on new
assignments and on major changes In éx-
isting assignments, and in September
1969 began a new proceeding to deter-
mine what rule amendments were neces-
sary to govern the assignment of AM
stations in the future. This proceeding,
the previously mentioned rule making in
Docket 18651, resulted in the adoption of
the rules which are here under consid-
eration.

4. The present rules incorporate a con-
cept missing from previous rules of this
nature—the recognition of AM and FM
as co-equal services, each of which were
to be relied on in the future in remedy-
ing aural service deficiencies. However,
in furtherance of our aim of avoiding the
unnecessary proliferation of new AM sta-
tions, preference was accorded FM, where
it was available, for bolstering inade-
quate service.

5. The present rules, besides requiring
adherence to daytime and nighttime In-
terference standards, contained in or
alluded to in the 1964 version of § 73.37,
impose additional requirements govern-
ing the acceptabllity of applications for
new standard broadcast stations, or
changes in existing stations, In sum-
mary, they are as follows:

(1) The “25% white area" or popula-
tion criterfon {5 maintained as a re-
quired showing for new nighttime pro-
poeals, or proposals for Increased night-
time power for existing stations, and is
applied, for thie first time, to new day-
time stations, and to daytime power in-
creases of existing stations,

(2) Alternative showings may be
made, however:

(a) A new station may show that It
proposes to provide a first or second
“adequate” service to the community for
whiech 1t is proposed.*

(b) an existing station proposing an
Increase in power may show that during
that portion of the day for which the
power increase is proposed, that its pre-
sent service to its community is inade-
quate,

(3) Except In the case of existing sta-
tions seeking a power increase, “white
area” is that determined as having

tAdequnte mservice s deemed to be pro-
vided to the community by an AM station
if 80 percent or more of its area or popula-
tion lies within the 5 mV/m contour of that
station, or by an FM station if a similar por-
tion of the community is included within its
8.16 mV/m (70 dBu) contour.

Service of an existing AM station 0 »
community s considered to be inadequate
if less than 80% of the community les
within the § mV/m contour, or Ita inter-
ference-free contour, whichever Is of a higher

magnitude.
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neither AM primary service nor the FM
equivalent. In determining whether a
community has fewer than two adequate
services, existing service from both AM
and FM stations are taken Into con-
sideration (disregarding service from
existing statfons more than 50 miles
distant) . Furthermore, even If there are
fewer than two adequate aural services
to the communities, a new AM proposal
to serve the community will not be ac-
cepted absent a showing that no FM
channel is available to serve the com-
munity.

6. Since the adoption of these rules,
evidence has accumulated that they may
be unnecessarily restrictive in controlling
the rate of expansion of the standard
broadcast service, and that they fail to
afford, in some cases, reasonable oppor-
tunities to satisfy developing needs for
new and additional aural service. Ac-
cordingly, In this proceeding we have
provided a forum for the discussion by
interested parties of this matter, and an
avenue through which suggestions as to
appropriate changes in the rules might
be offered.

7. A total of 273 pleadings were filed
bearing directly or peripherally on the
matters under consideration within the
deadlines set for such fllings, which, as
extended, were March 3, 1975, for com-
ments, and May 5, 1975, for reply com-
ments, The list of the parties submitting
this material Is contained in Appendix A
to this document.

8. In addition, the Docket contains In
excess of one hundred letters from mem-
bers of Congress and the Commission re-
plies thereto, virtually all dealing with a
single subject, the allegation that the
pasgibility of nighttime power increases
for Class IV stations has been unfairly
excluded from consideratfon in this pro-
ceeding.

9. A summary of the views of the
parties as set forth in their comments
follows.

Summany oF COMMENTS

CONCERNING AMENDMENTS OF §73.27 AND
RELATED RULES

10. More than half of the comments
were addressed, in whole or in part, to
the proposal to amend Section 7337
te) (3), concerning changes in existing
facilities (other than changes In fre-
quency). Of these, all but four favored
some relaxation of the present restric-
tions on such applications. Also, most
approved of retention of the present in-
terference standards, In support of these
favorable comments, most parties cited
one or more of the reasons outlined in
the Notice, {.e., urban expansion, popu-
Iatlon growth, the Increasing viability of
FM, and non-avallability of adequnte an-
tenna sites.” With respect to urban ex-
pansion, parties described & varlety of
population trends which, according to
them, should provide a basis for amend-

INumerous demographic, statistical and
engineering exhibits were included to dem-

onstrate the vallidity of these reasons
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ing the present allocation standards.
While some emphasized the expansion
of particular city limits, others focussed

on suburbanization, and still others on’

“sub-suburbanization” (ie., a commu-
nity, previously considered a suburb of
a major urban center, which has itself
become a major population center Inde-
pendent of the urban center, with its own
surrounding “sub-suburban” communi-
ties). Each of these circumstances, ac-
cording to the parties, justifies relaxation
of the rules., This approach is in some
ways similar to the appeals to localism
expressed by some other parties, who felt
that improvement to local services should
not be blocked by signals from independ-
ent, and occasionally distant, communi-
ties which happen to penetrate the pro-
posed gain area. In addition, a number
of parties asserted generally that a less
restrictive policy toward power increases
would result in the more efficient use of
the AM spectrum. While many argued
that FM service was fully viable and in
many cases competitively superior in sev-
eral ways to AM, others claimed that the
proposal was fustified because of the lack
of FM penetration, attributed to both
lack of avallable FM channels and lack
of receivers. Similarly, some parties as-
serted that the proposal would result in
few applications, while one party saw the
salvation of the economy flowing from
the vast amount of work to be generated
by a general revision of Section 73.37(e).
A variety of other relatively general fac-
tors was offered in support of the pro-
posal. These Included provision of bet-
ter service, usually to & wider area; * pro-
motion of competition among existing
stations; increased programming diver-
sity: ' and parity of treatment, with re-
spect to applications for changes in FM
and TV. Several parties suggested that
new assignments, power increases and
frequency changes authorized by other
North American countries warranted
similar action by the United States, in
order to prevent the possible deteriora-
tion of our own AM service as a result
of the Increase in foreign signals. Finally,
in supporting the proposal, one comment
argued that the present major change
rules stunt the natural growth of devel-
oping broadeast businesses.

11. While supporting the proposal gen-
erally, several parties suggested further
amendments with respect to improve-
ments to existing facilities. Some claimed
that It would be appropriate to relax the
present daytime interference standards
to insure the ability of many stations to
take advantage of the proposed deletion
of the aural services/unserved area re-

strictions. These suggestions were for the .

most part non-specific. For example, one
comment, filed jointly by thirteen par-
ties, proposed that interference be per-
mitted over “empty places far outside a
station’s natural market.” Similarly, the

* Several parties who eolted this factor indi-
eated that power Increares were nocessary to
avercome low soll conductivity not predicted
by the values on FCC Figure M-3,

‘See also paragraph 24, infra, regarding
apecinlized programming,
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Grace/Waolpin Broadcasting Company
would permit interference over areas
which do not include “significant popu-
Iation™ and which the statipn subject to
the interference does not to serve.
The Paramount Broadcasting Company,
Inc,, not only would allow any interfer-
ence that was “de minimis”, but would
further presume that interference was
de minimis if the station adversely af-
fected did not object. Other variations
on the Interferénce theme Included the
suggestion that, in order not to preclude
new stations, any existing station taking
advantage of the proposed relaxation be
required to accept Interference from new
stations in its gain area, Under one plan,
new stations would also be permitted to
accept interference up to their 1 mV/m
contour. Thus, the number of mutually
exclusive situations would be reduced.
With more limited scope, some parties
suggested that Class ITI stations adjacent
to Class IV channels be permitted to
increase their power as long as no new
overlap with Class I, II, or III stations,
or to the Class IV's Interference-free
area, would be created. Such a move
would tend to counteract the effects of
the general daytime power increase pre-
viously authorized to Class IV stations.

12. A number of other parties argued
that the most appropriate way of achiev-
ing the goals set forth in the Notice would
be to increase maximum power limits,
One party, for example, noting the tech-
nical difficulties inherent in operation at
its frequency, suggested that stations op-
erating at 1600 kHz be authorized to op-
erate with 10 kW. In the same vein,
others suggested an increase of all Class
III stations to 10 kW. Still others sug-
gested an across-the-board or “horizon-
tal”, power increase, raising the maxi-
mum permissible power levels of all
classes of stations. This, in conjunction
with the proposed amendment, would as-
sure adequate service by existing stations.
While various specific power levels, and
accompanying, revised, protection stand-
ards, were suggested, the most notable
was that of A, Earl Cullum, Jr. and Asso-
ciates (Cullum), who asserted that an in-
crease in all levels by a factor of nine was
called for, since, accoridng to Cullum, the
Commission’s proposal alone would in
fact benefit very few parties. It was ar-
gued that such a paraliel increase would
solve the adequacy of service problem dis-
cussed in the Notice while enabling the
Commission to retain its present inter-
ference standards. In addition, it was
noted that the Commission’s experience
with Class IV operations established the
feasibility of such an approach. Cullum
asserted that any international problems
arising from such revision would "not
present too much difficulty.” Four par-
ties filed comments specifically support-
ing Cullum’s proposal. Two parties spe-
cifically opposed it, noting that such an
across-the-board increase would ralse
significant treaty problems, and would
further work a hardship on any station
which, by cholce or by economie (or oth-
er) necessity, would be unable to take
advantage of the increased levels. In a
general comment; The Association for

Broadcast Engineering Standards, Inc.
(ABES) approved the proposed Section
13.37(e) (3), but argued that increases in
maximum power levels and relaxation of
the present interference and overlap
rules should be avoided.

