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An Act
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TITLE I—-SHORT TITLE AND AMENDMENT
OF 1954 CODE

SEC. 101. SHORT TITLE.

This Act may be cited as the “Tax Reform Act of 1976,
SEC. 102. AMENDMENT OF 194 CODE.

Except as otherwise expressly provided, whenever in this Act an
amendment or repeal is expressed in terms of an amendment to, or
repeal of, a section or other provision, the reference shall be considered

to be made to a section or other provision of the Internal Revenue
Code of 1954.

TITLE II-AMENDMENTS RELATED TO
TAX SHELTERS

SEC. 201. CAPITALIZATION AND AMORTIZATION OF REAL PROPERTY
CONSTRUCTION PERIOD INTEREST AND TAXES.
(a) In Gexerarn—Part VI of subchapter B of chapter 1 (relatinﬁ
to itemized deductions for individuals and corporations) is amende
by adding at the end thereof the following new section :

“SEC. 189. AMORTIZATION OF REAL PROPERTY CONSTRUCTION
PERIOD INTEREST AND TAXES.

“(a) Carrravization or Construcrion Periop INTEREST AND
Taxes.—Except as otherwise provided in this section or in section
266 (relating to carrying charges), in the case of an individual, an
electing siall business corporation (within the meaning of section
1371(b) ), or a personal holding company (within the meaning of sec-
tion 542), no deduction shall be allowed for real property construction
period interest and taxes.

“(b) AarorrizaTioN or Ayouxnts Crargep To CAPITAL ACCOUNT.—
Any amount paid or acerued which would (but for subsection (a)) be
allowable as a deduction for the taxable year shall be allowable for such
taxable year and each subsequent amortization year in accordance
with the following table:

If the amount is paid or accrued in a taxable year beginning in— The percentage of such

amount allowable for each
Nonresidential real Residential real property amortization year shall be
property (other than low-income Low-income housing the following percentage
housing) of such amount
1976 A e e e see subsection (f)
R et e i 1978 1982 25 !
1977 1979 1983 2
1878 1980 1984 1634
1979 1981 1985 1434
1980 1982 1986 1214
1981 1983 1987 111§
after 1981 after 1983 after 1987

“(c) AMORTIZATION YEAR—

“(1) I~ eexeran.—For purposes of this section, the term ‘amor-
tization year’ means the taxable year in which the amount is paid
or accrued, and each taxable year thereafter (beginning with the
taxable year after the taxable year in which paid or acerued or,
if later, the taxable year in which the real property is ready to be
placed in service or is ready to be held for sale) until the full
amount has been allowable as a deduction (or until the property is
sold or exchanged).

90 STAT. 1525

26 USC 1 note.

26 USC 1.

26 USC 189.
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“(2) RULES FOR SALES AND EXCHANGES.—For purposes of para-
graph sl)—

“(A) PROPORTION OF PERCENTAGE ALLOWED.—For the amor-
tization year in which the property is sold or exchanged, a
proportionate part of the percentage allowable for such year
(determined without regard to the sale or exchange) shall be
allowable. If the real property is subject to an allowance for
depreciation, the proportion shall be determined in accord-
ance with the convention used for depreciation purposes with
respect to such property. In the case of all other real property,
under regulations prescribed by the Secretary, the proportion
shall be based on that proportion of the amortization year
which elapsed before the sale or exchange.

“(B) Un~amortizep BALANCE.—In the case of a sale or ex-
change of the property, the portion of the amount not allow-
able shall be treated as an adjustment to basis under section

26 USC 1016. 1016 for purposes of determining gain or loss,

“(C) CerTAIN EXCHANGEB.—IEI’L exchange or transfer after
which the property received has a basis determined in whole
or in part Ey reference to the basis of the property to which
the amortizable construction period interest and taxes relate,
shall not be treated as an exchange.

“(d) Cerrainy ResmenTian ProrerTy Excrupep.—This section shall
not apply to any real property acquired, constructed, or carried if such
property is not, and cannot reasonably be expected to be, held in a trade
or business or in an activity conducted for profit.

“(e) DeFixtrroNs.—For purposes of this section—

“(1) CoNSTRUCTION PERIOD INTEREST AND TAXES.—The term ‘con-
struction period interest and taxes' means all—

“(A) interest paid or accrued on indebtedness incurred or
continued to acquire, construct, or carry real property, and

“(B) real property taxes,

to the extent such interest and taxes are attributable to the con-
struction period for such property and would be allowable as a
deduction under this chapter for the taxable year in which paid
or acerued (determined without regard to this section).

“(2) Consrruction periop.—The term ‘construction period’,
when used with respect to any real property, means the period—

“(A) beginning on the date on which construction of the
building or other improvement beﬁins, and

“(B) ending on the date on which the item of property is
ready to be placed in service or is ready to be held for sale.

“(3) NONRESIDENTIAL REAL PROPERTY.—The term ‘nonresi-
dential real property’ means real property which is neither resi-
dential real property nor low-income housing.

“(4) ResmENTIAL REAL ProPERTY.—The term ‘residential real
prob]:zty’ means property which is or can reasonably be expected
to

“(A) residential rental property as defined in section 167
(i) (2) (B), or S "
‘(B) real property described in section 1221(1) held for
s;:;l;: (aé)(%welling units (within the meaning of section 167 (k)
“(5) Low-incomE HousiNg.—The term ‘low-income housing’
means property described in clause (i), (ii), (iii), or (iv) of
Post, p. 1527, section 1250 (a) (1) (B).
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“(£) TransrrioNarL Rure ror 1976.—In the case of amounts paid or
accrued by the taxpayer in a taxable year beginninég in 1976, the per-
centage of such amount allowable under this section for—

“(1) the taxable year beginning in 1976 shall be 50 percent, and
# 2; each amortization year thereafter shall be 1624 percent.”

(b) Crericar AmexpmeNT.—The table of sections for such part VI
is amended by adding at the end thereof the following new item:

“Sec. 189. Amt:;tlxatlon of real property construction period interest and
eB‘IF

((i) Errecrive Date—The amendments made by this section shall
apply—

ke (1) in the case of nonresidential real property, if the construc-
tion period begins after December 31, 1975,

(2? in the case of residential real property (other than low-
income housing), to taxable years beginning after December 31,
1977, and

(3) in the case of low-income hotising, to taxable years begin-

ning after December 31, 1981.

For purposes of this subsection, the terms “nonresidential real prop-
erty”, “residential real property (other than low-income housing)”,
“low-income housing”, and “construction period” have the same mean-
ing as when used in section 189 of the Internal Reyenue Code of 1954
(as added by subsection (a) of this section).
SEC. 202. RECAPTURE OF DEPRECIATION ON REAL PROPERTY.

(a) In GeNerAL.—Subsection (a) of section 1250 (relating to gain
from dispositions of certain depreciable realty) is amended to read
as follows:

“(a) Generan Rure—Except as otherwise provided in this
section—

“(1) ADDITIONAL DEPRECIATION AFTER DECEMBER 31, 1075.—
“(A) In ceExeraL—If section 1250 property is disposed
of after December 31, 1975, then the applicable percentage of
the lower of—

“(i) that portion of the additional depreciation (as
defined in subsection (b) (1) or (4)) attributable to
periods after December 31, 1975, in respect of the prop-
erty, or

“(i1) the excess of the amount realized (in the case of
a sale, exchange, or involuntary conversion), or the fair
market value of such property (in the case of any other
disposition), over the adjusted basis of such property,

shall be treated as gain which is ordinary income. Such gain
shall be recognized notwithstanding any other provision of
this subtitle.

“(B) ArpPLICABLE PERCENTAGE.—For purposes of subpara-
graph (A), the term ‘applicable percentage’ means—

“(1) in the case of section 1250 property with respect
to which a mortgage is insured under section 221(d) (3)
or 236 of the National Housing Act, or housing financed
or assisted by direct loan or tax abatement under similar
provisions of State or local laws and with respect to
which the owner is subject to the restrictions deseribed
in section 1039(b) (1) (B), 100 percent minus 1 percent-
age point for each full month the property was held after
the date the property was held 100 full months;

90 STAT. 1527

26 USC 189

note.

Definitions.

26 USC 1250.

“Applicable
percentage.”

26 USC 1715/,
17152z-1.
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“(i1) in the cass of dwelling units which, on the aver-

, were held for occupancy by families or individuals
eligible to receive subsidies under section 8 of the United
States Housing Act of 1937, as amended, or under the
provisions of State or local law authorizing similar levels
of subsidy for lower-income families, 100 percent minus
1 percentage point for each full month the pm}j)erty was
held after the date the property was held 100 full months;

“(ii1) in the case of section 1250 property with respect
to which a depreciation deduction for rehabilitation
expenditures was allowed under section 167(k), 100
percent minus 1 percentage point for each full month in
excess of 100 full months after the date on which such
property was placed in service;

“(iv) in the case of section 1250 property with respect
to which a loan is made or insured under title V of the
Housing Act of 1949, 100 percent minus 1 percentage
point for each full month the property was held after
the date the property was held 100 full months; and

“(v) in the case of all other section 1250 property, 100
percent.

In the case of a building (or a portion of a building devoted
to dwelling units), if, on the average, 85 percent or more of
the dwelling units contained in such building (or portion
thereof) are units deseribed in clause (ii), such building (or
portion thereof) shall be treated as property described in
clause (ii). Clauses (i), (i1), and (iv) shall not apply with
r%s)p?ct); to the additional depreciation described in subsection
(b) (4).

“(2) ADDITIONAL DEPRECIATION AFTER DECEMBER 31, 1969, AND
BEFORE JANUARY 1, 1876.—

“(A) In eeneranL—If section 1250 property is disposed
of after December 31, 1969, and the amount determined under
paragraph 51 %A; (i1) exceeds the amount determined under

aragraph (1) (A) (1), then the applicable percentage of the
ower of—

“(i) that portion of the additional depreciation attrib-
utable to periods after December 31, 1969, and before
January 1, 1976, in respect of the property, or

“(ii) the excess of the amount determined under para-
graph (1) (A) gii% over the amount determined under
paragraph (1) (A) (i), A

shall also be treated as gain which is ordinary income, Such
gain shall be recognized notwithstanding any other provision
of this subtitle.

“(B) AppLICABLE PERCENTAGE.—For purposes of subpara-
graph sA), the term ‘applicable percentage’ means—

“(i) in the case of section 1250 property disposed of
pursuant to a written contract which was, on July 24,
1969, and at all times thereafter, binding on the owner
of the property, 100 percent minus 1 l;erccntage point for
each full month the property was held after the date the
property was held 20 full months;

“(ii) in the case of section 1250 property with respect
to which a mortgage is insured under section 221(d) (3)
or 236 of the National Housing Act, or housing financed
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or assisted by direct loan or tax abatement under similar
provisions of State or local laws, and with respect to
which the owner is subject to the restrictions described
in section 1039(b) (1) (B), 100 percent minus 1 percent-
age point for each full month the property was held after
the date the property was held 20 full months;

“(ii1) in the case of residential rental property (as
defined in section 167(j) (2) (B) ) other than that covered
by clauses (i) and (i1), 100 1!l)ercent minus 1 percentage
point for each full month the property was held after
the date the property was held 100 full months;

“(iv) in the case of section 1250 property with respect
to which a depreciation deduction for rehabilitation
expenditures was allowed under section 167(k), 100 per-
cent minus 1 percentage point for each full month in
excess of 100 full months after the date on which such
property was placed in service; and

“?v) in the case of all other section 1250 property, 100

reent.

Clauses (i), Sii), and (ii1) shall not apply with respect to
the additional depreciation described in subsection &)}e)c (4).
“(3) ADDITIONAL DEPRECIATION BEFORE JANUARY 1, 1970.—

“(A) Ix cENeraL—If section 1250 property is disposed of
after December 31, 1963, and the amount determined under
paragraph (1) (A) (ii) exceeds the sum of the amounts deter-
mined under paragraphs (1) (A) (i) and (2)(A) (i), then
the applicable percentage of the lower of—

“(1) that portion of the additional depreciation attrib-
utable to periods before January 1, 1970, in respect of
the property, or

“(i1) the excess of the amount determined under para-
graph (1) (A)(ii) over the sum of the amounts deter-
mined under paragraphs (1)(A) (i) and (2)(A) (i),

shall also be treated as gain which is ordinary income. Such
gain shall be recognized notwithstanding any other provision
of this subtitle.

“(B) AprrLicaBLE PERCENTAGE—For purposes of subpara-
graph (A), the term ‘applicable percentage’ means 100 per-
cent minus 1 percentage point for each full month the
property was held after the date on which the property was
held for 20 full months.”

(b) Prorerry Disposep or Pursuaxt To FoRrECLOSURE PROCEED-
iNGs.—Subsection (d) of section 1250 (relating to exceptions and
limitations) is amended by adding at the end thereof the following
new paragraph :

_ “(10) ForecrLosure pisrosrrions.—If any section 1250 property
is disposed of by the taxpayer pursuant to a bid for such prop-
B!'tf at foreclosure or by operation of an agreement or of process
of law after there was a default on indebtedness which such prop-
erty secured, the applicable percentage referred to in paragraph
(1) (B), ﬁ)(B)’ or (3)(B) of subsection (a), as the case ma

be, shall be determined as if the taxpayer ceased to hold suc

property on the date of the beginning of the proceedings pur-
suant to which the disposition occurred, or, in the event there
are no proceedings, such percentage shall be determined as if
the taxpayer ceased to hold such property on the date, deter-
mined under regulations prescribed by the Secretary, on which

90 STAT. 1529
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percentage.”

26 USC 1250.
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such operation of an agreement or process of law, pursuant to
which the disposition occurred, began.”
(¢) CoNroRMING AMENDMENTS.—
(1) AmenpMENT OF SECTION 1250 (f) (2).—Paragraph (2) of sec-
26 USC 1250. tion 1250(f) (relating to special rule for property which is sub-
stantially improved) is amended to read as follows:

“(2) ORDINARY INCOME ATTRIBUTABLE TO AN ELEMENT.—For
purposes of paragraph (1), the amount taken into account for
any element shall be the sum of a series of amounts determined
for the periods set forth in subsection Sa), with the amount for
any such period being determined by multiplying—

“(A) the amount which bears the same ratio to the lower
of the amounts specified in clause (i) or (ii) of subsection
(a) (1) (A), in clause (i) or (ii) of subsection (a)(2) (A), or
in clause (1) or (ii) of subsection (a)(3)(A), as the case
may be, for the section 1250 property as the additional
depreciation for such element attributable to such period
vears to the sum of the additional depreciation for all ele-
ments attributable to such period, by
s (OI{ii) the applicable percentage for such element for such
eriod.
For l:Jurposes of this paragraph, determinations with respect to
any element shall be made as if it were a separate property.”

(2) AMENDMENT OF SECTION 1250(g) (2).—Paragraph (2) of
section 1250 (g) (relating to special rules for qualified low-income
housing) is amended to read as follows:

“(2) ORDINARY INCOME ATTRIBUTABLE TO AN ELEMENT.—For
purposes of paragraph (1), the amount taken into account for
ang element shall be determined in a manner similar to that pro-
vided by subsection (f)(2).”

(3) XMENDMENT OF SECTION 167(e)(3).— Paragraph (3) of

26 USC 167. section 167(e) (relating to change in depreciation method with
respect to section 1250 property) is amended by striking out
“beginning after July 24, 1969,” and inserting in lieu thereof
“beginning after December 31, 1975,”.

26 USC 1250 (d) Errective DatE.—The amendments made by this section (other
note. than subsection (b),}‘ shall apply for taxable years ending after
December 31, 1975. The amendment made by subsection (b% shall

apply with respect to proceedings (and to operations of law) referred
to In section 1250(d) (10) of the Internal Revenue Code of 1954 which
begin after December 31, 1975.

SEC. 203. AMENDMENT OF SECTION 167(k).
26 USC 167. (a) Gexerar Rure—Section 167(k) (relating to depreciation of
expenditures to rehabilitate low-income rental housing) is amended—
(1) by striking out “January 1, 1976,” in paragraph (1) and
insz:r;irgg in l-iﬁ? t. ereo‘f;J anua 1,19787; 4
2 striking out “$15,000” in para, 2) (A) and insert-
ing in li};u thereof “$20,000”; PR
3) by striking out “the policies of the Housing and Urban
Development Act of 1968” in paragraph (3)(B) and inserting
in lieu thereof “the Leased Housing Program under section 8 of
the United States Housing Act of 1937”; and
(4) by adding the following new subparagraph at the end of
paragraph (3) :
“(D) REHABILITATION EXPENDITURES INCURRED.—Rehabili-
tation expenditures incurred pursuant to a binding con-
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tract entered into before January 1, 1978, and rehabilitation
expenditures incurred with respect to low-income rental hous-
ing the rehabilitation of which has be?m before January 1,
1978, shall be deemed incurred before January 1, 1978.”

(b) Errecrive Date—The amendments made by paragraphs él),
(8), and (4) of subsection (a) shall a.pp]g to expenditures paid or
incurred after December 31, 1975, and before January 1, 1978, and
expenditures made pursuant to a binding contract entered into before
January 1, 1978. The amendment made by paragraph (2) of subsection
(a) shall apply to expenditures incurred after December 31, 1975.
SEC. 204, LIMITATIONS ON DEDUCTIONS FOR EXPENSES.

(a) In GenerarL.—Subpart C of part II of subchapter E of chapter
1 (relating to taxable year for which deduction is taken) is amended
by adding at the end thereof the following new section :

“SEC. 465. DEDUCTIONS LIMITED TO AMOUNT AT RISK IN CASE OF
CERTAIN ACTIVITIES.
“(a) GeneraL RuLe.—In the case of a taxpayer (other than a cor-
goratinn which is neither an electing small business corporation (as
efined in section 1371(b)) nor a personal holding company (as
defined in section 542)) engaged in an activity to which this section
applies, any loss from such activity for the taxable year shall be
allowed only to the extent of the aggregate amount with respect to
which the taxpayer is at risk (within the meaning of subsection (b))
for such activity at the close of the taxable year. Any loss from such
activity not allowed under this section for the taxable year shall be
treated as a deduction allocable to such activity in the first succeeding
taxable year.
“(b) Amounts Consrrep AT Risx.—
“(1) In cenEraL.—For purposes of this section, a taxpayer shall
be considered at risk for an activity with respect to amounts

including—
]‘-PEA) the amount of money and the adjusted basis of other
property contributed by the taxpayer to the activity, and
“?%) amounts borrowed with respect to such activity (as
determined under paragraph (2)).

“(2) Borrowep amounts.—For purposes of this section, a tax-
payer shall be considered at risk with respect to amounts bor-
rowed for use in an activity to the extent that he—

“(A) is personally liable for the repayment of such
amounts, or
“(B) has pledged property, other than property used in
such activity, as security for such borrowed amount (to the
extent of the net fair market value of the taxpayer’s interest
in such property).
No property shall be taken into account as security if such prop-
erty is directly or indirectly financed by indebtedness which is
secured by property described in paragraph (1).

“(3) (!};:nmm BORROWED AMOUNTS EXCLUDED.—For purposes of
paragraph (1) (B), amounts borrowed shall not be considered
to be at risk with respect to an activity if such amounts are bor-
rowed from any person who—

“(A) has an interest (other than an interest as a creditor)
in such activity, or

“(B) has a relationship to the taxpayer specified within
any one of the paragraphs of section 267 (b).

90 STAT. 1531

26 USC 167

note.

26 USC 465.
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“(4) ExcerrioNn.—Notwithstanding any other provision of this
section, a taxpayer shall not be considered at risk with respect to
amounts protected against loss through nonrecourse financing,
guarantees, stop loss agreements, or other similar arrangements.

“(5) AMOUNTS AT RISK IN SUBSEQUENT YEARS.—If in any taxable
year the taxpayer has a loss from an activity to which this sec-
tion applies, the amount with respect to which a taxpayer is con-
sidered to be at risk (within the meaning of subsection (b)) in
subsequent taxable years with respect to that activity shall be
reduced by that portion of the loss which (after the application
of subsection (a)) is allowable as a deduction.

“(c) Actrviries To Waica SectioN APPLIES.—

“(1) Tvees or acrrvrries.—This section applies to any taxpayer
engaged in the activity of—
“(A) holding, producing, or distributing motion picture
films or video tapes,
“(B) farming (as defined in section 464(e)),
“(C) leasing any section 1245 property (as defined in sec-
tion 1245(a) (3) ), or
“(D) exploring for, or exploiting, oil and gas resources
as a trade or business or for the production of income.
“(22 SEPARATE AcTiviTIES.—For Eurposes of this section, a tax-
payer’s activity with respect to each—
“(A) film or video tape,
“(B) section 1245 property which is leased or held for

leasing,
5 gCF{ farm, or

“(D) oil and gas property (as defined under section 614),
shall be treated as a separate activity. A partner’s interest in a
partnership or a shareholder’s interest in an electing small busi-
ness corporation shall be treated as a single activity to the extent
that the partnership or an electing small business corporation is
engaged in activities described in any subparagraph of this

paragraph.
“(d) DerinrTioN oF Loss.—For purposes of this section, the term

‘loss’ means the excess of the deductions allowable under this chapter
for the taxable year (determined without regard to this section) and
allocable to an activity to which this section applies over the income
received or accrued by the taxpayer during the taxable year from such
activity.”

(b) Crertcar AmeExpmMENT—The table of sections for subpart C of

part IT of subchapter E of chapter 1 is amended by adding at the end
thereof the following new item:

“Sec. 465. Deductions limited to amount at risk in case of certain
activities.”
(¢) Errecrive DaTEs.—

(1) I~ eeENERAL—Except as provided in paragraphs (2) and
(3), the amendments made by this section shall apply to losses
attributable to amounts paid or incurred in taxable years begin-
ning after December 31, 1975. For purposes of this subsection, any
amount allowed or allowable for depreciation or amortization for
any g;:riod shall be treated as an amount paid or incurred in such

eriod.
° (2) SPECIAL TRANSITIONAL RULES FOR MOVIES AND VIDEO TAPES.—
(A) Ix cEneranL.—In the case of any activity described
in section 465(c¢) (1) (A) of the Internal Revenue Code of
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1954, the amendments made by this section shall not apply
to—

(i) deductions for depreciation or amortization with
respect to property the principal production of which
began before September 11, 1975, and for the purchase
of which there was on September 11, 1975, and at all
times thereafter a binding contract, and

(i) deductions attributable to producing or distribut-
ing pmé)erty the principal production of which began
before September 11, 1975.

(B) EXCEPTION FOR CERTAIN AGREEMENTS WHERE PRINCIPAL
PHOTOGRAPHY BEGIN BEFORE 1076.—In the case of any activity
described in section 465(c) (1) (A) of the Internal Reve-
nue Code of 1954, the amendments made by this section shall
not apply to deductions attributable to the producing of a
film tﬁe principal photography of which began on or before
December 31, 1975, if—

(i) on September 10, 1975, there was an agreement
with the director or a principal motion picture star, or on
or before September 10, 1975, there had been expended

or committed to the production) an amount not less

than the lower of $100,000 or 10 percent of the estimated
costs of producing the film, and

(i1) the production takes place in the United States.

Subparagraph (A) shall apply only to taxpayers who held their

interests on September 10, 1975. Subparagraph (B) shall apply

only to taxpayers who held their interests on December 31, 1975.
3) SPECIAL TRANSITIONAL RULES FOR LEASING ACTIVITIES.—

) RULE FOR LEASES OTHER THAN OPERATING LEASES.—In
the case of any activity described in section 465(c) (1) (B) of
the Internal Revenue Code of 1954, the amendments made by
this section shall not apply with respect to—

i) leases entered into before January 1, 1976, and
ii) leases where the property was ordered by the lessor
or lessee before January 1, 1976.

(B) HoLpING OF INTERESTS FOR PURPOSES OF SUBPARAGRAPH
(A).—Subparagraph (A) shall apply only to taxpayers who
held their interests in the property on December 81, 1975,

(C) SPECIAL RULE FOR OPERATING LEASES,—In the case of a
lease described in section 46(e) (3) (B) of the Internal Rev-
enue Cod)e ofb1954:—— o AP B

i) subparagra sha applie substitutin
“May 1, 1576”%1(‘)1-I:‘J anuary 1, 197831(::1::11 p]’;lce it a.ppea-r%
therein, and

(ii) subparagraph (B) shall be applied by substituting
“April 30, 1976” for “December 31, 1975,

SEC. 205. GAIN FROM DISPOSITION OF INTEREST IN OIL OR GAS
PROPERTY.

(a) Recaprure Runes—Part IV of subchapter P of chapter 1
(relating to special rules for determining capital gains and losses) is
amended by adding at the end thereof the following new section :
“SEC. 1254. GAIN FROM DISPOSITION OF INTEREST IN OIL OR GAS

PROPERTY.

“(a) GeNeraL RurLe—

“(1) Orpinary iNcome—If oil or gas property is disposed
of after December 31, 1975, the lower ofg——

89-184 O—78—pt. 2——5

90 STAT. 1533
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“(A) the ag%re te amount of expenditures after Decem-
ber 31, 1975, which are allocable to such property and which
have been deducted as intangible drilling and development
costs under section 263 (];:) by the taxpayer or any other per-
son and which (but for being so deducted% would be reflected
in the adjusted basis of such property, adjusted as provided
in paragraph (4), or

“(B) the excess of—

“(i) the amount realized (in the case of a sale,
exchange, or involuntary conversion), or the fair market
value of the interest (in the case of any other disposi-
tion), over

“(ii) the adjusted basis of such interest,

shall be treated as gain which is ordinary income. Such gain shall

be recognized notwithstanding any other provision of this

subtitle.
“(2) DisPoSITION OF PORTION OF PROPERTY.—Ior purposes of

paragraph (1)—

5 FA) ﬁu the case of the disposition of a portion of an oil
or gas property (other than an undivided interest), the entire
amount of the aggregate expenditures described in paragraph
(1) (A) with respect to such property shall be treated as
allocable to such portion to the extent of the amount of the
gain to which paragraph (1) applies.

“(B) In the case of the disposition of an undivided interest
in an oil or gas property (or a portion thereof), a propor-
tionate part of the expenditures described in paragraph
(1) (A) with respect to such property shall be treated as
allocable to such undivided interest to the extent of the
amount of the gain to which paragraph (1) applies.

This paragraph shaﬁ not apply to any expenditures to the extent
the taxpayer establishes to the satisfaction of the Secretary that
such exgenditures do not relate to the portion (or interest therein)
disPose of

“(3) O or aas prorERTY.—The term ‘oil or gas property’
means any property (within the meaning of section 614) with
respect to which any expenditures describeﬁ in paragraph (1) (A)
are properly chargeable.

“(4) SPECIAL RULE FOR PARAGRAPH (1) (A).—In applying para-
graph (1) (A), the amount deducted for intangible drilling and
development costs and allocable to the interest disposed of shall
be reduced by the amount (if any) by which the deduction for
depletion under section 611 with respect to such interest would
have been increased if such costs incurred (after December 31,
1975) had been charged to capital account rather than,deducted.

“(b) Seecrar Rures Unper RecuraTions.—Under regulations pre-
seribed by the Secretary—

“(1) rules similar to the rules of subsection (g) of section 617
and to the rules of subsections (b) and (c¢) of section 1245 shall
be applied for purposes of this section; and :

& (12{) in the case of the sale or exchange of stock in an electing
small business corporation (as defined in section 1371 (b)), rules
similar to the rules of section 751 shall be applied to that portion
of the excess of the amount realized over the adjusted basis of
the stock which is attributable to expenditures referred to in sub-
section (a) (1) (A) of this section.”
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(b) ParTnersHips—Section 751(e) (relating to definition of
unrealized receivables) is amended by striking out “and farm land (as
defined in section 1252(a))” and inserting in lieu thereof “farm land
(as defined in section 1252(a) ), and an oil or gas property (described
in section 1254)", and by striki g out ‘“‘or 1252(a)” and inserting in
lieu thereof “1252 (a), or 1254 (a)”.

(¢) TECHNICAL AMENDMENTS.— =y
(12 The following provisions are each amended by striking
ou§ “or 1252(a)” and inserting in lieu thereof “1252(a), or 1254

a -

B) section 301(b) (1) (B) (ii) ;
C) section 301((d))((2)((B))(- b
D) section 312(c) (3) ; an
éE section 453(d) (4) (B). 2
(2) Section 341(e) (12) is amended by striking out “and 1252
(a)” and inserting in lieu thereof “1252(a), and 1254 (a)”.
(3) Section 163(d)(3)(A)(iii) is amended by striking out
“and 1250” and inserting in lieu thereof *1250, and 1254”.
(d) Cremricar Amexpmext.—The table of sections for part IV of
subchapter P of chapter 1 is amended by adding at the end thereof the
following new item:

“Sec. 1254. Gain from disposition of interest in oil or gas property.”

(e) Errecrive Date—The amendments made by this section shall
apply with respect to taxable years ending after December 31, 1975.
SEC. 206. AMENDMENTS TO FARM LOSS RECAPTURE RULES.

(a) TerminaTION OF AppIrTioNs To Excess Depverions AccouNt.—
Paragraph (2) of section 1251 &b) Srelating to additions to excess
deductions account) is amended by adding at the end thereof the fol-
lowing new subparagraph:

“(E? TerMINATION OF ADDITIONS. — No amount shall be
added to the excess deductions account for any taxable year
beginning after December 31, 1975.”

(b) Cerraiy REORGANIZATIONS.—

(1) Subparagraph (A) of section 1251(b) (5) is amended to
read as follows:

“(A) CERTAIN CORPORATE TRANSACTIONS.—

“(1) In the case of a transfer deseribed in subsection
(}(11) (3) to which section 371(a), 374(a), or 381 applies,
the acquiring corporation shall succeed to and take into
account as of the close of the day of distribution or
transfer, the excess deductions account of the transferor.
#(i1) In the case of a transfer which is deseribed in sub-
section (d)(3), which is in connection with a reorgani-
zation described in section 368(a) (1) (D), and which is
not_described in clause (i), the transferee corporation
shall be deemed to have an excess deductions account in
an amount equal to the amount in the excess deductions
account of the transferor. The transferor’s excess deduc-
tions account shall not be reduced by reason of the pre-
ceding sentence.”
(2) Paragraph (3) of section 1251(b) is amended by adding at
the end thereof the following :
“In the case of a corporation which has made or received a trans-
fer described in clause (ii) of paragraph (5)(A), subtractions
from the excess deductions account thalﬁ, be determined, in such

A§ the second sentence of section 170(e) (1) ;
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manner as the Secretary shall prescribe, applying this paragraph
to the farm net income, and Sm amounts described in subpara-
graph (B), of the transferor corporation and the transferee cor-
poration on an aggregate basis.”.

(8) The amendments made by this subsection shall apply to
transfers occurring after December 31, 1975.

SEC. 207. LIMITATIONS ON DEDUCTIONS IN CASE OF FARMING SYNDI-
CATES; CAPITALIZATION OF CERTAIN ORCHARD AND VINE-
YARD EXPENSES; AND METHOD OF ACCOUNTING FOR COR-

PORATIONS ENGAGED IN FARMING.

(a) PrepAD EXPENSES.—

(1) I~ geNEraL.—Subpart C of part IT of subchapter E of
chapter 1 (relating to taxable year for which deduction taken) is
amended by inserting after section 463 the following new section :

“SEC. 464, LIMITATIONS ON DEDUCTIONS IN CASE OF FARMING
SYNDICATES.

“(a) Generar RurLe—In the case of any farming syndicate (as
defined in subsection (c)), a deduction (otherwise allowable under this
chapter) for amounts paid for feed, seed, fertilizer, or other similar
farm supplies shall only be allowed for the taxable year in which such
feed, seed, fertilizer, or other supplies are actually used or consumed,
or, if later, for the taxable year for which allowable as a deduction
(cfetermined without regard to this section).

“(b) Cerrary Povirry Expexses.—In the case of any farming
Syn: iciltel §a£s'h defined ifn sublsectic(m ({:) — : : R

Sy e cost of poultry (including egg-laying hens and ba
chi(-ﬁ(s) purchased g;' usreay in a trade or Eaingsg(or both for usﬁ
in a trade or business and for sale) shall be capitalized and
deducted ratably over the lesser of 12 months or their useful life
in the trade or business, and

“(2) the cost of poultry purchased for sale shall be deducted
for télﬁ ;a.xable year in which the poultry is sold or otherwise dis-

sed of.

“(¢) Farmine Synprcate DeFiven.—

“(1) In ceneraL—For purposes of this section, the term
‘farming syndicate’ means—

“(A) a partnership or any other enterprise other than a cor-
poration which is not an electing small business corporation
(as defined in section 1371(b)) engaged in the trade or busi-
ness of farming, if at any time interests in such partnership
or enterprise have been offered for sale in any offering
required to be registered with any Federal or State agency
ha]ving authority to regulate the offering of securities for
sale, or

“(B) a partnership or any other enterprise other than a
corporation which is not an electing small business corpora-
tion (as defined in section 1371(b)) engaged in the trade or
business of farming, if more than 35 percent of the losses dur-
ing any period are allocable to limited partners or limited
entrepreneurs.

“(2) HoLDINGS ATTRIBUTABLE TO ACTIVE MANAGEMENT.—For
purposes of paragraph (1) (B), the following shall be treated as
an interest which is not held by a limited partner or a limited
entrepreneur:

“(A) in the case of any individual who has actively par-
ticipated (for a period of not less than 5 years) in the man-
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agement of any trade or business of farming, any interest in
a partnership or other enterprise which is attributable to
such active participation, " ]
“(B) in the case of any individual whose Erinclpal resi-
dence is on a farm, any partnership or other enterprise
enga d in the trade or business of farming such farm,
(g; in the case of any individual who is actively partici-
pating in the management of any trade or business of farm-
ing or who is an individual who is described in subparagraph
(f) or (B), any participation in the further processing of
livestock which was raised in such trade or business (or in
the trade or business referred to in subparagraph (A) or
B
: $ (}’)) in the case of an individual whose principal business
activity involves active participation in the management of a
trade or business of farming, any interest in any other trade
or business of farming, and”,
“(E) any interest held by a member of the family (within
the meaning of section 267(c) (4)) of a grandparent of an 26 USC 267.
individual described in subparagraph (A), (B), (C),or (D)
if the interest in the partnership or the enterprise is attribut-
able to the active participation of the individual deseribed in
subparagraph (AR (B), (C),or (D).
For purposes of subparagraph (A), where one farm is substituted
ior or added to another farm, both farms shall be treated as one
arm.
“(d) Exceprions.—Subsection (a) shall not apply to—

“(1) any amount paid for supplies which are on hand at the
close of the taxable year on account of fire, storm, flood, or other
casualty or on account of disease or drought, or

“(2) any amount required to be charged to eapital account
under section 278.

“(e) DerrntrioNs.—For purposes of this section—

“(1) Farmine—The term ‘farming’ means the cultivation of
land or the raising or harvesting of any agricultural or horti-
cultural commodity including the raising, shearing, feeding, car-
ing for, training, and management of animals. For purposes of
the preceding sentence, trees (other than trees bearing fruit or
nuts) shall not be treated as an agricultural or horticultural
commodity.

“(2) Limrrep ENTREPRENEUR.—The term ‘limited entrepreneur’
means a person who—

“(A) has an interest in an enterprise other than as a lim-
ited I};Lrt.ner, and

“(B) does not actively participate in the management of
such enterprise.”

(2) Crertcar aAmenpMENT.—The table of sections for such sub-

part C is amended by inserting after the item relating to section
463 the following new item:

“Sec. 464. Limitations on deductions in case of farming syndicates.”
(3) EFFECTIVE DATES.— b
(A) In eeneraL.—Except as provided in subparagraph i
(B), the amendments made by this subsection shall apply
to taxable years beginning after December 31, 1975.
(B) Transrrionan ruLe.—In the case of a farming syndi-
cate in existence on December 31, 1975, and for which there
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was no change of membership throughout its taxable year
beginning in 1976, the amendments made by this subsection
shall apply to taxable years beginning after December 31,

1976.
(b) OrcHARD AXD VINEYARD EXPENSES.—
26 USC 278. (1) Ix cexErAL—Section 278 (relating to capital expenditures

incurred in planting and developing citrus and almond groves)
is amended by striking out subsection (b) and by inserting in lien
thereof the following:

“(b) Farmine SynprcaTes.—Except as provided in subsection (c¢),
in the case of any farming syndicate (as defined in section 464(c))
engaged in planting, cultivating, maintaining, or developing a grove,
orchard, or vineyard in which fruit or nuts are grown, any amount—

“(1) which would be allowable as a deduction but for the
provisions of this subsection,

“(2) which is attributable to the planting, cultivation, main-
tenance, or development of such grove, orchard, or vineyard, and

“(8) which ig incurred in a taxable year before the first tax-
able year in which such grove, orchard, or vineyard bears a erop
or yield in commercial quantities,

shall be charged to capital account.

“(e) Exceprions.—Subsections (a) and (b) shall not apply to
amounts allowable as deductions (without regard to this section)
attributable to a grove, orchard, or vineyard which was replanted after
having been lost or damaged (while in the hands of the taxpayerf b‘_y
reason of freezing temperatures, disease, drought, pests, or casnalty.”

(2) CoNFORMING AMENDMENTS.—
(A) The heading of section 278 is amended to read as
follows:

“SEC. 278. CAPITAL EXPENDITURES INCURRED IN PLANTING AND
DEVELOPING CITRUS AND ALMOND GROVES; CERTAIN
CAPITAL EXPENDITURES OF FARMING SYNDICATES.”.
(B) Subsection (a) of section 278 (relating to general
rule) is amended by striking out “subsection (b)* and insert-
ing in lieu thereof “subsection (c)”.
26 USC 278 (3) Errecrive pate—The amendments made by this subsec-
note. tion shall apply to taxable years beginning after December 31,
1975. The amendments made by this subsection shall not apply in
the case of a ve, orchard, or vineyard referred to in the
amendment made by subsection (b)(l{ which was planted or
replanted on or before December 31, 1975. For purposes of the
preceding sentence, a tree or vine which, on or before Decem-
ber 31, 1975, was planted at a place other than the grove, orchard,
or vineyard of the taxpayer but which, on such date, was owned
by the taxpayer (or with respect to which the taxpayer had a bind-
ing contract to purchase) shall be treated as planted on Decem-
ber 31, 1975, in the grove, orchard, or vineyard of the taxpayer.
(¢) Meraop oF AccounTiNG ForR CorPorATIONS EnNcacen 1N
Farming.—
(1) GENERAL RULE.—
(A) Subpart A of gart IT of subchapter E of chapter 1
(relating to methods of accounting) is amended by adding at
the end thereof the following new section:
26 USC447.  “SEC. 447. METHOD OF ACCOUNTING FOR CORPORATIONS ENGAGED
IN FARMING.
“(a) GeneraL RurLe—Except as otherwise provided by law, the
taxable income from farming of—
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“(1) a corporation engaged in the trade or business of farm-
ing, or

%(2) a partnership engaged in the trade or business of farming,
if a corporation is a partner in such partnership,

shall be computed on an accrual method of accounting and with the
capitalization of preproductive expenses described in subsection (b).
This section shall not apply to the trade or business of operating a
nursery or to the raising or harvesting of trees (other than fruit and
nut trees).

“(b) Prerrobuctive Pertop EXPENSES.—

“&1) I~ eexeraL.—For purposes of this section, the term ‘pre-
productive period expenses’ means any amount which is attribut-
able to erops, animals, or any other property having a crop or
yield during the preproductive period of such property.

*(2) Excerrions.—Paragraph (1) shall not apply—

f A; to taxes and interest, and
“(B) to any amount incurred on account of storm,
flood, or other casualty or on account of disease or drought.

“(3) PrepropUCTIVE PERIOD DEFINED.—For purposes of this sub-
section, the term ‘preproductive period’ means—

“(A) in the case of property having a useful life of more
than 1 year which will have more than 1 crop or yield, the
period before the disposition of the first such marketable crop
or yield, or

“(B) in the case of any other property, the period before
such property is disposed of.

For purposes of this section, the use by the taxpayer in the trade
or business of farming of any supply produced in such trade or
business shall be treated as a disposition.