13. The possibility of incremental
power increases within the existing
structure of maximum levels was also
raised in several comments. Virtually all
parties making this suggestion supported
an Intermediate power level of 2.5 kW
between the present authorized levels of 1
kW and 5 kW." Some also suggested spe-
cific levels at 0.25 kW, 0.75 kW, 1.5 kW,
3.75 kW, and 10 kW, or, more generally,
“Intermediate levels between the present
levels,” In support of the idea of inter-
mediate levels, it was pointed out that
such would make it easier to Improve sig-
nal strength without the necessity of
complex, and expensive, directional ar-
rays. It was asserted that no technical
barriers to such a proposal exist, and that
Commission experience with reduced
power in pre-sunrise operations has
demonstrated its feasibility. In addition,
it was pointed out by several parties that
a 2.5 kW level is not prohibited by either
NAREA or our Mexican agreement. Fi-
nally, one party suggested that the sim-
plified directional antenna proposals re-
sulting from institution of a 2.5 kW level
would help to reduce the Commission’s
processing load.

14. Only four parties objected to the
proposed Section 73.37(e)(3). Two of
these, KDEN Broadcasting Company, Inc.
(KDEN), and Bloomington Broadcasting
Corporation, argued that the effect of the
proposal would be to put Class IV opera-
tions at a significant competitive disad-
vantage and that, in light of this dis-
crimination against Class IVs, the pro-
posal should be rejected.* Ray Odom, gen-
eral manager of KJJJ, Phoenix, Arizona,
merely stated that “it is the opinion of
this licensee that a power increase can
not be effected without some interfer-
ence to the already existing facilities.”
On the basis of this alone, with no sup-
porting data, he opposed the proposal,
Finally, the National Black Media Coali-
tion NBMC, or the Coalition) raised a
number of questions, ranging from cer-
tain procedural inefficacy of the pro-
posal.  Specifically, NBMC asserted
that, by virtue of the Commission’s
failure to solicit comments from minori-
ties and consumers, the records devel-
oped from the comments filed Is fnade-
quate. A court opinion in Prime Time
Access Rule litigation is cited In support

*Several parties noted that a petition for
rule making, RM-1371, concerning this pro-
posal was already on file at the Commission,
and suggested that any action on It be incor-
porated into this proceeding.

*It should be noted that more than ajxty
comments mised the question of Class IV ex-
clusion, Of these, however, approximately
25% specifically indicated that they either
generally supported, or at least did not ob-
Ject to the proposal (while also noting a de-
sire for Inclusion of Class IV operations),
ond, with the exception of the two parties
mentioned In the text, the rest expressed no
opinion on the proposal.
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of this argument. NBMC also claimed
that this rulemaking is procedurally de-
fective because the Notice lacked any
data supporting the proposal. With re-
spect to the proposal itself, the Coalition
argued that relaxation of the restrictions
on power increase would only serve to
preclude new “drop-in" station assign-
ments, and thus would prevent Blacks
from applying for any new stations. As a
result, in order to acquire broadcast in-
terests, Blacks would be required to pay
expensive prices for existing operations,
rather than have the opportunity ‘to
build and develop a new station. Noting
that there are only twenty-one Black-
owned AM stations, NBMC asserted that
the proposal would merely “carve in
granite a system of separate but unequal
use of the AM band.” Further, the Coali-
tion saw the proposal as being primarily
a response to broadeast lobbyists seek-
ing to maintain control of the aural
medin in their respective markets. The
factors mentioned in the Notice (e.g., ur-
ban expansion) were viewed by NBMC
as irrelevant to the situations of the
“small-town operators” who, according
to the Coalltion, would be the primary
beneficiaries of the proposal. As a re-
sult of the above, NBMC urged that this
entire proceeding be begun all over again,
and rejected. ’

15. In response to paragraph 6 of the
Notice, approximately 108 comments dis-
cussed in whole or in part the subject of
new AM assignments, and, particularly,
new nighttime assignments for existing
daytime-only stations, As detailed in par-
agraph 18, infra, only one of these par-
ties objected to relaxation of the present
restrictions of Section 73.37(e) (2) i)
and (i), Most comments merely indi-
cated support for some general relaxa-
tion, or deletion, of those restrictions,
without providing any more detalled
proposals. The general need for broader,
full time service in various areas of the
country was one of the factors most often
mentioned in these comments. Varia-
tions of this broad argument included the
_claims that local nighttime service is nec-
essary, that daytime-only service is, by
its very nature, inadequate, or that, re-
gardless of technical considerations,
some nighttime coverage iz better than
none at all, Several parties noted that
the needs and problems sought to be
answered by daytime programming do
not go away at sunset, Other factors cited
included the viability, inadequacy, and/
or lack of penetration of FM services in
many areas; the public'’s general Inter-
est in diversity of nighttime program-
ming; and the likely increase in competi-
tion among stations. Some parties as-
serted that more nighttime assignments
are necessary to insure efficient utiliza-
tion of the AM band *, and that the Com-

t Although the case rtelied on Is not pre-
cisely identified, the Coalition appears o be
referring to National Association of Inde-
pendent Television Producers and Distribu-
tors, et al. v. F.C.C, 502 F, 2d 240 (24 Cir.
1074).

*The “falr, efficient and equitable™ lane
guage of Section 307(b) of the Act was cited
by several s mandating such action.
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mission should make all possible means
of affecting such utilization available to
its licensees. Several comments argued
that the number of applications gener-
ated by relaxation or deletion of Section
73.37(e) (2) 1) and (1i}) would not be
great, and that the Commission need not
fear the preclusionary effect

in earller reports on allocation policy.
Further, according to these comments,
the limited negative effects resulting
from relaxation of the rules would easily
be offset by the benefits of improved serv-
fce, Other preclusion arguments included
the notion that daytime-only stations
themselves have a preclusionary effect,
and that new nighttime services will not
add to that significantly, In the same
vein, one party argued that the effect
of creating & number of new 500W night.
time services would be no more preclu-
slonary than permitting substantial
power increases for existing nighttime
stations under the proposed Section 73.37
(e)(3). A number of parties specifically
challenged the rationale of the present
rules that large numbers of new night-
time assignments will result in the over-
all deterforation of all nighttime service.
They asserted that there is, in fact, no
proven basis for the Commission’s claim.
One party claimed that technology now
available to broadcasters has In large
measure eliminated the Commission’s
concerns. It must also be noted that,
again, most parties supported retention
of the present technical standards re-
garding “objectionable interference” as
outlined in Section 73.182(0) -of the
Rules.

16. A number of proposals, varying
from general to specific, were submitted
with respect to relaxation of the present
restrictions on new facilities, and espe-
cially new nighttime authorizations.
Some were willing to retain the notion of
“available aural services” as a criterion,
but sought to revise the definition of that
term. For example, one party suggested
that its meaning be expanded to include
the notion of actual, rather than author-
ized, hours of operation. In this way, for
{nstance, an FM station which in fact
signs off at midnight would not represent
an “available aural service” from sign-
off until sign-on, thus possibly creating
unserved area during that time. It was
also suggested thai the number of serv-
ices specified by the rule be enlarged to
three. The Mutual Broadcasting System,
Ine. (Mutual), propogsed that new night-
time authorizations be granted if the
“network market” in which the appli-
cant operates has three or fewer full
time standard broadcast stations.” Mc-
Kenna, Wilkinson & Kittner (MWE)
supported this proposal, but would prefer
to use the more specific “standard metro-
politan statistical area,” as defined by

* Mutal's proposal included modified service
requirements consistent with the general no-
tion of licensing stations to "areas,” rather
than partteular cities or communities, It
must be noted that several other parties sug-
gested similar redefinitions of the “commu-
nity of lcense” concept In Nght of demo-
graphic trends, None, however, wis as detalled
o8 those of Mutual and MWEK.
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the Census Bureau, rather than “network
market.,” Other parties willing to retain
the existing rule suggested lowering the
minimum nighttime power level to permit
interference-free, albeit limited, night-
time service. Several noted, in this re-
gard, that power at or lower than pres-
sently authorized pre-sunrise authority
levels would be acceptable, based on the
successful operation of most stations at
their PSA power. It was suggested that
the Commission’s experience with pre-
sunrise, and also the 1974 temporary 50W
pre-sunvise, operations established the
feasibility of such low power service. An-
other suggestion raised in a small number
of comments was the relaxation of in-
terference standards. As with similar
suggestions raised in the context of power
Increases, and discussed above In para-
graph 11, these were neither specific nor
technical. Several parties advocated
case-by-case analyses of applications.
According ta some, this would involve
balanecing the need for the new facility
against the benefits underlying the rules.
“Need"” in this sense could encompass
such factors as general diversity of pro-
gramming, competition among stations,
or specialized, or minority, programming
needs. A variation of the balancing tech-
nigue would carve out specific exemp-
tions from the present restrictions, so
that, for example, an application for a
first, or first competitive, AM nighttime
service to “a substantial segment of the
community having special needs'” would
only have to meet Interference standards.,
Other exemptions proposed included ap-
plications: by “single market” daytime-
only stations; by statlons, near a border
or-a coast, whose proposed main radia-
tion lobe would be directed away from
the U.S. mainland; or which would help
create a competitive situation of atl least
two standard broadcast and two FM sta-
tions In each city. One party would per-
mit walver of the aural services/unserved
area rules for new nighttime applications
if it were shown that no FM channel was
available in the community.