“(¢) Exceprion ror SmarL Business axp FasiLy CoRPORATIONS.—
For purposes of subsection (a), a corporation shall be treated as not
being a corporation if it is—

“(1) an electing small business corporation (within the mean-
ing of section 1371(b)),

‘(2) a corporation of which at least 50 percent of the total com-
bined voting power of all classes of stock entitled to vote, and at
least 50 percent of the total number of shares of all other classes of
stock OF the corporation, are owned by members of the same
family, or

“(3) acorporation the gross receipts of which meet the require-
ments of subsection (e).

“(d% MemeERS oF THE SAME Faminy.—For purposes of subsection

e)(2

g “(1) the members of the same family are an individual, such
individual’s brothers and sisters, the brothers and sisters of such
individual’s parents and grandparents, the ancestors and lineal
descendants or any of the foregoing, a spouse of any of the fore-
going, and the estate of any of the foregoing,

“(2) stock owned, directly or indirectly, by or for a partner-
ship or trust shall be treated as owned proportionately by its
partners or beneficiaries, and

“(3) if 50 percent or more in value of the stock in a corporation
(hereinafter in this paragraph referred to as ‘first corporation’)
is owned, directly or through paragraph (2), by or for members
of the same family, such members shall be considered as owning
each class of stock in a second corporation (or a wholly owned

90 STAT. 1539
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subsidiary of such second corporation) owned, directly or

indirectly, by or for the first corporation, in that proportion which

the value of the stock in the first corporation which such members

so own bears to the value of all the stock in the first corporation.
For purposes of paragraph (1), individuals related by the half blood
or by legal adoption shall be treated as if they were related by the
whole blood.

“(e) Corroratrons Havine Gross Recerers or $1,000,000 or Liess.—
A corporation meets the requirements of this subsection if, for each
prior taxable year beginning after December 31, 1975, such corporation
(and any predecessor corporation) did not have gross receipts exceed-
ing $1,000,000. For purposes of the preceding sentence, all corporations
which are members of a controlled group of corporations (within the
meaning of section 1563 (a)) shall be treated as one corporation.

“(f) Coorbination WrrH Secriox 481.—1In the case of any taxpayer
required by this section to change its method of accounting for any
taxable year—

“(1) such change shall be treated as having been made with the
consent of the Secretary,

“(2) for purposes of section 481(a)(2), such change shall be
treated as a change not initiated by the taxpayer, and

“(3) under regulations prescribed by the Secretary, the net
amount of adjustments required by section 481(a) to be taken
into account by the taxpayer in computing taxable income shall
(except as otherwise provided in such regulations) be taken into
account in each of the 10 taxable years beginning with the year
of change.

“(g) Cerrary AxNvarn Accruan Accounting MeTitops.—

“(1) I~ gENERAL—If—

“(A) forits 10 taxable years ending with its first taxable
year beginning after December 31, 1975, a corporation used
an annual acerual method of accounting with respect to its
trade or business of farming,

“(B) such corporation raises crops which are harvested
not less than 12 months after planting, and

“(C) such corporation has used such method of accounting
for all taxable years intervening between its first taxable year
beginning after December 31, 1975, and the taxable year,

such corporation may continue to employ such method of
accounting for the taxable year with respect to its trade or
business of farming.

“(2) ANNUAL ACCRUAL METHOD OF ACCOUNTING DEFINED.—For
purposes of Pm'agraph (1), the term ‘annual accrual method
of accounting’ means a method under which revenues, costs, and
expenses are computed on an acerual method of accounting and
the preproductive expenses incurred during the taxable year are
charged to harvested crops or deducted in determining the taxable
income for such years.

“(3) Cerraix reorGANIZATIONS.—For purposes of this subsec-
tion, 1f a corporation acquired substantially all the assets of a
farming trade or business from another corporation in a trans-
action in which no gain or loss was recognized to the transferor
or transferee corporation, the transferee corporation shall be
deemed to have computed its taxable income on an annual acerual
method of accounting during the period for which the transferor
corporation computed its taxable income from such trade or
business on an annual acerual method.”
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(B) The table of sections for such subpart A is amended
by adding at the end thereof the following:

“Sec. 447. Method of accounting for corporations engaged in farming.”

(2) Errecrive pate.—The amendments niade by paragraph (1) 26 USC 447
shall a}gply to taxable years beginning after December 31, 1976. note.
(3) ELECTION To CHANGE FROM STATIC VALUE METHOD TO ACCRUAL 26 USC 447
METHOD OF ACCOUNTING.— note.
(A) I~ gexerAL—If—
(i) a corporation has computed its taxable income on
an annual acerual method of accounting together with a
static value method of accounting for deferred costs of
gm\\'ing crops for the 10 taxable years ending with its
rst taxable year beginning after December 31, 1975,
(11) such corporation raises crops which are harvested
not less than 12 months after planting, and
(ii1) such corporation elects, within one year after
the date of the enactment of this Act and in such man-
ner ag the Secretary of the Treasury or his delegate pre-
scribes, to change to the annual accrual method of
accounting (within the meaning of section 447(g)(2)
of the Internal Revenue Code of 1954) for taxable years Ante, p. 1538.
beginning after December 31, 1976,
such change shall be treated as having been made with the
consent of the Secretary of the Treasury, and, under regula-
tions prescribed by the Secretary of the Treasurﬁ or his
delegate, the net amount of the adjustments required by sec-
tion 481(a) of the Internal Revenue Code of 1954 to be taken
into account by the taxpayer in computing taxable income
shall (except as otherwise provided in such regulations) be
taken into account in each of the 10 taxable years beginning
with the year of change.
(B) CooRDINATION WITH SECTION 447 OF THE CODE.—A cor-
poration which eleets under subparagraph (A) to change to
the annual acerual method of accounting shall, for purposes
of section 447(g) of the Internal Revenue Code of 1954, be
deemed to be a corporation which has computed its taxable
income on an annual acerual method of accounting for its
10 taxable years ending with its first taxable year beginning
after December 31, 1975.
(C) CERTAIN CORPORATE REORGANIZATIONS.—For purposes
of this paragraph, if a corporation acquired substantially all
the assets of a farming tl'ahe or business from another corpo-
ration in a transaction in which no gain or loss was recog-
nized to the transferor or transgeree corporation, the
transferee corporation shall be deemed to have computed its
taxable income on an annual accrnal method of accounting
together with a static value method of accounting for
deferred costs of growing crops during the period for which
the transferor corporation computed its taxable income from
sucli1 té'ade or business on such accrual and static value
method.

SEC. 208. TREATMENT OF PREPAID INTEREST.
(a) Geverar RurLe—Section 461 (relating to general rule for tax- 26 USC 461.

able year of deduction) is amended by adding at the end thereof the
following new subsection :
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“(g) Preram INTEREST.—

“(1) In eexeraL—If the taxable income of the taxpayer is
computed under the cash receipts and disbursements method of
accounting, interest paid by the taxpayer which, under regula-
tions prescribed by the Secretary, is properly allocable to any

eriod—
¥ “(A) with respect to which the interest represents a charge

for the use or fm'iwnrance of money, and
“(B) which is after the close of the taxable year in which
aid
shall be Jharged to capital account and shall be treated as paid in
the period to which so allocable.

“(2) Exceprion.—This subsection shall not apply to points
paid in respect of any indebtedness incurred in connection with

the purchase or improvement of, and secured by, the principal
resirﬁance of the taxpayer to the extent that, under regulations
rescribed by the Secretary, such payment of points is an estab-
ished business practice in the area in which such indebtedness is
incurred, and the amount of such payment does not exceed the
amount generally charged in such area.”

26 USC 461 (b) Errectrve DATE— AR
note. (1) I~ cexerar—Except as provided in paragraph (2), the
amendment made by subsection (a) shall aptf_ly to amounts ({)aid
after December 31, 1975, in taxable years ending after such date
(2) CERTAIN AMOUNTS PAID BEFORE 1977.—The amendment
made by subsection (a) shall not apply to amounts paid before
January 1, 1977, pursuant to a binding contract or written loan
commitment which existed on September 16, 1975 (and at all times
thereafter), and which required prepayment of such amounts by

the taxpayer.
SEC. 209. LIMITATION ON INTEREST DEDUCTION.
26 USC 163. (a) Ix Gexeran—Subsection (d) of section 163 (relating to limita-

tion on interest on investment indebtedness) is amended—

(1) by striking out paragraphs (1) and (2) and inserting in
lieu thereof the following:

“(1) Ix eExERAL—In the case of a taxpayer other than a cor-
poration, the amount of investment interest (as defined in par-
agraph (3) (D)) otherwise allowable as a deduction under this
chapter shall be limited, in the following order, to—

“(A) $10,000 ($5,000, in the case of a separate return by a
married individual), plus
“(B) the amount of the net investment income (as defined
in paragraph (3) (A)), plus the amount (if any) by which
the deductions allowable under this section (determined with-
out regard to this subsection) and sections 162, 164 (a) (1) or
(2), or 212 attributable to property of the taxpayer subject
to a net lease exceeds the rental income produced by such
property for the taxable year.
In the case of a trust, the $10,000 amount specified in subpara-
graph (A) shall be zero.

“(2) CARRYOVER OF DISALLOWED INVESTMENT INTEREST.—The
amount of disallowed investment interest for any taxable year
shall be treated as investment interest paid or acerued in the
succeeding taxable year.”;

(2) by adding at the end of paragraph (3) (A) the following
new sentence: “If the taxpayer has investment interest for the
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taxable year to which this subsection (as in effect before the Tax
Reform Act of 1976) applies, the amount of the net investment Ante, p. 1520.
income taken into account under this subsection shall be the
amount of such income (determined without regard to this sen-
tence) multiplied by a fraction the numerator of which is the
excess of the investment interest for the taxable year over the
investment interest to which such prior provision applies, and
the denominator of which is the investment interest for the tax-
able year.”;
(3) by striking out “limitations in paragraphs (1) and (2)
(A)” in paragraph (3) (E) and inserting in lieu thereof “limita-
tion in paragraph (1)”; : :

(4{_l by striking out paragraph (5) and redesignating para-
graphs (6) and (7) as paragraphs (5) and (6), respectively;

by adding at the end of paragraph (5) (asso redesignated)

the following :
“For taxable years beginning after December 31, 1975, this para-
graph shall be applied on an allocation basis rather than a specific
item basis.” ; and

gﬁ){ by adding at the end thereof the following new paragraph :

“(T) SPECIAL RULE WHERE TAXPAYER OWNS 50 PERCENT OR MORE
OF ENTERPRISE.—

“(A) GeneraL rRuLE—In the case of any 50 percent owned
corporation or partnership, the $10,000 figure specified in
paragraph (1) shall be increased by the lesser of—

“(1) $15,000, or

“Eii) the interest paid or accrued during the taxable
year on investment indebtedness incurred or continued
in connection with the acquisition of the interest in such
corporation or partnership.

In the case of a separate return by a married individual,

$7,500 shall be substituted for the $15,000 figure in clause (1).

“(B) OwnersHIP REQUIREMENTS.—This paragraph shall

apply with respect to indebtedness only if the taxpayer, his

spouse, and his children own 50 percent or more of the total

value of all classes of stock of the corporation or 50 percent

or mgl‘e’ ’of all capital interests in the partnership, as the case

may be.

(b) Emj((mvm Date.— 26 USC 163
(1) Ix cEneraL.—Except as provided in paragraph (2), the "°
amendments made by subsection (a) shall apply to taxable years
beginning after December 31, 1975.

2) INDEBTEDNESS INCURRED BEFORE SEPTEMBER 11, 1975.—In the
ca}s:g }‘:f indebtedness attributable to a specific item of property
which—

(A) isfor a specified term, and
(B) was incurred before September 11, 1975, or is incurred
after September 10, 1975, pursuant to a written contract or
commitment which on September 11, 1975, and at all times
thereafter before the incurring of such indebtedness, is bind-
ing on the taxpayer,
the amendments made by this section shall not apply, but section
163(d) of the Internal Revenue Code of 1954 (as in effect before
the enactment of this Act) shall apply. For purposes of the pre-
ceding sentence, so much of the net investment income (as defined
in section 163(d) (3) (A) of such Code) for any taxable year as
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is not taken into account under section 163(d) of such Code, as
amended by this Act, by reason of the last sentence of section
163(d) (3) (A) of such Code, shall be taken into account for
purposes of applying such section as in effect before the date of
enactment of this Act with respect to interest on indebtedness
referred to in the preceding sentence,

SEC. 210. AMORTIZATION OF PRODUCTION COST OF MOTION PICTURES,
BOOKS, RECORDS, AND OTHER SIMILAR PROPERTY.
(a) In GeneraL.—Part IX of subchapter B of chapter 1 (relating
to items not deductible) is amended by adding at the end thereof the
following new section :

“SEC. 280. CERTAIN EXPENDITURES INCURRED IN PRODUCTION OF
FILMS, BOOKS, RECORDS, OR SIMILAR PROPERTY.

“(a) Gexeran Rure—RExcept in the case of a corporation (other
than an electing small business corporation (as defined in section 1371
(b)) or a personal holding company (as defined in section 542))
and except in the case of production costs which are charged to capital
account, amounts attributable to the production of a film, sound
recording, book, or similar property which are otherwise deductible
under this chapter shall be allowed as deductions only in accordance
with the provisions of subsection (b).

“(b) Proration or Propuvcrion Cosr Over Income PERIOD.—
Amonnts referred to in subsection (a) are deductible only for those
taxable years ending during the period during which the taxpayer
reasonably may be expected to receive substantially all of the income
he will receive from any such film, sound recording, book, or similar
property. The amount deductible for any such taxable year is an
amount which bears the same ratio to the sum of all such amounts
(attributable to such film, sound recording, book, or similar property)
as the income received from the property for that taxable year bears
to the sum of the income the taxpayer may reasonably be expected to
receive during such period.

“(¢) DeFiNtTIONS.—For purposes of this section—

“(1) Fium.—The term ‘film” means any motion picture film or
video tape.

“(2) Souxp recorbing.—The term ‘sound recording’ means
works that result from the fixation of a series of musical, spoken,
or other sounds, regardless of the nature of the material objects,
such as discs, tapes, or other phonorecordings, in which such
sounds are embodied.”

(b) Crerican AmEnpMENT.—The table of sections for such part is
amended by adding at the end thereof the following new item :

“Sec. 280. Certain expenditures incurred in production of films, books,
records, or similar property.”

(¢) Errecrive Date.—The amendment made by this section applies
to amounts paid or incurred after December 31, 1975, with respect to
property the principal production of which begins after December 31,
1975.

SEC. 211. CLARIFICATION OF DEFINITION OF PRODUCED FILM RENTS.

(a) In GeNeraL.—Subparagraph (B) of paragraph (5) of section
543(a) (defining produced film rents for purposes of personal holding
company income) is amended by adding at the end thereof the follow-
ing new sentence: “In the case of a producer who actively participates
in the production of the film, such term includes an interest in the
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proceeds or profits from the film, but only to the extent such interest
is attributable to such active participation.”

(b) Errecrive Date.—The amendment made by subsection (a) shall
apply to taxable years ending on or after December 31, 1975.

SEC. 212. BASIS LIMITATION FOR AND RECAPTURE OF DEPRECIATION
ON PLAYER CONTRACTS.
(a) Basis LiMrraTioNs.—

(1) I~ ceneran.—Part IV of subchapter O of chapter 1 (relat-
ing to special rules a IL]icable to gain or loss on disposition of
pro erty& is amended by redesignating section 1056 as section
105‘?, and by inserting after section 1055 the following new
section :

“SEC. 1056. BASIS LIMITATION FOR PLAYER CONTRACTS TRANSFERRED
IN CONNECTION WITH THE SALE OF A FRANCHISE.

“(a) Generar Rure—If a franchise to conduct any sports enter-
prise is sold or exchanged, and if, in connection with such sale or
exchange, there is a transfer of a contract for the services of an athlete,
the basis of such contract in the hands of the transferee shall not exceed
the sum of—

“(1) the adjusted basis of such contract in the hands of the
transferor immediately before the transfer, plus
“(2) the gain (if any) recognized by the transferor on the
transfer of such contract.
For purposes of this section, gain realized by the transferor on the
transfer of such contract, but not recognized by reason of section
337(a), shall be treated as recognized to the extent recognized by the
transferor’s shareholders.

“(b) Exceprrons.—Subsection (a) shall not apply—

“(1) to an exchange described in section 1031 (relating to
exchange of property held for productive use or investment), and

“(2) to property in the hands of a person acquiring the property
from a decedent or to whom the property passed from a decedent
(within the meaning of section 1014(a)).

“éc) Transreror ReQUIRED To Furvisu CerraiN INFORMATION.—
Under regulations preseribed by the Secretary, the transfer shall, at
the times and in the manner provided in such regulations, furnish to
the Secretary and to the transferee the following information:

“(1) the amount which the transferor believes to be the adjusted
basis referred to in paragraph (1) of subsection (a),
“(2) the amount which the transferor believes to be the gain
referred to in paragraph (2) of subsection (a), and
“(3) any subsequent modification of either such amount.
To the extent provided in such regulations, the amounts furnished
pursuant to the greceding sentence shall be binding on the transferor
and on the transferee.

“(d) Presumprion A8 TO AmouNT ArLocaBLE 10 Prayer Con-
TRACTS.—In the case of any sale or exchange described in subsection
(a), it shall be presumed that not more than 50 percent of the con-
sideration is allocable to contracts for the services of athletes unless
it is established to the satisfaction of the Secretary that a specified
amount in excess of 50 percent is properly allocable to such contracts.
Nothing in the preceding sentence shall give rise to a presumption that
an allocation of less than 50 percent of the consideration to contracts
for the services of athletes is a proper allocation.”

90 STAT. 1545

26 USC 543

note.

26 USC 1051.

26 USC 1056.

Post, p. 1772.
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(2) CrericaL aMENpMENT.—The tables of sections for such part
VI is amended by striking out the last item and inserting in lieu
thereof the following:

“Sae. 1056, Basis limitation for player contracts transferred in con-
nection with the sale of a franchise,
“Sec. 1057. Cross references.”

(8) Errecrive pate—The amendments made by this subsec-
tion apply to sales or exchanges of franchises after December 31,
1975, in taxable years ending after such date.

(b) REcAPTURE.— Y y : )

(1) I~ ceneran.—Section 1245(a) (relating to gain from dis-
position of certain depreciable property) is amended by adding
at the end thereof the following new paragraph:

“(4) SPECIAL RULE FOR PLAYER CONTRACTS.—

“(A) I~ gexeraL—For purposes of this section, if a fran-
chise to conduct any sports enterprise is sold or exchanged,
and if. in connection with such sale or exchange, there 1s a
transfer of any player contracts, the recomputed basis of
such player contracts in the hands of the transferor shall be
the adjusted basis of such contracts inereased by the greater
of—

“(i) the ];reviously unrecaptured depreciation with
respect to player contracts acquired by the transferor
at the time of acquisition of such franchise, or

“(ii) the previously unrecaptured depreciation with
respect to the player contracts involved in such transfer.

“(B) PREVIOUSLY TUNRECAPTURED DEPRECIATION WITH
RESPECT TO INITIAL CONTRACTS.—For purposes of subpara-
graph (A) (i), the term ‘previously unrecaptured deprecia-
tion’ means the excess (if nnyg of—

“(i) the sum of the deduction allowed or allowable
to the taxpayer transferor for the depreciation of any
player contracts acquired by him at the time of acquisi-
tion of such franchise, plus the deduction allowed or
allowable for losses with respect to such player contracts
acquired at the time of such acquisition, over

“(ii) the aggregate of the amounts treated as ordinary
income by reason of this section with respect to prior
dispositions of such Elayer contracts acquired upon
acquisition of the franchise.

“(C) PRrEVIOUSLY UNRECAPTURED DEPRECIATION WITH
RESPECT TO CONTRACTS TRANSFERRED.—For purpoeses of sub-
paragraph (A) (i1), the term ‘previously unrecaptured depre-
ciation’ means—

“(i) the amount of any deduction allowed or allowable
to the taxpayer transferor for the depreciation of any
contracts involved in such transfer, over

“(ii) the aggregate of the amounts *reated as ordinary
income by reason of this section with respect to prior
dispositions of such player contracts acquired upon
acquisition of the franchise.

“(D) Praver conTrRACT.—For purposes of this paragraph,
the term ‘player contract’ means any contract for the services
of an athlete which, in the hands of the taxpayer, is of a
character subject to the allowance for depreciation provided
in section 167.”
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(2) Errecrive pate.—The amendment made by this subsection 26 USC 1245

applies to transfers of player contracts in connection with any
salI; or exchange of a franchise after December 31, 1975.
SEC. 213. CERTAIN PARTNERSHIP PROVISIONS.

(a) Dorrar Linrrarion Wrra Respecr 1o ApprrioNaL FirsT-YEAR
DeprecraTion Arrowance—Subsection (d) of section 179 (relating to
additional first-year depreciation allowance for small busmessg is
amended by redesignating par?atph (8) as paragraph (9) and by
inserting after paragraph (7) the following new paragraph:

“(8) DOLLAR LIMITATION IN CASE OF PARTNERSHIPS.—In the case
of a partnership, the dollar limitation contained in the first sen-
tence of subsection (b) shall apply with respect to the partnership
and with respect to each partner.”

(b) Crarrication or TREATMENT OF PARTNERSHIP SYNDICATION
Fgrs, Eve.—

(1) In cexeran.—Part I of subchapter K of chapter 1 (relatin
to determination of tax liability) is amended by adding at the en
thereof the following new section:

“SEC. 709. TREATMENT OF ORGANIZATION AND SYNDICATION FEES,
“(a) Generar Rure—Except as provided in subsection (b), no
deduetion shall be allowed under this chapter to the partnership or to
any partner for any amounts paid or incurred to organize a part-
nership or to promote the sale of (or to sell) an interest in such
partnership.
“(b) Antorrizarion or OrcANizaTION FrES.—

“(1) Depvcrion.—Amounts paid or incurred to organize a
partnership may, at the election of the partnership (made in
accordance with regulations prescribed by the Secretary), be
treated as deferred expenses. Such deferred expenses shall be
allowed as a deduction ratably over such period of not less than 60
months as may be selected by the partnership (beginning with the
month in which the partnership begins business), or if the partner-
ship is liquidated before the end of such 60-month period, such
deferred expenses (to the extent not deducted under this section)
may be deducted to the extent provided in section 165.

“(2) ORGANIZATIONAL EXPENSES DEFINED.—The organizational
Bx}?i]]llses to which paragraph (1) applies, are expenditures
which—

“ﬁA; are incident to the creation of the partnership;
“(B) are chargeable to capital account; and

“(C) are of a character which, if expended incident to the
creation of a partnership having an ascertainable life, would
be amortized over such life.”

. (2) Crerican amenpyeNt.—The table of sections for such part
is amended by adding at the end thereof the following:

“See. T09. Treatment of organization and syndication fees.”

(3) DETERMINATION OF AMOUNTS CHARGEABLE TO CAPITAL
account.—Section 707(c) (relating to guaranteed payments) is
amended by striking out “and section 162(a)” and inserting in
lllgél(t}.)l?,l‘eo “and, subject to section 263, for purposes of section

2(a)”.

() Irems Must Be Arrocatep To Porriox oF YEar Parr~er HeLD
INTERE(STi——‘I

1) In oeNeEraL.—Subparagraph (B) of section 706(c) (2

(relating to disposition of less than entire interest) is auger)léec)l

note.

26 USC 179.

26 USC 709.

26 USC 707.

26 USC 706.
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by striking out “or with respect to a partner whose interest is
reduced” and inserting in lieu thereof “or with respect to a
partner whose interest is reduced (whether by entry of a new
partner, partial liquidation of a partner’s interest, gift, or
otherwiseg)”.

(2) CERTAIN PROVISIONS OF SUBCHAPTER K MAY NOT BE OVER-
RIDDEN BY PARTNERSHIP AGREEMENT.—Subsection (a) of section
704 (relating to effect of partnership agreement) is amended by
striking out “except as o[!.ierwise provided in this section” and
insertin;_;; in lieu thereof “except as otherwise provided in this
chapter”,

(3) Crosg REFERENCES.—

(A) Section 704 is amended by adding at the end thereof
the following :

“(f) Cross REFERENCE.—

“For rules in the case of the sale, exchange, liquidation, or reduction

of a partner’s interest, see section 706(c) (2).”

(B) Section 761 (rejatintﬁ to terms defined) is amended by
adding at the end thereof the following:

“(e) Cross REFERENCE.—

“For rules in the case of the sale, exchange, liquidation, or reduction

of a pariner’s interest, see sections 704(b) and 706(c)(2).”

(d) Dererminarion or ParrNer's Distrisurive Smare—Subsec-
tion (b) of section 704 (relating to distributive share determined by
income or loss ratio) is amended to read as follows:

“(b) DererMinaTiON OF DISTRIBUTIVE SHARE.—A partner’s dis-
tributive share of income, gain, loss, deduction, or credit (or item
thereof) shall be determined in accordance with the partner’s interest
in the pa.rtnershifp (determined by taking into account all facts and
circumstances), if—

“(1) the partnership agreement does not provide as to the part-
ner’s distributive share of income, gain, loss, deduction, or credit
(or item thereof), or

“(2) the allocation to a partner under the agreement of income,
gain, loss, deduction, or credit (or item thereof) does not have
substantial economic effect.”

(e) TrearmexT oF Parrversure LraBiurrmes Writa Respect 1O
Waicn tae Parryer Is Nor Persowarny Liasre—Section 704(d)
(relating to limitation on allowance of losses) is amended by adding
at the end thereof the following new sentences:

“For purposes of this subsection, the adjusted basis of any partner’s
interest in the partnership shall not include any portion of any part-
nership liability with respect to which the partner has no personal
liability. The preceding sentence shall not apply with respect to any
activity to the extent that section 465 (relating to limiting deductions
to amounts at risk in case of certain activities) applies, nor shall it
apply to any partnership the principal activity of which is investing
in real Eroperty (other than mineral property).”
(f) Errective DaTes.—

(1) Ix cENERAL—Except as otherwise provided in this sub-
section, the amendments made by this section shall apply in the
case of partnership taxable years beginning after December 31,
1975,

(2) Sussecrion (e).—The amendment made by subsection (e)
shall apply to liabilities incurred after December 31, 1976.
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(8) Secmrox 709(b) oF THE copE—Section T09(b) of the
Internal Revenue e of 1954 (as added b{l the amendment
made by subsection (b)(1) of this section) shall apply in the
case of amounts paid or incurred in taxable years beginning after
December 31, 1976.

SEC. 214. SCOPE OF WAIVER OF STATUTE OF LIMITATIONS IN CASE OF
ACTIVITIES NOT ENGAGED IN FOR PROFIT.

(a) Ix GeNeErar.—Subsection ée) of section 183 (relating to spe- 26 USC 183.
cial rule for activities not engaged in for profit) is amended by add-
ing at the end thereof the following new paragraph :

“(4) TiME FOR ASSESSING DEFICIENCY ATTRIBUTABLE TO ACTIV-
rry.—If a taxpayer makes an election under paragraph (1) with
respect to an activity, the statutory period for the assessment of
any deficiency attributable to such activity shall not expire before
the expiration of 2 years after the date prescribed by law (deter-
mined without extensions) for filing the return of tax under
chapter 1 for the last taxable year in the period of 5 taxable
vears (or 7 taxable years) to which the election relates. Such
deficiency may be assessed notwithstanding the provisions of any
law or rule of law which would otherwise prevent such an
assessment.”,

(b) Cross Rererence.—Paragraph (2) of section 6212(c) (relat- Post, p. 1803.
ing to restriction of further deficiency letters) is amended by adding 26 USC 6212.
at the end thereof the following new subparagraph:

“(E) Deficiency attributable to activities not engaged in for profit,

see section 183(e) (4).". Supra.

(¢) Errecrive Date—The amendments made by this section shall 26 USC 183
apply with respect to taxable years beginning after December 31, note.
1969; except that such amendments shall not apply to any taxable
year ending before the date of the enactment of this Act with respect
to which the period for assessing a deficiency has expired before such
date of enactment.

TITLE III—-MINIMUM TAX AND MAXIMUM

TAX
SEC, 301. MINIMUM TAX.

(a) In Gexeran—Subsection (a) of section 56 (relating to mini- 26 USC 56.
mum tax for tax preferences) is amended to read as follows:
“(a) GenerarL Rupe.—In addition to the other taxes imposed by
this chapter, there is hereby imposed for each taxable year, with
respect to the income of every person, a tax equal to 15 percent of the
amount by which the sum of the items of tax preference exceeds the
greater of—
“21; $10,000, or
“(2) the regular tax deduction for the taxable year (as deter-
mined under subsection (¢)).” Post, p. 1550.
(b) Conrormine CHANGES.—
(1) Section 56(b) (relating to deferral of tax liability in case
of certain net operating losses) is amended—
. (A) by striking out “$30,000” in paragraph (1) (B) and
inserting in lieu thereof “$10,000”, and
(B) by striking out “10 percent” in paragraphs (1) and
(2) and inserting in lien thereof “15 percent”.

89-194 O—78—pt. 2——B
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Post, p. 1643.
Post, p. 1559.
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26 USC 57.
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(2) Section 56(c) (relating to tax carryovers) is amended to
read as follows:

_“(c) Reeurar Tax Depucrion DeriNen.—For purposes of this sec-
tion, the term ‘regular tax deduction’ means an amount equal to one-
half of (or in the case of a corporation, an amount equal to) the taxes
imposed by this chapter for the taxable year (computed without regard
to this part and without regard to the taxes imposed by sections
72(m) (5) (B), 402(e), 408(f%, 531, and 541), reduced by the sum of
the credits allowable under—

“(1) section 33 (relating to foreign tax credit),

“(2) section 37 (relating to credit for the elderly),

“(8) section 38 (relating to investment credit),

“(4) section 40 (relating to expenses of work incentive
program),

“%5) section 41 (relating to contributions to candidates for
public office),

“(6) section 42 (relating to general tax credit),
“(7) section 44 (relating to purchase of new principal resi-
dence), and

“(8) section 44A (relating to expenses for household and
dependent care services necessary for gainful employment).”

(¢) AvpprrroNan Tax PrerFEreNce ITEMS.—

(1) ADDITIONAL PREFERENCE ITEMS.—

(A) Section 57(a) (relating to items of tax preference)
is amended by striking out paragraph (1) and inserting in
lieu thereof the following:

“(1) Excess 1TEMIZED DEDUCTIONS.—An amount equal to the
excess itemized deductions for the taxable year (as determined
under subsection (b)).”

(B) Section 57(a) (relating to items of tax preference)
is amended by striking out the matter following paragraph
(10) and inserting in lieu thereof the following:

“(11) INTANGIBLE DRILLING cosTS.—The excess of the intangible
drilling and development costs described in section 263(¢) paid or
incurred in connection with oil and gas wells (other than costs
incurred in drilling a nonproductive well) allowable under this
chapter for the taxable year over the amount which would have
been allowable for the taxable year if such costs had been cap-
italized and straight line recovery of intangibles (as defined in
subsection (d)) had been used with respect to such costs.

Paragraphs (1), (3), and &11) shall not apply to a corporation.”

(C) Section 57(a)(3) (relating to accelerated deprecia-
tion on personal property subject to a net lease) is amended
to read as follows:

“(3) ACCELERATED DEPRECIATION ON LEASED PERSONAL PROP-
ErTY.—With respect to each item of section 1245 property (as
defined in section 1245(a)(3)) which is subject to a lease, the
amount by which—

“(A) the deduction allowable for the taxable year for
depreciatiou or amortization, exceeds

‘(B) the deduction which would have been allowable for
the taxable year had the taxpayer depreciated the property
under the straight-line method for each taxable year of its
useful life for which the taxpayer has held the property.

For purposes of subparagraph (B), useful life shall be determined
as iF section 167(m) (1) (relating to asset depreciation range)
did not include the last sentence thereof.”




PUBLIC LAW 94-455—O0CT. 4, 1976 90 STAT. 1551

(2) Excess ITEMIZED DEDUCTIONS DEFINED.—Section 57(b) is 26 USC57.
amended to read as follows:
“(b) Ex)cr.ss ITEMIZED I:)FEDUCI‘IONS.-— . b (1) of subsect
“(1) In eeneraL—For purposes of paragra of su ion
(a) ( the amount of the excess itemize daduct?ons for any taxable
year is the amount by which the sum of the deductions for the
taxable year other than— fids :
~ “(A) deductions allowable in arriving at adjusted gross
income,
“(B) the standard deduction provided by section 141,
“(C) the deduction for personal exemptions provided by

section 151,

“(D) the deduction for medical, dental, etc., expenses pro-

vided by section 213, and I .

“EE),)( 3t§13 deduction for casualty losses described in section

165(c 5
exceeds 60 percent (but does not exceed 100 percent) of the tax-
payer’s adjusted gross income for the taxable year.

%(2) SPECIAL RULE FOR TRUSTS AND ESTATES.—In the case of a
trust or estate, any deduction allowed or allowable for the taxable
year—

“(A) under section 642(c¢) (but only to the extent that the
amount of the deduction allowable under such section is in-
cluded in the income of the beneficiary under section 662 (a)
(1) for the taxable year of the beneficiary with which or
within which the taxable year of the trust ends) ;

“(B) under section 642(d), 642(e), 642(£), 651 (a), 661(a),
or 691 ; or

“(C) for costs paid or incurred in connection with the
administration of the trust or estate;

shall, for purposes of paragraph (1), be treated as a deduction
allowable in arriving at an adjusted gross income.”

(3) STRAIGHT LINE RECOVERY OF INTANGIBLES DEFINED.—Section
57 is amended by adding at the end thereof the following new
subsection :

“(d) StrarerT Line Recovery oF InTaNcieLEs DeriNen.—For pur-
poses of paragraph (11) of subsection (a)— Ante, p. 1550.

“(1) In eexEraL.—The term ‘straight line recovery of intangi-
bles’, when used with respect to intangible drilling and develop-
ment costs for any well, means (except in the case of an election
under paragraph (2)) ratable amortization of such costs over
the 120-month period beginning with the month in which pro-
duction from such well begins,

“(2) Erecrion.—If the taxpayer elects, at such time and in
such manner as the Secretary may by regu.’lations prescribe, with
respect to the intangible drilling and development costs for any
well, the term ‘straight line recovery of intangibles’ means any
method which woul-:% be permitted for purposes of determining
cost depletion with respect to such well and which is selected by
the taxpayer for purposes of subsection (a) (11).”

(4) SPECIAL RULES FOR TIMBER,—

(A) PREFERENCE REDUCTION FOR TIMBER.—Section 57(a)
(9) is amended by adding at the end thereof the following
new subparagraph :

“(C) PREFERENCE REDUCTION FOR TIMBER.—In the case of a
corporation, the amount of the tax preference under sub-
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pnrag?ph (B) shall be reduced (but not below zero) by the
sum of—
“(i) ome-third of the corporation’s timber preference
income (as defined in subsection (e) ), plus
“(i1) $20,000,
but in no event shall this reduction exceed the amount of
timber preference income,”

(B) REGULAR TAX DEDUCTION ADJUSTMENTS FOR TIMBER.—

26 USC 56. Section 56 is amended by adding at the end thereof the fol-
lowing new subsections:

“(d) Recurar Tax DeobuvcrioN ApsustMENT ForR TrmBEr—In the

case of a corporation, the regular tax deduction (as determined under

Ante, p. 1550.  subsection (c¢)) shall be reduced by an amount equal to the lesser of—

“(1) one-third of the amount determined under subsection (c)
without regard to this subsection, or

“(2) the preference reduction for timber determined under

Ante, p. 1551. section 57 (a) (9) (C).
“(e) Tax CARRYOVER FOR TTMBER.—

“(1) I~ ceneraL.—In the case of a corporation, if for any tax-
able year, including a taxable year beginning before January 1,
1976—

“(A) the taxes imposed by this chapter (computed with-
out regard to this part and without regard to the tax imposed
by section 531) which, under regulations prescribed by the

ecretary, are attributable to income from timber, reduced
by the sum of the eredits allowable under—

Post, p. 1643. (1) section 33 (relating to foreign tax credit),
“(i1) section 38 (relating to investment credit), and
“(ii1) section 40 (relating to expenses of work incen-
tive programs), exceed

“(B) the items of tax preference (as determined under
section 57),

then the excess of the taxes described in subparagraph (A) over
the items of tax preference shall be a tax carryover to each of the
7 taxable years following such year. The entire amount of the
excess shall be carried to the first of such 7 taxable years, and then
to each of the other such taxable years to the extent that such
excess is not used to reduce the amount subject to tax under sub-
section (a) for a prior taxable year to which such excess may be
carried.

“(2) Lamrrarion.—The amount of any carryover under para-
graph (1) which may be deducted in a taxable year shall be
limited to—

o (A? the excess of—

‘(i] the amount of timber preference income for the
taxable year (as defined in section 57 (e)), over

“(i1) the amount determined under section 57
(a) (9& (C) for the taxable year,

“(B) reduced by the excess of —

“(i) the regular tax deduction for the taxable year
(as determined under subsection (¢) without regard to
this subsection), over
“(i1) the amount determined under subsection (d) for
the taxable year.”
26 USC 57. (C) TiMBER PREFERENCE INCOME DEFINED.—Section 57 is
amended by adding at the end thereof the following new
subsection :
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“(e) Trueer Prererexce Income Derinen.—For purposes of this

part, the term ‘timber preference income’ means the sum of—
“(1) the gains referred to in section 631 (ag and section 631(b),
b (2? long-term capital gains on timber, an
(b‘;(s) gains on the sale of timber included in paragraph 1231
1),
multip]ie(!d by the fraction determined in paragraph 57(a) (9) (Bg.”
d NDMENTS OF SECTION 58.—Section 58 (relating to rules for
application of part) is amended— '

(1) by striking out subsection (a) and inserting in lieu thereof
the following :

“(a) Marrrep InprvipuaLs Finine SepAraTE RETURNS.—In the case
of a married individual who files a separate return for the taxable
year, section 56 shall be applied by substituting $5,000 for $10,000 each
place it agpears.”,

(2) by striking out “$30,000” each place it appears in subsections
(b) and (e)(2) and inserting in lieu thereolf) “$10,000", and

()3) by adding at the end thereof the following new subsections:

“(h) RecuraTions To IncLupe Tax Bexerir RuLe—The Secreta
shall prescribe regulations under which items of tax preference shall
be properly adjusted where the tax treatment giving rise to such items
will not result in the reduction of the taxpayer’s tax under this subtitle
for any taxable years.

“(i) Corrorarion Drrinep.—Except as provided in subsection
(d) (2), for purposes of this part, the term ‘corporation’ does not
include an electing small business corporation é;lls defined in section
1371(b) ) or a personal holding company (as defined in section 542).”

e) ConrormMiNG AMENDMENT.—Subsection (d) of section 443 (re-
lating to adjustment in exclusion for computing minimum tax for tax
preferences) is amended by striking out “$30,000” and inserting in
lieu thereof “$10,000".

(f) Secrion 21 Nor To Arpry.—For purposes of section 21 of the
Internal Revenue Code of 1954, the amendments made by this section
shall not be treated as a change in a rate of tax.

(g) Errective Date.—

(1) Ix eenerar—Except as provided by paragraph (4), the
amendments made by this section shall apply to items of tax pref-
erence for taxable years beginning after December 31, 1975.

(2) Tax carrvover.—Except as provided in paragraph (4)
and in section 56(e) of the Internal Revenue Code of 1954,
the amount of any tax carryover under section 56 (c) of such Code
from a taxable year beginning before January 1, 1976, shall not
be allowed as a tax earryover for any taxable year beginning after
December 31, 1975.

(3) SPRCIAL RULE FOR TAXABLE YEAR 1976 IN THE CASE OF A COR-
roraTION.—Notwithstanding any provision of the Internal Reve-
nue Code of 1954 to the contrary, in the case of a corporation
which is not an electing small business corporation or a personal
holding company the tax imposed by section 56 of such Code for
tafxable years beginning in 1976, is an amount equal to the sum
0 —

(A) the amount of the tax which would have been imposed
for such taxable year under such section as such section was
in effect on the day before the date of the enactment of the
Tax Reform Act of 1976, and

(B) one-half of the amount by which the amount of the
tax which would be imposed for such taxable year under such

90 STAT. 1553

26 USC 631.

26 USC 58.

26 USC 443.

26 USC 56 note.

26 USC 56 note.

Ante, p. 1552.
Ante, p. 1550.