17. Finally, several parties proposed
more or less wholesale revisions of the
rules governing new nighttime authori-
zations, Cohen & Dippell, P.C, and
WGBA, Inc. would retain the present
format, including the objectionable in-
terference criterion of § 73.182(0), but
would lower the “unserved area” require-
ment from 256% to 15%, while restricting
the definition of “unserved area” to
places not receiving interference-free
primary service or “a combination of
first and second services” from suthor-
{zed standard broadeast stations, In ad-
dition, thelr proposed aural services rule,
to replace the present Section 73.37(e)
(2) (ilh, also would be limited to AM
services. And a final alternative sub-see-
tion, suggested as Section 73.37(e) (2]
(iv), would permit new nighttime au-
thorizations on a showing that the pro-
posed operation would not affect any pos-
sible establishment of a future nighttime
operation in any area with less AM and
FM service. MWK, taking the view that
nighttime service Is merely a complement

{0 daytime service, would permit any
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new nighttime proposal if daytime re-
quirements were satisfied and no objec-
tionable interference would result. Per-
haps the most radical suggestion was that
of Contemporary Media, Inc. (CMD), who
urged establishment of an AM Table of
Assignments similar to those used in PM

AM station could not receive a nighttime
authorization, that licensee should be
granted a fulltime FM in its community
of license. In addition, any FM channels
still available after this initial distribu-
tion would then be offered to any AM
licensees with “inadequate facilities.”

18. As noted above, only one party
specifically opposed relaxation of the
rules regarding new nighttime authori-
zatlons for existing daytime-only sta-
tions. Sanford Schafitz, licensee of
WFAR, Farrell-Sharon, Pennsylvania,
argued that the introduction of “flea
power operation{(s) on regional or clear
channels for the sole purpose of accom-
modating stations would be a
‘slap in the face' " to those broadcasters
who have been using “complicated and
expensive” directional antennae. In addi-
tion, Schafitz asserted that, in light of
the number of FM stations in operation,
no compelling need for more nighttime
AM service exists, and, in any case, very
little Interference-free nighttime service
is likely to result from any relaxation of
the rules.

19, The question of relaxation of re-
strictions on frequency changes was dis-
cussed in approximately twenty-five
comments. Support for relaxation or de-
letion of the present rules was unani-
mous, with most comments seeking
equivalent treatment of frequency
changes and power increases. Almost all
parties raising this issue cited either gen-
eral or specific needs for new nighttime
service or overall improved service which
could only be achieved by changes in fre-
quency. Many claimed that relaxation or
deletion of the aural services/unserved
area rules with respeet to such changes
would promote more efficient use of the
spectrum, since they would result in both
improved service to one area, and the
freeing of a channel which might like-
wise be put to better use elsewhere. Sev-
oral parties asserted that, if such changes
had sny negutive impact on the Com-
mission’s alioention poliey, such impact
would be minor, rarticularly relntive to
the benefits of mmproved servics to be
gained. Others noted that & maximom
aumber of options by which to improve
service, including frequency switches,
should be made nvailnble to broadcasters.
It was suggested by several parties that
to relax the rules governing power in-
creases without equivalent treatment for
frequency changes would be illogical.
Other factors cited in support of facili-
tation of such Improvements were in-

spraw]l mentioned in the Notice. E. W, Ble
(Bie) suggested that the “other than
frequency" restriction be removed from
Note 2 of Section 73.37, since, according
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to Bie, a frequency change is simply

that new nighttime suthorizations re-
sulting from such changes could be lim-
ited to 1 kW, with a directional array, if
necessary. KDEN urged that Class IV
operators in pariicular be given favor-
able consideration in seeking frequency
changes in order to overcome presently
inadequate service. One party sought a
Irequency change because its own fre-
quency, 910 kHz, is subject to the “char-
acteristic 910 squeal”, and thus is “not
ideal."” Finally,

-only
station could not gain a nighttime au-
thorization on its station’s channel, the
licensee should be authorized to broad-
cast at night on a different froquency
while maintaining its normal daytime
operation. It was submitted that this sit-
uation would be roughly equivalent to
that faced by the owner of an FM and
daytime-only AM combination who, in
signing off the AM, indicates that the
same or similar programming is available
on the FM. Thus, according to the par-
ties, it would not be overly burdensome
to the audience, and it would serve to
increase efficiency of spectrum use.

20. As an alternative to full nighttime
authorizations, seven parties suggested
that daytime stations be permitted to
operate for a limited perfod of time after
sundown. This “post-sunset authoriza-
tion”, modeled after the existing pre-
sunrise rules, would involve low power
operations and, according to some of the
parties, could extend to 6 p.m. without
violating the present Mexican Agree-
ment. Such & service would satisfy the
need for programming in the evening
drive time, it was argued, and would
serve to maximize utilization of the
spectrum. FM penetration into cars, it
was pointed out in one comment, is not
substantial. One party suggested that
powers higher than PSA authorizations
be permitted, as long as no derogation of
service would result. Another urged care-
ful study of the Commission’s 50W mini-
mum temporary pre-sunrise authority
experience of January-April, 1974, with
the idea that, in light of that experience,
higher powered pre-sunrise and post-
sunset operations might be deemed ad-
visable,

CONCERMNING CHANGES IN POLICY STATEMENT
ON 307 (D) CONSIDERATIONS

21. Approximately 67 comments dis-
cussed the possible revision of the Com-
mission’s Policy Statement on 307(b)
Considerations jor Standard Broadeast
Applications Involving Suburban Com-
munities, 2 P.C.C. 2d 190, reconsideration
dented, 2 P.C.C. 2d 866 (1965). Many
concurred with the observation in the
Notice that continuntion of the present
policy would appear to countervail the
more liberal allocation policy which is
the heart of this proceeding. It was also
suggested by most parties that the cur-
rent 307(b) policy, independent of this
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parties attacked the underlying assump-
tions of the policy, f.e., that a suburban

suburb often merge, and to set up a bar-
rier to service to the whole area is un-
realistic and an ineflicient use of the AM
band, tending to frustrate the goal of
maximum utilization of the spectrum.
Some argued that the policy, in general
terms, has failed to achieve its purpose.
Many parties raised more specific ques-
tions about the theory and application of
the policy. Citing several Commission
opinions, one claimed that the policy is
presently applied inconsistently. Some
asserted that application of the policy
is particularly unfair in situations in-
volving rapidly expanding, or irregularly
shaped, citles, where improvement of
suburban service may be effectively
stopped by the vagaries of the nearby
city’s changing borders. Others argued
that the 307(b) policy is Inconsistent
with the 's policy on dual
city identification, and with the general
policy of required service to the licensee’s
community and service area.’ It was also

diserimina

in favor of FM and TV licensees, and
that, in light of the present restrictions
on new and fmproved stations, it is ob-
solete. Finally, abandonment or relaxa-
tion of the policy was seen by some as
increasing competition among broad-
casters while easing the administrative
burden on the Commission.

22. On the basis of the above-described
observations, many parties proposed al-
ternatives to the present policy. Some,
apparently willing to retain the present
format, suggested that certain exceptions
be instituted, e.g., with respect to irregu-
larly shaped citles, or stations featuring
specialized, or minority, programming.
One party proposed that the policy be re-
tained in the form of a standard for ac-
ceptance of applications, with 25 mV/m
penetration, rather than 5 mV/m, as the
relevant factor. Most, however, sought
the elimination of the presumption, at
least with respect to applications for the
improvement of existing facilities. Two
parties, however, noted that, if such
limited relaxation occurred, any con-
tinuing restrictions on new applcations
might be easily circumvented by a two-
step approach, These two parties were
among the many who proposed the total
elimination of the Policy Stutement. In

" The Commission’s Primer on Ascertuin-
ment of Community Problems by Broadeast
Applicants, 27 POC. 2d 050 (1971), wan
cited by severa! parties in support of this
partioulnr argumens,
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most comments it was suggested that the
number of abuses would probably be
slight, and that a case-by-case approach
would be more appropriate than the pre-

set forth in the Primer “, would be sufli-
cient to detect, and prevent, such abuses,
A small number of parties suggested that
the policy should be applied only in the
context of hearing cases, “as originally
intended when the policy initially was
adopted.”

23. Three parties felt that the present
policy is valid and should therefore be re-
tained. KDEN argued that relaxstion of
the policy statement restrictions would
lead to abandonment of suburban sudi-
ences and advertisers. Similarly, the Cir-
cle Corporation viewed the existing pol-
icy as a deterrent to the “opportunistic
few” who might reorient their service
toward the central city. ABES found that
the policy “fulfills an essential function
in discouraging the shoehorning of new
stations into large urban areas”, and
although reluctant to set up a barrier to
improved facllities, still approved the
present system of rebuttable presump-
tions.

CONCERNING OTHER MATTERS

24, Several comments, some of which
have been briefly described in previous
paragraphs, proposed generally that the
Commission's allocation rules should
take Into account the need for unique,
specialized or minority program formats.
Some suggested specific exemptions to
the present restrictions, and seught the
codification of these exemptions as sub-
sections of Section 73.37(¢). Others were
less specific, and would apparently ap-
prove of consideration of “need” as a
basls for case-by-case waiver of the rules,
While some of the comments contained
very limited substantive discussion,
others cited a variety of precedents as-
sertedly establishing the legal basis for
such an approach, as well as its con-
sistency with the public interest, The
cases cited included primarily the recent
line of “format” cases * together with the
WAIT decisions * and the Commission’s
opinion in Alabama Educational Televi-
sion Commission, 50 F.C.C. 2d 461 (1875).
In most instances the parties sought to

" See In. 10, supra,

#*These cases lnclude: Citizens Commitiee
to Preserve the Volce of the Arts fu Atlanta v.
F.C.0, 141 US, App. D.C., 109, 436 F, 2d 263
{D.C. Cir, 1070);: Hartjord Communioations
Committee v. FCC, 151 US. App. D.C. 354,
467 F. 2d 408 (D.C. Cir, 1972); Lakewood
Broadcasting Serviece, Inc. v. FCC, 156 US,
App. D.C, 0, 478 F. 24 019 (D.C, Cir. 1973);
The Citizens Commitiee to Keep Progressive
Rock v. FOC, 156 US. App. D.C. 16, 478 P, 24
926 (D.C. Cir, 1973); Citizens Commiltce fo
Save WEFM v. FCO, — US. App. D.C, ——,
500 P, 24 246 (D.C. Cir. 1074) .

# WAIT Radio v. FCC, 135 US. App. D.C. 317,

418 ¥, 2d 1153 (D.C. Cir, 1000), appoal after
yomand, 148 US. App. D.C. 179, 459 PF. 24
1203 (D.C. Cir. 1072), cert. denied, 409 US,
1027 (1972).

FEDERAL REGISTER, VOL 40, NO. 137—WEDNESDAY, JULY

RULES AND REGULATIONS

establish that there is a clearly recog-
nizable need for minority programming
and that, in light of the format cases,
the nature of a station’s programming Is
no longer a transitory element, Accord-
ing to several of the parties, these two
factors are sufficient to justify an overall
sllocation policy based in part on pro-
gramming format.

25. Despite the fact that the scope of
this proceeding was limited to revisions
of both Section 73.37(e¢) and, to the ex-
tent necessary, the 307(h) policy state-
ment numerous parties attempted to
raise a wide variety of additional isssues.
The exclusion from this proceeding of
any revisions of the rules governing Class
IV operations was the question raised
most frequently. Most parties asserted
that this was “blatant discrimination
which would put Class IV operators at a
significant competitive disadvantage.
Other issues discussed in the comments
included revision of the clear channel
rules, revision of various technical stand-
ards (e.g., Sections 73.182(0) and 73.150),
revision of FCC Figure M-3, and revi-
sion of certain pre-sunrise operation re-
quirements. Some put forward alterna-
tive means of assigning priorities to ap-
plications, while at least one party offered
£ more or less comprehiensive re-working
of our general allocation policles. Inas-
much as these proposals and others not
otherwise discussed in this Report and
Order were outside the scope of this pro-
ceeding, they will be rejected without
further comment,

DiscussIoN

26. This proceeding was intended to
be quite limited In scope, concerning it-
self primarily with possible amendments
of Seotion 73.37, that portion of the
standard broadcast rules which estab-
lishes the criteria governing the accept-
ance of applications for new and changed
broadeast facilities. In addition to stand-
ards either set forth in or referred to,
which prescribe the permissible limits of
inter-station interference, this section
establishes various other requirements
almed at controlling the direction and
pattern of station growth.

27. The rules contained in § 73.37 were
formulated in 1973 on the basls of an
assumption that, at the rate of growth
in the number of stations then current,
the standard broadcast band was ap-
proaching saturation, without a sufficient
attendant improvement in the provision
of service to areas and communities with-
out adequate service. Accordingly, these
rules were designed to restrict the as-
signment of new stations, and increases
in power of existing stations, to situations
where the addition of new facilities or
the sugmentation of existing facilities
would result in the improvement of
clearly inndequate service. The rules also,
for the first time, fully equated AM and
FM as a single aural service, and ac-
corded priority to FM where channels
were available on which needed new
service could be established.

28. We believed then, and continue to
believe, that the most pressing need is

29855

to extend aural service to areas in the
United States (which sre vast) which
have no primary aural service, and, in
the 1973 rules, the provision of service
to “white areas,” daytime and night-
time, was made a primary goal. At the
same time, recognizing that, because sta-
tions must be based on population cen-
ters capable of providing adequate finan-
cial support, service to outlying “white
areas,” while highly desirable, is often
difficult to achieve, we aimed our rules
toward an alternative, a somewhat less
pressing, but nevertheless desirable ob-
jective, the improvement of service to
those generally smaller communities lo-
cated outside of metropolitan areas,
which have little or no local or locally
oriented service.

29. For existing stdations, the rules
permit increases in power, up to the
ceilings for the classes of stations in-
volved, on the basis of a showing that,
with its authorized power, a station falls
to provide adequate service to the com-
munity to which it is licensed, or that,
with increased power, it will serve areas
or populations hitherto without primary
standard broadcast service.

30. We have reviewed the rate and pat-
tern of station growth during the period
of more than two years which has
eclapsed since the present rules were
adopted, as evidenced by applications
filed with and accepted by the Commis«
slon during that period. If the number of
such filings had remained at & high level,
the indication would have been that these
rules were efficiently achieving the serv-
lce objectives toward which they were
almed, and we would have been loathe to
consider measures which would, in any
way, reduce or dilute thelir effectiveness.
On the other hand, i thelr implementa-
tion has had the effect of slowing the
rate of AM growth to sucH a degree that
the feared saturation of the band is
moved into the indefinite future, we
would conclude that even though the
ends sought to be achieved remain of pri-
mary importance, their practical reali-
zation is to be achieyed only slowly, and
in limited degree. If this is the case, it
seems reasonable to consider the ways in
which the present rules may be relaxed,
so that while station growth will still be
held within reasonable limits, service ob-
jectives of somewhat lower priorily may
be attained.

31. For a 21 month period since our
1973 rules went into effect, we have ac-
cepted approximately 113 applications
for new or augmented facilities, have
granted 59 (or at the rate of 34 per year),
and have designated 14 for hearing. Of
the 59 applications granted, new daytime
service is provided in 31 Instances, and
new nighttime service in 17. While it is
encouraging to see that this many facili-
ties bave been able to meet the service
objectives set forth in our present rules,
it is evident that these rules are so re-
strictive as to have slowed the rate of
station growth to an unnecessarily low
level, and that nconsiderably higher rate
of growth may be accommodated without
an Immediate or even distant danger of
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standard band saturation, We would also
note that the FM band, to which we look
as a primary source of needed new aural
service, is not a resource capable of in-
definite expansion, and in many areas
where a legitimate need exists for new or
expanded aural service, unused FM chan-
nels are not assigned, and new channels
cannot be assigned on which to provide
this service.

32. This being the case, the question
is presented as to the best way of amend-
ing our rules, so that, while the number
of new and augmented facilities granted
may be Increased, these facilities will
contribute in some meaningful way to
the rendition of Improved broadecast
service to the public.

33. The amendment of our rules to re-
move certain of the present restrictions
on increases in power of existing sta-
tions, as proposed in the Notice herein,
we believe is a relaxation which should
promote early improvements in broad-
cast service,

34. The great majority of the parties
who have addressed themselves to this
proposal favor its adoption. Those who
do not, see it as facilltating the further
expansion of facilities of entities already
ocoupying entrenched positions in the
broadeast band, and as making more
difficult the task of those, including mi-
nority applicants, who seek suitable
channel space for new stations.