26 USC 1 et seq.

Ante, p. 1520.
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Ante, p. 1520. section as amended by the Tax Reform Aect of 1976 (but for
this paragraph) exceeds the amount determined under sub-
paragraph (A).

(4) CERTAIN FINANOCIAL INSTITUTIONS.—In the case of a taxpayer
which is a financial institution to which section 585 or 593 of the
Internal Revenue Code of 1954 applies, the amendments made by
this section shall apply only to taxable years beginning after
December 31, 1977, and paragraph (2) shall be applied by sub-
stituting “January 1, 1978” for “January 1, 1976” and by sub-

stituting “December 31, 1977” for “December 31, 1975,

SEC. 302, MAXIMUM TAX.

(a) In GeneraL.—Section 1348 (relating to 50-percent maximum
rate on earned income) is amended to read as follows:

26 USC 1348. “SEC. 1348. 50-PERCENT MAXIMUM RATE ON PERSONAL SERVICE IN-
COME,
“(a) GeneranL Rure—If for any taxable year an individual has
onal service taxable income which exceeds the amount of taxable
income specified in paragraph (1), the tax imposed by section 1 for
26 USC 1301. such year shall, unless Ehe taxpayer chooses the benefits of part I
(relating to income averaging), be the sum of—
“(1) the tax imposed by section 1 on the highest amount of tax-
able income on which the rate of tax does not exceed 50 percent,
“(2) 50 percent of the amount by which his personal service tax-
able income exceeds the amount of taxable income specified in
paragraph (1) of this subsection, and
“(3) the excess of the tax computed under section 1 without
regard to this section over the tax so computed with reference
solely to his personal service taxable income.
*(b) Derintrions.—For purposes of this section—
“(1) PERSONAL SERVICE INCOME.—

“(A) Inx eeNeraL—The term ‘personal service income’
means any income which is earned income within the mean-
ing of section 401(c) (2)(C) or section 911(b) or which is
an amount received as a pension or annuity.

“(B) Excrerrions.—The term ‘personal service income’ does
not include any amount—

“(i) to which section 72(m) (5), 402(a) (2), 402(e),
403 (a) (2), 408(e) (2), 408(e)(3), 408(e)(4), 408(e)
(5), 408(f), or 409 (c) applies; or

‘(ii) which is includible in gross income under section
409(b) because of the redemption of a bond which was
not tendered before the close of the taxable year in which

the registered owner attained age 7014,
“(2) PERSONAL SERVICE TAXABLE INcoME—The personal service

taxable income of an individual is the excess of—

“(A) the amount which bears the same ratio (but not in
excess of 100 percent) to his taxable income as his personal
service net income bears to his adjusted gross income, over

“(B) the sum of the items of tax preference (as defined in
section 57) for the taxable year.

For purposes of subparagraph (A), the term ‘personal service net
income’ means personal service income reducetf by any deductions
allowable under section 62 which are properly allocable to or
chargeable against such earned income.
“(c) Marriep Inprvinvars.—This section shall apply to a married
individual only if such individual and his spouse make a single return
jointly for the taxable year.”
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(b) Crericar. AmexpmeNT.—The table of sections for part VI of
subchapter Q of chapter 1 is amended by strikinf qut the item relating
to section 1348 and inserting in lieu thereof the following :

“Sec. 1348, 50-percent maximum rate on pergonal service income.”

(¢) Conrorarnag AmexpymeNTs.—Section 1304 (b) (5) is amended bg'
striking out “earned” and inserting in lieu thereof “personal service”.

(d) Errecrive Date—The amendments made by this section apply
to taxable years beginning after December 31, 1976.

TITLE IV—EXTENSIONS OF INDIVIDUAL
INCOME TAX REDUCTIONS

SEC. 401. EXTENSIONS OF INDIVIDUAL INCOME TAX REDUCTIONS.

(a) GexeraL Tax CreprT.—

(1) 1-yEAR EXTENSION OF crEprr.—Section 3(b) of the Revenue
Adjustment Act of 1975 is amended by striking out “December 31,
1976 and inserting in lieu thereof “December 31, 1977".

(2) TECHNICAL AMENDMENTS.—

(A) The heading and subsection (a) of section 42 (relat-
ing to allowance of taxable income credit) are amended to
read as follows:

“SEC. 42. GENERAL TAX CREDIT.

“(a) Arrowance or Crepir.—In the case of an individual, there
shall be allowed as a credit against the tax imposed by this chapter for
the taxable year an amount equal to the greater of—

“(1) 2 percent of so much of the taxpayer’s taxable income for
the taxable year as does not exceed $9,000; or

“(2) $356 multiplied by each exemption for which the taxpayer
is entitled to a deduction for the taxable year under subsection
(b) or (e) of section 151.”

(B) Paragraph (1) of section 42(c) (relating to special
rule for married individuals filing separate returns) is
amended to read as follows:

“(1) In cEnEraL—Notwithstanding subsection (a), in the case
of a married individual who files a separate return for the tax-
able year, the amount of the eredit allowable under subsection (a)
for the taxable year shall be equal to either—

“(A) the amount determined under paragraph (1) of sub-
section (a) ; or

“(B) 1f this subparagraph applies to the individual for the
taxable year, the amount determined under paragraph (2)
of subsection (a).

For purposes of the preceding sentence, paragraph (1) of sub-
section (a) shall be applied by substituting ‘84,500’ for ‘$9,000.”

(C) Section 6096(b) (relating to designation of income
tax payments to Presidential Election Campaign Fund), as
in effect on the day before the date of the enactment of the Tax
Reduction Act of 1975, is amended by striking out “and 417
and inserting in lieu thereof “41, and 42",

(D) The table of sections for subpart A of part IV of
subchapter A of chapter 1 is amended by striking out the
item relating to section 42 and inserting in lieu thereof the
following :

“Sec. 42. General tax eredit.”

90 STAT. 1555

26 USC 1304,

26 USC 1348
note.

26 USC 42 note.

26 USC 42.

26 USC 6096.

Ante, p. 1520.
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26 USC 141.

26 USC 6012,
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(b) Stanvarn DEpverioN.—

(1) Low Income Arnrowance.—Subsection (c) of section 141
(relating to low income allowance) is amended to read as follows:

“(e) Low Income Arrowance—The low income allowance is—

“(1) $2,100 in the case of—

“(A) a joint return under section 6013, or
“(B) a surviving spouse (as defined in section 2(a)),

“(2) $1,700 in the case of an individual who is not married and
who is not a surviving spouse (as so defined), or

#(8) ”$1,050 in the case of a married individual filing a separate
return.”,

(2) PERCENTAGE STANDARD DEDUCTION.—Subsection (b) of sec-
tion 141 (relating to percentage standard deduction) is amended
to read as follows:

“(b) Percenrtace Sranvarp Depvcrion.—The percentage standard
deduction is an amount equal to 16 percent of adjusted gross income,
but. not more than—

(1) $2.800 in the case of—

“(A) ajoint return under section 6013, or
“(B) a surviving spouse (as defined in section 2(a)),

“(2) $2400 in the case of an individual who is not married
and who is not a surviving spouse (as so defined), or

#(3) $1,400 in the case of a married individual filing a separate
return.”

(3) Frmaxe reQuUIREMENTS.—So0 much of paragraph (1) of sec-
tion 6012(a) (relating to persons required to make returns of
income) as precedes subparagraph (C) thereof is amended to read
as follows:

“(1)(A) Every individual having for the taxable year a gross
income of $750 or more, except that a return shall not be required
of an individual (other than an individual referred to in section
142(b) )—

“(i) who is not married (determined by applying section
143), is not a surviving spouse (as defined in section 2(a)),
gnd for the taxable year has a gross income of less than
2.450,
“(i1) who is a surviving spouse (as so defined) and for the
taxable year has a gross income of less than $2,850, or
“(iil) who is entitled to make a joint return under section
6013 and whose gross income, when combined with the gross
income of his spouse, is, for the taxable vear, less than $3,600
but only if such individual and his spouse, at the close of the
taxable year, had the same household as their home.
Clause (iii) shall not apply if for the taxable year such spouse
makes a separate return or any other taxpayer is entitled to an
exemption for such spouse under section 151 (e).

“(B) The amount specified in clause (i) or (ii) of subpara-
graph (A) shall be inereased by $750 in the case of an individual
entitled to an additional personal exemption under section 151
(¢) (1), and the amount specified in clause (iii) of subparagraph
(A) shall be increased by $750 for each additional personal
exemption to which the individual or his spouse is entitled under
section 151 (c¢) ;™.

(¢) Earneo Incomr Crepir—

(1) EXTENSION OF CREDIT.—
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(A) Section 209(b) of the Tax Reduction Act of 1975 is 26 USC 43 note.
amended by striking out “January 1, 1977” and inserting in
lieu thereof “January 1, 1978". 2
(B) Subsections (a) and (b) of section 43 (relating to 26 USC43.
earned income credit) are amended to read as follows:
“(a) Avrvowance or Creprr.—In the case of an eligible individual,
there is allowed as a credit against the tax imposed by this chapter
for the taxable year an amount equal to 10 percent of so much of the
earned income %’or the taxable year as does not exceed $4,000.
“(b) Limrrarion.—The amount of the credit allowable to a tax-
payer under subsection (a) for any taxable year shall be reduced (but
not below zero) by an amount equal to 10 percent of so much of the
adjusted gross income (or, if greater, the earned income) of the
taxpayer for the taxable year as exceeds $4,000.”
(2) DEFINITION OF ELIGIBLE INDIVIDUAL—Subparagraph (A
of section 43(c) (1) (relating to definition of eligible individual
is amended to read as follows:
“(A) maintains a household (within the meaning of sec-
tion 44A (f) (1)) in the United States which is the principal Post, p. 1563.
place of abode of that individual and—
(i) a child of that individual if such child meets the
requirements of section 151 (e) (1) (B) (relating to addi-
tional exemptions for dependents), or
“(ii) a cEild of that individual who is disabled
(within the meaning of section 72(m) (7)) and with
respect to whom that individual is entitled to claim a
deduction under section 151; and™.
(d) WirHHOLDING AMENDMENTS.—
&1) Subsection (a) of section 3402 (relating to income tax 26 USC 3402.
collected at source) is amended to read as follows:
“(a) RequmemeNt oF Wrramnornina—Except as otherwise pro-
vided in this section, every employer making payment of wages
shall deduct and withhold upon such wages a tax determined in
accordance with tables prescribed by the Secretary. With respect to
wages paid prior to January 1, 1978, the tables so preseribed shall
be the same as the tables prescribed under this section which were in
effect on January 1, 1976. With respect to wages paid after Decem-
ber 31, 1977, the Secretary shall preseribe new tables which shall be the
same as the tables prescribed under this subsection which were in
effect on January 1, 1975, except that such tables shall be modified
to the extent necessary to reflect the amendments made to subsections
(b) and (¢) of section 141 by the Tax Reform Act of 1976. For Ante p. 1556.
purposes of applying such tables, the term ‘the amount of wages’ “The amount of
means the amount by which the w exceed the number of with- Wages.
holding exemptions claimed, multisﬁ:(si by the amount of one such
exemption as shown in the table in subsection (b) (1).”
(2) Para nﬁ)h (6) of section 3402(c) (relating to wage
bracket. withholding), as such paragraph was in effect on the
day before the date of the enactment of the Tax Reduction Act
of 1975, is amended by striking out “table 7 contained in sub- 26 USC 1 note.
section (a)” and inserting in lieu thereof “the table for an
annual payroll period Erescribed pursuant to subsection (a)”.
(3) Subparagraph (B) of section 3402(m) (1) (relating to
withholding allowance based on itemized deductions) is amended
to read as follows:
“(B) an amount equal to the lesser of (i) 16 percent of his
estimated wages, or (i1) $2,800 ($2,400 in the case of an individual
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who is not married (within the meaning of section 143) and who

is not a surviving spouse (as defined in section 2(&?@) ),?

[(ie) Errective Dates.—The amendments made by subsections (a)
and (c¢) shall apply to taxable years ending after December 31, 1975,
and shall cease to apply to taxable years ending after December 31,
1977. The amendments made by subsection (b) shall apply to taxable
years ending after December 31, 1975. The amendments made by
subsection (d) shall apply to wages paid after September 14, 1976.

SEC. 402. REFUNDS OF EARNED INCOME CREDIT DISREGARDED IN
THE ADMINISTRATION OF FEDERAL PROGRAMS AND FED-
ERALLY ASSISTED PROGRAMS,

(a) Subsection (d) of section 2 of the Revenue Adjustment Act of
1975 is amended by striking out “which begins prior to July 1, 1976,”.
; b) Subsection (g) of section 2 of such Act is amended to read as

ollows:

“(g) Errecrive Dares.—The amendments made by this section
(other than by subsection (d)) apply to taxable years ending after
December 31, 1975, and before January 1, 1978. Subsection (d) applies
to taxable years ending after December 31, 1975.”

TITLE V—-TAX SIMPLIFICATION IN THE
INDIVIDUAL INCOME TAX

SEC. 501, REVISION OF TAX TABLES FOR INDIVIDUALS.
(ga) In GeneraL—Section 3 (relating to optional tax tables for
individuals) is amended to read as follows:

“SEC. 3. TAX TABLES FOR INDIVIDUALS HAVING TAXABLE INCOME
OF LESS THAN $20,000.

“(a) Generan Rure—In lieu of the tax imposed by section 1,
there is hereby imposed for each taxable year on the taxable income
of every individual whose taxable income for such year does not
exceed $20,000, a tax determined under tables, applicable to such
taxable year, which shall be preseribed by the Secretary. In the
tables so prescribed, the amounts of tax shall be computed on the
basis of the rates prescribed by section 1.

“(b) Tax Treatep as Imposep By Section 1.—For purposes of
this title, the tax imPosed by this section shall be treated as tax
img;}sed by section 1.”

(b) CoNFORMING AMENDMENTS.—

(1)I ..‘:;lection 4 (relating to rules for optional tax) is hereby
repealed.
[z;) Section 36 (relating to credits not allowed to individuals
paying optional tax or taking standard deduction) is amended—
(A) by striking out “PAYING OPTIONAL TAX OR” in the
heading: and
(B) by striking out “elects to pay the optional tax imposed
by section 3, or if he” in such section.

3) Subsection (a) of section 144 (relating to election of stand-

ard deduction) is amended to read as follows:

“(a) Meruop or Evrecrion.—The standard deduction® shall be
allowed if the taxpayer so elects in his return, and the Secretnry shall
prescribe the manner of signifying such election in the return.”.

(4) Subsection (c¢) of section 144 is amended—
(A) by striking out P&ra%;-aph (2);
(B) by inserting “or” at the end of paragraph (1) ; and
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(C) by redesignating paragraph (3) as paragraph (2).
Eﬁ Subsection (d) of %ct.i?m 144 is hereLy repealed.

6) Section 1211 bf) (8) (relating to computation of taxable
income for purposes of limitation on capital losses) is amended by
striking out the last sentence thereof.

(7) Section 1304(b) (relating to certain provisions inapplicable
for income averaging) is amended by striking out paragraph (1)
and by redesignating paragraphs (21 (3), (4), and (5) as para-
graphs (1), (2), (3(), and (4), respectively.

(8) Section 6014 (a) (relating to tax not computed by taxpayer)
is amended—

(A) by striking out in the first sentence “entitled to elect
to pay t{e tax imposed by section 3" and inserting in lieu
thereof “entitled to take the standard deduction grovided by
section 141 (other than an individual described in section
141(e))™; and

(B) by striking out in the second sentence “pay the tax
imposed{» section 3" and inserting in lieu thereof “take the
standard deduction”.

59) Paragraph (5) of section 6014(b) is amended to read as
follows:

“(5) to cases where the taxpayer does not elect the standard
deduction or where the taxpayer elects the standard deduction
but is subject to the provisions of section 141(e) (relating to
limitations in case of certain dependent taxpayers).”

(¢) CLERICAL AMENDMENTS.—

(1) The table of sections for part I of subchapter A of chap-
ter 1 is amended by striking out the items relating to sections 3
and 4 and inserting in lieu thereof :

“Sec. 3. Tax tables for individuals having taxable income of less than

(2) The table of sections for part IV of subchapter A of
chapter 1 is amended by striking out “paying optional tax or” in
the item relating to seetion 36.

SEC. 502. DEDUCTION FOR ALIMONY ALLOWED IN DETERMINING
ADJUSTED GROSS INCOME.

(a) I~ Gexeran,—Section 62 (defining adjusted gross income) is
amended by inserting after paragraph (12) the following new
paragraph:

“?13) Armvoxy.—The deduction allowed by section 215.”

(b) Coxrorarine AsexpmeNT—The first sentence of subparagraph
(A) of section 3402(m) (2) (relating to withholding allowances based
on itemized deductions) is amended %y striking out “under section 62”
and inserting in lieu thereof “under section 62 (other than paragraph
(13) thereof)”.

(¢) Errecrive Date.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1976,

SEC.503. REVISION OF RETIREMENT INCOME CREDIT.

(a) In GeNerarL.—Section 37 (relating to retirement income) is
amended to read as follows:

“SEC. 37. CREDIT FOR THE ELDERLY.

“(a) GexeraL Ruve.—In the case of an individual who has attained
age 65 before the close of the taxable year, there shall be allowed as
a credit against the tax imposed by this chapter for the taxable year
an amount equal to 15 percent of such individual’s section 37 amount
for such taxable year.

26 USC 144.
26 USC 1211.

26 USC 1304.

26 USC 6014.

Ante, p. 1558.

26 USC 62.

26 USC 3402.

26 USC 62 note.

26 USC 37.
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“(b) Secriox 37 Asovunt.—For purposes of subsection (a)—

“(1) I~ eenerar.—An individual's section 37 amount for the
taxable year is the applicable initial amount determined under
paragraph (2), reduced as provided in paragraph (8) and in
subsection (c).

%(2) Inrrian amounT.—The initial amount is—

“(A) $2,500 in the case of a single individual,
“gB) $2,600 in the case of a joint return where only one

spouse is eligible for the credit under subsection (a}l,

“(C) $3,750 in the case of a joint return where both spouses
are eligible for the credit under subsection (a), or

“(D) $1,875 in the case of a married individual filing a
separate return.

“(3) Repuction.—The reduction under this paragraph is an
amount equal to the sum of the amounts received by the indi-
vidual (or, in the case of a joint return, by either spouse) as a
pension or annuity—

“(A) under title IT of the Social Security Act,
“gB) under the Railroad Retirement Act of 1935 or 1937,
or
#(C) otherwise excluded from gross income.

No reduction shall be made under this paragraph for any amount

excluded from gross income under section 72 Frelat'm to annui-

ties), 101 (relating to life insurance proceeds), 104 (relating to
compensation for injuries or sickness), 105 Sre]n-ting to amounts
received under accident and health plans), 120 (relating to

amounts received under qualified group legal services plans), 402

(relating to taxability of beneficiary of employees’ trust), 403

(relating to taxation of employee annuities), or 405 (relating to

qua.liﬁsuiI bond purchase plans).
“(¢) LvrrATIoNs.—

“(1) ApgusTEp Gross INCOME LiMITATION.—If the adjusted
gross income of the taxpayer exceeds—

“(A) $7,500 in the case of a sing]e individual,

“(B) $10,000 in the case of a joint return, or

“(C) $5,000 in the case of a married individual filing a
separate return,

the section 37 amount shall be reduced by one-half of the excess

of the adjusted gross income over $7,500, $10,000, or $5,000, as

the case may be.

“(2) LaMITATION BASED ON AMOUNT oF TAX.—The amount of
the credit allowed by this section for the taxable year shall not
exceed the amount of the tax imposed by this chapter for such
taxable year.

“(d) Derrxtrrons axp Seecian Rures.—For purposes of this

section—

“(1) MARRIED COUPLE MUST FILE JOINT RETURN.—Except in the
case of a husband and wife who live apart at all times during the
taxable year, if the taxpayer is married at the close of the tax-
able year, the credit provided by this section shall be allowed only
if the taxpayer and his spouse file a joint return for the taxable

ear.

“(2) MarrraL staros.—Marital status shall be determined under
section 143,

“(3) Joint rETURN.—The term ‘joint return’ means the joint
return of a husband and wife made under section 6013,
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“(e) Erecrion oF Prior Law Wira Respecr 1o PuBric RETIREMENT
SysTEM INCOME—

“(1) I~ generaL—In the case of a taxpayer who has not
attained age 65 before the close of the taxable year (other than a
married individual whose spouse has attained age 65 before the
close of the taxable year), his credit (if any) under this section
shall be determined under this subsection.

“(2) ONE SPOUSE AGE 65 OR OVER—In the case of a married
individual who has not attained age 65 before the close of the tax-
able year but whose spouse has attained such age, this paragraph
shall apply for the taxable year only if both spouses elect, at such
time and in such manner as the Secretnl?' shall by regulations pre-
seribe, to have this pamgra£h apply. 1f this paragraph applies
for the taxable year, the credit (if any) of each spouse under this
section shall be determined under this subsection.

“(8) ComrpuraTion oF crepiT.—In the case of an individual
whose credit under this section for the taxable year is determined
under this subsection, there shall be allowed as a credit against
the tax imposed by this chapter for the taxable year an amount
equal to 15 percent of the amount received by such individual as
retirement income (as defined in paragraph (4) and as limited
by paragraph (5)). o=

“(4) ReTREMENT INcOME—For purposes of this subsection, the ' ‘Retirement
term ‘retirement income’ means— e

“(A) in the case of an individual who has attained age 65
before the close of the taxable year, income from—

“(i1) pensions and annuities (including, in the case of
an individual who is, or has been, an employee within
the meaning of section 401 (c) (1), distributions by a trust 26 USC 401.
described in section 401(a) which is exempt from tax
under section 501 (a)),

“(ii) interest,

“(ii1) rents,

“(iv) dividends,

“(v) bonds deseribed in section 405(b) (1) which are
received under a qualified bond purchase plan described
in section 405(a) or in a distribution from a trust
described in section 401(a) which is exempt from tax
under section 501(a), or retirement bonds described in
section 409, and

“(vi) an individual retirement account described in
section 408(a) or an individual retirement annuity
described in section 408(b), or

“(B) in the case of an individual who has not attained age
65 before the close of the taxable year, income from pensions
and annuities under a public retirement system (as defined

in paragraph (8) (4)),
to the extent included in gross income without reference to this
subsection, but only to the extent such income does not represent
compensation for personal services rendered during the taxable

ear.

“(5) LiMITATION ON RETIREMENT INCOME.—For purposes of this
subsection, the amount of retirement income shall not exceed
$2,500 less—

“(A) the reduction provided by subsection (b)(3), and
“(B) in the case of any individual who has not attained

age 72 before the close of the taxable year—
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“(i% if such individual has not attained age 62 before
the close of the taxable year, any amount of earned
income (as defined in paragraph (8)(B)) in excess of
$900 received by such individual in the taxable year, or
“(ii) if such individual has attained age 62 before the
close of the taxable year, the sum of one-half the amount
of earned income received by such individual in the tax-
able year in excess of $1,200 but not in excess of $1,700,
and the amount of earned income so received in excess
of $1,700.

“(6) LIDMITATION IN CASE OF MARRIED INDIVIDUALS.—In the case
of a joint return, paragraph (5) shall be applied by substituting
$3,750" for ‘$2,500". The $3,750 provided by the preceding sentence
shall be divided between the spouses in such amounts as may be
agreed on by them, except that not more than $2,500 may be
assigned to either spouse.

“%’:’) LIMITATION IN THE CASE OF SEPARATE RETURNS.—In the case
of a married individual filing a separate return, Pamgmph (5)
shall be applied by substituting ‘$1,875’ for ‘$2,500".

“(8) Derinrrions.—For purposes of this subsection—

“(A) PuBLIC RETIREMENT 8YSTEM DEFINED.—The term ‘pub-
lic retirement system’ means a pension, annuity, retirement,
or similar fund or system established by the United States,
a State, a possession of the United States, any political sub-
division of any of the foregoing, or the District of Columbia,

“(B) Earxep ixcome—The term ‘earned income’ has the
meaning assigned to such term by section 911(b), except
that such term does not include any amount received as a

ension or annuity.

“(1f) N[::xnzsmnsr Avriex InerciBLe For Crepir.—No credit shall
be allowed under this section to any nonvesident alien.”

(b) TECHNTCAL AMENDMENTS.—

(1) Section 904 (relating to limitation on foreign tax credit),
as amended by this Act, is amended by redesignating subsection
(g) as subsection (h), and by inserting after subsection (f) the
following new subsection :

“(g) Coorvixatiox Wrra CrebitT ror THE ELDERLY.—In the case of
an individual, for purposes of subsection (a) the tax against which the
credit is taken is such tax reduced by the amount of the eredit (if any)
for the taxable year allowable under section 37 (relating to credit f):)r
the elderly).”

(2) Section 6014(a) (relating to tax not computed by tax-
payer) is amended by striking out the last sentence thereof.

(3) Section 6014(b) is amended—

(A) by striking out paragraph (4),

(B) by redesignating paragraph (5) (as amended by sec-
tion 501(b) (9)) as paragraph (4), and

(C) by inserting “or” at the end of paragraph (3).

(4) Sections 41(b) é), 42(b) (2), 46(a) (3) (C), and 50A (a)
(3) (C) are each amended by striking out “retirement income”
and inserting in lieu thereof “credit for the elderly™.

(5) The table of sections for subpart A of part I'V of subchapter
A of chapter 1 is amended by striking out the item relating to
section 37 and inserting in lieu thereof the following :

“See. 37. Credit for the elderly.”
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SEC. 504. CREDIT FOR CHILD CARE EXPENSES.
(a) Avvowaxces oF Crepit ForR Cuiip Care ExPENSES.—
(1) Ix gexerar.—Subpart A of part IV of subchapter A of
chapter 1 (relating to credits a.llowagle) is amended by inserting
before section 45 the following new section :

“SEC. 44A. EXPENSES FOR HOUSEHOLD AND DEPENDENT CARE SERV- 26 USC 44A.
ICES NECESSARY FOR GAINFUL EMPLOYMENT.

“(a) Arrowaxce or Creprr.—In the case of an individual who
maintains a household which includes as a member one or more quali-
fying individuals (as defined in subsection (e¢) (1)), there shall be
allowed as a credit against the tax imposed by this chapter for the
taxable year an amount equal to 20 percent of the employment-related
expenses (as defined in subsection (e)(2)) paid by such individual
during the taxable year.

“(b) Arprication Wrira Ormer Crepirs.—The credit allowed by
subsection (a) shall not exceed the amount of the tax imposed by this
chapter for the taxable year reduced by the sum of the credits allow-
able under—

“(1) section 33 (relating to foreign tax credit), Post, p. 1643.
% (2} section 37 (relating to credit for the elderly), Ante, p. 1559.
“(3) section 38 (relating to investment in certain depreciable

property),
“(4) section 40 (relating to expenses of work incentive
rograms),
“(5) section 41 (relating to contributions to candidates for

public office)

“(6) section 42 (relating to general tax credit), and
s &7) section 44 (relating to purchase of new principal
residence).
“(e) DeFINITIONS OF QUALIFYING INDIVIDUAL AND EMPLOYMENT-
Reratep Exrenses—For purposes of this section—
“(1) Quarirying iNpIVIDUAL—The term ‘qualifying individ-
ual’ means—

“(A) a dependent of the taxpayer who is under the age
of 15 and with respect to whom the taxpayer is entitled to a
deduetion under section 151 (e),

“(B) a dependent of the taxpayer who is physically or
mentally incapable of caring for himself, or

“(C) the spouse of the taxpayer, if he is physically or
mentally incapable of caring for himself.

“(2) EMPLOYMENT-RELATED EXPENSES,—

“{A) In ceEveEraL—The term ‘employment-related ex-
penses’ means amounts paid for the following expenses, but
only if such expenses are incurred to enable the taxpayer to
be gainfully employed for any period for which there are 1 or
more qualifying individuals with respect to the taxpayer:

‘(1) expenses for household services, and
“(i1) expenses for the care of a qualifying individual.

“(B) Exceerion.—Employment-related expenses deseribed
in subparagraph (A) which are incurred for services outside
the taxga er’s household shall be taken into account only if
incurred for the care of a qualifying individual described in

Saragmﬁh (1) (A).
“(d) Dorvar Lyt ox Asount CrEprrapre—The amount of the
employment-related expenses incurred during any taxable year which
may be taken into aceount under subsection (a) shall not exceed—
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“(1) $2,000 if there is 1 qualifying individual with respect to
the taxpayer for such taxable year, or

“(2) $4,000 if there are 2 or more qualifying individuals with
respect to the taxpayer for such taxable year.

“(e) EarnNep Income LimrrarioN.—

“(1) Ix eeneraL—Except as otherwise provided in this sub-
section, the amount of the employment-related expenses incurred
during any taxable year which may be taken into account under
subsection (a) shall not exceed—

“(A) in the case of an individual who is not married at the
close of such year, such individual’s earned income for such
year, or

“(B) in the case of an individual who is married at the
close of such year, the lesser of such individuals earned
income or the earned income of his spouse for such year.

“(2) SPECIAL RULE FOR SPOUSE WHO I8 A STUDENT OR INCAPABLE
OF CARING FOR HIMSELF.—In the case of a spouse who is a student
ora qualif*&ng individual described in subsection (¢) (1) (C), for
purposes of paragraph (1), such spouse shall be deemed for each
month during which such spouse is a full-time student at an ed-
ucational institution, or is such a qualifying individual, to be
gainfully employed and to have earned income of not less than—

“(A) $166 if subsection (d)(1) applies for the taxable

ear, or

“(B) $333 if subsection (d)(2) applies for the taxable

ear.
In 'tge case of any husband and wife, this paragraph shall apply
with respect to only one spouse for any one month.
“(f) Sprcran Runes.—For purposes of this section—

“(1) MainTaiNiNg HOUSEHOLD.—AN individual shall be treated
as maintaining a household for any period only if over half the
cost of maintaining the household for such period is furnished
by such individual (or, if such individual is married during such
period, is furnished by such individual and his spouse).

#(2) MARRIED COUPLES MUST FILE JOINT RETURN.—If the tax-

ayer is married at the close of the taxable year, the credit shall
allowed under subsection (a) only if the taxpayer and his
spouse file a joint return for the taxable year.

“(3) MarrraL sratus—An individual legally separated from
his spouse under a decree of divorce or of separate maintenance
shall not be considered as married.

“(4) CERTAIN MARRIED INDIVIDUALS LIVING APART.—If—

“(A) an individual who is married and who files a sep-
arate return—

“(1) maintains as his home a household which con-
stitutes for more than one-half of the taxable year the
principal place of abode of a qualifying individual, and

“(i1) furnishes over half of the cost of maintaining
such household during the taxable year, and

“(B) during the last 6 months of such taxable year such
individual’s spouse is not a member of such household,

such individual shall not be considered as married.

o 5)IfSPEGIAL DEPENDENCY TEST IN CASE OF DIVORCED PARENTS,
ETC.—JIf—

26 USC 151. “(A) a child (as defined in section 151(e)(3)) who is
under the age of 15 or who is physically or mentally incapable
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of caring for himself receives over half of his support during
the calendar year from his parents who are divorced or
legally separated under a decree of divorce or separate main-
tenance or who are separated under a written separation
ement, and
“(B) such child is in the custody of one or both of his
parents for more than one-half of the calendar year,
in the case of any taxable year beginning in such calendar year
such child shall be treated as being a qualifying individual
described in subparagraph (A) or (]g) of subsection (c) (1), as
the case may be, with respect to that parent who has custody for a
longer period during such calendar year than the other parent,
and shall not be treated as being a qualifying individual with
respect to such other parent.

“(6) PAYMENTS TO RELATED INDIVIDUALS.—

“(A) In ceNerar—Except as provided in subparagraph
(B), no credit shall be allowed under subsection (a) for any
amount paid by the taxpayer to an individual bearing a rela-
tionship to the taxpayer described in paragraphs (1) through
(8) of section 152(a) (relating to definition of dependent)
or to a dependent deseribed in paragraph (9) of such section.

“(B) Exceerion.—Subparagraph (A) shall not apply to
any amount paid by the taxpayer to an individual with
respect to whom, for the taxable year of the taxpayer in which
the service is performed, neither the taxpayer nor his spouse
is entitled to a deduction under section 151(e) (relating to
deduction for personal exemptions for dependents), but only
if the service with respect to which such amount is paid con-
stitutes employment within the meaning of seection 3121(b).

“(7) SrupExt.—The term ‘student’ means an individual who “Student.”
during each of 5 calendar months during the taxable year is
a full-time student at an educational organization.

“(8) EpucATioNAL ORGANTZATION.—The term ‘educational orga- ‘“Educational
nization’ means an educational organization described in section ©rgamzation.
lmilb) (1) (A) (ii).

“(g) Recurarions.—The Secretary shall prescribe such regulations
as may be necessary to carry out the purposes of this section.”

(2) Crericar amexpMENT.—The table of sections for subpart
A of part 1V of subchapter A of chapter 1 is amended by insert-
ing before the item relating to section 45 the following new item:

“Sec. 44A. Expenses for household and dependent care services neces-
sary for gainful employment.”
(b) Repear or Depuctioxy ¥or Caitp Care ExpeNses.—

(1) Ix GENERAL—Section 214 (relating to expenses for house- 26 USC 214.
hold and dependent care services necessary for gainful employ-
ment) is hereby repealed.

(2) Crerrcan ameNpmMeNT.—The table of sections for part VIT
of subchapter B of chapter 1 is amended by striking out the item
relating to section 214.

(c) TecHNICAL AMENDMENTS.—

(1) Section 213(f) (relating to exclusion of amounts allowed 26 USC 213.
for care of certain dependents) is amended by striking out “a
deduction under section 214" and inserting in lieu thereof “a
credit under section 44A”. Ante, p. 1563.

(2) Section 6096(b) (defining income tax liability) is amended 26 USC 6096.
HAs,t,.rﬁnng out “and 44” and inserting in lieu thereof “, 44, and

89-194 O—78—pt. 2——7
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26 USC 3402. (3) Paragraph (4) of section 3402(m) (relating to withholding
allowances %ascd on itemized deductions) is amended by striking
out “and” at the end of subparagraph (A), by striking out the
period at the end of subparagraph (B) and inserting in lieu
thereof *, and”, and by adding at the end thereof the following
new subparagraph :

“(C) may take into account tax credits to which employees
are entit.lecﬁ”

SEC. 505. CHANGES IN EXCLUSIONS FOR SICK PAY AND CERTAIN
MILITARY, ETC, DISABILITY PENSIONS; CERTAIN DIS-
ABILITY INCOME.

26 USC 105. (a) Sick Pay.—Subsection (d) of section 105 (relating to amounts
excluded from gross income under wage continuation plans) is
amended to read as follows:

“(d) CerTaIN Disapruiry PAYMENTS.—
“(1) I~ geNEraL—In the case of a taxpayer who—
“(A) has not attained age 65 before the close of the tax-
able year, and
“(B) retired on disability and, when he retired, was per-
manently and totally disabled,
gross income does not include amounts referred to in subsection
(a) if such amounts constitute wages or payments in lieu of
wages for a period during which the employee is absent from
work on account of permanent and total disability.

“(2) Limrrarion.—This subsection shall not apply to the
extent that the amounts referred to in paragraph (1) exceed a
weekly rate of $100.

“(3) Pmasrour over $15,000.—If the adjusted gross income of
the taxpayer for the taxable year (determined without regard to
this subsection) exceeds $15,000, the amount which but for this
paragraph would be excluded under this subsection for the tax-
able year shall be reduced by an amount equal to the excess of
the adjusted gross income (as so determined) over $15,000.

“(4) MARRIED COUPLE MUST FILE JOINT RETURN.—Except in the
case of a husband and wife who live apart at all times during the
taxable year, if the taxpayer is married at the close of the taxable
year, the exclusion provided by this subsection shall be allowed
only if the taxpayer and his spouse file a joint return for the
taxable year. For purposes of this subsection, marital status shall
be determined under section 143.

“(5) PERMANENT AND TOTAL DISABILITY DEFINED.—For pur-
poses of this subsection, an individual is permanently and totally
disabled if he is unable to engage in any substantial gainful
activity by reason of any medically determinable physical or
mental impairment which can be expected to result in death or
which has lasted or can be expeeted to last for a continuous period
of not less than 12 months, An individual shall net be considered
to be permanently and totally disabled unless he furnishes proof
of the existence thereof in snch form and manmner, and at such
times, as the Secretary may require.

“(6) Joint rETURN.—For purposes of this subsection, the term
“oint return’ means the joint return of a husband and wife made
under section 6013.

“(7) CoorDINATION WITH SECTTION 72.—In the case of an individ-
ual described in subparagraphs (A) and (B) of paragraph
(1), for purposes of section 72 the annuity starting date shall not
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be deemed to occur before the begmnm% of the taxable year in
which the taxpayer attains age 65, or before the beginning of an
earlier taxable year for which the taxpayer makes an irrevocable
election not to seek the benefits of this subsection for such year
and all subsequent years.” 3
(b) Cerrary Miurrary, Etc., Disasiury Pexstons—Section 104 26 USC 104.
(relating to compensation for injuries or sickness) is amended by
redesignating subsection (b) as subsection (¢) and by inserting after
subsection (a) the following new subsection:
“(b) TERMINATION OF APPLICATION OF SUBSECTION (a)(4) 1N CEr-
TAIN Cases.—

“(1) I~ eeneraL.—Subsection (a)(4) shall not apply in the
case of any individual who is not described in paragraph (2).

“(2) INDIVIDUALS TO WHOM SUBSECTION (a)(4) CONTINUES TO
appLY.—An individual is described in this paragraph if—

“(A) on or before September 24, 1975, he was entitled to
receive any amount described in subsection (a)(4),

“(B) on September 24, 1975, he was a member of any
organization (or reserve component thereof) referred to in
subsection (a)(4) or under a binding written commitment
to become such a member,

“(C) he receives an amount described in subsection (a)

(4) by reason of a combat-related injury, or

“(D) on application therefor, he would be entitled to
receive disability compensation from the Veterans’ Adminis-
tration.

“(3) SPECIAL RULES FOR COMBAT-RELATED INJURIES.—For pur- | '‘Combatrelated
poses of this subsection, the term ‘combat-related injury’ means ™"
personal injury or sickness—

“(A) which is incurred—

(i) as a direct result of armed conflict,
“(i1) while engaged in extrahazardous service, or
“(ii1) under conditions simulating war; or

“(B) which is caused by an instrumentality of war.

In the case of an individual who is not described in subparagraph
(A) or (B) of paragraph (2), except as provided in paragraph
(4), the only amounts taken into account under subsection (a) (4)
shall be the amounts which he receives by reason of a combat-
related injury.

“(4) AMOUNT EXCLUDED TO BE NOT LESS THAN VETERANS’ DIS-
ABILITY COMPENSATION.—In the case of any individual described
in paragraph (2). the amounts excludable under subsection (a)

(4) for any period with respect to any individual shall not be less
than the maximum amount which such individual, on application
therefor, would be entitled to receive as disability compensation
from the Veterans’ Administration.”
(c) Sercian Ruie ror Existine PERMANENT AND Torar Disaprury 26 USC 105
Cases—In the case of any individual who— -

51) retired before January 1, 1976,

2) either retired on disability or was entitled to retire on dis-
ability, and

(3) on January 1, 1976, was permanently and totally disabled
(within the meaning of section 105(d) (5) of the Internal Reve-
nue Code of 1954), Ante, p. 1566.
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such individual shall be deemed to have met the requirements of sec-
tion 105(d) (1) (B) of such Code (as amended by subsection (a) of
this section).
(d) Seecian Rure vor Coorbinarion WitH SecrioN 72.—In the
case of an individual who—
(1) retired on disability before January 1, 1976, and
(2) on December 31, 1975, was entitled to exclude any amount
with respect to such retirement disability from gross income under
section 105(d) of the Internal Revenue Code of 1954,
for purposes of section 72 the annuity starting date shall not be deemed
to occur before the beég-imﬁng of the taxable year in which the taxpayer
attains age 65, or before the beginning of an earlier taxable year for
which the taxpayer makes an irrevocable election not to seek the bene-
fits of this subsection for such year and all subsequent years.
(e) Cerrain Disapiurry INcome.—
(1) Ix ceneran.—Section 104(a) (relating to compensation
for injuries or sickness) is amended—
A) by striking out “and” at the end of paragraph (3) ;
B) by striking out the period at the end of paragragh (4)
and inserting in lieu thereof a semicolon and the word “and”;

and
(C) by adding at the end thereof the following new
paragraph:

“(5) amounts received by an individual as disability income
attributable to injuries incurred as a direct result of a violent
attack which the Secretary of State determines to be a terrorist
attack and which oceurred while such individual was an employee
of the United States engaged in the performance of his official
duties outside the United States.”