35, With respect to this Iatter conten-
tion, we are of the opinion that the Im-
pact of channel occupancy of the adop-
tion of this rule amendment would be
quite limited, and certainly not suficient
to exert a substantially preclusive effect
on the ability to assign new broadcast
stations. Indeed, many of those who sup-
port the adoption of the proposal, per se,
believe that the relaxation of those re-
strictions on power increases now con-
tained In § 73.37 15, alone, insufficient to
permit meaningful Increases in a signifi-
cant number of cases, and other rules
should be amended, both those which re-
strict the flexibility of the applicant in
achieving incremental power increases,
and those which limit the extent to which
service may be Improved with increased
power.

36. Those proposals which appear to
contemplate that some compromise in
our present rules controlling intersta-
tion interference should be tolerated in
the interest of facilitating power in-
creases, we would reject out of hand, We

have no intention of reverting either.

wholly or partially to the kind of situa-
tion which obtained prior to 1964 when
our rules permitted the imposition of in-
terference on existing stations on the
basis of a showing “‘that the need for the
proposed service outweighs the need for
the service which will be lost by reason
of such interference.” Under these rules,
the erosion of the service of existing sta-
tions to outlying areas proceeded ap

until brought to a virtual halt by the
adoption of the “go-no-go" rules (73.37
(n) ), which prohibit the overlap of sery-
ice and interference contours. We be-
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lieve that these rules have contributed
greatly to the orderly growth of the
standard broadcast service, and, at the
same time, have reduced the tremendous
comparative hearing Joad which the pre-
vious system engendered. We would nof,
absent the most compelling circum-
stances, consider the substantial modifi-
cation, much less abandonment, of such
rules.

37, Other proposals look toward the
raising of the power ceilings for the vari-
ous classes of stations beyond those set
in 73.21 of the rules, either selectively or

“on a general basis. While the first men-

tioned approach would generally be im-
plemented with due attention to the
maintenance of interference protection
for other stations, Cullum’s plan for a
ninefold increase in the power of all sta-
tions would be accomplished without re-
gard for the increased level of intersta-
tion interference resulting from such
higher power operation (in each case, the
stronger interfering signals would be
counter-balanced by the stronger serv-
ice signal) . Generally, the gains resulting
from the implementation of such a plan
would be in the improvement in the
quality of service rendered by each sta-
tion over its present service area, al-
though appreciable gains would result
in the extent of daytime service provided,
in instances where the service is not
presently interference-free.

38. The pending petition of the Com-
munity Broadcasters Association seek-
ing an increase in nighttime power of all
Class IV stations to 1 kilowatt, an action
sought by many of the licensees of such
stations which filed comments in this
proceeding, exemplifies this kind of ap-
proach with respect to a single class of
standard broadcast station. The Cullum
proposal would apply the principle of
“concurrent"” power increases completely
across the board—to all stations on all
channels,

39, The question of raising existing
power cellings, either selectively or gen-
erally is one which is beyond the scope of
this proceeding, and accordingly, any ex-
tended critique of proposals of this na-
ture would serve no useful purpose. It is
sufficient to note that their implementa-
tion would require the solution of many
problems, both domestic and interna-
tional, although it is rather obvious that
proposals falling in the first category
present fewer problems than those in the
second. We would only remark that do-
mestically, the implementation of a sys-
tem for “concurrent” increases in power
would depend on the willingness and
ability of the vast majority of station
licensees to take this step, where, in many
cases, the gains in the quality of service
might be considered unnecessary, and in
its extent, minimal. Neighboring coun-
tries would also have to take parallel
action, or sulfer the effects of greatly in-
creased Interference to thelr stations.
Obviously, we would have to negotiate
maJjor changes In existing treaties bgrore
undertaking any amendment in our rules
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to ndopt. such a system for internal
use.!

40., Other comments concerning sta.
tion power suggest we abandon, either
wholly or partially, the rules requiring
that each station operate at one of the
discrete power levels set forth in Section
7341 of our rules, and license each sta-
tion to operate at a power level restricted
in the individual case to that necessary
to afford the required degree of Interfer-
ence protection to other stations. The lat-
ter procedure, if implemented, would un-
doubtedly allow many new stations
which could not meet the “go-no-go"
rules under the present system of power
classification, to be “shoehorned in", and
permit nighttime non-directional opera-
tion, possibly only with highly restricted
power, by stations which otherwise either
could not operate during these hours, or
could operate only with complicated and
expensive directional antennas. It may
be that the authorization of “odd” pow-
er levels for pre-sunrise operation has
convinced many of the feazibility of such
AN approach.

4]1. Assuming the adoption of such a
system were found to be in the public
interest, and did not impose intolerable
administrative difficulties, our adherence
to the North American Regional Broad-
casting Agreement, which prescribes a
power hierarchy similar to that set forth
in our rules, would preclude our adoption
of such a system. However, even if this
were not the case, we remain to be con-
vinced that the adoption of such a sys-
tem, which would encourage the prolif-
eration of many stations of extremely
limited coverage, would be consonant
with an efficient use of channel resources,
and produce a result in the public
interest.

42. We have similar problems with pro-
posals that we establish a number of in-
termediate levels in the power classifica-
tion table of §73.41—not only would
such an action conflict with the NARBA,
but its adoption would tend to lead to the
undesirable result cited above. However,
while we will not undertake to adopt ad-
ditional intermediate power classifica-

tions on any general basis, we belleve

M For discussion of the matter of nighttime
power Increases for Class IV atations, see the
Commission’s Orders of April 26, 1972, and
July 19, 1972, In RM-16565, FCC 72-640,

%It is suggested by two parties that night-
time power Increases for Class IV stations
might be lmpiemented in connection with
tho installation of “tall" towers—approxi-
mately §/8 wavelongth in height—which
could be expected to afford an approved ratio
of groundwave to skywave signal, and, if em-
ployed by all stations, result In an actual
increase in the nighttimo interference-free
area served by each station. This is an ap-
pealing and tochnically sound proposal, but
could involve practical problems in its -
plementation. Moreover, 1t would not appear
to cope with the principal impediment to
Class IV nighttime power inoreases—the in-
creased Interference which would result to
forelgn broadeast stations from higher power
operation of domestic Clags IV stations.,
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that the creation of a single new classifi-
cation at 2.5 kilowatts should be consid-
ered. The ratlo between the powers pres-
enily specified immediately above and
below this level, 5 kilowatts and 1 kilo-
waitt, respectively, is considerably greater
than that which exists between adjacent
values in any other portion of the table.
The provision of an intermediate step
between 1 and 5 kilowatts is not only
logical, but useful, as it would facilitate
the maximum employment of facilities in
instances. where power greater than 1
kilowatt is feasible, but operation at the
much higher power of 5 kilowatts is not.
Furthermore, the adoption of the 25
kilowatt classification presents no treaty
problem—the NARBA presently provides
for this power step. Even though a rule
change of this nature, strictly speaking,
is beyond the scope of this proceeding,
we deem it unlikely that it would be op-
posed by any party, and its adoption
would further the objectives berein, Ac-
cordingly, we are adopiting such a rule
amendment.

43. AFCCE has asked for consideration
in this proceeding of a proposed amend-
ment to the rules governing the design
and adjustment of directional antennas,
relative to the control of antenna input
poweér in the determination of the size
of the radiation pattern of the antenna.
It holds itz proposal to be pertinent to
the matters discussed herein, since the
feasibility of power increases of existing
stations in individual cases may depend,
to some extent, on the degree of flexibil-
ity afforded by our rules in adjusting
radiation pattern size to meet the inter-
ference and service considerations which
are unique to each case. While this is, of
course, true, we do not believe that this
proposal, which involves a change in the
highly technical and specialized rules on
directional antenna design, can be given
proper consideration in a proceeding
dealing principally with allocation poli-
cles. The proposal appears to have sub-
stantial merit, but we wish to examine it
more closely in a separate proceeding in-
stituted for that purpose. We will en-
deavor to expedite such consideration
when the matiers directly involved in the
instant proceeding are disposed of,

44. Those proposals, usually put for-
ward In behall of licensees of daytime
stations which look toward nighttime
operation with facilities other than those
required to accord profection to other
stations—such as operation with day-
time facilities until at least 6 PM on a
year-round basis, or nondirectional op-
eration during the nighttime period with
some lower, but arbitrarily set power,
usually cite the alleged satisfactory func-
tioning of our rules permitting pre-sun-
rise operation as evidence that operating
maodes sanctioned during this peviod can
be instituted for post-sunsct operation.

45. It should be unnecessary to again
review the situation that exists with re-
gard to the extent of groundwave service
rendered by stations operating at night
on the standard broadcast band—it Is,
by almost any standard, inadequate.
With the exception of the few Class I
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stations, every station provides a far less
extensive service nighttime than during
daytime hours, and, in very many cases,
interference-free service at night is
available barely beyond the confines of
the community to which a station is as-
signed. From the standpoint of the li-
censees of such stations, this situation,
although undesirable, i3 tolerable—they
are still able to serve the densely popu-
lated centers which provides the bulk of
the advertising revenue which supports
them. However, to those many millions
of people who reside in areas more than
a few miles from any station, nighttime
standard broadcast service remains at a
highly unsatisfactory level.

46. The nature of the skywave inter-
ference problem is such that little can be
done to improve this situation, but the
Commission has been concerned that no
action be taken which would worsen it,
It has been reluctant to authorize new
nighttime assignments, even in instances
where protection is afforded existing sta-
tlons in accordance with our technical
standards, because it believes that the
incremental Interference which new sta-
tions impose on existing stations inevita-
bly results in a further diminution of the
already limited service rendered by those
stations. The operation of perhaps many
daytime stations during some or all
nighttime hours with facilities which do
not even afford the degree of protection
to existing stations which our technical
standards require would result in incal-
culable damage to such nighttime service
as Is presently available from standard
broadcast stations.

47. Morcover, we must categorically
reject, at least within the context of this
proceeding, the concept of post-sunset
operation by daytimers holding pre-sun-
rise service authorizations (PSA’s), using
the reduced-power facilitles specified
therein. The rules under which PSA op-
erations are conducted stem directly from
& 1967 agreement with Canada (TIAS-
6268), under which that country agreed
to protection standards which enable
more than 2,000 US. stations (mostly
daytimers assigned to reglonal channels)
to operate immediately prior to local sun-
rise with their authorized daytime facili-
ties, but with power reduced to 500 watts
(or less if necessary to provide co-chan-
nel Canadian  protection under an
agreed family of curves) . Domestic inter-
station skywave interference among U.S,
stations assigned to the same channels
was jgnored, under the PSA program, on
the ground that remote regions of the
country would continue to be served dur-
ing all nighttime hours by the clear
channe! stations, and because the 500-
watt PSA power celling provides a means
of Interference control during the early
moming transitional hours. The use of
PSA facilities after local sunset is not
provided for in the 1967 agreement with
Canada, nor would such modes of opera~
tion be notifinble internationally by the
United States. Because of the severify of
nighttime skywave interference prob-
lems among the hundreds of fulltime
stations presently operating on these
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channels throughout the North Ameri-
can Region, there is little likelihood that
the 1067 agreement with Canada, which
has virtually no daytime-only stations,
can be further relaxed to accommodate
post-sunset operation by daytimers in
the United States. Finally, our rule mak-
ing proceeding which implemented the
existing agreement—Report and Order
in Docket Z4419, 8 F.C.C. 2d 698 (1967) —
an overriding need in many
communities for early morning service,
notably for weather Information and for
school cancellation announcements. No
paraliel need has been established for the
post-sunset hours, nor Is it likely that
any such need, if established, could out-
welgh the resulting co-channel night-
time skywave Interference problems.

48. The implementation of any pro-
posed scheme which would permit indi-
vidual stations to operate on two fre-
quencies, one for daytime, and another
for nighttime operation, would require
basic changes in the standard broadcast
allocation plan, as incorporated in our
rules, and parallel revisions of the
NARBA and the US /Mexican Agree-
ment. Even if we believed htat such a
proposal had merit, these treatles
would stand as a long-term obstacle
to any saction aimed toward effecting
it. However, while the ability ot op-
erate on two frequencies might offer a
solution to the particular problems of
certain daytime stations secking to ex-
tend their periods of operation into the
nighttime hours, we believe any general
application of the concept to standard
broadcast allocations would be extremely

» wasteful of the resources of this band,

and produce a result at odds with our
aim to conserve these resources, and di-
rect their future exploitation into ave-
nues where the greatest public benefit
would redound.

49. For the reasons we have set forth,
generally we are rejecting, at this time,
those proposals which look toward major
changes in fundamental rules and poli-
cies regarding standard broadcast sta-
tions, and are adhering to our original in-
tention of making such amendments of
£ 73.37, as will lower or remove certain of
the barriers which it presents to the ex-
pansion of AM service. The only excep-
tion is with respect to § 73.41 of the rules,
‘which is amended to incorporate a new
power level of 2.5 kilowntts (and with a
parallel amendment of §73.14, which
ulso lists the present power classification
scale), and, ns discussed subsequently,
limitations in the sweep for the “subur-
ban policy” ns it applies to uncontested
applications for new and augmented fa-
cilities.

50. A study of the comments filed here-
in has convineed us of the wisdom of
proceeding with the proposed nmendment
of §73.37 s0 as to remove the specinl
showings presently required by applica-
tions secking power increases for existing
stations, and we are taking this action,
although, as described later, the textual
changes made In the rules Lo accomplish
this end differ from those proposed In
the Notice,
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51. To accommodate, to the extent pos-
sible, the need for new daytime and
nightiime transmission facilities for de-
veloping suburban centers of population,
and to facilitate the provision of truly
community-oriented services to as many
separate towns and cities as possible, we
are altering the basic acceptability cri-
teria to permit new nighttime or daytime
asslgnments to communities which have
fewer than two aural tra; ission facili-
tles during the relevant portion of the
broadcast day.

52. When we last considered this mat-
ter, we determined that each community
was entitled to two, but not necessarily
more than two competing aural “voices”
and decided at that time that this com-
plement of services would be considered
to have been attained if such services
were provided by stations which were lo-
cated outside, but sufficiently close to the
community that technically good service
would be provided, and that the program
service could be expected to be oriented,
to & considerable extent, to serve the
needs of the community. We adopted this
formulation, even though we recognized
that service provided to a community
from stations not assigned to the commu-
nity is not a fuly adequate substitute for
service provided by community-assigned
stations, because we believed that any
more permissive approach would result
in a too rapid occupancy of available
standard broadcast channel space. How-
ever, as we have stated, our experience
with the application of the present rule
indicates the feasibility of applying more
relaxed standards to the determination of
the cire tances in which new facilities
may be assigned, and we are accordingly
raising our sights to permit such new as-
signments as are necessary to provide
each community with two independent
aural transmission facilities.

53. Thus, under the rules as we have
revised them, an application for a new
daytime or unlimited time standard
broadeast station, or for nighttime facil-
ities for an existing daytime station will
be sccepted on the basis of a satisfactory
showing that the community for which

the station is proposed presently has’

fewer than two Independent aural trans-
mission facilities during the portion of
the day for which the new service is
proposed.

54. As these rules are applied, a pro-
posal for a new unlimited time station
would be accepted, if it would provide &
first or second nighttime transmission
facility for the community, even though,
during daytime hours, s operation
might result in the provision of more
than two transmission services to the
community.

55. We are continuing to maintain, as
an alternative showing to the above, the
same alternative available in our present
rules, a demonstration that at least 25%
of the area or population served by the
new station will, for the first time, re-
ceive primary aural service.

56. It should be emphnsized that we
are not abandoning our policy, duly es-
tablished in the 1973 Report and Order,
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of considering both AM and FM in de-
terminations of existing aural service,
and in favoring FM, where channels are
available, for providing new aural serv=-
fce. Certainly, the promotion and ex-
tension of FM service to the greatest
possible degree 1s necessary if any sub-
stantial Improvement is to be made in
the extent of presently inadequate night-
time aural service, and we believe that
the public Interest requires that we
maintain rules and policles directed
toward this end. However, in the
amended rules, we continue to treat com-
monly owned FM and AM stations, as-
signed to the same community, as a
single source of aural service.

57. Pursuant to our present rules, an
application seeking authority to change
an existing station to a new frequency,
besides being subject, as it must be, to
the same limitations on interference
caused and received as would & new sta-
tion applying for that frequency, must
also meet those criteria designed to re-
strict the number of services available
to the community to which the station
is assigned. This, many parties allege,
places an unreasonable and unnecessary
burden on a licensee seeking, by an ap-
propriate frequency change, to improve
the service which its station may render.
In the typical case, an existing station
may provide one of the two aural serv-
ices to which a community is entitled. As
the present rule operates, its existing
operation stands as a bar to the accept-
ance of an application for a change in
frequency, since such an applieation,
treated In the same manner as an appli-

" cation for a new station, in effect con-

templates the addition of a service to the
community above the permitied maxi-
mum. This, In fact, could occur, since the
application for frequency change by an
existing station Is subject to compara-
tive consideration with conflicting appli-
cations, one of which, after hearing,
might be granted in lteu of the applica-
tion of the existing station. Under such
circumstances, the existing station would
continue to operate on its present fre-
quency, and a new station, operating on
the frequency which was sought by the
existing station, might be assigned to the
community, with the result that the
number of services provided would ex-
ceed the prescribed celling. It Is to avoid
this kind of occurrence that existing
rules provide for parallel treatment of
new stations and changes in frequency of
existing stations.

58. We have thoroughly reviewed the
considerations with respect to this mat-
ter In the light of the comments, and are
of the opinion that the rules may be
modified without a substantial hazard
being Incurred that our policies, designed
to prevent the undue muiltiplication of
stations serving the same community,
will be frustrated. Granted, that should
we change our rules so that applications
for changes In frequency, like applica~
tions for increases in power, are required
only to meet the standards governing
daytime and nighttime interference, oc-
casions may arise when de Jacto viola-
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tions of service ceilings may occur. How-
ever, it does not appear that the oppor-
tunities for moving to more favorable
frequencles will be so numerous, and
conflicts leading to the untoward results
described above will occur so often that
the aims sought to be achieved will be
compromised substantially.