(2) Errecrive pate.—The amendments made by this subsection
shall apply to taxable years beginning after December 31, 1976,

SEC. 506. MOVING EXPENSES.

(a) Drcrease 1xv Mireace Test From 50 Mires To 35 Mires.—Para-

grap (1) of section 217(c¢) (relating to conditions for allowance of
eduction for moving expenses) is amended by striking out “50 miles”
each place it appears and inserting in lieu thereof “35 miles”,

IncreAsE 1IN DoLLar AMoUNTS.—

(1) CERTAIN EXPENSES OF TRAVELING, MEALS, AND LODGING AFTER
OBTAINING EMPLOYMENT.—The first sentence of subparagraph (A)
of section 217(b) (3) (relating to dollar limits) is amended by
striking out “$1,000” and inse rtin&:\ in lieu thereof “$1,500",

(2) AcereGATE poLLAR LiMIT.—The second sentence of subpara-
graph (A) of section 217(b)(3) is amended by striking out

$2,500” and inserting in lieu thereof “$3,0007.
3) SepArATE RETURNS.—The second sentence of subparagraph
(B) of section 217(b) (3) (relating to dollar limits in the case of
husband and wife) is amended to read as follows: “In the case of
a husband and wife filing separate returns, subparagraph (A)
shall be applied by substituting ‘6750’ for ‘41,500, and by sub-
stituting ‘61,500’ for ‘$3,000".”

(¢) Rores ror MemBers oF THE ArmEp Forces or taR UNITED
Stares.—Section 217 is amended by redesignating subsection (g) as
subsection (h) and by inserting a.f}"ter subsection (f) the following
new subsection :

“(g) Ruies ror MemsErs oF THE ARmMED Forces oF THE UNITED
States.—In the case of a member of the Armed Forces of the United
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States on active duty who moves pursuant to a military order and
incident to a permanent change of station—

“(1) the limitations under subsection (¢) shall not apply;

“(2) any moving and storage expenses which are furnished in
kind (or for which reimbursement or an allowance is provided,

but only to the extent of the expenses paid or incurred) to such
member, his spouse, or his dependents, shall not be includible in
%ross income, and no reporting with respect to such expenses shall

e required by the Secretary of Defense or the Secretary of Trans-
portation, as the case may be; and

“(3) if moving and storage expenses are furnished in kind (or
if reimbursement or an allowance for such expenses is provided)
to such member’s spouse and his dependents with regard to moving
to a location other than the one to which such member moves (or
from a location other than the one from which such member
moves), this section shall apply with respect to the moving
expenses of his spouse and dependents—

“(A) as if his spouse commenced work as an employee at
a new principal place of work at such location;

“(Bg’ for purposes of subsection (b)(3), as if such place
of work was within the same general location as the member’s
new principal place of work, and

( o (” ) without regard to the limitations under subsection
o).

(d) Errecrive Date.—The amendments made by subsections (a)
a.n? (b) shall apply to taxable years beginning after December 31,
1976.

SEC. 507. TAX REVISION STUDY.

(a) Stupy.—The Joint Committee on Taxation shall make a full
and complete study and investigation with respect to simplifying and
indexing the tax laws of the United States. Such study and investiga-
tion shall include a consideration of whether the rates of tax can
reduced by repealin% any or all tax deductions, exemptions, or credits,

(b) Rerporr.—Before July 1, 1977, the Joint Committee on Taxa-
tion shall submit to the Committee on Finance of the Senate and to
the Committee on Ways and Means of the House of Representatives
a report of its study and investigation together with its recommenda-
tions, including recommendations for legislation.

SEC. 508. EFFECTIVE DATE.

Except as otherwise provided, the amendments made by this title
shall apply to taxable years beginning after December 31, 1975,

TITLE VI—BUSINESS RELATED
INDIVIDUAL INCOME TAX PROVISIONS

SEC. 601. DEDUCTIONS FOR EXPENSES ATTRIBUTABLE TO BUSINESS
USE OF HOMES, RENTAL OF VACATION HOMES, ETC.
(a) Nonproucrmiurry or CerraiNy Exernses.—Part IX of subchap-
ter B of chapter 1 (relating to items not deductible) is amended by
adding at the end thereof the following new section :

“SEC. 280A. DISALLOWANCE OF CERTAIN EXPENSES IN CONNECTION

WITH BUSINESS USE OF HOME, RENTAL OF VACATION
HOMES, ETC.

. “(a) Generar Rure—Except as otherwise provided in this section,
in the case of a taxpayer who is an individual or an electing small

90 STAT. 1569
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business corporation, no deduction otherwise allowable under this
chapter shall be allowed with respect to the use of a dwelling unit
which is used by the taxpayer during the taxable year as a residence.

“(b) Excrprion ror INTEREST, TAXES, CAsvaLTY Losses, Erc.—Sub-
section (a) shall not apply to any deduction allowable to the tax-
payer without regard to its connection with his trade or business (or
with his inaon'le-pmducing activity).

“(e) Exceprions ror Cerrainy Business or RExtan Use; Limira-
t10N oN DEnvcrions ror Sved Use—

“(1) CerraiN BUSINESS UsE—Subsection (a) shall not apply to
any item to the extent such item is allocable to a portion of the
dwelling unit which is exelusively used on a regular basis—

“(A) as the taxpayer’s principal place of business,

“(B) as a place of business which is used by patients,
clients, or customers in meeting or dealing with the taxpayer
in the normal course of his trade or business, or

“(C) in the case of a separate structure which is not
attached to the dwelling unit, in connection with the tax-
payer's trade or business,

In the case of an employee, the preceding sentence shall apply
only if the exclusive use referred to in the preceding sentence is
for the convenience of his employer,

“(2) CerrAIN STORAGE UsE.—Subsection (a) shall not apply to
any item to the extent such item is allocable to space within the
dwelling unit which is used on a regnlar basis as a storage unit
for the inventory of the taxpayer held for use in the taxpayer’s
trade or business of selling products at retail or wholesale, but
only if the dwelling unit is the sole fixed location of such trade
or business.

“(3) Rextan use—Subsection (a) shall not apply to any item
which is attributable to the rental of the dwelling unit or portion
thereof £determined after the application of subsection (e)).

“(4) Lmmrration on pEbUCTIONS.—In the case of a use deseribed
in paragraph (1) or (2). and in the case of a use described in
paragraph (3) where the dwelling unit is used by the taxpayer
during the taxable year as a residence, the deductions allowed
under this chapter for the taxable year by reason of being attrib-
uted to such uge shall not exceed the excess of—

“(A) the gross income derived from such use for the tax-
able year, over

“(B) the deductions allocable to such use which are allow-
able under this chapter for the taxable year whether or not
such unit (or portion thereof) was so used.

“(d) Use as ResipENCE.—

“(1) Ix eeNeraL.—For purposes of this section, a taxpayer
uses a dwelling unit during the taxable year as a residence if he
uses such unit (or portion thereof) for personal purposes for a
number of days which exceeds the greater of—

“(A; 14 days, or
“(B) 10 percent of the number of days during such year
for which such unit is rented at a fair rental.

For purposes of subparagraph (B), a unit shall not be treated
as rented at a fair rental for any day for which it is used for per-
sonal purposes.

“(2) PrrsoNAL UsE oF UNIT.—For purposes of this section, the
taxpayer shall be deemed to have used a dwelling unit for per-
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sonal purposes for a day if, for any part of such day, the unit
is used—

“(A) for personal purposes by the taxpayer or any other
person who has an interest in such unit, or by any member —
of the family (as defined in section 267 (c) (4)) of the tax- 26U :
payer or such other person ; ;

“(B) by any individual who uses the unit under an
arrangement which enables the taxpayer to use some other
dwelling unit (whether or not a rental is charged for the use
of such other unit) ; or }

“(C) by any individual (other than an emPloyee with
respect to whose use section 119 applies), unless for such day
the dwelling unit is rented for a rental which, under the facts
and cirecumstances, is fair rental. )

The Secretary shall prescribe regulations with respect to the cir- Regulations.
cumstances under which use of the unit for repairs and annual
maintenance will not constitute personal use under this paragraph.

“(e) Expenses ATTRIBUTABLE 70 RENTAL—

“(1) In cexEraL—In any case where a taxpayer who is an
individual or an electing small business corporation uses a dwell-
ing unit for personal purposes on any day during the taxable year
ﬁw%lether or not he is treated under this section as using such unit
as a regidence), the amount deductible under this chapter with
respect to expenses attributable to the rental of the unit (or portion
thereof) for the taxable year shall not exceed an amount which
bears the same relationship to such expenses as the number of days
during each year that the unit (or portion thereof) is rented at a
fair rental bears to the total number of days during such year
that the unit (or portion thereof) is used.

“(2) ExceprioN FoR DEDUCTIONS OTHERWISE ALLOwABLE—This
subsection shall not apply with respect to deductions which would
be allowable under this chapter for the taxable year whether or
not such unit (or portion thereot) was rented.

“(f) DeriNrTioNs AND SpEcIAL RuLes.—

“(1) DwerLLiNGg vNrT pEFINED.—For purposes of this section—

“(A) I~ eexerar—The term ‘dwelling unit’ includes a
house, apartment, condominium, mobile home, boat, or simi-
lar property, and all structures or other property appur-
tenant to such dwelling unit.

. “(B) Excrerion—The term ‘dwelling unit’ does not
include that portion of a unit which is used exclusively as a
hotel, motel, inn, or similar establishment,

“(2) PERSONAL USE BY ELECTING SMALL BUSINESS CORPORATION.—
In the case of an electing small business corporation, subpara-
graphs (A) and (B) of subsection (d)(2) shall be applied by
suhstltutmg ‘any shareholder of the electing small business corpo-
ration’ for ‘the taxpayer’ each place it appears.

L S.fi) CoorbiNaTion wiTH secTION 183.—If subsection (a)
applies with respect to any dwelling unit (or portion thereof)
for the taxable year—

“(A) section 183 (Im}ating to activities not engaged in for
profit) shall not apply to such unit (or portion thereof) for
such year, but

“(B) such year shall be taken into account as a taxable
year for purgoses of applying subsection (d) of section 183

(relating to 5-year presumption).
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“(g% Seecial Rure ror Cerrary Rentan Use—Notwithstanding
any other provision of this section or section 183, if a dwelling unit is
used during the taxable year ;:3' the taxpayer as a residence and such
dwelling unit is actually rented for less than 15 days during the tax-
able year, then—

“(1) no deduction otherwise allowable under this chapter
becélause of the rental use of such dwelling unit shall be allowed,
an

“(2) the income derived from such nse for the taxable year
shall not be included in the gross income of such taxpayer under
section 61.” !

(b) Crerican AmeExpMENT.—The table of sections for such part IX
is amended by adding at the end thereof the following new item:
“Sec. 280A. Disallowance of certain expenses in connection with
business use of home, rental of vacation homes, ete”
(¢) Errecrive Dare.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1975.
SEC. 602. DEDUCTIONS FOR ATTENDING FOREIGN CONVENTIONS.
(a) NonpeoucrmiLity or Cerrary ExrEnses.—Section 274 (relat-
ing to disallowance of certain entertainment, ete., expenses) is
amended by redesignating subsection (h) as subsection (i) and by
inserting after subsection (g) the following new subsection :
“(h) Forerexn CONVENTIONS.—

“(1) DEDUCTIONS WITH RESPECT TO NOT MORE THAN 2 FOREIGN
CONVENTIONS PER YEAR ALLOWED.—If any individual attends more
than 2 foreign conventions during his taxable year—

“(A) he shall select not more than 2 of such conventions
to be taken into account for purposes of this subsection, and

“(B) no deduction allocable to his attendance at any for-
eign convention during such taxable year (other than a
foreign convention selected under subparagraph (A)) shall
be allowed under section 162 or 212,

“(2) DEDUCTIBLE TRANSPORTATION COST CANNOT EXCEED COST OF
COACH OR ECONOMY AIR PARE.—In the case of any foreign conven-
tion, no deduction for the expenses of transportation outside the
United States to and from the site of such convention shall be
allowed under section 162 or 212 in an amount which exceeds the
lowest coach or economy rate at the time of travel charged by a
commercial airline for transportation to and from such site during
the calendar month in which such convention begins. If there 1s
no such coach or economy rate, the preceding sentence shall be
applied by substituting ‘first class’ for ‘coach or economy’.

“(3) TRANSPORTATION COSTS DEDUCTIBLE IN FULL ONLY IF AT
LEAST ONE-HALF OF THE DAYS ARE DEVOTED TO BUSINESS RELATED
acrrvrrres.—In the case of any foreign convention, a deduction for
the full expenses of transportation (determined after the applica-
tion of paragraph (2)) to and from the site of such convention
shall be allowed only if more than one-half of the total days of the
trip, excluding the days of transportation to and from the site of
such convention, are devoted to business related activities. 1f less
than one-half of the total days of the trip, excluding the days of
transportation to and from the site of the convention, are devoted
to business related activities, no deduction for the expenses of
transportation shall be allowed which exceeds the percentage of
the days of the trip devoted to business related activities.
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“(4) DEDUCTIONS FOR SUBSISTENCE EXPENSES NOT ALLOWED
UNLESS THE INDIVIDUAL ATTENDS TWO-THIRDS OF BUSINESS ACTIVI-
11Es.—In the case of any foreign convention, no deduction for
subsistence expenses shall be allowed except as follows:
“(A) a deduction for a full day of subsistence expenses
while at the convention shall be allowed if there are at least
6 hours of scheduled business activities during such day and
the individual attending the convention has attended at least
two-thirds of these activities, and
“(B) a deduction for one-half day of subsistence expenses
while at the convention shall be allowed if there are at least
3 hours of scheduled business activities during such day and
the individual attending the convention has attended at least
two-thirds of these activities,
Notwithstanding subparagraphs (A) and (B), a deduction for
subsistence expenses for all of the days or half day}rls, as the case
may be, of the convention shall be allowed if the individual
attending the convention has attended at least two-thirds of the
scheduled business activities, and each such full day consists of at
least 6 hours of scheduled business activities and each such half
dag consists of at least 3 hours of scheduled business activities.

(5) DEDUCTIBLE SUBSISTENCE (OSTS CANNOT EXCEED PER DIEM
RATE FOR UNITED STATES CIVIL SERVANTS.—In the case of any for-
eign convention, no deduction for subsistence expenses while at
the convention or traveling to or from such convention shall be
allowed at a rate in excess of the dollar per diem rate for the site of
the convention which has been established under section 5702 (a)
of title 5 of the United States Code and which is in effect for the
calendar month in which the convention begins.

“(6) DeriNrrions axp spECiAL RULES—For purposes of this
subsection—

“(A) Foreren convexTioN DEFINED.—The term ‘foreign
convention’ means any convention, seminar, or similar meet-
ing held outside the United States, its possessions, and the
Trust Territory of the Pacific.

“(B) SuUBSISTENCE EXPENSES DEFINED.—The term ‘subsist-
ence expenses’ means lodging, meals, and other necessary
expenses for the personal sustenance and comfort of the
traveler. Such term includes tips and taxi and other local
transportation expenses,

“(C) ALLOCATION OF EXPENSES IN CERTAIN CASES—In any
case where the transportation expenses or the subsistence
expenses are not separately stated, or where there is reason to
believe that the stated chargﬁ for transportation expenses or
subsistence expenses or both does not properly reflect the
amounts properly allocable to such purposes, all amounts
paid for transportation expenses and subsistence expenses
shall be treated as having been paid solely for subsistence

nses.

‘(D) SuesEcTION TO APPLY TO EMPLOYER AS WELL AS TO
TRAVELER—This subsection shall apply to deductions other-
wise allowable under section 162 or 212 to any person, whether
or not such person is the individual attending the foreign con-
vention. For purposes of the preceding sentence such person
shall be treated, with respect to each individual, as having
selected the same 2 foreign conventions as were selected by
such individual.

90 STAT. 1573

26 USC 162,
212.
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“(7) RerorTiNG REQUIREMENTS.—No deduction shall be allowed
under section 162 or 212 for transportation or subsistence expenses
allocable to attendance at a foreign convention unless the tax-
payer claiming the deduction attaches to the return of tax on
which the deduction is claimed—

“(A) a written statement signed by the individual attend-
ing the convention which includes—

%(i) information with respect to the total days of the
trip, excluding the days of transportation to and from
the site of such convention, and the number of hours of
each day of the trip which such individual devoted to
scheduled business activities,

“(i1) a program of the scheduled business activities of
the convention, and

“(iii) such other information as may be required in
regulations preseribed by the Secretary ; and

“(B) a written statement signed by an officer of the organi-
zation or group sponsoring the convention which includes—

“(1) a schedule of the business activities of each day of
the convention,

“(i1) the number of hours which the individual attend-
ing the convention attended such scheduled business
activities, and

“(iii) sueh other information as may be required in
regulations preseribed by the Secretary.

(b) Errecrive Date.—The amendments made by this section shall
apply to conventions begining after December 31, 1976.

SEC. 603. CHANGE IN TAX TREATMENT OF QUALIFIED STOCK OPTIONS.

(a) In GexerarL.—Section 422 (b) £deﬁning qualified stock option)
is amended by inserting “and before May 21, 1976 (or, if it meets the
requirements of subsection (e¢)(7), granted to an individual after
May 20, 1976),” after “section 424 (¢) (3) (A)),".

(b) Cerrarx Orrions GranTep ArTer May 20, 1976.—Section 422(c)
tghrelating; to special rules) is amended by adding at the end thereof

e following new paragraph:

“(7) CERTAIN OPTIONS GRANTED AFTER MAY 20, 1976.—For pur-
poses of subsection (b), an option granted after May 20, 1976,
meets the requirements of this paragraph—

“(A) if such option is granted to an individual pursuant
to a written plan adopted before May 21, 1976, or
“(B) if such option is a new option substituted, in a transac-
tion to which section 425 (a) apBIies, for an old option which
was granted before May 21, 1976, or which met the require-
ments of subparagraph (A).
An option described in the preceding sentence shall be treated as
ceasing to meet the requirements of this paragraph if it is not
exercised before May 21, 1981.”

(¢) Restricred Stook Oprions Must Be Exercisen Berore May 21,
1981,—Section 424 (c) (3) (Srelating to special rules for restricted stock
options) is amended by adding at the end thereof the following new
sentence: “An option deseribed in the preceding sentence shall be
treated as ceasing to meet the requirements of this paragraph if it is
not exercised before May 21, 1981.”

(d) Errecrive Dare—The amendments made by this section shall
apply to taxable years ending after December 31, 1975,
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SEC. 604, STATE LEGISLATORS’ TRAVEL EXPENSES AWAY FROM HOME.
(a) In GeneraL—For purposes of section 162(a) of the Internal
Revenue Code of 1954, in the case of any individual who was a State
legislator at any time during any taxable year beginning before Janu-
ary 1, 1976, and who elects the application of this section, for any
period during such a taxable year in which he was a State legislator—
(1) the place of residence of such individual within the legis-
lat&ve distriet which he represented shall be considered his home,
an

(2) he shall be deemed to have expended for living expenses
(in connection with his trade or business as a legislator) an amount
equal to the sum of the amounts determined by multiplying each
legislative day of such individual during the taxable year ﬁy the
amount generally allowable with respect to such day to employees
of the executive branch of the Federal Government for per diem

while away from home but serving in the United States.

(b) LeasLaTive Days.—For purposes of subsection (a), a legisla-
tive day during any taxable year for an{ individual shall be any
day during such year on which (1) the legislature was in session
(including any day in which the legislature was not in session for a
period of 4 consecutive days or less), or (2) the legislature was not in
session but the physical presence of the individual was formally
recorded at a meeting of a committee of such legislature.

(¢) Limrration.—The amount taken into account as living expenses
attributable to a trade or business as a State legislator for any tax-
able year under an election made under this section shall not exceed
the amount claimed for such purpose under a return (or amended
return) filed before May 21, 1976.

(d) Maxine anxp Errecr oF Evrecrion.—An election under this
section shall be made at such time and in such manner as the Secretary
of the Treasury or his delegate shall by regulations prescribe. Any
such election shall apply to all taxable years beginning before Janu-
ary 1, 1976, for which the geriod for assessing or collecting a deficiency
has not expired before the date of the enactment of this Act.

SEC. 605. DEDUCTION FOR GUARANTEES OF BUSINESS BAD DEBTS TO
GUARANTORS NOT INVOLVED IN BUSINESS.

(a) RepEaL oF Secrion 166 (f).—Section 166 S)relating to bad debts)
is amended by striking out subsection (f) and by redesignating sub-
sections (g) and (h) as subsections (f) and (g), respectively.

b) Conrorminag AmeNpMENT—Paragraph (1) of section 81 (relat-
ing to certain increases in suspense accounts) is amended by strik-
ing out “section 166(g)” in the text and inserting in lieu thereof
“section 166(f)".

(¢) Errecrive DaTe—The amendments made by this section shall
apply to guarantees made after December 31, 1975, in taxable years
beginning after such date.

TITLE VII-ACCUMULATION TRUSTS

SEC. 701. ACCUMULATION TRUSTS.
(a) Revision or Meraop of Taxine AccuMuraTioN DISTRIBUTION
From TrusTs.—

(1) Section 667 (relating to denial of refund to trusts; author-
ization of credit to beneficiaries) is amended to read as follows:

90 STAT. 1575

26 USC 162
note,

Regulations.

26 USC 166.

26 USC 81.

26 USC 166
note.

26 USC 667.
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“SEC. 667, TREATMENT OF AMOUNTS DEEMED DISTRIBUTED BY
TRUST IN PRECEDING YEARS.

“(a) GexeraL Rure—The total of the amounts which are treated
under section 666 as having been distributed by a trust in a preceding
taxable year shall be included in the income of a beneficiary of the
trust when paid, credited, or requnired to be distributed to the extent
that such total would have been included in the income of such bene-
ficiary under section 662(a) (2) (and, with respeect to any tax-exempt
interest to which section 103 applies, under section 662(b)) if such
total had been paid to such beneficiary on the last day of such preced-
ing taxable year. The tax imposed by this subtitle on a beneficiary
for a taxable year in which any such amount is included in his income
shall be determined only as provided in this section and shall consist
of the sum of—

“(1) a partial tax computed on the taxable income reduced by
an amount equal to the total of such amounts, at the rate and in
the manner as if this section had not been enacted, and

“(2) a partial tax determined as provided in subsection (b)
of this section.

“(b) Taxox DistrRiBuTION.—

“(1) In eeneranL.—The partial tax imposed by subsection (a)
(2) shall be determined—

“(A) by determining the number of preceding taxable
years of the trust on the last day of which an amount is
deemed under section 666(a) to have been distributed,

“(B) by taking from the 5 taxable years immediately pre-
ceding the year of the acecnmulation distribution the 1 taxable
year for which the beneficiary’s taxable income was the highest
;md the 1 taxable year for which his taxable income was the
owest,

“{10) by adding to the beneficiary’s taxable income for each
of the 3 taxable years remaining after the application of sub-

paragraph (B) an amount determined by dividing the
amount deemed distributed under section 666 and required
to be included in income under subsection (a) by the number
of preceding taxable years determined under subparagraph
(A), and

“(D) by determining the average increase in tax for the
8 taxable years referred to in subparagraph (C) resulting
from the application of such subparagraph.

The partial tax imposed by subsection (a) (2) shall be the excess
(if any) of the average increase in tax determined under subpar-
agraph (D), multiplied by the number of preceding taxable years
determined under subparagraph (A), over the amount of
ta;fiast d)ee.med distributed to the beneficiary under sections 666 (b)
and (c).
“(2) TREATMENT OF LOSS YEARS.—For purposes of paragraph
1), the taxable income of the beneficiary for any taxable year
shall be deemed not to be less than zero.

“(3) CERTAIN PRECEDING TAXABLE YEARS NOT TAKEN INTO
Account.—For purposes of paragraph (1), if the amount of the
undistributed net income deemed distributed in any preceding tax-
able year of the trust is less than 25 percent of the amount of the
accumulation distribution divided by the number of precedin
taxable years to which the accumulation distribution is allocate
under section 666(a), the number of preceding taxable years of
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the trust with respect to which an amount is deemed distributed
to a beneficiary under section 666 (a) shall be determined without
re,igard to such year.

‘(4) EFFECT OF OTHER ACCUMULATION DISTRIBUTIONS.—In com-
puting the partial tax under paragraph (1) for any beneficiary,
the income of such beneficiary for each of his prior taxable years
shall include amounts previously deemed distributed to such
beneficiary in such year under section 666 as a result of prior accu-
mulation distributions (whether from the same or another trust).

“(5) MuULTIPLE DISTRIBUTIONS IN THE SAME TAXABLE YEAR.—
In the case of accumulation distributions made from more than
one trust which are includible in the income of a beneficiary in
the same taxable year, the distributions shall be deemed to have
been made consecutively in whichever order the beneficiary shall
determine.

“(e¢) Specian Rurk vor MurripLe Trusrs.—

“(1) I~ eeneranL—If, in the same prior taxable year of the
beneficiary in which any part of the accumulation distribution
from a trust (hereinafter in this paragraph referred to as ‘third
trust’%eis deemed under section 666 (a) to have been distributed to
such beneficiary, some part of prior distributions by each of 2 or
more other trusts is deemed under section 666(a) to have been
distributed to such beneficiary, then subsections (b) and (¢) of
section 666 shall not apply with respect to such part of the accu-
mulation distribution from such third trust.

“(2) ACCUMULATION DISTRIBUTIONS FROM TRUST NOT TAKEN INTO
ACCOUNT UNLESS THEY EQUAL OR EXCEED $1,000.—For purposes of
paragraph (1), an accumulation distribution from a trust to
a beneficiary shall be taken into account only if such distribution,
when added to any prior accumulation distributions from such
trust which are deemed under section 666(a) to have been dis-
tributed to such beneficiary for the same prior taxable year of
the beneficiary, equals or exceeds $1,000.”

(2) Section 666 (relating to accumulation distribution allo-
cated to preceding years) is amended by adding at the end thereof
the following new subsection :

“(e) Dex1aL oF ReFunp 1o TrUsTS AND BENEFICIARIES.—No0 refund
or credit shall be allowed to a trust or a beneficiary of such trust for
any preceding taxable year by reason of a distribution deemed to have
been made by such trust in such year under this section.”

(3) Section 668 (relating to treatment of amounts deemed
distributed in preceding years) is hereby repealed.

(b) Income AccumurATed Brrore CHitp ATrains Ace orF 21 YEARs
Nor To Be Sussecr 10 tTHE Trrowsack RuLe—Subsection (b) of
section 665 (defining accumulation distribution) is amended by adding
at the end thereof the following new sentence: “For purposes of sec-
tion 667 (other than subsection (c) thereof, relating to multiple
trusts), the amounts specified in paragraph (2) of section 661(a)
shall not include amounts properly paid, credited, or required to be
distributed to a beneficiary from a trust (other than a foreign trust)
as income accumulated before the birth of such beneficiary or before
such beneficiary attains the age of 21.”

(¢) No Accumurarion Disrrisurion Waere DistrisuTtions Do Nor
Exceep Accounrting INncome.—Section 665(b) (defining accumulation
distribution), as amended by subsection (b), is amended by adding at
the end thereof the following new sentence : “If the amounts proper]
paid, credited, or required to be distributed by the trust for the taxable

90 STAT. 1577

26 USC 666.

26 USC 668.

26 USC 665.

Ante, p. 1575.
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year do not exceed the income of the trust for such year, there shall be
no accumulation distribution for such year.”
(d) Repean or Specian Carrran Gary THROWBACK.—

26 USC 669. (1) Section 669 (relating to treatment of capital gain deemed
distributed in preceding years) is hereby re ealied.
26 USC 665. (2) Paragraph (1) of section 665(e) (defining preceding tax-

able year) is amended—
A} by striking out subparagraph &C),
B) by inserting “or” at the end of subparagraph (A),
an

(C) by striking out , or” at the end of subparagraph (B)
and inserting in lieu thereof “; and”.

(3) Section 665 (definitions applicable to subpart D) is
amended bﬁstriking out subsections (f) and (g).

(e) Seecran Rure ror GAIN oN Prorerry Transrerren 1o TrusT
ar Less Tuan Famr MargrT Varnue—

(1) In generaL.—Subpart A of part I of subchapter J of
chapter 1 (relating to general rules for taxation of estates and
trusts) is amended by adding at the end thereof the following
new section :

26 USC 644. “SEC. 644. SPECIAL RULE FOR GAIN ON PROPERTY TRANSFERRED TO
TRUST AT LESS THAN FAIR MARKET VALUE.
“(a) Inrposrrion oF Tax.—
“(1) In eENERAL—If—

“(A) a trust (or another trust to which the property is
distributed) sells or exchanges property at a gain not more
than 2 years after the date of the initial transfer of the prop-
ert?' in trust by the transferor, and

“(B) the fair market value of such property at the time
of the initial transfer in trust by the transferor exceeds the
adjusted basis of such property immediately after such
transfer,

there is hereby imposed a tax determined in accordance with para-
graph (2) on the includible gain realized on such sale or exchange.
o {2) AMOUNT OF TAX.—TEE amount of the tax imposed by para-
graph (1) on any includible gain realized on the sale or exchange
of any property shall be equal to the sum of—
“(A) the excess of—

“(i) the tax which would have been imposed under
this chapter for the taxable year of the transferor in
which the sale or exchange of such property occurs had
the amount of the includible gain realized on such sale or
exchange, reduced by any deductions properly allocable
to such gain, been included in the gross income of the
transferor for such taxable year, over

“(i1) the tax actually imposed under this chapter for
such taxable year on the transferor, plus

“(B) if such sale or exchange ocecurs in a taxable year
of the transferor which begins after the be%irming of the
taxable year of the trust in which such sale or exchange
occurs, an amount equal to the amount determined under sub-
paragraph (A) multiplied by the annual rate established
under section 6621.

#(3) TAXABLE YEAR FOR WHICH TAX IMPOSED.—The tax im
by paragraph (1) shall be imposed for the taxable year of the
trust which begins with or within the taxable year of the trans-
feror in which the sale or exchange occurs.
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“(4) TAX TO BE IN ADDITION TO OTHER TAXES.—The tax imposed
by this subsection for any taxable year of the trust shall be in
addition to any other tax imposed by this chapter for such taxable

ear.

“(b) DeFixrrion or INcLupisLE GarN.—For purposes of this section,
the term ‘includible gain’ means the lesser of—

“(1) the gain realized by the trust on the sale or exchange of
any property, or

*(2) the excess of the fair market value of such property at the
time of the initial transfer in trust by the transferor over the
adjusted basis of such property immediately after such transfer.

“(¢) CrAracrer oF INCLUDIBLE (XIAIN.—-FOI' purposes of subsection
(a)—

“(1) the character of the includible gain shall be determined
ag if the property had actually been sold or exchanged by the
transferor, and any activities of the trust with respect to the sale
or exchange of the property shall be deemed to be activities of the
transferor, an

“(2) the portion of the includible gain subject to the provisions
of section 1245 and section 1250 shall be determined in accordance
with regulations prescribed by the Secretary.

“(d) Seeciar Rure ror Suort Sares.—If the trust sells the prop-
erty referred to in subsection (a) in a short sale within the 2-year
period referred to in such subsection, such 2-year period shall be
extended to the date of the closing of such short sale,

“(e) Exceprions.—Subsection (a) shall not apply to property—

“(1) acquired by the trust from a decedent or which passed
to a trust from a decedent (within the meaning of section

1014), or

“(2) acquired by a pooled income fund (as defined in section
642(c) (5)),or

“(3) acquired by a charitable remainder annuity trust (as

defined in section 664 (d) (?} or a charitable remainder unitrust
(as defined in sections 664 (d) (2) and (3)),or
“(4) if the sale or exchange of the property occurred after the
death of the transferor.
“(f) Seecrar Rurk vor Insracnment Sanps.—If the trust elects to
report income under section 453 on any sale or exchange to which sub-
section (a) applies, under regulations prescribed by the Secretary—
i (1; subsection (a) shall be applied as if each installment were
a separate sale or exchange of property to which such subsection
app ies, and
(2) the term ‘includible gain’ shall not include any portion of “Includible
an installment received by the trust after the death of the gain.”
transferor.”
(2) ExCLUSION OF INCLUDIBLE GAIN FROM TAXABLE INCOME.—Sec-
tion 641 (relating to imposition of tax) is amended by inserting 26 USC 641.
after subsection (b) the following new subsection:
“(e) Excrusiox or IncLupmBrLe Gaiy From Taxasce Income—
“(1) Gexeran rurLk—For purposes of this part, the taxable
income of a trust does not incl]ude the amount of any ineludible
gain as defined in section 644(b) reduced by any deductions
properly allocable thereto.
“(2) Cross REFERENCE.—

“For the taxation of any includible gain, see section 644.”.
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(f) CoNFORMING AMENDMENTS.—

(121 Subparagraph (B) of subsection (a)(2), and subpara-

grap (B? of subsection (b)(2), of section 1302 (definition of
averageable income; related definitions) are each amended by
striking out “668(a)” and inserting in lieu thereof “667(a)”.

(2) tion 6401(b) (relating to excessive credits), as in effect
on the day before the date of the enactment of the Tax Reduction
Act of 1975, is amended by striking out “wages),” and insertin
in lieu thereof “wages) and”, and by striking out “and 667(b§
(relat'n&cto taxes paid by certain trusts)”.

(ag tion 6401 (b) (relating to excessive credits), as amended
by the Tax Reduction Aet of 1975, is amended by striking out
“lubricating oil),” and inserting in lieu thereof “lu{ricat.ing oil),
and”, and by striking out “and section 667(b) (relating to taxes
paid by certain trusts)".

(g) CLERICAL AMENDMENTS.—

(1) The table of sections for subpart D of part I of subchapter
J of chapter 1 is amended by striking out the items relating to sec-
tions 66’}3 668, and 669 and 1nserting in lieu thereof the foI%owing:

“Sec. 667. Treatment of amounts deemed distributed by trust in pre-
ceding years."
(2) The table of sections for subpart A of part I of subchapter
J of chapter 1 is amended by adding at the end thereof the
following new item:
“Sec. 644. Special rule for gain on property transferred to trust at less
than fair market value.".

h) Errective Dares.—The amendments made by subsections (a),
(b), (cg), (d),and (f) of this section shall apply to distributions made
in taxable years beginning after December 31, 1975. The amendments
made bg subsection (e) of this section shall apply to transfers in trust
made after May 21, 1976.

TITLE VIII—CAPITAL FORMATION

SEC. 801. EXTENSION OF $100,000 LIMITATION ON USED PROPERTY FOR
4 YEARS,
Paragraph (2) of section 301(c) of the Tax Reduction Act of 1975
is amended by striking out “January 1, 1977” and inserting in lieu
thereof “January 1, 19817.

SEC. 802. EXTENSION OF 10 PERCENT CREDIT FOR 4 YEARS AND FIRST-

IN-FIRST-OUT TREATMENT OF INVESTMENT TAX CREDIT.

(a) In GeneraL.—Subsection (a) of section 46 (relating to deter-
mination of amount of investment credit) is amended—

(1) by redesignating paragraphs (2) through (6) as (3)
through (7), respectively, and

(2) by striking out so much of such subsection as precedes para-
graph (3) (as redesignated by paragraph (1) of this subsection)
and inserting in lieu thereof the following:

“(a) GeNErRaL RuLe.—

“(1) FmsT-IN-FIRST-0UT RULE—The amount of the credit
allowed by section 38 for the taxable year shall be an amount
equal to the sum of—

“(A) the investment credit carryovers carried to such tax-
able year,
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“(B) the amount of the credit determined under paragraph
(2) for such taxable year, plus

‘(C) the investment credit carrybacks carried to such tax-
able year.

“(2) AMOUNT OF CREDIT FOR CURRENT TAXABLE YEAR.—

“(A) 10 percENT crEDIT.—Except as otherwise provided
in subparagraph (B), in the case of a property described in
subparagraph (D), the amount of the credit determined
under this paragraph for the taxable year shall be an amount
equal to 10 percent of the qualified investment (as determined
under subsections (¢) and (d)).

“(B) AvbprrioNan creprr.—In the case of a corporation
which elects (at such time, in such form, and in sueh manner
as the Secretary prescribes) to have the provisions of this
subparagraph apply, the amount of the credit determined
under this paragraph shall be an amount equal to—

“(i) 11 percent of the qualified investment (as deter-
mined under subsections ?13) and (d) ), plus

“(i1) an additional percent (not in excess of one-half
percent) of the qualified investment (as determined
under such subsections) equal in amount to the amount
determined under section 301(e) of the Tax Reduction
Act of 1975. Post, p. 1587.

An election may not be made to have the provisions of this
subpara%raph apply unless the corporation meets the require-
ments of section 301(d) of the Tax Reduction Act of 1975. 26 USC 46 note.

“(C) T epercEnt crepiT.—In the case of property not
deseribed in subparagraph (D), the amount of credit deter-
mined under this paragraph for the taxable year shall be an
amount equal to 7 percent of the qualified investment (as
determined under subsections (¢) and (d)).

“(D) TransmioNar RULEs—The provisions of subpara-
graphs (A) and (B) shall apply only to—

“(i) property to which subsection (d) does not apply,
the eonstruction, reconstruction, or erection of whlcE 18
completed by the tam:gayer after January 21, 1975, but
only to the extent of the basis thereof attributable to the
construction, reconstruction, or erection after Janu-
ary 21, 1975, and before January 1, 1981,

‘(i) J)roperty to which subsection (d) does not apply
acgujre by the taxpayer after January 21, 1975, an
before January 1, 1981, and placed in service by the
taxpayer before January 1, 1981, and

“(inn) property to which subsection (d) applies, but
only to the extent of the gualified investment {)as deter-
mined under subsections (c) and (d)) with respect to
qualified progress expenditures made after January 21,

" 1975, and l}e orelJmma;'y 1, 1981.

or purposes of a ing clause (ii) of subparagraph (B),

the date ‘DecembeEPSyl, %978,’ shgll)be subs%tut%ld l;n:)r(th)e

date ‘January 21, 1975, each place it appears in this

subparagraph.”

S %le»omm ﬁ:“fiﬁ’“?é‘f“‘_s) d (7) of
aragrap y , an of section 46(a) (as 26 USC 46.

retiemgnatecﬁ)a subsection (a)) are each aznendedbyst.rilgi ) t()ut
“paragraph (2¥” and inserting in lieu thereof “paragraph (3)?.

AQ- 104 N—TRA—_nt 2 a
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26 USC 46. (2) Subsection (b) of section 46 (relating to carryback and
carryover of unused credits) is amended to read as follows:
“(b) Carrysack anp Carryover oF UnNusep CreEbrrs.—

“(1) I~ cexeraL—If the sum of the amount of the investment
credit carryovers to the taxable year under subsection ( a;(l)
(A) plus the amount determined under subsection (a) (1) (B) for
the taxable year exceeds the amount of the limitation imposed by
subsection (a)(8) for such taxable year (hereinafter in this
subsection referred to as the ‘unused credit year’), such excess
attributable to the amount determined under subsection (a) (1)
(B) shall be—

“(A) an investment credit carryback to each of the 3 tax-
able years preceding the unused credit year, and

“(B) an investment credit carryover to each of the 7 tax-
able years following the unused credit year,

and, subject to the limitations imposed by paragraphs (2) and
(3), shall be taken into account under the provisions of subsee-
tion (a)(1) in the manner provided in such subsection. The
entire amount of the unused credit for an unused credit year shall
be carried to the earliest of the 10 taxable years to which (by
reason of subparagraphs (A) and (B)) such credit may be
carried and then to each of the other 9 taxable years to the extent,
because of the limitations imposed by paragraphs (2& and (3),
such unused credit may not be taken into account under subsec-
tion (a) (1) for a prior taxable year to which such unused credit
maﬁ be carried. In the case of an unused eredit for an unused
credit year ending before January 1, 1971, which is an investment
credit carryover to a taxable year beginning after December 81,
1970 (determined without regard to this sentence), this para-
graph shall be applied—

“(C) by substituting ‘10 taxable years’ for ‘T taxable years’
in subparagraph (B), and by substituting ‘13 taxable years’
for ‘10 taxable years’, and ‘12 taxable years’ for ‘O taxable
years’ in the preceding sentence, and

“(D) by carrying such an investment credit carryover to a
later taxable year (than the taxable year to which it would,
but for this subparagraph, be carried) to which it may be
carried if, because oﬂhe amendments made by section 802
(b) (2) of the Tax Reform Act of 1976, carrying such carry-
over to the taxable year to which it would, but for this
strlel’)&mragmph, be carried would cause a portion of an unused

it from an unused credit year ending after December 31,
1970 to expire.