59. Accordingly, we are amending our
rules so that henceforth the acceptability
criteria applying to applications by exist-
ing stations for changes in frequency will
be the same as those applicable to power
increases—namely, a demonstration of
compliance with the “go-no-go” rules,
and, for nighttime operation, that objec-
tionable interference will not result as
determined pursuant to § 73.182(0) .

60. While the adoption of rule amend-
ments which contemplate the provision
of two transmission facilities for each
community should create opportunities
heretofore unavailable for daytime sta-
tions to qualify for nighttime operation,
undoubtedly many prospective applicants
for such facilities will be disappointed
that we have not relaxed our technical
rules to make it easier and less expensive
to engage in such operation. We have
hereinbefore explained why we are un-
able or unwilling to take such a step,

61. Be that as it may, the rules we are
adopting in § 73.37, pnrhcularly regard-
Ing nighttime operation, are less restric-
tive than any which have obtained in the
last thirteen years, and we are in some
degree concerned that their adoption
may result in a too rapid proliferation
of new nighttime assignments, leading to
an undue concentration of such facilities,
with adverse effects on overall service.
We do not believe this will happen, but
should such a trend develop, it may be
necessary for us to reconsideration our
decision herein. In any event, we intend
to review, on a continuing basis, the rate
and pattern of station growth under
these rules. Should it appear that assign-
ments of new stations and the auygmenta-
tion of the facilities of existing stations
are contributing too little to needed im-
provements in service to the public, in
view of the attendant depletion of the
resources of the standard broadeast
band, we will institute further proceed-
ings looking to the adoption of corrective
measures.

THE POLICY STATEMENT ON 307 (b)
CONSIDERATIONS

62. As noted both In the comments and
in the Notice, It is apparent that the
continued application of our Policy
Statement on 307(d) Considerations for
Standard Broadcast Facilities Imvolving
Suburban Communities, 2 P.C.C. 2d 190,
Recon. Denled, 13 F.C.C. 2d 866 (1965),
would tend to countervail the more
liberal allocation policy which forms the
basis for the rule revisions previously
discussed. By amending the rules as in-
dicated while continuing to. impose the
significant burden of the 2307(b) pre-
sumption, particularly on applications
for improvements to existing facilities,
we would merely be removing one so-
called artificial barrier while leaving an-
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other in its place. This is not to say that
the presumption has been ineffective. On
the contrary, as a device to assist in com-
plex determinations between or among
competing applicants, it has proved suc-
cessful, However, for those uncontested
applications swept within the broad
reach of the presumption, it has often
resulted in unnecessary complications
which have served only to hinder the ini-
tiation or expansion of service. Accord-
ingly, we have decided that a significant
relaxation of the 307(b) presumption is
appropriate, and we have concluded that
the presumption described in our 1965
Policy Statement will henceforth be ap-
plicable only In situations invelving com-
peting applications in & hearing context.
Inasmuch as the presumption serves to
raise issues which would perforce be
raised in a hearing between applicants
competing for a 307(b) preference, we
belleve that retention of the presumption
in that limited class of cases will con-
tinue to be beneficial. However, in light
of our experience during the last ten
years, it appears to us that any attempted
abuses by uncontested applicants may be
detected during standard review
procedures, and nothing will be gained
by retaining such applications within the
presumption’s scope. Although we will
not then invoke the presumption, the
factors underiying the original Policy
Statement will continue to be of concern
to us with respect to all AM authoriza-
tions. Since the essential element in our
307(b) considerations will therefore con-
tinue to be the intent of the applicant
with respect to service to the community
of license, our analysis will focus on those
facts and circumstances in the applica-
tion which may bear on this question of
intent. Obviously, such factors will vary
from case to case, and no comprehensive
list can be assembled. Applicants should
be on notice that applications proposing
power clearly in excess of that necessary
to serve the proposed community of
license and its immediate surrounding
areas will be examined with care. Such
serutiny will also be accorded to any ap-
plication the timing of which is inher-
ently suspect. In any case, we emphasize
that we will continue to guard against
those sitvations, described in the 1965
Policy Statement, which the presumption
was designed to prevent.” We note also
that other parties may seek to raise such
an issue by filing okjections to the appli-
cation, pursuant to Sections 1.580(1),
1587 and 1.106 of our rules. Of course,

¥ The most obvious example of such sus-

pect timing would be an application for &
power Increase before construction of the
originally autborized facility is completed.
Other, more subtle, attempts to circumvent
the remaining restrictions on new facilities
may also arise, and will be dealt with as the
circumstances warrant,

4T'The new policy snnounced herein will
apply to all applications currently pending
before the Commission. Broadcast Bureau
counsel will, of course, be free to request the
addition of appropriate issues in those on-
going hearings where the presumption no

longer applies.
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the sections will be applicable to all
parties."

MINORITY OR SPECIALIZED PROGRAMMING

63. We are rejecting proposals seeking
to carve out more or less permanent ex-
emptions for specialized or minority

programming, As we have consistently
held, program formats are by their na-
ture transitory, and we have accordingly
refused to consider them In designing
and implementing our allocation system,
See, e.g., Mel-Lin, Inc,, 22 F.CC. 2d 165
(1970). We are, of course, aware of the
format cases cited to us for the proposi-
tion that programming is no longer a
transitory consideration. However, those
cases arose In the narrow context of the
assignment or transfer of a license. The
holdings in those cases were also narrow,
and it should be noted that no court has
held that the Commission must require
a licensee to provide any particular pro-
gramming format. Rather, the format
cases merely held that, in reviewing an
application for assignment or transfer

-of & broadcast license, the Commission

may be required to Institute an evidenti-
ary hearing to inquire into the effect on
the public interest of a proposed change
of format if it appears that the proposed
change would significantly lessen the
avallable diversity of programming
within the subject station's service area.
Further, the present context, that of a
broad rule making proceeding, is signifi-
cantly different from that of any of the
cited cases, since we are now focusing on
general, nationwide goals rather than the
needs of any particular community, As
a result, we continue to believe that the
transitory nature of programming makes
programming a particularly inappropri-
ate factor to consider in the context of
the adoption of such generally applicable
rules as are under consideration here.
Accordingly, those suggestions regarding
allocation by format are rejected.”

PROCEDURAL QUESTIONS

64. With respect to the two procedural
points ralsed by the National Black
Media Coalition,” we are of the opinion
that the “defects” relied on by the Coall-
tion are not, in fact, defects, The Notice

™ These requirements inciude the burden,
tmposed by Section 300 of the Act, of ralsing
a substantial and material question of fact
before a pleading will result in the designa-
tion of an application for hearing.

¥ In addition, we recoguize the recent
opinion of the U.S. Court of Appeals for the
District of Columbia Clrcuit In Garretf v,
FOL., = P. 24 ——, No. T3-1840, decided
June 2, 1075, which holda, inter aifa, that
Black ownership, participation and programs
ming are relevant factors in making a deter-
mination of public interest, citing TV 8, Inc,
v. FO.0, 161 US. App. D.C. 348, 405 P, 2d 020
(1073), cert, denied, 410 US, 086 (1074).
Again, however, the nature of this proceeding
is fundamentally different from the situa-
tions posed In Garrett and TV 9, and we do
not read elther case to require us to lncor-
porate minority ownership and/or program=-
ming as & determinative nspect of the overall
allocation policy presently under considors-
tion,
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of this proceeding was duly published in
the FroEraAL REGISTER, as required by the
Administrative Procedure Act ® and con-
tained all the information stipulated by
that Act™ It must be noted that the
Prime Time Access Rule decision cited by
the NBMC did not create any further
necessary procedures. Kather, the court
indicated that any public interest deter-
mination must include consideration of
the needs of the public as well as those
of particular representatives of the
broadcast industry then before the Com-
mission. And, in lght of the particularly
immediate impact of the Prime Time
Access Rule on the viewing public, the
court suggested that the Commission
make some aflirmative efforts to involve
members of the public in the proceeding.
This clearly did not constitute a judicial
revision of the Administrative Procedure
Act,. Nor does the fact that we did issue
further notice in response to the court's
sugrestion bind us to issue such notice
in all rule making proceedings.™ It should
also be noted that the rules presently in
question, albeit significant in terms of
allocation policy, will hardly have the
immediate impact on the general public
that the Prime Time Access Rule would.™
Finally, we point out that, in response to
the Notice that was published, we re-
ceived approximately 273 comments from
a total of 294 parties.” Among these were
several private citizens as well as a num-
ber of Black licensees, In addition, many
of the comments included exhibits con-
taining numerous letters from a broad
range of individuals, Black and White,
interested in the outcome of this proceed-
ing. Although not expressly directed to
the Commission as comments in this doc-
ket, these letters have nonethless pro-
vided us with an indication of the public's
sentiments. It does not appear to us that
we have “utterly falled” to develop an

= 8ee raph 14, supra.