“(2) LirraTion oX carryBacks.—The amount of the unused
credit which may be taken into account under subsection (a) (1)
for any preceding taxable year shall not exceed the amount by
which the limitation imposed by subsection (a) (3) for such tax-
able year exceeds the sum of—

“(A) the amounts determined under subparagraphs (A)
and (B) of subsection (a)(1) for such taxable year, plus

“(B) the amounts which (by reason of this subsection) are
carried back to such taxable year and are attributable to tax-
able years preceding the unused credit year.

“(3) LisrraTioN oN cARRYOVERS.—The amount of the unused
credit which may be taken into account under subsection
(a) (1) (A) for any succeeding taxable year shall not exceed the
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amount bﬁ which the limitation imposed by subsection (a) (3) for
such taxable year exceeds the sum of the amounts which, by reason
of this subsection, are carried to such taxable year and are attribut-
able to taxable years preceding the unused credit year.”

ﬁi) Subparagraph (A) of section 46(c) (3) (relating to public
uti 't,y property) is amended by striking out “subsection (a) (1)
(C)” and mserting in lieu thereof “subsection (a) (2) (C)”.

4) Paragraph (1) of section 46(e) (relating to limitations
with respect to certain persons) is amended by striking out “sub-
section (a) (2)” and inserting in lieu thereof “subsection (a) 3%]”.

(5) The first sentence of section 46 (f) (8) (relating to prohibi-
tion of immediate flowthrough of investment -::rediigl is amended
by inserting after “the Tax Reduction Act of 1975 the following :
“and the Tax Reform Act of 1976".

(6) Subsection (f) of section 48 (relating to estates and trusts)
is amended by striking out “section 46(a)(2)” and inserting in
lieu thereof “section 46(a) (3)™.

(7) Section 301(d) of the Tax Reduction Act of 1975 is
amended by striking out “section 46(a)(1)(B)” each place it
appears and inserting in lieu thereof “section 46(a) (2) (B)™".

(¢) Errecrive Date—The amendments made by this section shall

apply to taxable years beginning after December 31, 1975.
SEC. 803. EMPLOYEE STOCK OWNERSHIP PLANS; STUDY OF EXPANDED

STOCK OWNERSHIP.
(a) AmuxoMENT oF THE INTERNAL Revexue Cobe oF 1954.—Sec-

tion 46(f) (relating to limitation in case of certain regulated com-
panies) is amended by adding at the end thereof the following new
paragra

9

h:
E}Q) SPECIAL RULE FOR ADDITIONAL crEpIT.—If the taxpayer
malkes an election under subparagraph (B&eof subsection (’3 é),
for a taxable year beginning after December 31, 1975, then, not-
withstanding the prior paragraphs of this subsection, no
credit shall be allowed by section 38 in excess of the amount which
would be allowed without regard to the provisions of subpara-
graph (B) of subsection (,a) 2) if—

“(A) the taxpayer’s cost of service for ratemaking pur-
poses or in its regulated books of account is reduced by rea-
son of any portion of such credit which results from the
transfer of employer securities or cash to an employee stock
ownershi LEla.n which meets the requirements of section
3012(1) o}f) e Tax Reduction Act of 1975;

“(B) the base to which the taxpayer’s rate of return for
ratemaking purposes is apﬁiied is reduced by reason of any
rtion of such credit which results from a transfer deseribed
in subparagraph (A) to such employee stock ownership plan;
or
“(C) any portion of the amount of such credit which
results from a transfer described in subparagraph (A) to
such employee stock ownership plan is treated for ratemaking
purposes in any way other than as though it had been con-
tributed by the taxpayer’s common shareholders.”
(b) SeecrarL Rures.—
(1) Paragraph (4) of section 46(f) is amended—
(A) _\L striking out “paragraphs (1) and g2)” in sub-
paragraph (A) and inserting in lieu thereof “paragraphs
(1), (2):and (9)";
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(B) by striking out “paragraph (1) or (2)” each place
it appears in subparagraph (A) and inserting in lieu thereof
“paragraph (1), (2),or %9)”; and

C) by striking out “paragraph (2),” in subparagraph
(B) (ii) and inserting in lieu thereof “paragraph (2) or the

election described in paragraph (9),”.

26 USC 401. (2) Section 401(a) (relating to qualified pension, etc., plans)
is amended by adding after paragraph (20? the following new
paragraph:

“(21) A trust forming part of an employee stock ownership
lan which satisfies the requirements of section 301(d) of the Tax
duction Act of 1975 shall not fail to be considered a permanent
program merely because employer contributions under the plan
are determined solely by reference to theramount of eredit which
would be allowable under section 46(a) if the employer made the

Infra. transfer described in subsection (d)(6) or (e)(3) of section 301

Post, p. 1587 of the Tax Reduction Act of 1975.”

26 USC 1504. (3) Section 1504(a) is amended by striking out “dividends.”
at the end thereof and inserting in lieu tﬁereof “dividends,

employer securities within the meaning of section 301(d) (9) (A)
of the Tax Reduction Act of 1975, or qualifying employer securi-
ties within the meaning of section 4975 (e) (8) while such securi-*
ties are held under an employee stock ownership plan which meets
the requirements of section 301(d) of such fct or section 4975
(e) (7), respectively.”

26 USC 415. (4) Section 415(e) (5) is amended by striking out “For pur-
poses of this subsection,” and inserting in lieu thereof “For pur-

of this section,”

(ci PraN ReQUIREMENTS FOrR TAXPAYERS KLECTING ADDITIONAL
26 USC 46 note.  Creprr—Section 301(d) of the Tax Reduction Aect of 1975 is
amended—

(1) by adding at the end of paragraph (3) the following
sentence: “I'or purposes of this paragraph, the amount of com-
pensation paid to a participant for a year is the amount of such
participant’s compensation within the meaning of section 415
() (3) of such Code for such year.”,

(2) by striking ont paragraph (6) and inserting in lieu thereof
the following:

“(6) On making a claim for credit, adjustment, or refund
under section 38 of the Internal Revenue Code of 1954, the
emp]oyer states in such claim that it agrees, as a condition of
receiving any such credit, adjustment, or refund—

“(A) in the case of a taxable year beginning before Janu-
ary 1, 1977, to transfer employer securities forthwith to the
plan having an aggregate value at the time of the claim of
1 percent of the amount of the qualified investment (as deter-
mined under section 46 (¢) and (d) of such Code) of the
taxpayer for the taxable year, and

“(B) in the case of a taxable year beginning after
December 31, 1976—

“(i) totransfer employer securities to the plan having
an aggregate value at the time of the claim of 1 percent
of the amount of the qualified investment (as determined
under section 46 (c¢) and (d) of such Code) of the
employer for the taxable year,
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“(ii‘) except ag provided in clause (iii), to effect the
transfer not later than 30 days after the time (including
extensions) for filing its income tax return for a taxable
ear, and
- (,iii) in the case of an employer whose credit (as
determined under section 46(a) (2) (B) of such Code)
for a taxable year beginning after December 31, 1976,
exceeds the limitations of paragraph (3) of section 46(a)
of such Code— i
“(I) to effect that portion of the transfer allo-
cable to investment credit caﬂc'lybacks of sueh excess
credit at the time required under clause (ii) for the
unused credit year (within the meaning of section
46(b) of such Code), and
“(II) to effect that portion of the transfer
allocable to investment credit carryovers of such
excess credit at the time required under clause (ii)
for the taxable year to which such portion is carried
over.
For purposes of meeting the requirements of this paragraph,
a transfer of cash shall be treated as a transfer of employer
securities if the cash is, under the plan, used to purchase
employer securities.”,

(3) by deleting paragraph (8) and inserting in lieu thereof the
follewini:

“(8) (A) Except as provided in subparagraph (B) (iii), if the
amount of the credit (}:aternﬁ.ned under section 46(a)(2) (B) of
the Internal Revenue Code of 1954 is recaptured or redetermined
in aceordance with the provisions of such Code, the amounts trans-
ferred to the plan under this subsection and subsection (e) and
allocated under the plan shall remain in the plan or in participant
accounts, as the case may be, and continue to be allocated in
accordance with the plan.

“(B) If the amount of the credit determined under section
46(a) (2) (B) of the Internal Revenue Code of 1954 is recaptured
in accordance with the provisions of such Code—

“(i) the employer may reduce the amount required to be
transferred to the plan under paragraph (6) of this subsec-
tion, or under paragraph (3) of subsection (e), for the cur-
rent taxable year or any succeeding taxable years by the
portion of the amount so recaptured which is attributable to
the contribution to such plan,

“(ii) notwithstanding the provisions of paragraph (12),
the employer may deduct such portion, subject to the limita-
tions of section 404 of such Code (relating to deductions for
contributions to an employees’ trust or plan), or

“(iii) if the requirements of subsection (f) (1) are met, the
employer may withdraw from the plan an amount not in
excess of such portion.

“(C) If the amount of the credit claimed by an employer for a
prior taxable year under section 38 of the Internal Revenue Code
of 1954 is reduced because of a redetermination which becomes
final during the taxable year, and the employer transferred
amounts to a plan which were taken into account for purposes of
this subsection for that prior taxable year, then—

90 STAT. 1585
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(i) the employer may reduce the amount it is required to
transfer to the plan under paragraph (6) of this subsection,
or under paragraph (3) of subsection (e), for the taxable
year or any succeeding taxable year by the portion of the
amount of such reduction in the credit or increase in tax
which is attributable to the contribution to such plan, or

“(i1) notwithstanding the provisions of paragraph (12),
the employer may deduct such portion subject to the
limitations of section 404 of such Code.”,

(4) by striking out “in control of the employer (within the
meaning of section 368 (c) of the Internal Revenue Code of 1954)"
in paragraph (9) (A) and inserting in lieu thereof “a member of
a controlled group of corporations which includes the employer

within the meaning of section 1563 (a) of the Internal Revenue
ode of 1954, determined without regard to section 1563(a) (4)

and (e) (3) (C) of such Code)”, and
5) by adding at the end thereof the following new paragraphs:

“(13) (A) As reimbursement for the expense of establishing the

]Elan the employer may withhold from amounts due the plan
or the taxable year for which the plan is established, or the plan
may pay, so much of the amounts paid or incurred in connection
with the establishment of the plan as does not exceed the sum
of 10 percent of the first $100,000 that the employer is required
to transfer to the plan for that taxable year under paragraph
Eﬁ) (including any amounts transferred under subsection (e)

3)) and 5 percent of any amount in excess of the first $100,000
of such amount,

“(B) As reimbursement for the expense of administering the
plan, the employer may withhold from amounts due the plan, or
the plan may pay, so much of the amounts paid or incurred during
the taxable year as expenses of administering the plan as does not
exceed the smaller of—

“(i) the sum of 10 percent of the first $100.000 and 5 per-
cent of any amount in excess of $100,000 of the income fI;om
dividends paid to the plan with respect to stock of the
employer during the plan year ending with or within the
emplo er’s taxable year, or

“(ii) $100,000.

“(14) The return of a contribution made by an employer to an
employee stock ownership plan designed to satisfy the require-
ments of this subsection or subsection (e) (or a provision for
such a return) does not fail to satisfy the requirements of this
subsection, subsection (e), section 401 (a) of the Internal Revenue
Code of 1954, or section 403(c) (1) of the Employee Retirement
Income Security Act of 1974 if—

“(A) the contribution is conditioned under the plan upon
determination by the Secretary of the Treasury that such
plan meets the applicable requirements of this subsection,
subsection (e), or section 401(a) of such Code,

“(B) the application for such a determination is filed with
the Secretary not later than 90 days after the date on which
the credit under section 38 is allowed, and

“(C) the contribution is returned within one year after
the date on which the Secretary issues notice to the employer
that such plan does not satisfy the requirements of this sub-
section. subsection (e), or section 401?&) of such Code.”
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(d) Praxn RequireMENTs For Taxeavers ELEcTING AppITioNan
Ong-Havrr Percent Creprr—Section 301 of the Tax Reduction Act of
1975 (relating to increase in investment credit) is amended by adding
at the end thereof the following new subsections:

“(e) Pran RequiremeNnTs ¥orR Taxpayers Errcrine Apprriovan
One-Harr PercENT CREDIT.—

“(1) GEnEraL RULE—For purposes of clause (ii) of section 46
’Sa) (2) (B) of the Internal Revenue Code of 1954, the amount

etermined under this subsection for a taxable year is an amount
equal to the sum of the matching employee contributions for the
taxable year which meet the requirements of this subsection.

“(2) ELECTION; BASIO PLAN REQUIREMENTS.—No amount shall
be determined under this subsection for the taxable year unless the
corporation elects to have this subsection apply for that year.
A corporation may not elect to have the provisions of this sub-
section apply for a taxable year unless the corporation meets the
requirements of subsection (d) and the requirements of this
subsection,

“(3) Emrroyer conTrIBUTION.—On making a claim for credit,
adjustment, or refund under section 38 of the Internal Revenue
Code of 1954, the employer shall state in such claim that the
employer agrees, as a condition of receiving any such credit,
adjustment, or refund attributable to the provisions of section 46
(a) (2) (B) (i1) of such Code, to transfer at the time described in
subsection (d) Sﬁ) (B) employer securities (as defined in subsec-
tion (d)(9) (A)) to the plan having an aggregate value at the
time of the transfer of not more than one-half of one percent of
the amount of the qualified investment (as determined under sub-
sections (c¢) and (3} of section 46 of such Code) of the taxpayer
for the taxable year. For purposes of meeting the requirements
of this paragraph, a transfer of cash shall be treated as a transfer
of employer securities if the cash is, under the plan, used to pur-
chase employer securities.

“(4) UTREMENTS RELATING TO MATCHING EMPLOYEE CONTRI-
BUTIONS.—

“(A) An amount contributed by an employee under a plan
deseribed in subsection (df for the taxable year may not be
treated as a matching employee contribution for that taxable
year under this subsection unless—

“(i) each employee who participates in the plan
described in subsection (d) is entitled to make such a
contribution,

“(ii) the contribution is designated by the employee as
a contribution intended to be used for matching employer
amounts transferred under paragraph (3) to a_plan
which meets the retglirements of this subsection, and

“(ii1) the contribution is in the form of an amount

aid in cash to the employer or plan administrator not
ater than 24 months after the close of the taxable year
in which the portion of the credit allowed by section 38
of such Code (and determined under elause (ii) of sec-
tion 46(a) (2) (B) of such Code which the contribution
is to match) is allowed, and is invested forthwith in
employer securities (as defined in subsection (d)(9)

A)).
i (§3) e sum of the amounts of matching employee con-
tributions taken into account for purposes of this subsection

90 STAT. 1587
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for any taxable year may not exceed the value (at the time
of transfer) of the employer securities transferred to the plan
in accordance with the requirements of paragraph (3) for
the year for which the employee contributions are designated
as matching contributions.

“(C) The employer may not make participation in the
plan a condition of employment and the plan may not require
matching employee contributions as a condition of participa-
tion in the plan.

“(D) Employee contributions under the plan must meet
the requirements of section 401 (a) (4) of such Code (relating
to contributions).

“(5) A plan must provide for allocation of all employer securi-
ties transferred to it or purchased by it under this subsection to
the account of each participant (who was a participant at any
time during the plan year, whether or not he is a participant at
the close ofthe plan year) as of the close of the pﬂm year in an
amount equal to his matching employee contributions for the year.
Matching employee contributions and amounts so allocated shall
be deemed to be allocated under subsection (d)(3).

“(f) RecapTuRE—

“(1) GenNERAL RULE—Amounts transferred to a plan under sub-
section (d)(6) or (e)(3) may be withdrawn from the plan by
the employer if the plan provides that while subject to recapture—

*(A) amounts so transferred with respect to a taxable year
are segregated from other plan assets, and

“(B) separate accounts are maintained for participants on
whose behalf amounts so transferred have been allocated for
a taxable year.

“(2% CoorpINATION WrTH OoTHER LAW.—Notwithstanding any
other law or rule of law, an amount withdrawn by the employer
will neither fail to be considered to be nonforfeitable nor fail to be
for the exclusive benefit of participants or their beneficiaries
merely because of the withdrawal from the plan of—

“(A) amounts deseribed in paragraph (1), or

“(B) employer amounts transferred under-subsection (e)
(3) to the plan which are not matched by matching employee
contributions or which are in excess of the limitations of
section 415 of such Code,

nor will the withdrawal of any such amount be considered to
violate the provisions of section 403(c) (1) of the Employee
Retirement Income Security Act of 1974.”

(e) CreriCAL AMENDMENT.—

(1) The heading of section 301 (d) of the Tax Reduction Aet of
1975 is amended by striking out “11-Percent” and inserting in
lieu thereof “ApprrioNar”.

(2) Section 301(d) of the Tax Reduction Act of 1975 is
amended hy—

(A) striking out “A corporation” in paragraph (1) and
inserting in lieu thereof “Except as expressly provided in
subsections (e) and (f),a corporation”,

(B) inserting “or subsection (e) (3)” in paragraph (7) (A)
immediately after “(6)”,

(C) striking out “this subsection” in paragraph (10) and
substituting in lien thereof “this subsection and subsections
(e) and (f)*, and
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(D) striking out “this subsection” each time it appears in
paragraph (11) and substituting in lieu thereof “this sub-
section or subsection (e) or (f)”.

(f) LazaraTioNs oN CONTRIBUTIONS.—

(1) SPECIAL LIMITATION FOR EMPLOYEE STOCK OWNERSHIP
PLANS.—Section 415(c¢) (relating to limitation for defined con- 26 USC 415.
tribution plans) is amended by adding at the end thereof the fol-
lowing new paragraph:

“(6) SPECIAL LIMITATION FOR EMPLOYEE STOCK OWNERSHIP

PLAN.—

“(ﬁ.{f In the case of an employee stock ownership plan (as
defined in subparagraph (B)), under which no more than
one-third of the employer contributions for a year are allo-
cated to the group of employees consisting of oflicers, share-
holders owning more than 10 percent of the employer’s stock
(determined under subparagraph (B)(iv)), or employees
described in subparagraph (B) (iii), the amount deseribed in
paragraph (¢) (1) (Ai (as adjusted for such year pursuant to
subsection Ed) (1)) for a year with respect to any partici-
pant shall be equal to the sum of (i) the amount described
in paragraph (¢) (1) (A) (asso adjusted) determined without
regard to this paragraph and (ii) the lesser of the amount
determined under clause (i) or the amount of employer secu-
rities contributed to the employee stock ownership plan. .

“(B) For purposes of this paragraph— Definitions.

*(1) tge term ‘employee stock ownership plan’ means
a plan which meets the requirements of section 4975(e)
(7) or section 301(d) of the Tax Reduction Act of 1975, 26 USC 46 note.

‘(ii) the term ‘employer securities’ means, in the case
of an employee stock ownership plan within the meaning
of section 4975(e) (7), quali employer securities
within the meani of section 4 5(e) (8), but only if
they are described in section 301(d) (9) (A) of the Tax

uction Act of 1975, or, in the case of an employee

stock ownership plan described in section 301(d)(2)
of the Tax Reduction Act of 1975, employer securities
within the meaning of section 301(d) (9) (A) of such Aect,

“(iii) an employee described in this clause is any par-
ticipant whose compensation for a year exceeds an amount
equal to twice the amount deseribed in paragraph (1) (A)
for such year (as adjusted for such year pursuant to sub-
section (d) (1)), determined without regard to subpara-
graph (A) of this paragraph, and

“(iv) an individual shall be considered to own more
than 10 percent of the employer's stock if, without
regard to stock held under the employee stock ownershi
plan, he owns (after application of section 1563(e)§
more than 10 percent of the total combined voting power
of all classes of stock entitled to vote or more than 10
percent of the total value of shares of all classes of
stock.”.

(2) Conrorming ameNDMENT.—Paragraph (8) (B) of section
415(e) (relati.ug to defined contribution plan fraction) is amended
by inserting “determined without regard to paragraph (6) of
such subsection)” after “employer”.

(g) Warver or PEnaALTY FOR ﬁNnmamm' or EsrimaTtep Tax.— 26 USC 6655
Ifr— note.
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(1) a corporation made underpayments of estimated tax for
a taxable year of the corporation which includes August 1, 1975,
because the corporation intended to elect to have the provisions
of subparagraph (B) of section 46(a) (1) of the Internal Revenue
Code of 1954 (as it existed before the date of enactment of this
Act) apply for such taxable year, and

(2) the corporation does not elect to have the provisions of such
subparagraph apply for such taxable year because this Act does
not contain the amendments made by section 804(a) (2) (relating
to flowthrough of investment credit), or the provisions of sub-
section (f) of such seetion (relating to grace period for certain
plan transfers), of the bill H.R. 10612 (94th Congress, 2d Ses-
sion), as amended by the Senate,

then the provisions of section 6655 of such Code (relating to failure
by corporation to pay estimated income tax) shall not apply to so
much of any such underpayment as the corporation can establish,
to the satisfaction of the Sceretary of the Treasury, is properly attrib-
utable to the inapplicability of such subparagraph (B) for such
taxable year.

(h) IsteENnT oF Congress Concerning Emprovee Stock OwNERSHIP
Praxs.—The Congress, in a series of laws (the Regional Rail Reorga-
nization Act of 1973, the Employee Retirement Income Security Act of
1974, the Trade Act of 1974, and the Tax Reduction Act of 194?5) and
this Act has made clear its interest in encouraging employee stock own-
ership plans as a bold and innovative method of strengthening the free

rivate enterprise system which will solve the dual problems of secur-
ing capital funds for necessary capital growth and of bringing about
stock ownership by all corporate employecs. The Congress is deeply
concerned that the objectives sought by this series of laws will be made
unattainable by regulations and rulings which treat employee stock
ownership plans as conventional retirement plans, which reduce the
freedom of the employee trusts and employers to take the necessary
steps to implement the plans, and which otherwise block the establish-
ment and success of these plans. Because of the special purposes for
which employee stock ownership plans are established, it is consistent
with the intent of Congress to permit these plans (whether structured
as pension, stock bonus, or profit-sharing plans) to distribute income
on employer securities currently.

(i) Stupy or Expanpep Srock OwWNERSHIP.—

(1) In geNeErAaL—Section 3022(a) of the Employee Retirement
Income Security Act of 1974 (relating to duties of Joint Pension
Task Force) is amended—

(GgA) (;)y redesignating paragraphs (4) and (5) as (5) and
,an
(B) by inserting after paragraph (3) the following new
para a,;;lh:

“(4) the broadening of stock ownership, particularly with
regard to employee stock ownership plans (as defined in sec-
tion 4975(e) 72 of the Internal Revenue Code of 1954 and
section 407 (d) (6) of this Act) and all other alternative meth-
ods for broadening stock ownership to the American labor
force and others;”.

(2) CHANGE OF TITLE.—

(A) Subtitle B of title III of such Act is amended—
(i) by striking out “Pension” in the caption of such
subtitle and inserting in lien thereof “Pension, Profit-
sharing, and Employee Stock Ownership Plan”,
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(ii) by striking out “PENSION” in the caption of
art 1 of such subtitle and inserting in lien thereof the
ollowing: “PENSION, PROFIT-SHARING, AND

EMPLOYEE STOCK OWNERSHIP PLAN”,and

(iii) by striking out “Joint Pension” each place it
appears in sections 3021 and 3022 and inserting in lieu 29 USC 1221,
t]?ereof the following: “Joint Pension, Profit-sharing, 1222.
and Employee Stock Ownership Plan”.

(B) The table of contents of such Act is amended—

(i) by striking out “PENSION? in the item relating to
title III and inserting in lien thereof the following:
“PENSION, PROFIT-SHARING, AND EMPLOYEE STOCK
OWNERSHIP PLAN™,

(i1) by striking out “PENSION” in the item relating to
subtitle % of title I1I and inserting in lieu thereof the
following : “PENSION, PROFIT-SHARING, AND EMPLOYEE
STOCK OWNERSHIP PLAN” and

(iii) by striking out “PENSION” in the item relating to
part 1 of subtitle B of title ITI and inserting in lieu
thereof “PENSION, PROFIT-SHARING, AND EMPLOYEE

n STOCK OWNERSHIP PLAN",
(j) ErrecTive DATES.— 26 USC 46 note.
(1) Gexeran rRurLeE—Except as provided in paragraph (2),
the amendments made by this section shall apply for taxable years
beginning after December 31, 1974.
(2) ExcerrronNs.—

(A) Section 301(e) of the Tax Reduction Act of 1975, as Ante, p. 1587.
added by subsection (d), shall apply for taxable years
beginning after December 31, 1976,

B) The amendments made by subsections (a) and (b) (1
sl,hgll apply for taxable years beginning after December 31,

975.

(C) The amendments made by subsections (b)(4) and
(f) shall apply for years beginning after December 31, 1975.

SEC. 804. INVESTMENT CREDIT IN THE CASE OF MOVIE AND TELEVI-

SION FILMS,

(a) Srecrar Rures ror Movie axp Terevision Fiuas—Section 48 26 USC 48.
(relating to definitions and special rules for purposes of the invest-
ment credit) is amended by redesignating subsection (k) as subsection
(1) and by inserting after subsection (j) the following new subsection:

“(k) Movie axp Terevision Frivs.—

“(1) ENTITLEMENT TO CREDIT.—

_“(A) Ix oexerarL.—A credit shall be allowable under sec-
tion 38 to a taxpayer with respect to any motion picture film
or video tape—

“(i) only if such film or tape is new section 88 property
(determined without regard to useful life) which is a
qualified film, and

“(ii) only to the extent that the taxpayer has an owner-
ship interest in such film or tape.

Ll gB) QUALIFIED FILM DEFINED.—For purposes of this sub-
section, the term ‘qualified film’ means any motion picture film
or video tape created }l:-rimarily for use as public entertain-
ment or for educational purposes. Such term does not include
any film or tape the market for which is primarily topical or
is otherwise essentially transitory in nature.
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“(C) OwxersHre iniEREST.—For purposes of this subsec-
tion, a person’s ‘ownership interest’ in a qualified film shall
be determined on the basis of his proportionate share of any
loss which may be incurred with respect to the production
costs of such film.

“(2) APPLICABLE PERCENTAGE TO BE 66%.—Except as provided
in paragraph (3), the applicable percentage under section 46(c)

for any qualified film shall be 6624 percent.

‘(3) ELECTION OF 90-PERCENT RULE.—

“(A) I~ gENeraL—If the taxpayer makes an election under
this paragraph, the applicable percentage under section 46
(¢) (2) shall be determined as if the useful life of the film
would have expired at the close of the first taxable year by the
close of which the aggregate amount allowable as a deduction
under section 167 would equal or exceed 90 percent of the basis
of the film.

“(B) Maxixe or eLectioN.—An election under this para-
graph shall be made at such time and in such manner as the
Secretary may by regulations prescribe. Such an election shall
apply for the taxable year for which it is made and for all sub-
sequent taxable years and may be revoked only with the con-
sent of the Secretary.

“(C) Wuo may eLecr.—If for any prior taxable year para-
graph (2) of this subsection applied to the taxpayer or any
related business entity, or if for the taxable year paragraph
(2) applies to any related business entity, an election under
this paragraph may be made by the taxpayer only with the
consent of the Secretary.

“(D) RELATED BUSINESS ENTITY.—1WO Or more corpora-
tions, partnerships, trusts, estates, proprietorships, or other
entities shall be treated as related business entities if 50 per-
cent or more of the beneficial interest in each of such entities
is owned by the same or related persons (taking into account
only persons who own at least 10 percent of such beneficial
interest). For purposes of this subparagraph, a person is a
related person to another person if—

“(1) such persons are component members of a con-
trolled group of corporations (within the meaning of
section 1563(a), except that section 1563(b) (2) shall
not apply and except that ‘more than 50 percent’ shall
be substituted for ‘at least 80 percent’ each place it
appears in section 1563 (a) ), or

(ii) the relationship between such persons would
result in a disallowance of losses under section 267 or 707
(b), except that for these purposes a family of an indi-
vidual ineludes only his spouse and minor children.
For purposes of this subparagraph, the term ‘beneficial
interest’ means voting stoc}l)i in the case of a corporation,
profits interest or capital interest in the case of a partnership,
or beneficial interest in the case of a trust or estate.

“(4) PREDOMINANT USE TEST; QUALIFIED INVESTMENT.—In the
case of any qualified film—

“(A) section 48(a) (2) shall not apply, and

“(B() in determining qualified investment under section
46(c) (1), there shall be 1ssued (in lieu of the basis of the
progert.y) an amount equal to the qualified United States
production costs (as defined in paragraph (5)).
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“(5) QUALIFIED UNITED STATES PRODUCTION COSTS.—

“(A) In eeneran.—For purposes of this subsoction, the
term ‘qualified United States production costs’ means with
respect to any film— )

“(i) direct production costs allocable to the United

States, plus )

“(ii) if 80 percent or more of the direct production
costs are allocable to the United States, all other pro-
duction costs other than direct production costs allocable
outside the United States.

“(B) Probuction costs.—For purposes of this subsection,
the term ‘production costs’ includes—

“(1) a reasonable allocation of general overhead costs,
“(ilgve compensation (other than participations
described in clause (vi)) for services performed by
actors, production personnel, directors, and producers,

“(ii1) costs of ‘first’ distribution of prints,

“(iv) the cost of the screen rights and other material
being filmed,

“(v) ‘residuals’ payable under contracts with labor
organizations, and

*(vi) participations payable as compensation to actors,
production personnel, directors, and producers.

Participations in all qualified films placed in service by a tax-
payer during a taxable year shall be taken into account under
clause (vi) only to the extent of the lesser of 25 percent of
each such participation or 1214 percent of the aggregate quali-
fied United States production costs (other than -costs
described in clauses (v) and (vi) of this subparagraph) for
such films, but taking into account for both the 25 percent
limit and 1214 percent limit no more than $1,000,000 in par-
ticipations for any one individual with respect to any one
film. For purposes of this subparagraph (otﬁzr than clauses
(v) and (vi) and the preceding sentence), costs shall be
taken into account only if they are capitalized.

“(C) Dmecr probuctiON costs.—For purposes of this
paragraph, the term ‘direct production costs’ does not include
items referred to in clause (1), (iv), (v), or (vi) of subpara-
graph (B). The term also does not include advertising and

romotional costs and such other costs as may be provided
n re%ulations prescribed by the Secretary.

“(D) ALLOCATION OF DIRECT PRODUCTION co0sTS,—For pur-
poses of this paragraph—

“(i) Compensation for services performed shall be
allocated to the country in which the services are per-
formed, except that payments to United States persons
for services performed outside the United States shall be
allocated to the United States. For purposes of the pre-
ceding sentence, payments to an electing small business
corporation (within the meaning of section 137% or a

artnership shall be considered payments to a United
States person only to the extent that such payments are
included in the gross income of a Uniteg g?;tes per-
son other than an electing small business corporation or
partnership.
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“(i1) Amounts for equipment and supplies shall be
allocated to the country in which, with respect to the pro-
duction of the film, the predominant use occurs.

“(iii) All other items shall be allocated under regula-
tions prescribed by the Secretary which are consistent
with the allocation prineiple set forth in clause (ii).

“(6) Uxrrep sTaTes.—IFor purposes of this subsection, the term
“United States’ includes the possessions of the United States.”

(b) Overestoarion or Userun Lire axp Disposrrions WaERe 90
PrercEnT RUune Appries.—Section 47(a) (relating to certain disposi-
tions, etc., of section 38 property) is amended by adding after para-
graph (6){ the following new paragraph:

“(7) MorioN PICTURE FILMS AND VIDEO TAPES.—

“(A) DisposITION WHERE DEPRECIATION EXCEEDS 90 PER-
CENT OF BAsIS or cosT.—A qualified film (within the meaning
of section 48(k) (1) (B)) which has an applicable percentage
determined under section 48(k) (3) shall cease to be section
38 property with respect to the taxpayer at the close of the
first day on which the aggregate amount allowable as a dedue-
tion under section 167 equals or exceeds 90 percent of the
basis or cost of such film (adjusted for any partial
dispositions) /

“(B) OrnEer pispostTIONs.—In the case of a disposition of
the exclusive right to display a qualified film which has an
applicable percentage determined under section 48(k) (3) in
one or more mediums of publication or exhibition in one
or more specifically defined geographical areas over the
remaining initial period of commercial exploitation of the
film or t.a(]l}e in such geographical areas, the taxpayer shall be
considered to have disposed of all or part of such film or
tape and shall recompute the credit earned on all of his
basis or cost or on that part of the basis or cost properly
allocable to that part of the film or tape disposed o?. In the
case of an affiliated group of corporations, a transfer within
the affiliated group shall not be treated as a disposition until
there is a transfer outside the group. For purposes of the
preceding sentence, the term ‘affiliated group’ has the mean-
ing given to such term by section 1504 (determined as if sec-
tion 1504(b) did not include paragraph (3) thereof). For
Eurposes of this paragraph, section 1504(a) shall be applied

y substituting ‘50 percent’ for ‘80 percent’ each place it
appears.”.

(¢) AvrernaTive Mermops oF Comrurine Creprr ror Past
Pertops.—

(1) GENERAL RULE FOR DETERMINING USEFUL LIFE, PREDOMI-
NANT FOREIGN USE, ET0.—In the case of a qualified film (within
the meaning of section 48(k)(1)(B) of the Internal Revenue
Code of 1954) placed in service in a taxable year beginning before
January 1, 1975, with respect to which neither an election
under paragraph (2) of this subsection nor an election under
subsection (e) (2) arplies—

(A) the applicable percentage under section 46(c) (2) of
such Code shall be determined as if the useful life of the film
would have expired at the close of the first taxable vear by
the close of which the aggregate amount allowable as a
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deduction under section 167 of such Code would equal or
exceed 90 percent of the basis of such property (adjusted for
any partial dispositions),

(B) for purposes of section 46(c) (1) of such Code, the 26 USC 46.
basis of the property shall be determined by taking into
account the total production costs (within the meaning of
section 48(k) (5) (B) of such Code)

(CL for purposes of section 48(35 (2) of such Code. such
film shall be considered to be used predominantly outside the
United States in the first taxable year for which 50 percent
or more of the gross revenues received or accrued during the
taxable year from showing the film were received or accrued
from showing the film outside the United States, and

éD) Section 47(a) (7) of such Code shall apply.

(2) ELECTION OF 40-PERCENT METHOD.—

(A) In GENERAL—A taxpayer may elect to have this para-
graph apply to all qualified films placed in service during
taxable years beginning before January 1. 1975 (other than
films to which an election under subsection (e)(2) of this
section %:pplies) :

(B) Errecr or eLectron.—If the taxpayer makes an elec-
tion under this paragraph, then section 48(k) of the Internal
Revenue Code of 1954 shall apply to all qualified films
described in subparagraph (A) with the following modifica-
tions:

(i) subparagraph (B) of paragraph (4) shall not
apply, but in determining qualified investment under sec-
tion 46(c) (1) of such Code, there shall be used (in lieu
of the basis of such property) an amount equal to 40
percent of the aggregate production costs (within the
meaning of paragraph (5) (B) of such section 48(k)),

(ii) paragraph (2) shall be applied by substituting
“100 percent” for “6624 percent”, and

(ii1) pa.raira h (3) and paragraph (5) (other than
subparagraph (B)) shall not apply.

(C) RULES RELATING TO ELECTIONS.—An election under Regulations.
this paragraph shall be made not later than the day which
is 6 months after the date of the enactment of this Act and
shall be made in such manner as the Secretary of the Treas-
ury or his delegate shall by regulations preseribe. Such an
election may be revoked only with the consent of the Secre-
tary of the Treasury or his delegate.

D) THE TAXPAYER MUST CONSENT TO JOIN IN CERTAIN
PROCEEDINGS.—No election may be made under this paragraph
or subsection (e)(2) by any taxpayer unless he consents,
under regulations prescribed by the Secretary of the Treas-
ury or his delegate, to treat the determination of the invest-
ment credit allowable on each film subject to an election as a
separate cause of action, and to join in any judicial proceeding
for determinini; the person entitled to, and] the amount of, the
credit allowable under section 38 of the Internal Revenue
Code of 1954 with respect to any film covered by such election.

(3) ELECTION TO HAVE CREDIT DETERMINED IN ACCORDANCE WITH
PREVIOUS LITIGATION.—

(A) I~ gENERAL—A taxpayer described in subparagraph
(Bﬂ may elect to have this paragraph apply to all films
(whether or not qualified) placed in service in taxable years
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beginning before January 1, 1975, and with respect to which
an election under subsection (e) (2) is not made.

B) Wao may eLEcT.—A taxpayer may make an election
under this paragraph if he has filed an action in any court
of competent jurisdiction, before January 1, 1976, for a
determination of such taxpayer’'s rights to the allowance of
a credit against tax under section 38 of the Internal Revenue
Code of 1954 for any taxable year beginning before Janu-
ary 1, 1975, with respect to any film.

(C) Errect or LEcrioN.—If the taxpayer makes an elec-
tion under this p&raﬁraph—

(1) paragraphs (11) and (2) of this subsection, and
subsection (d) shall not apply to any film placed in
service by the taxpayer, and

(ii) subsection 48(k) of the Internal Revenue Code
of 1954 shall not apply to any film placed in service by
the taxpayer in any taxable year beginning before Jan-
uary 1, 1975, and with respect to which an election under
subsection (e) (2) is not made,

and the right of the taxpayer to the allowance of a credit

against tax under section 38 of such Code with respect to

any film placed in service in any taxable year beginning before

January 1, 1975, and as to which an election under subsection

ge) (2) is not made, shall be determined as though this section
other than this paragraph) has not been enacted.

(D) RULES RELATING TO ELECTIONS—An election under
this paragraph shall be made not later than the day which
is 90 days after the date of the enactment of this Act, by fil-
ing a notification of such election with the national office of
the Internal Revenue Service. Such an election, once made,
shall be irrevocable.

(d) Entrrrement 1o Creprr—Paragraph (1) of section 48(k)

of the Internal Revenue Code of 1954 (relating to entitlement to
credit) shall apply to any motion picture or video tape placed in

26 USC 48 note.

service in any taxable year beginning before January 1, 1975.
(e) Errecrive DaTes.—

(1) In gexerar.—The amendments made by subsections (a)
and (b) shall apply to taxable years beginning after Decem-
ber 31, 1974.

(2) ELECTION MAY ALSO APPLY TO PROPERTY DESCRIBED IN SEC-
TION 50 (a).—At the election of the taxpayer, made within 1 year
after the date of the enactment of this Act in such manner as the
Secretary of the Treasury or his delegate may by regulations pre-
scribe, the amendments made by subsections (a) and (b) shall
also apply to property which 1s property described in section
50(a) of the Internal Revenue Coti of 1954 and which is placed
in service in taxable years beginning before January 1, 1975.

SEC. 805. INVESTMENT CREDIT IN THE CASE OF CERTAIN SHIPS.

26 USC 46.

(a) In Generan—Section 46 (relating to amount of credit) is

amended by adding at the end thereof the following new subsection :

“(g) 50 Percext Creprr iN THE Casg oF CerTAIN VESSELS.—

“(1) I~ eexeraL.—In the case of a qualified withdrawal out of
the untaxed portion of a capital gain account or out of an
ordinary income account in a capital construction fund estab-
lished under section 607 of the Merchant Marine Act, 1936
(46 U.8.C. 1177), for—
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“(A) the acquisition, construction, or reconstruction of a
qualified vessel, or ¢
“(B) the acquisition, construction, or reconstruction of
barges or containers which are part of the complement of a
qualified vessel and to which subsection (f) (1) (B) of such
section 607 applies, 46 USC 1177.
for purposes of section 38 there shall be deemed to have been made
é}f.t the time of such withdrawal) a qualified investment (within

e meaning of subsection (¢)) or qualified pro expenditures
(within the meaning of subsection (d)), whichever is appropri-
ate, with respect to property which is section 38 propertﬁ’.

“(2) AmounT oF crebrT.—For purposes of paragraph (1), the
amount of the qualified investment shall be 50 percent of the
applicable percentage of the qualified withdrawal referred to in
paragraph (1), or the amount of the qualified progress expendi-
tures shall be 50 gercent of such withdrawal, as the case may be.
For purposes of determining the amount of the credit allowable
b¥ reason of this subsection for any taxable year, the limitation
of subsection (a)(3) shall be determined without regard to sub-
section (d) (1) (A) of such section 607.

“(8 RDINATION WITH 8ECTION 38.—The amount of the credit
allowable by reason of this subsection with respect to any prop-
erty shall be the minimum amount allowable under section 38
with respect to such property. If, without regard to this subsec-
tion, a greater amount is allowable under section 38 with respect
to such property, then such greater amount shall apply and this
subsection shall not apply.

¥ %)d COORDINATION WITH SECTION 47.—Section 47 shall be
applied—

i ‘(‘]( A) to any property to which this subsection applies,
an
“(B) to the payment (out of the untaxed portion of a
capital gain account or out of the ordinary income account
of a capital construction fund established under section 607
of the Merchant Marine Act, 1936) of the principal of an
indebtedness incurred in connection with property witz
respect to which a credit was allowed under section 88.
For E oses of section 47, any payment described in subpara-
graph (B) of the preceding sentence shall be treated as a dis-
osition oceurring less than 3 years after the property was placed
In service; but, in the case of a credit allowable without regard
to this subsection, the aggregate amount which may be recaptured
by dxl-eason of this sentence shall not exceed 50 percent of such
credit,

“(5) Derinrrions.—Any term used in section 607 of the Mer-
chant Marine Act, 1970, shall have the same meaning when used 46 USC 1177.
in this subsection.

“(6) No inrerexce—Nothing in this subsection shall be con-
strued to infer that any property described in this subsection is or
is not section 38 ¥mpeﬁy, and any determination of such issue
shall be made as if this subsection had not been enacted.”

(b) Errecrive DaTes.— 26 USC 46 note.

(1) Ix eenEraL—Except as provided in subparagraph (B),the
amendment made by subsection (a) shall apply to taxable years

beginning after December 31, 1975, in the case of property placed
in service after such date. 5 &

89-194 O—78—pt. 2——9
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(2) SecrioN 46(g) (4).—Section 46(g) (4) of the Internal
Revenue Code of 1954 (as added by subsection (a)) shall apply
to taxable years beginning after December 31, 1975.

SEC. 806. ADDITIONAL NET OPERATING LOSS CARRYOVER YEARS;
LIMITATIONS ON NET OPERATING LOSS CARRYOVERS.

(a) In GenNerar.—Section 172(b) (1) (B), as amended by section
1606 (b) of this Act, is amended by adding at the end thereof the fol-
lowing new sentence ; “Except as provided in subparagraphs (C), (D),
(E), and (¥), a net operating loss for any taxable year ending after
December 31, 1975, shall be a net operating loss carryover to each of
the 7 taxable years following the taxable year of such loss.”

(b) RecuraTED TrRANSPORTATION CORPORATIONS.—

(1) I~ cexeraL.—Section 172(b) (1) (C) is amended by add-
ing at the end thereof the following new sentence: “For any
taxable year ending after December 31, 1975, the preceding sen-
tence shall be applied by substituting ‘9 taxable years’ for ‘7 taxa-
ble years.”

(2) Coxrormineg aMENDMENT—Paragraph (3) of section 172
(g), as amended by section 1901 (a) (29) of this Act, is amended—

(A) by striking “and” at the end of sub{:aragraph (A);

(B) by striking the period at the end of subparagraph (B)
and inserting in lieu thereof “; and” ; and

(C) by adding at the end therecof the following new
subparagraph :

“(C) in the case of a net operating loss carryover from a loss
year ending after December 31, 1975, subparagraghs (A)
and (B) shall be applied by substituting ‘S8th taxable year’
for t}:e’:,"ﬁth taxable year' and ‘Oth taxable year’ for ‘Tth taxable

ear.

(c) ELJ;CTION 10 Foreco Carrysack Pertop.—Section 172 (b) (3),
as amended by section 1901 (a) (29) of this Act, is amended by adding
at the end thereof the following new subparagraph:

“(E) Any taxpayer entitled to a carryback period under
paragraph (1) may elect to relinquish the entire carryback
period with respect to a net operating loss for any taxable
year ending after December 31, 1975. Such election shall be
made in such manner as may be prescribed by the Secretary,
and shall be made by the due date (including extensions of
time) for filing the taxpayer’s return for the taxable year of
the net operating loss for which the election is to be in effect.
Such election, once made for any taxable year, shall be
irrevocable for that taxable year.”

(d) InsuranceE CoMPANTES,—

(1) LiFe INSURANCE COMPANIES.—

(A) I~ eeneraL.—DParagraph (1) of section 812(b) is
amended by adding at the end thereof the following new
sentence:

“In the case of an operations loss for any taxable year ending after
December 31,1975, this paragraph shall be applied by substituting
‘7 taxable years’ for ‘5 taxable years’.”

(B) ELECTION TO FOREGO CARRYBACK PERTODS.—Section
812(b) is amended by adding at the end thereof the following
new paragraph:

(3) ELECTION FOR OPERATIONS LOSS CARRYBACKS.—In the case of
a loss from operations for any taxable year ending after Decem-
ber 31, 1975, the taxpayer may elect to relinquish the entire carry-
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back period for such loss. Such election shall be made by the due
date (including extensions of time) for filing the return for the
taxable year of the loss from operations for which the election
is to be 1n effect, and once made for any taxable year, such elec-
tion shall be irrevocable for that taxable year.”

(2) MUTUAL INSURANCE COMPANIES,—

(A) I~ eeNeERan.—Section 825(d) is amended to read as 26 USC 825.
follows:
“(d) Yrars To WaicH CARRIED.—

“(1) In eexmran—The unused loss for any taxable year

shall :
“(A) an unused loss carryback to each of the 3 taxable
years preceding the loss year, and
“(B) an unused loss carryover to each of the 5 taxable
years following the loss year.
In the case of an unused loss for a taxable year ending after
December 31, 1975, such unused loss shall be an unused loss carry-
over to each of the 7 taxable years following the loss year.

“(2) ELECTION FOR UNUSED LOSS CARRYBACKs.—In the case of an
unused loss for any taxable year ending after December 31, 1975,
the taxpayer may elect to relinquish the entire carryback period
for such loss. Such election shall be made by the due date (includ-
ing extensions of time) for ﬁ]iugiethe return for-the taxable year
of the unused loss for which the election is to be in effect, and once
made for any taxable year, such election shall be irrevocable for
that taxable year.”

(e) AMENDMENT OF Srorion 382.—Section 382 (relating to special 26 USC 382.
]in}itﬁtions on net operating loss carryovers) is hereby amended to read
as follows:

“SEC. 382. SPECIAL LIMITATIONS ON NET OPERATING LOSS CARRY-
OVER.
“(a) Cerrary AcquisrTronNs oF STock oF A CORPORATION.—
“(1) In cENERAL—If—

“éA) on the last day of a taxable year of a corporation,
“(B) any one or more of the persons described in para-
graph (4) (B) own, directly or indirectly, a percentage of
the total fair market value of the participating stock or of
all the stock of the corporation which exceeds Ey more than
60 percentage points the percentage of such stock owned by
such person or persons at—
“gi the beginning of such taxable year, or
“(i1) the beginning of the first or second preceding

taxable year, and
“(C) such increase in percentage points is attributable to—

(1) a purchase by such person or persons of such stock,
or of the stock of another corporation owning stock in
such corporation, or of an interest in a partnership or
trust owning stock in such corporation,

“(ii) an acquisition (by contribution, merger, or con-
solidation) of an interest in a partnership owning stock
in such corporation, or an acquisition (by contriﬁution,
merger, or consolidation) by a partnership of such
stoclk,

“(iii) an exchange to which section 351 (relating to
transfer to corporation controlled by transferor) applies,
or an acquisition by a corporation of such stock in an
exchange in which section 351 applies to the transferor,
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26 USC 303.

“(iv) a contribution to the capital of such corporation,
“(v) a decrease in the amount of such stock outstand-
ing or in the amount of stock outstanding of another cor-
poration owning stock in such corporation (except a
decrease resulting from a redemption to pay death taxes
to which section 303 applies),
“(vi) a liquidation of the interest of a partner in a
partnership owning stock in such corporation, or
“(vil) any combination of the transactions deseribed
in clauses (i) through (vi),
then the net operating loss carryover, if any, from such taxable
year and the net operating loss carryovers, if any, from prior
taxable years to such taxable year and subsequent taxable years
of such corporation shall be reduced by the percentage determined
under paragraph (2),

“(2) REDUCTION OF NET OPERATING LOSS CARRYOVER.—The reduc-
tion applicable under para, a{)h (1) shall be the sum of the per-
centages determined by multiplying—

“(A) by three and one-half the increase in percentage
points (including fractions thereof) in excess of 60 and up
to and including 80, and

“(B) by one and one-half the increase in percentage points
(including fractions thereof) in excess of 80.

The reduction under this paragraph shall be determined by ref-
erence to the increase in percentage points of the total fair market
value of the participating stock or of all the stock, whichever
increase is greater.

“(3) MinimuMm owNErsHIP RULE.—Notwithstanding the pro-
vigions of par:ga})h (1), a net operating loss carryover from
a taxable year shall not be reduced under this subsection if, at all
times during the last half of such taxable year, any of the persons
described in paragraph (4)(B) (determined on the last day of
the taxable year referred to in paragraph (1) (A)) owned at least
40 percent of the total fair market value of the participating
sto& and of all the stock of the corporation. For purposes of the

receding sentence, persons owning stock of a corporation on the
ast day of its first taxable year shall be considered to have owned
such stock at all times during the last half of such first taxable
ear.

“(4) Orperarting rULES.—Ior purposes of this subsection—

“(A) DeriNiTion oF purcHASE—The term ‘purchase’
means an acquisition of stoek the basis of which is determined
by reference to its cost to the holder thereof.

“(B) DescripTioN OF PERSON OR PERsoNs.—The person or
persons referred to in paragraph (1) (B) shall be the 15 per-
sons (or such lesser number as there are persons owning the
stock on the last day of the taxable year) who own the greatest
percentage of the total fair market value of all the stock
on the last day of that year, except that if any other person
owns the same percentage of such stock at such time as is
owned by one ofe the 15 persons, that other person shall also
be included. If any of the persons are so related that the
stock owned by one is attributed to the other under the rules
specified in subparagraph (CE, such persons shall be con-
sidered as only one person solely for the purpose of selecting
the 15 persons (more or less) who own the greatest percentage
of the total fair market value of all the stock.
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“(C) Constructive owNERsHTP—Section 318 (relating to 26 USC 318.
constructive ownership of stock) shall apply in determining
the ownership of stock, except that section 318(a)(2)(C)
and 318(a) (8) (C) shall be applied without regard to the
50 percent, limitation contained therein.

“(D) Suort Taxapre years.—If one of the taxable years of
the corporation referred to in paragraph (1) (B) is a short
taxable year, then such paragraph and paragra;:nh (6) shall
be applied by substituting ‘first, second, or third’ for ‘first or
second’ each time such phrase occurs,

“(5) Exceprions.—This subsection shall not apply to a pur-
chase or other acquisition of stock (or of an interest in a partner-
ship or trust owning stock in the corporation)—

“(A) from a person whose ownership of stock would be
attributed to the holder by application of paragragh (4)(C)
to the extent that such stock would be so attributed ;

“(B) if (and to the extent) the basis thereof is determined
under section 1014 or 1023 (relating to property acquired Post, p. 1872.
from a decedent(;, or section 1015(a) or (b) (relating to
property acquired by gift or transfers in trust) ;

“(C) by a seeurity holder or creditor in exchange for the
relinquishment or extinguishment in whole or part of a elaim
against the corporation, unless the claim was acquired for
the purpose of acquiring such stock;

“(D) by one or more persons who were full-time employces
of the corporation at all times during the period of 36 months
ending on the last day of the taxable year of the corporation
(or at all times during the period of the corporation’s exist-
ence, if shorter) ;

“(E) by a trust deseribed in section 401 (a) which is exempt
from tax under section 501 (a) and which benefits exclusively
the employees (or their beneficiaries) of the corporation,
including a member of a controlled group of corporations
(within the meaning of section 1563 (a) determined without
regard to section 1563 (a) (4) and (e) (3) (C) ) which includes
such corporation ;

“(F) by an employee stock ownership plan meeting the
requirements of section 301(d) of the Tax Reduction Act of
1975; or 26 USC 46 note.
(; )(G) in a recapitalization deseribed in section 368(a) (1)

“(6) SUCCESSIVE APPLICATIONS OF SUBSECTION.—If—

“(A) a net operating loss carryover is reduced under this
subsection at the end of a taxable year of a corporation, and

“(B) any person described in paragraph (4)(B) who
owns stock of the corporation on the last day of such taxable
year does not own, on the last day of the first or second suc-
ceeding taxable year of the corporation, u greater percentage
of the total fair market value of the participating stock or of
all the stock of the corporation than such person owned on
the last day of such taxable year,

then, for purposes of applying this subsection as of the end of the
first or second succeeding taxfble year (as the case may be), stock
owned by such person at the end of such suceeeding taxable year
shall be considered owned by such person at the beginning of
the first or second preceding taxable year. Other rules relating Regulations.
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to the manner and extent of successive applications of this section
in the case of increases in ownership and transfers of stock by
the persons described in paragraph (4)(B) shall be prescribed

‘ (ll)s' regulations issued by the Secretary.

REORGANIZATIONS.—

“(1) I~ eeEnerarL.—If one corporation acquires the stock or
assets of another corporation in a reorganization described in sec-
tion 868(a) (1) (A), (B), (C), (D) (but only if the requirements
of section 354 (b) (1) are met), or (¥), and if—

“(A) the acquiring or acquired corporation has a net oper-
ating loss for the taxable year which mecludes the date of the
acquisition, or a net operating loss carryover from a prior
taxable year to such taxable year, and

“(B) the shareholders (immediately before the reorgani-
zation) of such corporation (the ‘loss corporation’), as the
result of owning stock of the loss corporation, own (immedi-
ately after the reorganization) less than 40 percent of the
total fair market value of the participating stock or of all the
stock of the acquiring corporation,

then the net operating loss carryover (if any) of the loss corpora-
tion from the taxable year which includes the date of the acquisi-
tion, and the net operating loss carryovers gif any) of the loss
corporation from prior taxable years to such taxable year and
subsequent taxable years, shall be reduced by the percentage
determined under paragraph (2).

“(2) REDUCTION OF NET OPERATING LOSS CARRYOVER.—

“(A) OWNERSHIP OF 20 PERCENT OR MORE—If such share-
holders own less than 40 percent, but not less than 20 percent,
of the total fair market value of the participating stock or of
all the stock of the acquiring corporation, the reduction
applieable under paragraph (1) shall be the percentage equal
to the number of percentage points (inecluding fractions
f‘h?;eof) less than 40 percent, multiplied by three and one-

alf.

“(B) OWNERSHIP OF LESS THAN 20 PERCENT.—If such
shareholders own less than 20 percent of the total fair
market value of the participating stock or of all the stock of
the acquiring corporation, the reduction applicable under
paragraph (1) shall be the sum of—

(i) the percentage that would be determined under
subpars.gmf)h (A) if the shareholders owned 20 percent
of such stock, plus

“(ii) the percentage equal to the number of percentage
points (including fractions thereof) of such stock less
than 20 percent, multiplied by one and one-half.

The reduction under this paragraph shall be determined by ref-
erence to the lesser of the percentage of the total fair market value
of the participating stock or of all the stock of the acquiring cor-
poration owned by such shareholders.

“(3) LossEs OF CONTROLLED CORPORATIONS.—JIor purposes of
this subsection—

“(A) Howping compantes—If, immediately before the
reorganization, the acquiring or acquired corporation controls
a corporation which has a net operating loss for the taxable
year which includes the date of the acquisition, or a net oper-
ating loss carryover from a prior taxable year to such taxa-
ble year, the acquiring or acquired corporation, as the case
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may beLsha]] be treated as the loss corporation (whether or
not such corporation is a loss corporation). The reduction, if
any, so determined under garagraph (2) shall be applied to
the losses of such controlled corporation. )
“(B) TRIANGULAR REORGANTZATIONS.—Except as otherwise
provided in paragraph (5), if the shareholders of the loss
corporation (immediately before the reorganization) own, as
a result of the reorganization, stock in a corporation con-
trolling the acquiring corporation, such shareholders shall be
treated as owning (immediately after the reorganization) a
percentage of the total fair market value of the participating
stock and of all the stock of the acquiring corporation owned
by the controlling corporation equal to the percentage of the
total fair market value of the participating stock and of all
the stock, respectively, of the controlling corporation owned
by such shareholders.
“(4) Sprcian rures—For purposes of applying paragraph
1)(B)—
e }‘(A) CERTAIN RELATED TRANSACTIONS.—If, immediately
before the reorganization—
“(1) one or more shareholders of the loss corporation
own stock of such corporation which such shareholder
acquired during the 36-month period ending on the date
of the acquisition in a transaction described in paragraph
(1) or in subsection (a) (1) (C) (unless excepted by sub-
section (a)(5)), and
“(i1) such shareholders own more than 50 percent of
the total fair market value of the stock of another cor-
poration a party to the reorganization, or any such share-
holder is a corporation controlled by another corporation
a party to the reorganization,
then such shareholders shall not be treated as shareholders
of the loss corporation with respect to such stock.
“(B) CERTAIN PRIOR OWNERSHIP OF LOSS CORPORATION.—If,
immediately before the reorganization, the acquiring or
acquired corporation owns stock of the loss corporation, then
ﬁamgraph (1) (B) shall be applied by treating the share-
olders of the loss corporation as owning an additional
amount of the total fair market value of the participating
stock and of all the stock of the acquiring corporation, as a
result of owninﬁ stock in the loss corporation, equal to the total
fair market value of the participating stock and of all the
stock, respectively, of the loss corporation owned (immedi-
ately before the reor%a.nization) by the acquiring or acquired
corporation. This subparagraph shall not apply to stock of
the loss corporation owned by the acquiring or acquired cor-
poration if such stock was acquired by such corporation within
the 36-month period ending on the date of the reorganization
in a transaction described in subsection (a)(1)(C) (unless
excepted by subsection Snz (6)); or to a reorganization
described in section 368(a) (1) (B) or (C) to the extent the 26 USC 368.
acquired corporation does not distribute the stock received
by it to its own shareholders.
“(C) CerraiN asser acquisitions.—If a loss corporation
receives stock of the acquiring corporation in a reorganization
described in section 368(a) (1) (8()) and does not distribute
such stock to its shareholders, paragraph (1) (B) shall be
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applied by treating the shareholders of the loss corporation
as owning (immediately after the reorganization) such undis-
tributed stock in proportion to the fair market value of the
stock which such shareholders own in the loss corporation.

(5) CERTAIN STOCK-FOR-STOCK REORGANIZATIONS.—In the case

26 USC 368. of a reorganization deseribed in section 368(a) (1) (B) in which

the

“

appiy

ac:}uimd corporation is a loss corporation—

‘(A) Srock wmHIiCH 18 EXCHANGED.—Paragraphs (1) (B)
and (2) shall be applied by reference to the ownership of
stock of the loss corporation (rather than the acquiring cor-
poration) immediately after the reorganization. Shareholders
of the loss corporation who exchange stock of the loss cor-
poration shall be treated as owning (immediately after the
reorganization) a percentage of the total fair market value
of the participating stock and of all the stock of the loss cor-
poration acquired 1n the exchange by the acquiring corpora-
tion which is equal to the percentage of the total fair market
value of the participating stock and of all the stock, respee-
tively, of the acquiring corporation owned (immediately after
the reorganization) by such shareholders.

“(B) StTocK WHICH IS NOT EXCHANGED.—Stock of the loss
corporation owned by shareholders immediately before the
reorganization which was not exchanged in the reorganiza-
tion shall be taken into account in applying paragraph (1)
(B). For purposes of the preceding sentence, the acquir-
ing corporation (or a corporation controlled by the acquiring
corporation) shall not be treated as a shareholder of the loss
corporation with respect to stock of the loss corporation
acquired in a transaction described in paragraph (1), or in
subsection (a)(1)(C) (unless excepted by subsection (a)
(5)), during the 36-month period ending on the date of the
exchange.

“(Cf TRIANGULAR EXCHANGES.—For purposes of applying
the rules in this paragraph, if the shareholders of the loss cor-

oration receive stock of a corporation controlling the acquir-
ing corporation, such shareholders shall be treated as owning
a percentage of the participating stock and of all the stock
of the aequiring corporation owned by the controlling cor-
poration equal to the percentage of the total fair market value
of the participating stock and of all the stock, respectively,
which such shareholders own of the controlling corporation
immediately after the reorganization.
EG) Excerrions.—The limitations in this subsection shall not
";’_—

“(A) if the same persons own substantially all the stock
of the acquiring corporation and of the other corporation
in substantially the same proportions; or

“(B) to a net operating loss carryover from a taxable year
if the acquiring or acquired corporation owned at least 40
percent of the total fair market value of the participating
stock and of all the stock of the loss corporation at all times
during the last half of such taxable year.

For purposes of subpara.eﬁmp'h (A), if the acquiring or acquired

corporation is controll

by another corporation, the share-

holders of the controlling corporation shall be considered as
also owning the stock owned by the controlling corporation in that
proportion which the total fair market value of the stock which
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each shareholder owns in the controlling corporation bears to the

total fair market value of all the stock in the controlling

corporation. )
“(¢) Rores RevariNe To Stock.—For purposes of this section——

“(1) The term ‘stock’ means all shares of stock, except stock “Stock.”

which—

“(A) is not entitled to vote,

“(B) is fixed and preferred as to dividends and does not
participate in corporate growth to any significant extent,

“(C) has redemption and liquidation rights which do not
exceed the paid-in eapital or par value represented by such
stock (except for a reasonable redemption premium in excess
of such paid-in capital or par value), and

o QFD) 1s not convertible into another class of stock.

“(2) The term ‘participating stock’ means stock (including “Participating
common stock) which represents an interest in the earnings and stock.”
assets of the issuing corporation which is not limited to a stated
amount of money or property or ?ercentagc of paid-in capital or
par value, or by any similar formula.

“(3) The Secretary shall prescribe regulations under which— Regulations.

“(A) stock or convertible securities shall be treated as stock
or participating stock, or
“(B) stock {%owever denoted) shall not be treated as stock
or participating stock,
by reason of conversion and call rights, rights in earnings and
assets, priorities and preferences as to distributions of earnings
or assets, and similar factors.”
(f) CoNrFORMING AMENDMENTS.— _

(1) AMENDMENT OF SECTION 368.—Section 368(c¢) (relating to 26 USC 368.
the definition of control) is amended by striking out “and this
part,” and inserting in lieu thereof “this part, and part V,”.

(2) AMENDMENT OF SECTION 383.—Section 383 (relating to 26 USC 383.
special limitations on certain carryovers) is amended to read as
follows:

“SEC. 383, SPECIAL LIMITATIONS ON UNUSED INVESTMENT CREDITS,
WORK INCENTIVE PROGRAM CREDITS, FOREIGN TAXES,
AND CAPITAL LOSSES.
“In the case of a change of ownership of a corporation in the manner
described in section 382 (a) or (b), the limitations provided in section Ante, p. 1599.
382 in such cases with respect to net operating losses shall apply in the
same manner, as provided under regulations prescribed by the Secre-
tary, with respect to any unused investment credit of the corporation
under section 46(b), to any unused work incentive program credit of Ante, p. 1582.
the corporation under section 50A (b), to any excess foreign taxes of
the corporation under section 904 (d), and to any net capital loss of the Post, p. 1620.
corporation under section 1212.”
g) Errective Date.—
(1) The amendments made by subsections (a), (b), (¢), and 26 USC 172
Sde) shall apply to losses ineurred in taxable years ending after note.
cember 31, 1975,
(2) For purposes of applying sections 382(a) and 383 (as it 26 USC 382
relates to section 382(a)) of the Internal Revenue Code of 1954, note.
as amended by subsections (e) and (f), the amendments made by
subsections (e) and (f) shall take effect for taxable years begin-
ning after June 30, 1978, except that the beginning of the
taxable years specified in clause (ii) of section 382(a) (1) (B) of
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46 USC 1177-1.
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such Code, as so amended, shall be considered to be the later of :
(A) the beginning of such taxable years, or
(B) January 1, 1978.

(3) Sections 382(b) and 383 (as it relates to section 382(b))
of the Internal Revenue Code of 1954, as amended by subsections
(e) and (f), shall apply (and such sections as in effect prior to
such amendment shall not apply) to reorganizations pursuant to
a plan of reorganization adopted by one or more of the parties
thereto on or after January 1, 1978, For purposes of the preceding
sentence, a corporation shall be considered to have adopted a plan
of reorganization on the date on which a resolution of the hoard
of directors is passed adopting the plan or recommending its adop-
tion to the shareholders, or on the date on which the shareholders
approve the plan of reorganization, whichever is earlier.

SEC. 807. SMALL FISHING VESSEL CONSTRUCTION RESERVES.

In addition to any other vessel which may be deemed an “eligible
vessel” and a “qualified vessel” under section 607 of the Merchant
Marine Act, 1936 (46 U.S.C. 1177), a commercial fishing vessel under
five net tons but not under two net tons—

(1) which is constructed in the United States and, if recon-
structed, is reconstructed in the United States;
2) which is owned by a citizen of the United States;
ES; which has a home port in the United States; and
5 (4) which is operated in the commercial fisheries of the United
tates,
shall be considered to be an “eligible vessel” and a “qualified vessel”
for the purposes of such section 607.

TITLE IX—SMALL BUSINESS PROVISIONS

SEC. 901. E"IEEIN\T%ION OF CERTAIN CORPORATE INCOME TAX REDUC-

(a) I~ GexERaL—Subsections (a), (b), (¢), and (d) of section 11
(relating to tax imposed on corporations) are amended to read as
follows:

“(a) CorroraTions 1v GENERAL—A tax is hereby imposed for each
taxable year on the taxable income of every corporation. The tax
shall consist of a normal tax computed under subsection (b) and a
surtax computed under subsection (c).

“(b) Normar Tax.—The normal tax is equal to—

“(1) in the case of a taxable year ending after December 31,
1977, 22 percent of the taxable income, and
“(2) in the case of a taxable year ending after December 31,
1974, and before January 1, 1978, the sum of—
“(A) 20 percent of so much of the taxable income as does
not exceed $25,000, plus
qjo“ (0?) 22 percent of so much of the taxable income as exceeds
$25,000.

“(c) Surrax.—The surtax is 26 percent of the amount by which the
taxable income exceeds the surtax exemption for the taxable year,

“(d) Surrax ExemprioNn.—For purposes of this subtitle, the surtax
exemption for any taxable year is—

“(1) $25,000 in the case of a taxable year ending after Decem-
ber 31, 1977, or

“(2) $50,000 in the case of a taxable year ending after Decem-
ber 31, 1974, and before January 1, 1978,



PUBLIC LAW 94-455—0CT. 4, 1976

except that, with respect to a corporation to which section 1561 (relat-
ing to certain multiple tax benefits in the case of certain controlled
corporations) applies for the taxable year, the surtax exemption for
the taxable year is the amount determined under such section.”

(b) Muruar Insurance COMPANIES.—

(1) Ix aeNERAL.—Section 821(a) (1) (relating to mutual insur-
ance comPanies) is amended to read as follows:

“(1) Nommar Tax.—A normal tax equal to—

“(A) in the case of a taxable year ending after December
31,1977, 22 percent of the mutual insurance company taxable
income, or 44 percent of the amount by which such taxable
income exceeds $6,000, whichever is lesser, or

“(B) in the case of a taxable year ending after Decem-
ber 31, 1974, and before January 1, 1978—

“(1) 20 percent of so much of the mutual insurance
company taxable income as does not exceed $25,000, plus

“(i1) 22 percent of so much of the mutual insurance
company taxable income as exceeds $25,000,

or 44 percent of the amount by which such taxable income
exceeds $6,000, whichever is lesser; plus”.

(2) Saarn companies.—Section 821(c) (1) (A) (relating to
alternative tax for certain small companies) is amended to read
as follows:

“(A) Normarn rax.—A normal tax equal to—

“(i) in the case of a taxable year ending after Decem-
ber 31, 1977, 22 percent of the taxable investment income,
or 44 percent of the amount by which such taxable income
exceeds $3,000, whichever is lesser, or

“(ii) in the case of a taxable year ending after Decem-
ber 31, 1974, and before January 1, 1978, 20 percent of so
much of the taxable investment income as does not exceed
$25,000, plus 22 percent of so much of the taxable invest-
ment income as exceeds $25,000, or 44 percent of the
amount by which such taxable income exceeds $3,000,
whichever is lesser; plus”.

(¢) ConFORMING AMENDMENTS.—

(1) Section 1561(a) (relating to certain multiple tax benefits
in the case of certain controlled corporations) is amended by add-
ing at the end thereof the following new sentence: “In applying
section 11(b) (2), the first $25.000 of taxable income and the sec-
ond $25,000 of taxable income shall each be allocated among the
component members of a controlled group of corporations in the
same manner as the surtax exemption is al})ocated."

(2) Subsection (f) of section 21 (relating to change in surtax
exemption treated as a change in a rate of tax) is amended by
striking out “Tax Reduction Act of 1975 and all that follows and
ingerting in lieu thereof the following: “Tax Reduction Aet of
1975 in the surtax exemption and any change under section 11(d)
inf Ehe ”surtax exemption shall be treated as a change in a rate
of tax.

_ (3) Section 6154 (relating to installment payments of estimated

income tax by corporations) is amended by striking out sub-
section (h).

TIVE DATES.—The amendment made by subsection (a)

shall take effect on December 23, 1975. The amendments made by sub-

section (b) shall apply to taxable years ending after December 31,

90 STAT. 1607

26 USC 821.

26 USC 1561.

26 USC 21.

26 USC 1 note.

26 USC 6154.

26 USC 11 note.



90 STAT. 1608 PUBLIC LAW 94-455—0CT. 4, 1976

1974. The amendments made by subsection (c) shall apply to taxable
years ending after December 31, 1975.

SEC. 902. CHANGES IN SUBCHAPTER S RULES.
(2) NUMBER OF SHAREHOLDERS.—

26 USC 1371. (1) IN cenEraL.—Subsection (a)(1) of section 1371 e&relatin
to the definition of small business corporation) is amended to rea
as follows:

“(1) have (except as provided in subsection (e)) more than 10
shareholders;™.

(2) SPECIAL SHAREHOLDER RULES.—Section 1371 is amended by
adding at the end thereof the following new subsection:

“(e) SPECIAL SHAREHOLDER RULES.—

“(1) A small business corporation which has been an electin
small business corporation for a period of five consecutive taxable
years may not have more than 15 shareholders.

“(2) If, during the 5-year period set forth in paragraph (1),
the number of shareholders of an electing small business corpora-
tion increases to an amount in excess of 10 (but not in excess
of 15) solely by reason of additional shareholders who acquired
their stock through inheritance, the corporation may have a
number of additional shareholders equal to the number by which
the inheriting shareholders cause the total number of shareholders
of such corporation to exceed 10.”

26 USC 1371 (3) Errecrive pate—The amendments made by this subsection

note. shall apply to taxable years beginning after December 31, 1976.
(b) DistriBUTIONS BY SUBCHAPTER S CORPORATIONS.—

26 USC 1377. (1) In eeneraL.—Section 1377 (relating to special rules ap-

plicable to earnings and profits of electing small business corpora-
tions) is amended by adding at the end thereof the following new
subsection :
“(d) DistrisuTIONS OF UNDISTRIBUTED TAXARLE INCcOME PREVIOUSLY
Taxep 1o SuarenoLpers.—For purposes of determining whether a
distribution by an electing small business corporation constitutes a
distribution of such corporation’s undistributed taxable income pre-
viously taxed to shareholders (as provided for in section 1375(d) ), the
earnings and profits of such corporation for the taxable year in which
the distribution is made shall be computed without regard to section
312(m). Such computation shall be made without regard to section
312(m) only for such purposes.”
26 USC 1377 (2) Errective pate.—The amendment made by this subsection
note. shall apply to taxable years beginning after December 31, 1975.
(¢) Aoprriovan CHANGES 1IN SUBCHAPTER S RuLes.—
(1) EsTATE OF DECEASED SPOUSE NOT TO BE TREATED AS SHARE-
26 USC 1371. HOLDER.—Subsection (¢) of section 1371 (relating to stock owned
by husband and wife) is amended to read as follows:
“(e) Stock Owxnep By Huseaxp Axp Wire—For purposes of sub-
section (a) (1) stock which—

“(1) is community property of a husband and wife (or the
income from which 1s community income) under the applicable
community property law of a State,

“(2) is held by a husband and wife as joint tenants, tenants by
the entirety, or tenants in common,

“(3) was, on the date of death of a spouse, stock described in
paragraph (1& or (2), and is, by reason of such death, held by the
estate of the deceased spouse and the surviving spouse, or by the
estates of both spouses (by reason of their deaths on the same
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date), in the same proportion as held by the spouses before such
death, or

“(4) was, on the date of the death of a surviving spouse, stock
described in pamﬂaﬁh (3), and is, by reason of such death, held
by the estates of both spouses in the same proportion as held by
the spouses before their geaths,

shall be treated as owned by one shareholder.”

(2) BROADENING CLASSES OF PERMISSIBLE SHAREHOLDERS TO
INCLUDE CERTAIN TRUSTS.—

(A) Section 1371 (relating to definitions for purposes of
subchapter S) is amended by adding at the end thereof the
following new subsection :

“(f) Cerrary Trusts PEryaTrep As SHAREHOLDERS.—For purposes
of subsection (a), the following trusts may be shareholders:

“(1) A trust all of which is treated as owned by the grantor
under subpart E of part I of subchapter J of this chapter,

“(2) A trust created primarily to exercise the voting power of
stock transferred to it.

“(3) Any trust with respect to stock transferred to it pursuant
to the terms of a will, but only for the 60-day period beginning on
the day on which such stock is transferred to it.

In the case of a trust deseribed in paragraph (2), each beneficiary of
the trust shall, for purpeses of subsection (a)(1), be treated as a
shareholder.”}i) " b ( ; s -
aragraph (2) of section 1371(a) is amended by
strgkin out. “(other t{mn an estate)” and inserting in lieu
thereof “(other than an estate and other than a trust
described in subzection (f))”.

(3) NEW SHAREHOLDERS MUST AFFIRMATIVELY ELECT TO TERMI-
NATE ELECTION.—Paragraph (1) of section 1372(e) (relating to
termination of electioi%-ris amended to read as follows:

“(1) NEW SHAREHOLDERS.—

“(A) An election under subsection (a) made by a small
business corporation shall terminate if any person who was
not a shareholder in such corporation—

“(i) on the first day of the first taxable year of the
corporation for which the election is effective, if such
election is made on or before such first day, or

“(i1) on the day on which the election ig made, if such
election is made after such first day,

becomes a shareholder in such corporation and affirmatively

refuses (in such manner as the Secretary shall by regulations
rescribe) to consent to such election on or begm'e the 60th
ay after the day on which he acquires the stock.

“(B) If the person acquiring the stock is the estate of a
decedent, the period under subparagraph (A) for affirma-
tively refusing to consent to the election shall expire on the
60th day after whichever of the following is the earlier:

“(1) The day on which the executor or administrator of
the estate qualifies; or

“(ii) The last day of the taxable year of the corpora-
tion in which the decedent died.

“(C) Any termination of an election under subparagraph
(A) by reason of the affirmative refusal of any person to con-
sent to such election shall be effective for the taxable year of
the corporation in which such person becomes a shareholder

90 STAT. 1609

26 USC 1371.

26 USC 671.

26 USC 1372.
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in the corporation and for all succeeding taxable years of the
corporation.”.
26 USC 1371 (4) Errecrive pate.—The amendments made by this subsection
note. shall apply to taxable years beginning after December 31, 1976.

TITLE X—CHANGES IN THE TREATMENT
OF FOREIGN INCOME

PART I—FOREIGN TAX PROVISIONS AFFECTING
INDIVIDUALS ABROAD

SEC. 1011. INCOME EARNED ABROAD BY UNITED STATES CITIZENS
LIVING OR RESIDING ABROAD.
(a) Rebucrion or Linrrarions o Amount ExcrupaBLe.—Para-
26 USC 911. graph (1) of section 911(c¢) relating to limitations on amount of
exclusion) is amended to read as follows:

“(1) LIMITATIONS ON AMOUNT OF EXCLUSION.—

“(A) IN eeENERaL.—Except as provided in subparagraphs
(B) and (C), the amount excluded from the gross income
of an individual under subsection (11,2l for any taxable year
shall not exceed an amount which shall be computed on a
daily basis at an annual rate of $15,000.

“(B) EMPLOYEES OF CHARITABLE ORGANIZATIONS.—If any
individual performs qualified charitable services during any
taxable year, the amount of the earned income attributable
to such services excluded from the gross income of the indi-
vidual under subsection (a) for the taxable year shall not
exceed an amount which shall be computed on a daily basis
at an annual rate of $20,000.

“(C) Seecran rure—If any individual performs qualified
charitable services and other services during any taxable year,
the amount of the earned income attributable to such other
services excluded from the gross income of the individual
under subsection (a) for the taxable year shall not (after the
application of subparagraph (A{) with respect to such earned
income) exceed $15,000 reduced i; the amount of the earned
income attributable to qualified charitable services excluded
from gross income under subsection (a) for the taxable year.

“(D) QUALIFIED CHARITABLE SERVICES.—For purposes of
this subsection, the term ‘qualified charitable services’ means
services performed by an employee for an employer created
or organized in the United States, or under the law of the
United States, any State, or the District of Columbia, which
meets the requirements of section 501 (¢) (3).”

(b) Avprrioxan Limrrarions oN ExcuusioN.—

(1) DISALLOWANCE OF FOREIGN TAX CREDIT WITH RESPECT TO
excLupep AMouNTs.—The last sentence of subsection (a) of sec-
tion 911 (relating to earned income from sources without the
United States) is amended to read as follows:

“An individual shall not be allowed as a deduction from his gross
income any deductions (other than those allowed by section 151,
relating to personal exemptions), or as a credit against the tax
imposed by this chapter any credit for the amount of taxes paid or
accrued to a foreign country or possession of the United States, to the
extent that such deductions or credit is properly allocable to or
chargeable against amounts excluded from gross income under this
subsection.”
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(2) DISALLOWANCE OF EXCLUSION FOR INCOME RECEIVED OTHER
THAN IN COUNTRY WHERE EARNED—Section 911(¢) (relating to
special rules for earned income from sources without the United

tates) is amended by adding at the end thereof the following
new paragraph:

“(8) REQUIREMENT AS TO PLACE OF RECEIPT.—No amount
received by an individual during the taxable year which consti-
tutes earned income (entitled to the exclusion under subsection
(a)) attributable to services performed in a foreign country or
countries shall be excluded under subsection (a) if such amount is
received by such individual outside of the foreign country or
countries where such services were performed and if one of the
purposes is the avoidance of any tax imposed by such foreign
country or countries on such amount.”

(3) INCLUSION OF EARNED INCOME IN COMPUTATION OF RATE OF
rax.—Section 911 (relating to earned income from sources with-
out the United States) is amended by redesignating subsection
(d) as subsection: (f) and by inserting after subsection (¢) the
following new subsections:

“(d) Amovxt Excrupep Unxper SussectioNn (a) INcLupep 1N
CompuratioNn of Tax.—

1 1? CompuraTion oF Tax.—If for any taxable year an indi-
vidual has earned income which is excluded from gross income
under subsection (a), the tax imposed by section 1 or section 1201
shall be the excess of—

“(A) the tax imposed by section 1 or section 1201 (which-
ever is applicable) on the amount of net taxable income, over

“(B) the tax imposed by section 1 or section 1201 (which-
ever is applicable) on the amount of net excluded earned
income.