# Bee 5 USC, § 553 (1070), The Notice may
be found at 30 Fed. Reg. 42020,

®1In relevant part, the Act requires that
the Notice of a rule making shall inciude
“either the terms or substance of the pro-
posed rule or a description of the subjeots and
issues involved.™ 5 US.C. §1653(a)(3). It In
clear that the notice in the Instant proceed-
ing satiafled this requirement,

= We note, however, that wo are presently
investigating a variety of alternate means of
informing the public of Commission pro-
posala. A staff committee has been formed
and its preliminary findings in this matter
should be prepared ahorily.

#In discussing that impact, the Court sald:
“Theoo dictates |regarding consideration of
the public’s interest| ahould apply with even
greater force where the Commission's rule
has a5 broad an impact on the publio as the
Prime Time Access Rule, The rule directly
affects what milllons of Americans watoh on
television for an hour every night and, in-
directly, may affoct all prime time program-
ming."” 502 F. 24 st 257.

= The total number of partles that had
participated in the Prime Time Access Rule
proceeding at the time of the court's opinfon
was significantly less than 100, See Prime
Time Access Rule, 44 F.CC. 24 1081, 1181
(Appendix B). Even this number was not
held to be “Insuficient as a matter of law."
502 P, 24 at 258.
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adequate record and thus the Coalition's
threshold procedural arguments must be
rejected.

AMENDMENT OF THE RULES

65. The text of the rule amendments
which we are adopting is set forth below.

66. It should be observed that, while
we have, amang other things, adopted
and expanded the substance of the rule
change proposed in the Notice, we have
somewhat altered the organization of
paragraph (e) of 73:37, so that (e) to-
gether with paragraph (a) establish the
basic Interference standards which all
applications for new facilities, or for
major changes in existing facilities must
meet. ‘Since increases in power of exist-
ing stations and changes in frequency
of existing stations are major changes,
which henceforth will be subject only to
these standards, applications for in-
creased power or changes in frequency
will be acceptable if they meet the re-
quirements of (a), and of (e), if appro-
priate.

67. We have revised the language of
paragraph (e) and succeeding subpara-
graphs to eliminate the employment of
the phrase “other than Class IV sta-
tions,” which, it appears, has been a
source of misxmderstandlnz in the past,

of §73.37 which
deals with the circumstances in which an
FM channel is to be considered “avail-
able" or “not available” to serve a partic-
ular community has been amplified to
identify the point in time at which a
newly assigned channel is to be deemed
“available.”

69. In determining the number of
transmission facilities available to a
particuiar community, the treatment of
stations proposed in pending applications
for that community becomes o matter of
sometimes critical Importance. We are
adding a new Note 8 which defines the
status of such proposed stations In ac-
cordance with previous Commission pre-
cedent in similar matters.

70. In rather common usage, a broad-
cast station is a “transmission facility”
for the community to which it is licensed,
and provides a “transmisston service” for
that community. Since these terms, while
employed in the section, are not eise-
where in the rules, we consider it advis-
able to define them herein. We have ap-
pended a new Note 9 for this purpose.

71. The implementation of these rule
amendments should provide many op-
portunities, unavailable since the adop-
tion of the restrictive amendments of
1964, for the assignment of new stand-
ard broadcast stations, and the expan-
sion of facilities of existing stations, and
can be expected to result in an increased
flow of applications sceking new or aug-
mented facilities. We are unable to fore-
cast the rate at which such applications
may be filed, and, accordingly, anticipate
whether the Commission’s processing
staff will be able to dispose of these ap-
plications without inordinate deleys, In
the event a large backlog of unprocessed
appliestions appears to be developing
to the point where it {5 administratively
burdensome, we may find it necessary to
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mpose measures controlling the rate of
application filing. These measures will
probably involve the declaration of
“open’ and “closed"’ seasons for the filing'
of applications. If it becomes necessary
to Institute such measures, they will be
temporary in nature, and advance notice
will be given, so all parties will have
ample time to complete and submit any
applications which are in preparation.

72, Accordingly, IT IS ORDERED,
That effective August 22, 1975, Part 73 of
the Rules and Regulations IS AMENDED
as set forth in Appendix B hereto. Au-
thority for this action is found in Sec-
tions 4(0) and 303(r) of the Communica-~
tions Act of 1934, as amended.

73. IT IS FURTHER ORDERED, That
this proceeding IS TERMINATED.

(Secn. 4, 303, 48 Stat, oz amended, 10606,
1082; 47 U.S.C. 154, 303)

Adopted: June 27, 1975.
Released: July 14, 1975,

FroeprAl, COMMUNICATIONS
CoMMISSION,™
Vincext J. MULLINS,

[sEAL]
Secretary.

Arpenoix A

The following 1s s Hst, in alphabetical
order, of the parties filing comments In this
docket. The numbers in parentheses which
follow some names indicate the number of
separate comments filed by those parties.

Adler Communications Co,, Inoc.

AHB Broadeasting Corporation.

Annnpolls Corporation.

Artlite Broadeasting Company.

Asheboro Broadeasting Company.

Association for Broadcast Engineering Stand-
ards, Ine. (2).

Association of Federal Communications Con-
sulting Engineers.

angor
Batavia Broadeasting commu.on.
Beacon Broadeasting Corporation.
Lawrence Belhir Assoclates, Inc.
Belo Broadeasting Corporation.
Benay Corporation,
sn'sv Bergen,
W. Ble,
Bu Brounr /Bl Sister
thhb\un-cnruumbm Broadoasting
Company.
Bloomlington Broadcasting Corporation,

Bride Broadoasting, Ino,

Broadonst House Ino.

Brokenrword Brondeasting Co.

Call of Houston, Ino.

Campbell Broadeasting Corporation.

Central Nebraska Broadoasting Company.,
Ine.

Christinn Enterprises, Incorporated.

The Cirole Corporation.

Cloar Channel Broatdeasting Service (2).

Clinoh Valley Brondeasting Company.

Cloverieaf Broadeasting Corporation,

Coastal HBroadoasting Gorporation.

Cohen and Dippell, P, C.

Commonwealth Broadeasters, Tno.

Communieations Properties, Inc. (4).

= Statement of Commissioner Hooks to be
released at a later date.

Communico Broadcasting (3).

Conzxmunny Broadcasters Assoclation, Ine.
(2).

Contemporary Media, Ino

Corbin Timés-Tribune.

Cosmopolitan Enterprises of Victoria, Ine.

Cave Broadessting Company, Ine,

O=car Leon Cuellar,

Al Ear] Cullum, Jr., and Assoclates (4).

Richard Culpepper,

DAE Brosdeasting Company (3).

Dairyland Managers Ing.

Deep South Radio, Ine,

Dome Broadcasting, Inc.

Doubleday Broadcasting Company, Inc.

Bagle Enterprises, Ine,

Edgelield-Saluda Radio Company, Ine,

Educational M Associates,

El Dorado Broadeasting Company,

Elektra Broadcasting Corporation.

Eureka Broadcasting Company, Inc,

Eyerbach Broadcasting Co., Inc.

Falrbanks Broadoasting Company of Massa-
chusetts, Ine,

Palrview (Tenn.) High School.

Petzer Brondeasting Company,

Walter L. Follmer, Ino.

Forjany Brondeasting, Ine,

Fort Wayne Broadcasting Co,, Inc.

Gafiney Broadeasting, inc.

Emanuel Garrett.

Guarrett Broadeasting Service (2) .

Gatorland Broadeasting, Inc,

Golden West Broadcasters, Inc,

Golden West Brondoasters,

Curt Gowdy Broadensting Corp.

Gowdy Florida Broadeasting.

Grace/Wolpin Broadcasting Company,

Grass Roots American, Inc,

Great Southern Broadcasting Company, Inc,

Groat Tralls Brosdeasting Corporation.

Greon Bay Brondeasting Company,

Gulf Broadeasting Company.

Hall Commumnications, Ine;

Happy Acres Broadcasting Co., Ino.

Hartsville Broadeasting v Inec,

Harvit Broadeasting c«wpontlon.

Hastings Broadeasting Company.

Hatfleld and Dawson.

Hearst Corporation.

HEB Broadeasting Company, Inc,

Hedberg Broadeasting Group.

Henderson Brondeasting Company, Inc.,

Hi-Desert Broadeasting Corporation.

H-M-S Broadoasting Company.

Hollday Broadcasting Company

Holy Name Unlon of Portland, Oregon

Home Service Broadeasting Corporation,

Muthow and Muria Huber.

Independent Music Broadeasters, Incorpo-
rated.

Vir James.

Jet Broadeasting Co., Inc.

Johnson Communications, e,

Johnson County Broadeasting Co.

Juniper Broadeasting, Ine.

KACY, Inc.

KASL Radio.

KATY Radio,

KBGN,

KBMN.

KBMR Rad