“(2) Deri~rrions.—For purposes of this subsection—

“(A) the term ‘net taxable income’ means an amount equal
to the sum of the amount of taxable income for the taxable
ear plus the amount of net excluded earned income of such
individual for such taxable year; and
“(B) the term ‘net excluded earned income’ means the
excess of the amount of earned income excluded under sub-
section (a) for the taxable year over the amount of the deduc-
tions disallowed with respect to such excluded earned income
for such taxable year under subsection (a).

“(e) Secrion Nor To AppLy.—

“(1) In eeExerarL—An individual entitled to the benefits of
this section for a taxable year may elect, in such manner and at
such time as shall be prescribed by the Seeretary, not to have the
provisions of this section apply.

“(2) Errecr or ELECTION.—An election under paragraph (1)
shall apply to the taxable year for which made and to all subse-
q};lent taxable years. Such election may not be revoked except with
the consent of the Secretary.”

(¢) Arrowance or Foreren Tax Creprrs 1o Inpivipvars Takine
Stanparp Depvcrion.—Section 36 (relating to credits not allowed to
individuals paying optional tax or taking standard deduction% is
amended by striking out “sections 32, 33, and” and inserting in lieu
thereof “sections 32 and”.

(d) Errecrive Date—The amendments made by this section shall
apply to taxable vears beginning after December 31, 1975.

90 STAT. 1611
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SEC. 1012. INCOME TAX TREATMENT OF NONRESIDENT ALIEN INDI-

VIDUALS WHO ARE MARRIED TO CITIZENS OR RESIDENTS

OF THE UNITED STATES.
5 (a) Erecrion To Br Trearep as ResmExTs oF 1HE UNITED
TATES.—

26 USC 6013. (1) In eonxErav.—Section 6013 (relating to joint returns of
income tax by husband and wife) is amended by adding at the
end thereof the following new subsections:

“(g) Erecrion To Trear NonresmeNT AvEN Inpivipuan as Resi-
DENT OF THE UNITED STATES—

“(1) Ix eexeran.—A nonresident alien individual with respect
to whom this subsection is in effect for the taxable year shall be
treated as a resident of the United States for purposes of chap-

26 USC 1. ter 1 for all of such taxable year.

“(2) INDIVIDUALS WITH RESPECT TO WHOM THIS SUBSECTION IS IN
EFFECT.—This subsection shall be in effect with respect to any
individual who, at the time an election was made under this sub-
section, was a nonresident alien individual married to a citizen or
resident of the United States, if both of them made such election
to have the benefits of this subsection apply to them.

“(3) DumraTion oF ELECTION.—An election under this subsec-
tion shall apply to the taxable year for which made and to all
subsequent taxable years until terminated under paragraph (4)
or (5) ; except that any such election shall not apply for any tax-
able year if neither spouse is a citizen or resident of the United
States at any time during such year.

“(4) TerMivaTioN OF ELECTION.—AN election under this sub-
section shall terminate at the earliest of the following times:

“(A) RevocatioNn BY TAXPAYERs.—If either taxpayer
revokes the election, as of the first taxable year for which the
last day prescribed by law for filing the return of tax under
chapter 1 has not yet oceurred.

“(B) Dearm.—In the case of the death of either spouse,
as of the beginning of the first taxable year of the spouse
who survives following the taxable year in which such death
occurred ; except that if the spouse who survives is a citizen
or resident of the United States who is a surviving spouse
entitled to the benefits of section 2, the time provided by this
subparagraph shall be as of the close of the last taxable year
for which such individual is entitled to the benefits of
section 2.

“(C) Lrean seEraraTioN.—In the case of the legal separa-
tion of the couple under a decree of divorce or of separate
maintenance, as of the beginning of the taxable year in which
such legal separation oceurs.

“(D) TERMINATION BY SECRETARY.—At the time provided
in paragraph (5).

“(5) TermiNATION BY sSECRETARY.—The Secretary may termi-
nate any election nnder this subsection for any taxable year if
he determines that either spouse has failed—

“(A) to keep such books and records,

“(B) to grant such access to such books and records, or

“(C) tosupply such other information,

as may be reasonably necessary to ascertain the amount of lia-
bility for taxes under chapter 1 of either spouse for such taxable
year,
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“(6) Owwvy oNE ELECTION.—If any election under this subsection
for any two individuals is terminated under paragraph (4) or
(5) for any taxable year, such two individuals shall be ineligible
to make an election under this subsection for any subsequent
taxable year.

“(h) Joint Rerurn, Erc., For Year ix WaicH NONRESIDENT ALIEN
Becomes ResiexT o UNITED STATES.—

“(1) IncexNEran—If— ’

“(A) any individual is a nonresident alien individual at
the beginnming of any taxable year but is a resident of the
United States at the close of such taxable year,

“(B) at the close of such taxable year, such individual is
married to a citizen or resident of the United States, and

“(C) both individuals elect the benefits of this subsection
at the time and in the manner preseribed by the Secretary
by regulation,

then the individual referred to in subparagraph (A) shall be
treated as a resident of the United States for purposes of chapter1 26 USC 1.
for all of such taxable year.

“(2) Oxvry one ELECTION.—If any election under this subsection
a{)plies for any 2 individuals for any taxable year, such 2 individu-
als shall be ineligible to make an election under this subsection for
any subsequent taxable year.”

(2) CrericAL AMENDMENT.—Section 871(g) (relating to cross 26 USC 871.
references) is amended by adding at the end thereof the follow-
ing new paragraph:

“(7) For election to treat married nonresident alien individual as
resident of United States in cerfain cases, see subsections (g) and

(h) of section 6013.”

(b) Tax TrearyenT oF CirraiN CommuNITY INCOME IN THE (ASE
orF A Resipext or Crrizex oF rae Uxtrep Srates Wro Is Marrien o A
NoNresiENT ALEN INDIVIDUAL—

(1) In cenegrar.—Subpart A of part IT of subchapter N of
chapter 1 (relating to nonresident alien individuals) is amended
by adding at the end thereof the follbwing new section:

“SEC. 879. TAX TREATMENT OF CERTAIN COMMUNITY INCOME IN THE 26 USC 879.
CASE OF A RESIDENT OR CITIZEN OF THE UNITED STATES
WHO IS MARRIED TO A NONRESIDENT ALIEN INDIVIDUAL.
“(a) Gexeran Rure—In the case of a citizen or resident of the
United States who is married to a nonresident alien individual and
who has community income for the taxable year, such community
income shall be treated as follows:

“(1) Earned income (within the meaning of section 911 (b)),
other than trade or business income and a partner’s distributive
share of lpm-tner‘s.h.ip income, shall be treated as the income of the
spouse who rendered the personal services,

“(2) Trade or business income, and a partner’s distributive
share of partnership income, shall be treated as provided in sec-
tion 1402(a) (5),

“(3) Community income not described in paragraph (1) or (2)
which is derived from the separate property (as determined under
the applicable community property law) of one spouse shall be
treated as the income of such spouse, and

“(4) All other such community income shall be treated as pro-
vided in the applicable community property law.

89-194 O—78—pt. 2——10
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Ante, p. 1612.

26 USC 981.

26 USC 6073.

26 USC 6013

note.

26 USC 679.

“(b) Exceprion Waere Erecrion Unprr Srcerron 6013(g) Is v
Errecr.—Subsection (a) shall not apply for any taxable year for
which an election under subsection (g) or (h) of section 6013 (relating
to election to treat nonresident alien individual as resident of the
United States) is in effect. .

“(c) Derintrions anp Seeciar Runes.—For purposes of this
section— Sk

“(1) Communrry iNcomeE—The term ‘community income’
means income which, under applicable community property laws,
is treated as community income.

“(2) Communtry PROPERTY LAWS.—The term ‘community prop-
erty laws’ means the community property laws of a State, a for-
eign country, or a possession of the United States.

¥(3) DETERMINATION OoF MARITAL 8TATUS.—The determination
of marital status shall be made under section 143 (a).”

(2) Repean or sEctioN e81.—Subpart IT of part IIT of sub-
chapter N of chapter 1 (relating to election as to treatment of
income subject to foreign community property laws) is hereby
repealed.

(3) CLERICAL AMENDMENTS.—

(A) The table of sections for subpart A of part II of
subchapter N of chapter 1 is amended by adding at the end
thereof the following new item :

“See. 879, Tax treatment of certain community income in the case
of a resident or citizen of the United States who is married
to a nonresident alien individual.”

(B) The table of subparts for part ITT of subchapter N
of chapter 1 is amended by striking out the item relating to
subpart G.

(¢) Due Date ror Fruine Esrimaten TAx Rerurns v taE CASE OF
CerTaAIN NONRESIDENT ALIENS—Subsection (a) of section 6073 (relat-
ing to time for filing declarations of estimated tax by individuals)
is amended by adding at the end thereof the following sentence :

“In the case of a nonresident alien described in section 6072(e), the
requirements of section 6015 shall be deemed to be first met no earlier
than after April 1 and before June 2 of the taxable year.”.

(d) Errecrive Dates.—The amendments made by subsection (a)
shall apply to taxable years ending on or after December 31, 1975, The
amendments made by subsections (b) and (c) shall apply to taxable
years beginning after December 31, 1976,

“SEC. 1013. FOREIGN TRUSTS HAVING ONE OR MORE UNITED STATES

BENEFICIARIES TO BE TAXED CURRENTLY TO GANTOR.

(a) TaxarioNn or Income 10 GraNTOR 0F TrRUST.—Subpart E of

part I of subchapter J of chapter 1 (relating to grantors and others

treated as substantial owners) 1s amended by adding at the end thereof
the following new seetion:

“SEC. 679. FOREIGN TRUSTS HAVING ONE OR MORE UNITED STATES
BENEFICIARIES.
“(a) TransreEror TrEATED A8 OWNER—

“(1) I~ eeNerAL—A United States person who directly or
indirectly transfers property to a foreign trust (other than a
trust described in section 404 (a) (4)) shall be treated as the owner
for his taxable year of the portion of such trust attributable to
such property if for such year there is a United States beneficiary
of any portion of such trust.

“(2) Excerrions.—Paragraph (1) shall not apply—
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“(A) Traxsrers BY REASON OF DEATH.—To any transfer
by reason of the death of the transferor.

“(B) TRANSFERS WHERE GAIN IS RECOGNIZED TO TRANS-
rEROR.—T0 any sale or exchange of the property at its fair
market value in a transaction in which aﬁ DF the gain to the
transferor is realized at the time of the transfer and is recog-
ni:;ed either at such time or is returned as provided in section
453.

“(b) Trusrs Acquiring UntrEp StaTES BENEFTICIARIES—If—

“(1) subsection (a) applies to a trust for the transferor’s tax-
able vear, and
“(2) subsection (a) would have applied to the trust for his
immediately preceding taxable year but for the fact that for such
preceding taxable year there was no United States beneficiary for
any portion of the trust,
then, for purposes of this subtitle, the transferor shall be treated as
having income for the taxable year (in addition to his other income
for such year) equal to the undistributed net income (at the close of
such immediately preceding taxable year) attributable to the portion
of the trust referred to in subsection (a).
“(¢) Trusts Treatep a8 Having o Uniten StaTes BENEFICIARY.—
“(1) Ix ceExERaL—For purposes of this section, a trust shall
be treated as having a United States beneficiary for the taxable
year unless—

“(A) under the terms of the trust, no part of the income
or corpus of the trust may be paid or accumulated during the
taxiablg year to or for the benefit of a United States person,
anc

“(B) if the trust were terminated at any time during the
taxable year, no part of the income or corpus of such trust
could be paid to or for the benefit of a United States person.

“(2) ArTRIBUTION OF OWNERSHIP.—For purposes of paragraph
(1), an amount shall be treated as paid or accumulated to or for
the benefit of a United States person if such amount is paid to or
accumulated for a foreign corporation, foreign partnership, or
foreign trust or estate, and—

“(A) in the case of a foreign corporation, more than 50
percent of the total combined voting power of all classes of
stock entitled to vote of such corporation is owned (within
the meaning of section 958(a)) or is considered to be owned
(within the meaning of section 958(b)) by United States
shareholders (as defined in section 951(b)),

“(1B) in the case of a foreign partnership, a United States
person is a partner of such partnership, or

“(C) in the case of a foreign trust or estate, such trust or
estate has a United States beneficiary (within the meaning
of paragraph (1)).".

(b) GranTtor To Be TreateEp as OwxEr—Subsection (b) of see-
tion 678 (relating to persons other than grantors treated as substan-
tial owners) is amended by striking out everything after “modified,”
and inserting in lieu thercof “if the grantor of the trust or a transferor
(to whom section 679 applies) is otherwise treated as the owner under
the provisions of this su%part other than this section.”.

T (¢) TreaTMENT OF Carrran Gains anp Losses oF CerTAIN Foreren
RUSTS.—

(1) ForEIGN TRUSTS CREATED BY UNITED STATES PERSONS TREATED

LIKE OTHER FOREIGN TRUSTS.—Subparagraph (C) of section 643

90 STAT. 1615

26 USC 678.

26 USC 643.
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(a)(6) (relating to distributable net income in case of foreign

trustsg is amended by striking out “foreign trust created by a
United States person” and inserting in lieu thereof “foreign
trust”.

(2) TRANSITIONAL RULE FOR FOREIGN TRUSTS.—Section 643(a)
(6) 1s amended by adding at the end thereof the following new
subparagraph : /

“(D}) Effective for distributions made in taxable years
beginning after December 31, 1975, the undistributed net
income of each foreign trust for each taxable year beginning
on or before December 31, 1975, remaining undistributed at
the close of the last taxable year beginning on or before
December 31, 1975, shall be redetermined by taking into
account the deduction allowed by section 1202.”

(d) Reruvrns ror Foreiey Trusts Havine Oxe or More UxrrED
Stares BENEFICIARIES.—

(1) Section 6048 (relating to returns as to creation of or trans-
fers to certain foreign trusts) is amended by redesignating sub-
section (c¢) as subsection (d) and by inserting after subsection
(b) the following new subsection:

“(e¢) Axnuan Rerurys ror Forerany Trusts Havine OxE or More
Uxtrep Stares Bexericiarmes.—FEach taxpayer subject to tax under
section 679 (relating to foreign trusts having one or more United
States beneficiaries) for his taxable year with respect to any trust
shall make a return with respect to such trust for such vear at such
time and in such menner, and setting forth such information, as the
Secretary may by regulations prescribe.”.

(2) Section 6677(a) (relating to failure to file information
returns with respect to certain foreign trusts) is amended by strik-
ing ont “to a trust” and inserting in lieu thereof “to a trust (or,
in the case of a failure with respect to section 6048(c), equal to
5 percent of the value of the corpus of the trust at the close of
the taxable year)”,

(e) CONFORMING AMENDMENTS.—

(1) The table of sections for subpart E of part T of subchapter
J of chapter 1 is amended by adding at the end thereof the
following new item:

“See. 679, Foreign trusts having one or more United States bene-

ficiaries.”

(2) Subsection (d) of section 643 is hereby repealed.

(3) Subsection (d) of section 6048 (as redesignated by sub-
section (d)) is amended to read as follows:

“(d) Cross REFERENCE.—

“For provisions relating to penalties for violation of this section, see
sections 6677 and 7203.”

(4) The heading of section 6048 is amended to read as follows:

“SEC. 6048, RETURNS AS TO CERTAIN FOREIGN TRUSTS.”.

(52‘ The table of sections for subpart B of part III of
subchapter A of chapter 61 is amended by striking out the
item relating to section 6048 and inserting in lieu thereof the
following :

“Sec. 6045, Returns as to certain foreign trusts.”

(f) Errective Dates.—

(1) I~ eexerar.—The amendments made by this section (other
than subsection (¢)) shall apply to taxable years ending after
December 31, 1975, but only in the case of—
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(A) foreign trusts created after May 21, 1974, and
(B) transfers of property to foreign trusts after May 21,
1974.
(2) CHANGES IN CAPITAL GAIN RULES FOR FOREIGN TRUSTS.—The
amendments made by subsection (c) shall apply to taxable years
beginning after December 31, 1975.

SEC. 1014. INTEREST CHARGE ON ACCUMULATION DISTRIBUTIONS
FROM FOREIGN TRUSTS.

(a) Tax To INcrupe Sproran Interest CHArRGE—Section 667(a)
(as amended by section 701 of this Aet) is amended by striking out
“and” at the end of paragraph (1), by striking out the period at the
end of paragraph (2) and inserting in lien thereof , and ”, and by
adding at the end thereof the following new paragraph:

“(3) in the case of a foreign trust, tﬁ,e interest charge deter-

mined as provided in section 668."”

Comruration oF SpeciAn InTeEREST CHARGE—Subpart D of
part I of subchapter J of chapter 1 (relating to treatment of excess
distributions by trusts) is amended by adding at the end thereof the
following new section :

“SEC. 668, INTEREST CHARGE ON ACCUMULATION DISTRIBUTIONS
FROM FOREIGN TRUSTS,

“(a) Gexeran Ruvne.—For purposes of the tax determined under
section 667 (a), the interest charge is an amount equal to 6 percent of
the partial tax computed under section 667(b) multiplied by a
fraction—

“(1) the numerator of which is the sum of the number of tax-
able years between each taxable year to which the distribution is
allocated under section 666(a) and the taxable year of the dis-
tribution (counting in each case the taxable year to which the
distribution is allocated but not counting the taxable year of the
distribution), and

“(2) the denominator of which is the number of taxable years
to which the distribution is allocated under section 666(a).

*(b) Lomrrarion.—The total amount of the interest charge shall
not, when added to the total partial tax computed under section 667
(b}, exceed the amount of the accumulation distribution (other than
the amount of tax deemed distributed by section 666 (b) or (¢)) in
I‘es‘pect of which such partial tax was determined.

“(¢) Srecian RuLes.—

“(1) Inrterest cHArRGeE Nor pEpucriBLE—The interest charge
determined under this section shall not be allowed as a deduction
for purposes of any tax imposed by this title.

“(2) TransrrroNAL RULE—For purposes of this section,
undistributed net income existing in a trust as of January 1, 1977,
shall be treated as allocated under section 666(a) to the first tax-
able year beginning after December 31, 1976."

(¢) CrErICAL i.MENDMENT.—ThE table of sections for subpart D of
part I of subchapter .J of chapter 1 is amended by adding at the end
thereof of the folﬁlowing new item:

Sec. 668. Interest charge on accumulation distributions from foreign
trusts.”

(d) Errecrive Date—The amendments made by this section shall
apply to taxable years beginning after December 31, 1976.

SEC. 1015. EXCISE TAX ON TRANSFERS OF PROPERTY TO FOREIGN
PERSONS TO AVOID FEDERAL INCOME TAX.

(a) AMENDMENT OF SrcTION 1491.—Section 1491 (relating to im-
position of tax) is amended to read as follows:

90 STAT. 1617

26 USC 643

note.

Ante, p. 1575.
Infra.
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26 USC 668.
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note,
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“SEC. 1491. IMPOSITION OF TAX. .

“There is hereby imposed on the transfer of property by a citizen or
resident of the United States, or by a domestic corporation or partner-
ship, or by a trust which is not a foreign trust, to a foreign corpora-
tion as paid-in surplus or as a contribution to capital, or to a foreign
trust, or to a foreign partnership, an excise tax equal to 35 percent of
the excess of—

“(1) the fair market value of the property so transferred, over
“&2) the sum of— e )
“(A) the adjusted basis (for determining gain) of such
property in the Lands of the transferor, plus

“?B) the amount of the gain recognized to the transferor

at the time of the transfer.”

(b) AmmxpMENTS oF SecTion 1492 —Section 1492 (relating to non-
taxable transfers) is amended— ; _

(1) by striking out in parngmph (3) “section 367 (d) applies.”
and nserting in ﬁ!‘ieu thereof “section 367 applies; or” and

(2) by adding at the end thereof the following new paragraph :

“(4) To a transfer for which an election has been made under
section 1057.”

(¢) Errcrion To Trear as Taxapce Excuanan.—Part IV of sub-
chapter O of chapter 1 (relating to special rules for determining gain
or loss on disposition of property) is amended by redesignating sec-
tion 1057 as section 1058 and by inserting after section 1056 the follow-
ing new section:

“SEC. 1057. ELECTION TO TREAT TRANSFER TO FOREIGN TRUST, ETC.,
AS TAXABLE EXCHANGE.

“In lieu of payment of the tax imposed by section 1491, the tax-
payer may elect (for %urposes of this subtitle), at such time and in
such manner as the Secretary may prescribe, to treat a transfer
deseribed in section 1491 as a sale or exchange of property for an
amount equal in value to the fair market value of the property trans-
ferred and to recognize as gain the excess of—

¥(1) the fair market value of the property so transferred, over
“(2) the adjusted basis (for determining gain) of such prop-
erty in the hands of the tranferor.”.

(e) Crerrcan AmexpmenT.—The table of sections for part TV of
subchapter O of chapter 1 is amended by striking out the last item
thereof and inserting in lien thereof:

“Sec. 1057. Election to treat transfer to foreign trust, ete., as taxalble
exchange.
“Sec. 1058. Cross references.”

(d) Errecrive Dare—The amendments made by this section shall

apply to transfers of property after October 2, 1975,

PART II-AMENDMENTS AFFECTING TAX TREATMENT
OF CONTROLLED FOREIGN CORPORATIONS AND
THEIR SHAREHOLDERS

. SEC. 1021. AMENDMENT OF PROVISION RELATING TO INVESTMENT IN

26 USC 956.

UNITED STATES PROPERTY BY CONTROLLED FOREIGN
CORPORATIONS.

(a) Exceerions 10 DerrNtrion or Uxttep Statss PropErTY.—

Section 956(b) (2) (relating to exceptions to definition of United

States property) is amended by striking out “and” at the end of sub-
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aragraph (E), by redesignating subparagraph (F) as subparagraph
l()I-I) ,ganlzl by insgrting after L:fbpamgrﬂph (E) the following new
subpa ragraphs :
‘(F) the stock or obligations of a domestic corporation
which is neither a United States shareholder (as defined in
section 951(b)) of the controlled foreign corporation, nor a
domestic corporation, 25 percent or more of the total com-
bined voting power of which, immediately after the acquisi-
tion of any stock in such domestic corporation by the con-
trolled foreign corporation, is owned, or 1s considered as being
owned, by such United States shareholders in the aggregate;
L ;tG) any movable property (other than a vessel or air-
craft) which is used for the purpose of exploring for,
developing, removing, or transporting resources from ocean
waters or under such waters when used on the Continental
Shelf of the United States; and”. 1 ;

(b) Consrructive OwNERsHIP OF STocK.—Section 958 (b) (relating

to rules for determining stock ownership) is amended—
(1) by striking out “954(d (32," the first place it appears and
inserting in lieu thereof “954(d) (3), 956(b) (2),”; )
(2) by striking out “954(d)(3),” the second place it appears
and Inserting in lieu thereof “954((1) (8), to treat the stock of a
domestic corporation as owned by a United States shareholder of
the controlled foreign corporation for purposes of section 956 (b)
2),”; and
: %3) by adding at the end thereof the following new sentence:
“Paragraphs (1) and (4) shall not apply for purposes of section
956(h) (2) to treat stock of a domestic corporation as not owned by a
United States shareholder.”

(¢) Errective Date—The amendments made by this section shall
apply to taxable years of foreign corporations beginning after Decem-
ber 31, 1975, and to taxable years of United States shareholders
(within the meaning of section 951 (b) of the Internal Revenue Code
of 1954) within which or with which such taxable years of such foreign
corporations end. In determining for purposes of any taxable year
referred to in the preceding sentence the amount referred to in section
956(a) (2) (A) of the Internal Revenue Code of 1954 for the last tax-
able year of a corporation beginning before January 1, 1976, the
amendments made by this section shal]gbe deemed also to apply to such
last taxable year.

SEC. 1022. REPEAL OF EXCLUSION FOR EARNINGS OF LESS DEVEL-
OPED COUNTRY CORPORATIONS FOR PURPOSES OF SEC-
TION 1248.

(a) AMENDMENT oF SkctioN 1248(d).—Paragraph (3) of section
1248(d) (relating to exclusion from earnings and profits of gain from
certain sales or exchanges of stock in certain foreign corporations) is
amended to read as follows:

“(3) LEss DEVELOPED COUNTRY CORPORATIONS UNDER PRIOR
raw.—Earnings and profits of a foreign corporation which were
accumulated during any taxable year beginning before January 1,
1976, while such corporation was a less developed country cor-
poration under section 902(d) as in effect before the enactment
of the Tax Reduction Act of 1975.”.

(b) Errecrive Date—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1975.
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SEC. 1023. EXCLUSION FROM SUBPART F OF CERTAIN EARNINGS OF
INSURANCE COMPANIES,

26 USC 954. (a) In Guneravn.—Paragraph (3) of section 954(c) (relating to
foreign personal holding company income) is amended by strikin
out “or"” at the end of subparagraph (A), by striking out the peri
at the end of subparagra .lh (B) and inserting in lieu thereof *, or”,
and by adding at the end thereof the following new subparagraph:

“(C) dividends, interest, and gains from the sale or
exchange of stock or securities received from a person other
than a related person (within the meaning of subsection (d)
(3)) derived from investments made by an insurance com-
pany of an amount of its assets equal to one-third of its pre-
miums earned on insurance contracts (other than life insur-
ance and annuity contracts) during the taxable year (as
defined in section 832(b)(4)) which are not directly or
indirectly attributable to the insurance or reinsurance of risks
of persons who are related persons (within the meaning of
subsection (d) (3)).".

26 USC 954 (b) Errrcrive Date—The amendment made by this section shall

note. apply to taxable years of foreign corporations beginning after Decem-
ber 31, 1975, and to taxable years of United States shareholders
(within the meaning of section 951(b) of the Internal Revenue Code
of 1954) within which or with which such taxable years of such for-
eign corporations end.

SEC. 1024. SHIPPING PROFITS OF FOREIGN CORPORATIONS.

26 USC 954. (a) Cerrain Sarerine OperaTions.—Subsection (b) of section 954
(relating to foreign base company income) is amended by adding at
the end thereof the following new paragraph:

“(7) SPECIAL EXCLUSION I'OR FOREIGN BASE COMPANY SHIPPING
iNcomE—Income of a corporation which is foreign base company
shipping income under paragraph (4) of subsection (:1{_l (deter-
mined without regard to the exclusion under paragraph (2) of
this subsection) shall be excluded from foreign base company
income if derived by a controlled foreiign corporation from, or in
connection with, the use (or hiring or leasing for use) of an air-
craft or vessel in foreign commerce between two points within the
foreign country in which such corporation is created or organized
and such aireraft or vessel is registered.”

26 USC 954 (b) Errecrive Dare—The amendment made by this section shall

note. apply to taxable years of foreign corporations beginning after Decem-
ber 31, 1975, and to taxable years of United States shareholders
(within the meaning of section 951(b) of the Internal Revenue Code
of 1954) within which or with which such taxable years of such for-
eign corporations end.

PART III—AMENDMENTS AFFECTING TREATMENT OF
FOREIGN TAXES

SEC. 1031. REQUIREMENT THAT FOREIGN TAX CREDIT BE DETER-
MINED ON OVERALL BASIS.

26 USC 904. (a) Overavrn Limrrarion ox ForeiaN Tax Creprr—Section 904
%relating to limitation on foreign tax credit) is amended to read as
ollows:

“SEC. 904. LIMITATION ON CREDIT.
“(a) Liyrrarion.—The total amount of the credit taken under
section 901 (a) shall not exceed the same proportion of the tax against
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which such credit is taken which the taxpayer’s taxable income from
sources without the United States (but not in excess of the taxpayer’s
entire taxable income) bears to his entire taxable income for the same
taxable year,

“(b) TaxasLe Income ror Purroses or Compuring Lamrrarion.—
For purposes of subsection (a), the taxable income in the case of an
individual, estate, or trust shall be computed without any deduction
for personal exemptions under section 151 or 642(b).

“g:) Carrysack axp Carryover oF Excess Tax Pam.—Any
amount by which all taxes paid or accrued to foreign countries or
possessions of the United States for any taxable year for which the
taxpayer chooses to have the benefits of this subpart exceed the limita-
tion under subsection (a) shall be deemed taxes paid or accrued to
toreign countries or possessions of the United States in the second
preceding taxable year, in the first preceding taxable year, and in the
first, second, third, fourth, or fifth succeeding taxable years, in that
order and to the extent not deemed taxes paid or acerued in a prior
taxable year, in the amount by which the limitation under sugsec-
tion (a) for such preceding or succeeding taxable year exceeds the sum
of the taxes paid or acerued to foreign countries or possessions of the
United States for such preceding or succeeding taxable year and the
amount of the taxes for any taxable year earlier than the current tax-
able year which shall be deemed to have been paid or acerued in such
preceding or subsequent taxable year (whether or not the taxpayer
chooses to have the benefits of this subpart with respect to such earlier
taxable year). Such amount deemed paid or acerued in any year may
be availed of only as a tax credit and not as a deduction and only it
the taxpayer for such year chooses to have the benefits of this subpart
as to taxes paid or accrued for that year to foreign countries or posses-
sions of the United States,

“(d) Aerrication or Secrion 1N Case oF Cerraiy INTEresT
Income axp Divinexns From a DISC or Former DISC.—

“(1) Ix eexeran—The provisions of subsections (a), (b), and
(c) shall be applied separately with respect to each of the follow-
ing items of income :

“(A) the interest income deseribed in paragraph (2),

“(B) dividends from a DISC or former DI%IC (as defined
in section 992(a)) to the extent such dividends are treated as
income from sources without the United States, and

“(C) income other than the interest income described in
p%ragraph (2) and dividends described in subparagraph

“(2) INTEREST INCOME TO WHICH APPLICABLE.—Ior purposes of
this subsection, the interest income deseribed in this paragraph is
interest, other than interest—

“(A{ derived from any transaction which is directly
related to the active conduct by the taxpayer of a trade or
glg::%ness in a foreign country or a pessession of the United

es,

“(B) derived in the conduet by the taxpayer of a banking,
finaneing, or similar business,

“(C) received from a corporation in which the taxpayer
(or one or more includible corporations in an affiliated group,
as defined in section 1504, of which the taxpayer is a mem-
ber) owns, directly or 'm&irectly, at least 10 percent of the
voting stock, or

90 STAT. 1621

26 USC 151,
642.
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“(D) received on obligations acquired as a result of the
disposition of a trade or business actively conducted by the
taxpayer in a foreign country or possession of the United
States or as a result of the disposition of stock or obligations
of a corporation in which the taxpayer owned at least 10 per-
cent of the voting stock.

For purposes of subparagraph (C), stock owned, directly or
indirectly, by or for a foreign corporation, shall be considered as
being proportionately owned by its shareholders.

“(e) TransrrioNaL Rures vor CARRYBACKS AND (CARRYOVERS FOR
Taxpayers oN THE PErR-COUNTRY LIMITATION.—

“(1) AvpricaTioN oF sUBsECTION.—This subsection shall ap]})‘ly
only to a taxpayer who is on the per-country limitation for his
last taxable year beginning before January 1, 1976.

“(2) CARRYOVERS TO YEARS BEGINNING AFTER DECEMBER 31,
1975—In the case of any taxpayer to whom this subsection
applies, any carryover from a taxable year beginning before Jan-
uary 1, 1976, may be used in taxable years beginning after
December 81, 1975, to the extent provigled in subsection (¢),
but only to the extent such carryover could have been used
in such succeeding taxable years 1f the per-country limitation
continued to apply to all taxable years beginning after Decem-
ber 31, 1975.

“(35 CARRYBACKS TO YEARS BEGINNING BEFORE JANUARY 1,
1976.—In the case of any taxpayer to whom this subsection
applies, any carryback from a taxable year beginning after
December 31, 1975, may be used in taxable years beginning
before January 1, 1976, to the extent provided in subsection (c),
but only to the extent such carryback could have been used in
such preceding taxable year if the per-country limitation con-
:I;inue to apply to all taxable years beginning after December

1, 1975,

z‘(‘i) ArpricATION OF LvMITATIONS.—For purposes of this
subsection—

“(A) the overall limitation shall be applied before the per-
country limitation, and

“(B) where the amount of any carryback or carryover is
reduced by the overall limitation, the reduction shall be allo-
cated to the amounts carried from each country or possession
in proportion to the taxes paid or accrued to such country or
possession in the taxable year from which such amount is
being carried.

“(f) Cross REFERENCE.—

“For increase of limitation under subsection (a) for taxes paid with
respect to amounts received which were included in the gross income
of the taxpayer for a prior taxable year as a United States shareholder
with respect to a controlled foreign corporation, see section 960(b).”

(b) CoxrormMiNG AMENDMENTS.—

(1) Sections 901(a), 901(b), and 960(b) are amended by strik-
ing out “applicable limitation” each place it appears and inserting
in lieu thereof “limitation”.

(2) Subparagraph (B) of section 243(b) (3) is amended to
read as follows:

“(B) the members of such affiliated group shall be treated
as one taxpayer for purposes of making the election under
socti?n 901(a) (relating to allowance of foreign tax credit),
and”.
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(3) Paragraph (3) of section 1351(d) is amended to read as 26 USC 1351.
follows:

“(3) ForeeN Taxes—For purposes of this subsection, any
choice made under subpart A o¥ part IIT of subchapter N (relat-
ing to foreign tax credit) for any taxable year may be changed.”.

(4‘31 Section 1503 (b) (1) is amended by striking out *, and if 26 USC 1503.
for the taxable year an election under section 904(b) (1) (relat- Post. p 1629.
il;F t?, election of overall limitation on foreign tax credit) is in
effect”,

(5) Sections 383, 6038(b)(1)(A), and 6501(i) are each Ante, p. 1605.
amended by striking out “section 904(d)” each place it appears 26 USC 6038,
therein and inserting in lieu thereof “section 904(c)™. 6501.

(6) Subsection (e) of section 907 (relating to transitional rules) 26 USC 907.
is amended—

(A) by striking out *(d) and (e) of section 904" in para-

graphs (1) and (2) and inserting in lieu thereof “(d) and

(e) of section 904 (as in effect on the day before the date of

the enactment of the Tax Reform Act of 1976)”; Ante, p. 1520.
(B) by striking out “section 904 (a) (1)"” in paragraph (2)

and inserting in lien thereof “section 904(a) (1) (as so in

effect)”; and
(C) by striking out “section 904(e) (2)" in paragraph (2)

(A) and inserting in lieu thereof ‘“‘section 904(e) (2) (as so

in effect)”.

(¢) Errrctive DaTes.— 26 USC 904

(1) I~ eeNEraL.—Except as provided in paragraphs (2) and note.

(3), the amendments made by this section shall apply to taxable
years beginning after December 31, 1975.

(2) EXCEPTION FOR CERTAIN MINING OPERATIONS.—In the case of
a domestic corporation or includible corporation in an affiliated
group (as defined in section 1504 of the Internal Revenue Code
of 1954) which has as of October 1, 1975—

(A) been engaged in the active conduet of the trade or
business of the extraction of minerals (of a character with
respect to which a deduction for depletion is allowable under
section 613 of such Code) outside the United States or its
possessions for less than 5 years preceding the date of enact-
ment of this Act,

(B) had deductions pmperlj' apportioned or allocated to
its gross income from such trade or business in excess of such
gross income in at least 2 taxable years,

(C) B0 percent of its gross receipts are from the sale of
such minerals, and

(D) made commitments for substantial expansion of such
mineral extraction activities,

the amendments made by this section shall apply to taxable years
beginning after December 31, 1978. In the case of losses sustained
in taxable years beginning before January 1, 1979, by any corpo-
ration to which this paragraph applies, the provisions of section
904 (f) of such Code shall be applied with respect to such losses
under the principles of section 904 (a) (1) of such Code as in effect
before the enactment of this Act.

(3) EXCEPTION FOR INCOME FROM POSSESSIONS.—In the case of
gross income from sources within a possession of the United States
(and the deductions properly apportioned or allocated thereto),
the amendments made by this section shall apply to taxable years
beginning after December 31, 1978. In the case of losses sustained
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in a possession of the United States in taxable years beginninﬁ
before January 1, 1979, the provisions of section 904(f) of suc
Code shall be applied with respect to such losses under the prin-
ciples of section 904(a) (1) of such Code as in effect before the
enactment of this Act.

(4) CARRYBACKS AND CARRYOVERS IN THE CASE OF MINING OPERA-
TIONS AND INCOME FROM A PossEssToON.—In the case of a taxpayer to
whom paragraph (2) or (3) of this subsection applies, section
904 (e) of such Code shall apply except that “January 1, 1979”
shall be substituted for “January 1, 1976” each place it appears
therein. If such a taxpayer elects the overall limitation for a tax-
able year beginning before January 1, 1979, such section 904 (e)
shall be applied by substituting “the J anuary 1, of the last year
for which such taxpayer is on the per-country limitation” for
“January 1, 1976" each place it appears therein.

SEC. 1032. RECAPTURE OF FOREIGN LOSSES.

26 USC 904.

(a) I~ GeneraL—Section 904 (as amended by section 1031 of this

Act) is amended by redesignating subsection (f) as subsection (g)

Post, p. 1643.

and by inserting after subsection (e) the following new subsection:
“(f) Recaprure or OveraLL ForeieN Loss.—

“(1) Gexerar RrRure—For purposes of this subpart and
gection 936, in the case of any taxpayer who sustains an overall
foreign loss for any taxable year, that portion of the taxpayer’s
taxable income from sources without the United States for each
succeeding taxable year which is equal to the lesser of—

“(A) the amount of such loss (to the extent not used under
this Earagraph in prior taxable years), or

#(B) 50 percent (or such larger percent as the taxpayer
may choose) of the taxpayer’s taxable income from sources
without the United States for such succeeding taxable year,

shall be treated as income from sources within the United States
(and not, as income from sources without the United States).

“(2) OverALL FOREIGN L0Ss DEFINED.—For purposes of this
subsection, the term ‘overall foreign loss’ means the amount by
which the gross income for the taxable year from sources without
the United States (whether or not the taxpayer chooses the bene-
fits of this subpart for such taxable year) for such year is exceeded
by the sum mpthe deductions properly apportioned or allocated
thereto, except that there shall not be taken into account—

“(A) any net operating loss deduction allowable for such
yvear under section 172(a) or any capital loss carrybacks and
carryovers to such year under section 1212, and

“(B) any—

“(i) foreign expropriation loss for such year, as
defined in section 172 (k) (1), or
“(i1) loss for such year which arises from fire, storm,
shipwreck, or other casualty, or from theft,
to the extent such loss is not compensated for by insurance or
otherwise.

“(3) DIsPOSITIONS.—

% (A? In cEnerar.—For purposes of this chapter, if prop-
erty which has been used predominantly without the United
States in a trade or business is disposed of during any taxable
year—

“(i) the taxpayer, notwithstanding any other provi-
sion of this chapter (other than paragraph (1) {, shall be
deemed to have received and recognized taxable income
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from sources without the United States in the taxable
year of the disposition, by reason of such disposi-
tion, in an amount equal to the lesser of the excess of the
fair market value of such property over the taxpayer’s
adjusted basis in such property or the remaining amount,
of the overall foreign losses which were not used under
paragrash (1) for such taxable year or any prior taxable
year, an

“(11) paraﬁmph (1) shall be applied with respect to
such income by substituting ‘100 percent’ for ‘50 percent’.

In determining for purposes of this subparagraph whether
the predominant use of any property has been without the
United States, there shall be taken into account use during
the 3-year period ending on the date of the disposition (or,
if shorter, the period during which the property has been
used in the trade or business).

“(B) DisPosITION DEFINED AND SPECIAL RULES.—

“(i1) For purposes of this subsection, the term ‘dispo-
sition’ includes a sale, exchange, distribution, or gift of
property whether or not gain or loss is recognized on the
transfer.

“(i1) Any taxable income recognized solelgr by reason
of subparagraph (A) shall have the same characteriza-
tion it would have had if the taxpayer had sold or
exchanged the property.

“(iii) The Secretary shall prescribe such regula-
tions as he may deem necessary to provide for adjust-
ments to the basis of property to reflect taxable income
recognized solely by reason of subparagraph (A).

“(C) Exceprrons.—Notwithstanding subparagraph (B),
the term ‘disposition’ does not include—

“(1i) a disposition of property which is not a material
factor in the realization of income by the taxpayer, or

“(i1) a disposition of property to a domestic corpo-
gafiit('m)in a distribution or transg;r deseribed in section

81(a).

“(4) DETERMINATION OF FOREIGN OIL RELATED LOSS WHERE SECTION
807 appries.—In the case of a corporation to which section 907
(b) (1) applies, the foreign oil related loss shall be the amount by
which the gross income for the taxable year from sources without
the United States and its possessions (whether or not the taxpayer
chooses the benefits of this subpart for such taxable year) taken
into account in determinin%lthe foreign oil related income for
such year is exceeded by the sum of the deductions properly
apportioned or allocated thereto, except that there shuFl not be
taken into account—

“(A) any net operating loss deduction allowable for such
year under section 172(a) or any capital loss carrybacks
ang((].;].)rryovers to such year under section 1212, and

any—
_ *(1) foreign expropriation loss for such year, as defined
in section 172 (k) (1), or

“(ii) loss for such year which arises from fire, storm,
shipwreck, or other casualty, or from theft,

to the extent such loss is not compensated for by insurance or
otherwise.”.

90 STAT. 1625

Regulations.

26 USC 381.

Post, p. 1630.
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26 USC 907. (b) Coomvination Wira Secrion 907.—Section 907 is amended—
(1) by striking out the last sentence of subsection (b) (as
amended by section 1035(b) ), and i )
(2) by striking out subsection (f), and by redesignating subsec-
tion (g) assubsection (f).

26 USC 904 (¢) ErFecrive DaTes.—
note. (1) I~ ceneraL.—Except as provided in paragraphs %2)
and (3), the amendments made by subsections (a) and (b)(2)

shall apply to losses sustained in taxable years beginning after
December 31, 1975, and the amendment made by subsection (b) (1)
shall apply to taxable years beginning after December 31, 1975.

(2) OBLIGATIONS OF FOREIGN GOVERNMENTS.—The amendments
made by subsection (a) shall not apply to losses on the sale,
exchange, or other disposition of bonds, notes, or other evidences of
iudebte%ﬁnesa issued before May 14, 1976, by a foreign govern-
ment or instrumentality thereof for the acquisition of property
located in that country or stock of a corporation (created or
organized in or under the laws of that foreign country) or
indebtedness of such corporation,

(3) SUBSTANTIAL WORTHLESSNESS BEFORE ENACTMENT.—The
amendments made by subsection (acf shall not apply to losses in-
curred on the loss from stock or indebtedness of a corporation in
which the taxpayer owned at least 10 percent of the voting stock
and which has sustained losses in 3 out of the last 5 taxable years
beginning before January 1, 1976, which has sustained an overall
loss for those 5 years, and with respect to which the taxpayer has

“terminated or will terminate all operations by reason of sale,
liquidation, or other disposition before January 1, 1977, of such
corporation or its assets,

?:; LIMITATION BASED ON DEFICIT IN EARNINGS AND PROFITS,—If
paragraph (3) would apply to a taxpayer but for the fact that
the loss is sustained after f)ecamher 31, 1976, and if the loss is
sustained in a taxable year beginning before January 1, 1979, the
amendments made by subsection (a) shall not apply to such loss
to the extent that there was on December 31, 1975, a deficit in
earnings and profits in the corporation from which the loss arose.

SEC. 1033. DIVIDENDS FROM LESS DEVELOPED COUNTRY CORPORA-
TIONS TO BE GROSSED UP FOR PURPOSES OF DETERMIN-
ING UNITED STATES INCOME AND FOREIGN TAX CREDIT
AGAINST THAT INCOME.
(a) Foreiey Taxes Deemep Pam By Domestic CORPORATIONS.—
26 USC 902. Section 902 (relating to credit for corporate stockholders in foreign
corporations) is amended to read as follows:

“SEC. 902. CREDIT FOR CORPORATE STOCKHOLDER IN FOREIGN
CORPORATION.

“(a) TrearmMENT OF Taxes Pam By Foreien CorroraTion.—For
purposes of this subpart, a domestic corporation which owns at least
10 percent of the voting stock of a foreign corporation from which it
receives dividends in any taxable year shall be deemed to have paid
the same proportion of any income, war profits, or excess profits taxes
paid or deemed to be paid by such foreign corporation to any foreign
country or to any §:ossession of the United States, on or with respect
to the accumulated profits of such foreign corporation from which
such dividends were paid, which the amount of such dividends (deter-
mined without regard to section 78) bears to the amount of such
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accumulated profits in excess of such income, war profits, and excess
profits taxes (other than those deemed paid). )

“(b) Formicy Suesmiary oF Fimgst axp Secoxo  Foreew
CORPORATION.—

“(1) Oxe mEr—If the foreign corporation described in sub-
section (a) (hereinafter in this subsection referred to as the ‘first
foreign corporation’) owns 10 percent or more of the voting stock
of a second foreign corporation from which it receives dividends
in any taxable year, it shall be deemed to have paid the same pro-

rtion of any income, war profits, or excess profits taxes paid or
ggemed to be paid by such second foreign corporation to any for-
eign country or to any possession of the United States, on or with
respect to the accumulated profits of such second foreign corpora-
tion from which such dividends were paid, which the amount of
such dividends bears to the amount of such accumulated profits in
excess of such income, war profits, and excess profits taxes (other
than those deemed paid).

“(2) Two rers.—If such first foreign corporation owns 10
percent or more of the voting stock of a second foreign corpora-
tion which, in turn, owns 10 percent or more of the voting stock
of a third foreign corporation from which the second foreign
corporation receives dividends in any taxable year, the second
foreign corporation shall be deemed to have paid the same pro-
Eortion of any income, war profits, or excess profits taxes paid

y such third foreign corporation to any foreign country or to
any possession of the United States, on or with respect to the
accumulated profits of such third foreign corporation from which
such dividends were paid, which the amount of such dividends
bears to the amount of such accumulated profits in excess of such
income, war profits, and excess profits taxes.

“(3) Vorine sTOCK REQUIREMENT—For purposes of this
subpart—

“(A) paragraph (1) shall not apply unless the percent-
age of voting stock owned by the domestic corporation in the
first foreign corporation and the percentage of voting stock
owned by the first foreign corporation in the second goreign
cm{'lporatlon when multiplied together equal at least 5 percent,
an

“(B) paragraph (2) shall not apply unless the percentage
arrived at for purposes of applying paragraph (1) when
multiplied by the percentage of voting stock owned by the
second foreign corporation in the third foreign corporation
is equal to at least 5 percent.

“(c) AppLicaBrE RuLes—

“(1) AccCUMULATED PROFITS DEFINED.—For purposes of this sec-
tion, the term ‘accumulated profits’ means, with respect to any
foreign corporation, the amount of its gains, profits, or income
computed without reduction by the amount of the income, war
profits, and excess profits taxes imposed on or with respect to
such profits or income by any foreign country or by any posses-
sion of the United States. The Secretary ahaﬁyhave full power to
determine from the accumulated profits of what year or years
such dividends were paid, treating dividends paid in the first 60
days of any year as having been paid from the accumulated profits
of the preceding year or years (unless to his satisfaction shown
otherwise), and in other respects treating dividends as having
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26 USC 960.

26 USC 535.

26 USC 545.
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been paid from the most recently accumulated gains, profits, or

earnings. . s
“(2) AccounTing pErops.—In the case of a foreign corporation

the income, war profits, and excess profits taxes of which are

determined on the basis of an accounting period of less than 1

year, the word ‘year’ as used in this subsection, shall be construed

to mean such accounting period.

“(d) Cross REFERENCES.—

“él) For inclusion in gross income of an amount equal to taxes deemed
paid under subsection (a), see section 78.

“(2) For application of subsections (a) and (b) with respect to taxes
deemed paid in a prior taxable year by a United States shareholder with
respect to a controlled foreign corporation, see section 960.

“(3) For reduction of credit with respect to dividends paid out of
accumulated profits for years for which certain information is not
furnished, see section 6038.”

(b) CoNFORMING AMENDMENTS,—

(1) Section 78 (relating to dividends received from certain
foreign corporations) is amended—

(A) by striking out “section 902(a) (1)” and inserting in
lieu thereof “section 902(a)”, and
SB) by striking out “section 960(a) (1) (C)” and inserting

in lien thereof “section 960(a) (1)”.

(2) Paragraph (1) of section 960(a) (relating to special rules
for foreiig_'n tax credit) is amended by striking out “bears to—"
and all that follows down through the period at the end of such
paragraph and inserting in lieu thereof “bears to the entire
amount of the earnings and profits of such foreign corporation
for such taxable year.”.

(3) Section 535(b) (1) (relating to accumulated taxable
income) is amended by striking ont “section 902(a) (1) or 960 Ea;
gl),{;C)” and inserting in lieu thereof “section 902(a) or 960 (a

1),

(4) Section 545(b)(1) (relating to undistributed personal
holding company income) is amended by striking out “section
902(a) (1) or 960(a) (1) (C)” and inserting in lieu thereof “sec-
tion 902 (a) or 960(a) (1)".

((i) Errective Dates.—The amendments made by this section shall
apply—

(1) in respect of any distribution received by a domestic cor-
poration after December 31, 1977, and

(2) in respect of any distribution received by a domestic cor-
poration before January 1, 1978, in a taxable year of such corpora-
tion beginning after December 31, 1975, but only to the extent
that such distribution is made out of the accumulated profits of a
foreign corporation for a taxable year (of such foreign corpora-
tion) beginning after December 31, 1975.

For purposes of paragraph (2), a distribution made by a foreign
corporation out oF its profits which are attributable to a distribution
received from a foreign corporation to which section 902(b) of the
Internal Revenue Code of 1954 applies shall be treated as made out
of the accumulated profits of a foreign corporation for a taxable year
beginning before January 1, 1976, to the extent that such distribution
was paid out of the accumulated profits of such foreign corporation
for a taxable year beginning before January 1, 1976.
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SEC. 1034. TREATMENT OF CAPITAL GAINS FOR PURPOSES OF FOR-
EIGN TAX CREDIT.

(a) In GenEran—Section (b) of section 904 (relating to taxable 26 USC 904.
income for purposes of computing the foreign tax creditﬁimitation),
as amended by section 1031 of this Act, is amended to read as follows:

“(b) TaxarLe Income For Purrost or Compuring LIMITATION.—

“(1) Personan exemprioNs.—For purposes of subsection (a),
the taxable income in the case of an individual, estate, or trust
shall be computed withont any deduetion for personal exemptions
under section 151 or 642(b).

“(2) Carrran carns—For lﬁtllrpose-s of subsection (a)—

“(A) CorroratioNs.—In the case of a corporation—

“(i) the taxable income of such corporation from
sources without the United States shall include gain
from the sale or exchange of capital assets only in an
amount equal to foreign source capital gain net income
reduced by three-eighths of foreign source net capital

in,

“(1i) the entire taxable income of such corporation
shall include gain from the sale or exchange of capital
assets only in an amount equal to capital gain net income
reduced by three-eights of net capital gain, and

“(iil) any net capital loss from sources without the
United States to the extent taken into account in deter-
mining capital gain net income for the taxable year shall
be reduced by an amount equal to three-eighths of the
excess of net capital gain from sources within the United
States over net capital gain.

#(B) Oruer raxravERs.—In the case of a taxxa er other
than a taxpayer described in subparagraph (A), taxable
income from sources without the United States shall include
gain from the sale or exchange of capital assets only to the
extent of foreign source capital gain net income.

“(8) DeriniTioNs.—For purposes of this subsection—

“(A) FOREIGN S8OURCE CAPITAL GAIN NET INCoME~—The term
‘foreign source capital gain net income’ means the lesser of—

“(i) capital gain net income from sources without the
United States, or

‘(ii) capital gain net income.

“(B) FoREIGN S8OURCE NET CAPITAL GATN.—The term ‘for-
eign source net capital gain’ means the lesser of—

“(i) net capital gain from sources without the United
States, or

“(i1) net capital gain.

“(C) EXCEPTION FOR GAIN FROM THE SALE OF CERTAIN PER-
SONAL PROPERTY.—For purposes of this paragraph, there shall
be included as gain from sources within the United States
any gain from sources without the United States from the
sa}ll(; cﬁr exchange of a capital asset which is personal property
which—

“(1) in the case of an individual, is sold or exchanged
outside of the country (or possession) of the individual’s
residence,

“(ii) in the case of a corporation, is stock in a second
corporation sold or exchanged other than in a country (or
possession) in which such second corporation derived
more than 50 percent of its gross income for the 3-year

BR 4fa . me
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“Gain from the
sale or exchange
of capital
assets.”

26 USC 904
note.
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period ending with the close of such second corporation’s
taxable year immediately preceding the year during
which the sale or exchange occurred, or
“(iii) in the case of any taxpayer, is personal property
(other than stock in a corporation) sold or exchanged
other than in a country (or pessession) in which such
pmpert}y is used in a trade or business of the taxpayer or
in which such taxpayer derived more than 50 percent of
its gross income for the 3-year period ending with the
close of its taxable year immediately preceding the year
during which the sal% or exchange occurred,
unless such gain is subject to an income, war profits, or excess
rofits tax of a foreign country or possession of the United
States, and the rate of tax applicable to such gain is 10 per-
cent or more of the gain from the sale or exchange (com-
puted under this chapter).
“(DBI SectroN 1231 GarNs.—The term ‘gain from the sale
or exchange of ca!;ital assets’ includes any gain so treated
under section 1231.”

(b) Evrecrive Dates—The amendment made by this section shall
apply to taxable years beginning after December 31, 1975, except that
the provisions of section 904(!)%(3) (C) shall only apply to sales or
exchanges made after November 12, 1975.

SEC. 1035. FOREIGN OIL AND GAS EXTRACTION INCOME.

(a) Repvcrion 1N Livrrarion o Foreioy Tax CrepiTs ALLOWABLE
rFor O1L anp Gas Exrracrion Income—Subsection (a) of section 907
(relating to reduction in amounts allowable as foreign tax under sec-
tion 901) is amended to read as follows:

“(a) Reopucrion IN Amount Arrowep as Foreiey Tax Unoer Sec-
110N 901.—In applying section 901, the amount of any oil and gas
extraction taxes paid or accrued (or deemed to have been paid) during
the taxable year which would (but for this subsection) be taken into
account for purposes of section 901 shall be reduced by the amount (if
any) by which the amount of such taxes exceeds the product of—

#(1) the amount of the foreign oil and gas extraction income
for the taxable year, multiplied by

“(2) the percentage which is the sum of the normal tax rate and
the surtax rate for the taxable year specified in section 11.”

Lb) Foreran Omn Revatep INcoMe EARNED BY INDIVIDUALS.—
Subsection (b) of section 907 (relating to special rules in case of for-
eign oil and gas income) is amended to read as follows:

‘(b) ArprLicaTiON OF SECTION 904 LImMrraTioN.—

“(1) CorproraTions.—In the case of a corporation, the provisions
of section 904 shall be applied separately with respect to—

“ EA) foreign oil reﬁ)ated income, and
“(B) other taxable income.

“(2) OruEr TaxpAYERs.—In the case of a taxpayer other than a
corporation, the provisions of subsection (a) shall not apply and
the provisions of section 904 shall be applied separately with
respect to—

“(A) foreign oil and gas extraction income, and
“(B) other taxable income (including other foreign oil
related income).
In the case of a corporation, with respect to foreign oil-related income,
and in the case of a taxpayer other than a corporation, with respect to
foreign oil and gas extraction income, the overall limitation provided
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by section 904(a)(2) shall apply and the per-country limitation Ante, p. 1620.
provided by subsection (a) (1) shall not apply.”
(e) Tax Crevit For ProbucTioN-SHARING CONTRACTS.— 26 USC 907

(1) For purposes of section 901 of the Internal Revenue Code note.
of 1954, there shall be treated as income, war profits, and excess
profits toxes to be taken into account under section 907 (a) of such
Code amounts designated as income taxes of a foreign govern-
ment by such government (which otherwise would not be treated
as taxes for purposes of section 901 of such Code) with respect
to production-sharing contracts for the extraction of foreign oil
or gas.

(2) The amounts specified in paragraph (1) shall not exceed
the lesser of—

(A) the product of the foreign oil and gas extraction
income with respect to all such production-sharing contracts
multiplied by the sum of the normal tax rate and the surtax
rate for the taxable year specified in section 11 of such Code,
or

(B) the excess of the total amount of foreign oil and gas
extraction income (as defined in section 90’?5:)1 (1) of such
Code) for the taxable year multiplied by the sum of the nor-
mal tax rate and the surtax rate for the taxable year specified
in section 11 of such Code over the amount of any income,
war profits, and excess profits taxes paid or accrued {or
deemed to have been paid) without regard to paragraph (1)
during the taxable year with respect to foreign oil and gas
extraction income.

(3) The production-sharing contracts taken into account for
purposes of aragraxh (1) sﬁall be those contracts which were
entered into before April 8, 1976, for the sharing of foreign oil
and gas production with a foreign government (or an entity
owned by such government) with respect to which amounts
claimed as taxes paid or acerued to such foreign government for
taxable years beginning before June 30, 1976, will not be dis-
allowed as taxes, No such contract shall be taken into account for
any taxable year ending after December 81,1977,

(d) CarryBack AND CarRrYovER oF DisarLowep CrEprTs.—

(1) Ix GeneraL—Section 907 (as amended b{s;n;ction 1032) is 26 USC 907.
amended by redesignating subsection (f) as subsection (g) and
by inserting after subsection (e) the following new subsection:

“(f) Carrynack axp CARRYOVER OF DisarLowen CREDITS.—

“(1) I~ eeNEraL—If the amount of the oil and gas extraction
taxes paid or accrued during any taxable year exceeds the limita-
tion provided by subsection (a) for such taxable year (herein-
after in this subsection referred to as the ‘unused credit year’)
so much of such excess as does not, exceed 2 percent of foreign oil
and gas extraction income for such taxable year shall be deemed
to be oil and gas extraction taxes paid or accrued in the second
preceding taxable year, in the first preceding taxable year, and in
the first, second, third, fourth, or fifth succeeding taxable year
in that order and to the extent not deemed tax paid or accrued
in a prior taxable year by reason of the limitation imposed by
paragraph (2). Such amount deemed paid or accrued in any tax-
able year may be availed of only as a tax credit and not as a
deduction and only if the taxpayer for such year chooses to have
the benefits of this subpart as to taxes paid or accrued for that
year to foreign countries or possessions. For purposes of this
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subsection, the terms ‘second preceding taxable [y)vea.r’, and ‘first

receding taxable year’ do not include any taxable year ending

fore January 1, 1975, For purposes of determining the amount
of such taxes which may be deemed paid or accrued in any taxable
year ending in 1975, 1976, or 1977, the first sentence of this para-
graph shall be applied by substituting ‘such excess’ for ‘so much
of such excess as does not exceed 2 percent of the foreign oil and
gas extraction income for such taxable year’.

“(2) Lomrrarron—The amount of the unused oil and gas
extraction taxes which under paragraph (1) may be deemed paid
or acerued in any preceding or succeeding taxable year shall not
exceed the lesser ofp—

“(A) the amount by which the limitation provided by
subseetion (a) for such taxable year exceeds the sum of—

“(i) the oil and gas extraction taxes paid or accrued
during such taxable year, plus

“(i1) the amounts of the oil and gas extraction taxes
which by reason of this subsection are deemed paid or
acerued in such taxable year and are attributable to tax-
able years preceding the unused credit year; or

“(B) the amount by which the limitation provided by
section 904 on taxes paid or accrued with respect to forei
oil-related income for such taxable year exceeds the sum of—

“(i) the taxes paid or acerued (or deemed to have been
paid under section 902 or 960) fo all foreign countries
and possessions of the United States with respect to such
income during such taxable year,

i éii) the amount of such taxes which were deemed
paid or acerued in such taxable year under section 904 (c)
and which are attributable to taxable years preceding the
unused credit year, plus

“(iii{’ the amount of the oil and gas extraction taxes
which by reason of this subsection are deemed paid or
accrued in such taxable year and are attributable to
taxable years preceding the unused credit year.

“(3) SPECIAL RULES.—

“(A) In the case of any taxable year which is an unused
credit year under this subsection and which is an unused
credit year under section 904 (c) with respect to oil-related
income, the provisions of this subsection shall be applied
before section 904 (c).

“(B) For purposes of determining the amount of oil-
related taxes paid or accrued in any taxable year which may
be deemed paid or accrued in a preceding or succeeding taxa-
ble year under section 904 (c), any tax deemed paid or acerued
in such preceding or succeeding taxable year under this sub-
section shall be considered to be tax paid or acerued in such
preceding or succeeding taxable year.

“(() For purposes of determining the amount of the unused
oil and gas extraction taxes which under paragraph (1) may
be deemed paid or accrued in any taxable year ending before
January 1, 1977, subparagraph (A) of paragraph (2) shall
be applied as if the amendment made by section 1035(a) of
the Tax Reform Act of 1976 applied to such taxable year.”

(2) DEFINITION OF OIL AND GAS EXTRACTION TAXES.—Subsection
(c? of section 907 is amended by adding at the end thereof the
following new paragraph:
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“(5) O AND cAs EXTRACTION TAXES.—The term ‘oil and gas
extraction taxes’ means any income, war profits, and excess profits
tax paid or accrued ﬁ;)r deemed to have been paid under section
902 or 960) during the taxable year with respect to foreign oil
and gas extraction income (determined without regard to para-
graph (4)) or loss which would be taken into account for purposes
of section 901 without regard to this section.”

(3) Trcuxican amEnpMENT.—Subsection (i) of section 6501, as
amended by section 1031, (relating to foreign tax carrybacks) is
amended—

(A) by striking out “excess foreign taxes)” and inserting
in lieu thereof “excess foreign taxes) or under section 907 (f)
(relating to carryback and carryover of disallowed oil and
gas extraction taxes)”; and

(B) by striking out “section 904 (e)” the second place it
appears and inserting in lieu thereof “section 904(e) or
907 (£) .

(e) Emm('rn'n Datrs.—

(1) The amendment made by subsection (a) shall apply to tax-
able years ending after December 31, 1976.

(2) The amendment made by subsection (b) shall apply to
taxable years ending after December 31, 1974 ; except that the last
sentence of section 907(b) of the Internal Revenue Code of 1954
shall only apply to taxable years ending after December 31, 1975.

(3) The amendment made by subsection (¢) shall apply to tax-
able years beginning after June 29, 1976.

(4) The amendments made by subsection (d) shall apply to
taxes paid or acerued during taxable years ending after the date
of the enactment of this Aect.

SEC. 1036. UNDERWRITING INCOME.

(a) TrearmeENT AS INcoME From Sources Wrrmiy tae Usirep
States.—Section 861(a) (relating to gross income from sources
within the United States) i1s amended by adding the following new
paragraph:

“(7) Amounts received as underwriting income (as defined in
section 832(b)(3)) derived from the insurance of United States
risks (as defined in section 953(a)).”.

(b) TreaTmENT AS ForEIGN SoURCE INCcOME.—Section 862 éa) (relat-
ing to gross income from sources without the United States) is
amended by adding the following new paragraph:

“(7) Underwriting income other than that derived from sources
within the United States as provided in section 861(a) (7).”.

(¢) Errective Date.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1976.

SEC. 1037. THIRD TIER FOREIGN TAX CREDIT WHEN SECTION 951
APPLIES.

(a) Foreien Taxes Deesmep Pam BY ForeieNy CorroraTrons.—
Section 960(a) (1) (relating to special rules for foreign tax eredits),
as amended in section 1033, is further amended to read as follows:

_ “(1) Gexerar rure—For purposes of subpart A of this part.
if there is included, under section 951(a), in the gross income of
a domestic corporation any amount attributable to earnings and
profits—
“(A) of a foreign corporation (hereafter in this subsection
referred to as the ‘first foreign corporation’) at least 10 per-
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cent of the voting stoek of which is owned by such domestic
corporation, or
“(B) of a second forei%ln corporation (hereinafter in this

subsection referred to as the ‘second foreign corporation’) at

least 10 percent of the voting stock of which is owned by the

first foreign corporation, or

“(C) of a third foreign corporation (hereinafter in this

subsection referred to as the ‘third foreign corporation’) at

least 10 percent of the voting stock of which is owned by the

second foreign corporation,
then, under regulations prescribed by the Secretary, such domes-
tie corporation shall be deemed to have paid the same proportion
of the total income, war profits, and excess profits taxes paid (or
deemed paid) by such foreign corporation to a foreign country or
possession of the United States for the taxable year on or with
respect to the earnings and profits of such foreign corporation
which the amount of earnings and profits of such foreign corpo-
ration so included in gross income of the domestic corporation
bears to the entire amount of the earnings and profits of such
corporation for such taxable year. This paragraph shall not apply
with respect to any amount included in the gross income of such
domestic corporation attributable to earnings and profits of the
second foreign corporation or of the third foreign corporation
nnless, in the case of the second foreign corporation, the percent-
age-of-voting-stock requirement of section 902(b) (3) (A) is satis-
fied, and in the case of the third foreign corporation, the percent-
age-of-voting-stock requirement of section 902(b)(3)(B) is
satisfied.”

(b) Errecrive Date—The amendment made by this section shall
ap;llly with respect to earnings and profits of a foreign corporation
included, under section 951(a) of the Internal Revenue Code of 1954,
in the gross income of a domestic corporation in taxable years begin-
ning after December 31, 1976.

PART IV—-MONEY OR OTHER PROPERTY MOVING OUT
OF OR INTO THE UNITED STATES

SEC. 1041. PORTFOLIO DEBT INVESTMENTS IN UNITED STATES OF
NONRESIDENT ALIENS AND FOREIGN CORPORATIONS.
The last sentence of section 861(c¢) (relating to interest on deposits,
ete.) is hereby repealed.

SEC. 1042, CHANGES IN RULING REQUIREMENTS UNDER SECTION 367;
CERTAIN CHANGES IN SECTION 1248.
(a) AmeENDMENT OoF SEcTiON 367.—Section 367 (relating to foreign
corporations) is amended to read as follows:
“SEC. 367. FOREIGN CORPORATIONS.
“(a) Transrers or Properry From Tar Unirep STATES.—

“(1) Generar rune—If, in connection with any exchange
described in section 332, 351, 354, 355, 356, or 361, there is a trans-
fer of property (other than stock or securities of a foreign cor-
poration which is a party to the exchange or a party to the reorga-
nization) by a United States person to a foreign corporation,
for purposes of determining the extent to which gain shall be
recognized on such transfer, a foreign corporation shall not be
considered to be a corporation unless, pursuant to a request filed
not later than the close of the 183d day after the beginning of such
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transfer (and filed in such form and manner as may be prescribed
by regulations by the Secretary), it is established to the satisfac-
tion of the Secretary that such exchange is not in pursuance of a
plan having as one of its principal purposes the avoidance of
Federal income taxes,

%(2) EXCEPTION FOR TRANSACTIONS DESIGNATED BY THE SECRE-
rary.—Paragraph (1) shall not apply to any exchange (other-
wise within paragraph (1)), or to any type of property, which
the Secretary by regulations designates as not requiring the filing
of a request.

“(b) Orier TRANSFERS.—

“(1) EFFEcT OF SECTION TO BE DETERMINED UNDER REGULA-
T1oN8.—In the case of any exchange deseribed in section 332, 351,
354, 355, 356, or 361 in connection with which there is no transfer 26 USC 332,
of property deseribed in subsection (a) (1), a foreign corporation 351, 354, 355,
shall be considered to be a corporation except to the extent pro- 356, 361.
vided in regulations prescribed by the Secretary which are neces-
sary or appropriate to prevent the avoidance of Federal income
taxes.

“(2) REGULATIONS RELATING TO SALE OR EXCHANGE OF STOCK IN
FOREIGN CORPORATIONS.—The regulations prescribed pursuant to
paragraph (1) shall include (but shall not be limited to) regula-
tions dealing with the sale or exchange of stock or securities in a
foreign corporation by a United States person, including regula-
tions providing—

“(A) cireumstances under which—

“(i) gain shall be recognized currently, or amounts
included in gross income currently as a dividend, or both,
or

“(i1) gain or other amounts may be deferred for inclu-
sion in the gross income of a shareholder (o his snecessor
in interest) at a later date, and

“(B) the extent to which adjustments shall be made to
earnmings and profits, basis of stock or securities, and basis of
assets.

“(c) Transacrions To Br TreateDp A8 EXCHANGES.—

“(1) Secrrox 355 msTrRiIBUTION.—For purposes of this section.
any distribution deseribed in section 355 (or so much of section
356 as relates to section 355) shall be treated as an exchange
whether or not it is an exchange,

“(2) CONTRIBUTION OF CAPITAL TO CONTROLLED CORPORATIONS.—
For purposes of this chapter, any transfer of property to a foreign
corporation as a contribution to the capital of such corporation
by one or more persons who, immediately after the transfer, own
(within the meaning of section 318) stock possessing at least 80
percent of the total combined voting power of all classes of stock
of such corporation entitled to vote shall be treated as an
exchange of such property for stock of the foreign corporation
equal in value to the fair market value of the property transferred.

“(d) TransrriovaL RuLe.—In the case of any exchange beginning
before Januar{;; 1978—

“(1) subsection (a) shall be applied without regard to whether
or not there is a transfer of property described in subsection
(a)(1), and

“(2) subsection (b) shall not apply.”.
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(b) EarNiNgs aNp Prorirs oF Sumsmiarmes or ForeigNy Corrora-
TI0NS For Purroses oF Secrion 1248.—Subparagraph (C) of section
1248(c) (2) is amended by striking out “; and” at the end thereof and
inserting in lieu thereof the following: “(or on the date of any sale or
exchange of the stock of such other foreign corporation occurring dur-
ing the 5-year period ending on the date of the sale or exchange of the
stock of such foreign corporation, to the extent not otherwise taken
into account under this section but not in excess of the fair market
value of the stock of such other foreign corporation sold or exchanged
over the basis of such stock (for determining gain) in the hands of the
transferor) ; and”.

(¢) Cerraix Secrion 311, 336, or 337 TRANSACTIONS.—

(1) Generat rune—Section 1248 (relating to gain from cer-
tain sales or exchanges of stock in certain foreign corporations)
is amended by redesignating subsections (f) and (g) as subsec-
tions (g) and (h), respectively, and by inserting after subsection

¢ &e) the following new subsection :
ik

) Cerramy Srcrron 311, 336, or 337 TraNSACTIONS.—

“(1) Ix GENERAL—If—

“(A) a domestic corporation satisfies the stock ownership
requirements of subsection (a) (2) with respect to a foreign
corporation, and

“(B) such domestic corporation distributes, sells, or
exchanges stock of such foreign corporation in a transaction
to which section 311, 336, or 337 applies,

then, notwithstanding any other provision of this subtitle, an
amount equal to the excess of the fair market value of such stock
over its adjusted basis in the hands of the domestic corporation
shall be included in the gross income of the domestic corporation
as a dividend to the extent of the earnings and profits of the for-
eign corporation attributable (under regulations preseribed by the
Secretary) to such stock which were accumulated in taxable
years of such foreign corporation beginning after December 31,
1962, and during the period or periods the stock was held by such
domestic corporation while such foreign corporation was a con-
trolled foreign corporation. For purposes of subsections (c) (2),

d), and (h), a distribution, sale, or exchange of stock to which
this subsection applies shall be treated as a sale of stock to which
subsection (a) applies.

“(2) EXCEPTION FOR CERTAIN DISTRIBUTIONS.—In the case of any
distribution of stock of a foreign corporation, paragraph (1) shall
not apply if such distribution is to a domestic corporation—

“(A) which is treated under this section as holding such
stock for the period for which the stock was held by the dis-
tributing corporation, and

“(B) which, immediately after the distribution, satisfies
the stock ownership requirements of subsection (a)(2) with
respect to such foreign corporation.

“(3) NONAPPLICATION OF PARAGRAPH (1) IN CERTAIN CASES.—
Paragraph (1) shall not apply to a =ale or exchange to which
section 337 applies if—

“(A) throughout the period or periods the stock of the
foreign corporation was held by the domestic corporation (or
predecessor referred to in paragraph (2)) all the stock of
such domestic corporation was owned by United States
persons who satisfied the 10-percent stock ownership require-
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ments of subsection (a) (2) with respect to such domestic cor-
poration, and ;

“(B) subsection (a) applies to the proceeds of the sale
or exchange and also applied to all transactions described in
subsection (e) (1) which took place during the period or
periods referred to in subparagraph (A).

“(4) APPLICATION TO CASES DESCRIBED IN SUBSECTION (e).—T0
the extent that earnings and profits are taken into account under
this subsection, they shall be excluded and not taken into account
for p s of subsection (e).”.

(2) INTEREST IN PARTNERSHIP HOLDING STOCK IN CERTAIN FOR-
EIGN CORPORATIONS.—The last sentence of section 751(c) (relating
to unrealized receivables) is amended—

(A) by strikin%' out “(as defined in section 1245(a) (3)),”
and inserting in lieu thereof “as defined in section 1245(a)
(3)), stock 1n certain foreign corporations (as described in
section 1248),” and

(B) by striking out “1245(a),” and inserting in lieu
thereof “1245(a), 1248(a),”.

i ?i”i‘"%‘“i?“‘* granh. (A) ot h (2) of subsecti

ubparagra of paragra of subsection
(c) of secti(l:n 12% ig amen)ded bl))f strg'u})g out “subsection (a)
applies to a sale or exchange” and inserting in lieu thereof
“subsection (a) or (f) applies to a sale, exchange, or
distribution”.

(Bz Subparagraph (A) of paragraph (3) of subsection
(%) a esignated by paragraph (1) of this subsection)
of section 1248 1s amended to read as follows:

“(A) a dividend (other than an amount treated as a divi-
dend under subsection Ef) it

(C) Subsection (h) (as redesignated by paragraph (1) of
this subsection) of section 1248 is amended by striking out
“subsection (a)” each place it appears and inserting in lien
thereof “subsection (a) or (£)7.

(d) Drcraratory JupeMeNT Procepure ror Review By TaHE Tax
Courr or Secrion 367 DETERMINATIONS.—

(1) Ix eeneraL.—Part IV of subchapter C of chapter 76 (relat-
ing to declaratory judgments) is amended by adding at the end
thereof the following new section :

“SEC. T477. DECLARATORY JUDGMENTS RELATING TO TRANSFERS OF
PROPERTY FROM THE UNITED STATES.
“(a) Creation or REMEDY.—
“(1)“1(11 ?mmu..d . —_Intg caﬁe o{l:rg:fl controversy involving—
a determination by t retary—
(i) that an exchnnﬁendescribedmi,n section 367 (a) (1)
is in pursuance of a plan having as one of its principal
purposes the avoidance of Federal income taxes, or
I Fu{l of the terms and conditions pursuant to which
an exchange described in section 367 (a) (1) will be deter-
mined not to be in pursuance of a plan having as one
:f its principal purposes the avoidance of Federal income
axes, or
“(B) a failure by the Secretary to make a determination
as to whether an exchange described in section 367 (a) (1) is
in pursuance of a plan having as one of its principal pur-
poses the avoidance of Federal income taxes,
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upon the filing of an appropriate pleading, the Tax Court may
make the appropriate declaration referred to in pa-mgraph (2).
Such declaration shall have the force and effect of a decision of
the Tax Court and shall be reviewable as such.

“(2) Score or pecraraTION.—The declaration referred to in
paragraph (1) shall be—

“(A) in the case of a determination referred to in sub-
paragraph (A) of paragraph (1), whether or not such deter-
mination is reasonable, and, if it is not reasonable, a
determination of the issue set forth in subparagraph (A) (ii)
of ‘paragraph (1).and

“(B) in the case of a failure described in subparagraph
%B) of paragraph (1), the determination of the issues set

orth in subparagraph (A) of paragraph (1).
“(b) LimiTATIONS.—

“(1) Perrrioner.—A pleading may be filed under this section
only by a petitioner who is a transferor or transferee of stock,
securities, or property transferred in an exchange described in
section 367 (a) (1).

“(2) EXHAUSTION OF ADMINISTRATIVE REMEDIES.—The Tax Court
shall not issue a declaratory judgment or decree under this section
in any proceeding unless it determines that the petitioner has
exhausted administrative remedies available to him within the
Internal Revenue Service. A petitioner shall not be deemed to have
exhausted his administrative remedies with respect to a failure by
the Secretary to make a determination with respect to whether or
not an exchange described in section 367 (a) (1) is in pursuance of
a plan having as one of its principal purposes the avoidance of
Federal income taxes before the expiration of 270 days after the
request for such determination was made.

‘(3) ExcHANGE SHALL HAVE BEGUN.—No proceeding may be
maintained under this section unless the exchange is described in
section 367(a)(1) with respect to which a decision of the Tax
Court is sought has begun before the filing of the pleading.

“(4) TimE For BRINGING ACTION.—If the Secretary sends by
certified or registered mail to the petitioners referred to in para-
graph (1) notice of his determination with respect to whether
or not an exchange deseribed in section 367 (a) (1) is in pursuance
of a plan having as one of its principal purposes the avoidance
of Federal income taxes or with respect to the terms and condi-
tions pursuant to which such an exchange will be determined not
to be made in pursnance of such a plan, no proceeding may be
initiated under this section by any petitioner unless the pleading
is filed before the 91st day after the day after such notice is
mailed to such petitioner.

“(c) Conrmssioners.—The chief judge of the Tax Court may assign

proceedings under this section to be heard by the commissioners of
the court, and the court may authorize a commissioner to make the
decision of the court with respect to such proceeding, subject to such
conditions and review as the court may by rule provide.”.

(2) TECHNICAL AND CONFORMING AMENDMENTS.—

(A) Section 7482(b) (1) (relating to venue for review of
Tax Court decisions) is amended by striking out “or” at the
end of subparagraph (B), by striking out the period at the
end of subparagraph (C) and inserting in lien thereof “, or ”,
and by inserting after subparagraph (C) the following new
subparagraph :
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“(D) in the case of a person seeking a declaratory judg-
ment under section 7477, the legal residence of such person if Ante, p. 1637.
such person is not a corporation, or the principal place of
business or principal office or agency of such person if such
person is a corporation.”.
(B) Section 7482(b) (1) is further amended— 26 USC 7482.
(i) by striking out “subparagraph (A), (B), and (C)
do not apPly” in the second sentence and inserting in lieu
thereof “no subparagraph of the preceding sentence
applies”; and
(i) by striking out “section 7476" in the last sentence
and inserting in lieu thereof “section 7476 or T477”.
i ](C) The heading for section 7476 is amended to read as
ollows:

“SEC. 7476. DECLARATORY JUDGMENTS RELATING TO QUALIFICATION
OF CERTAIN RETIREMENT PLANS.”
(D) The table of sections for part IV of subchapter C of
chapter 76 is amended to read as follows:
“See. 7476. Declaratory judgments relating to qualification of certain
retirement plans.
“See. T477. Declaratory judgments relating to transfers of property
from United States.”
(E) The heading of part IV of subchapter C of chapter 76
is amended to read as follows:

“PART IV—DECLARATORY JUDGMENTS”.

(F') The table of parts for subchapter C of chapter 76 is
amended by striking out the item relating to part IV and
inserting in lieu thereof the following:

“Part 1V, Declaratory judgments."”

(e) Errecrive DaTes.—

(1) The amendments made by this section (other than by sub- igtel_’sc st
section (d)) shall apply to transfers beginning after October 9,
1975, and to sales, exchanges, and distributions taking place after
such date. The amendments made by subsection (d) shall apply
with respect to pleadings filed with the Tax Court after the date
of the enactment of this Act but only with respect to transfers
beginning after October 9, 1975.

(2) In the case of any exchange described in section 367 of the
Internal Revenue Code of 1954 (as in effect on December 31, 1974)
in any taxable year beginning after December 31, 1962, and before
the date of the enactment of this Act, which does not involve the
transfer of property to or from a United States })erson, a taxpayer
shall have }or purposes of such section until 183 days after the
date of the enactment of this Act to file a request with the Secre-
tary of the Treasury or his delegate seeking to establish to the
satisfaction of the Secretary of the Treasury or his delegate that
such exchange was not in pursuance of a plan having as one of its
principal purposes the avoidance of Federal income taxes and
that for pu?}oses of such section a foreign corporation is to be
treated as a foreign corporation.

SEC. 1043. CONTIGUOUS COUNTRY BRANCHES OF DOMESTIC LIFE
INSURANCE COMPANIES.
(a) AyenpMENT oF SuBcHAPTER L—Subpart E of part I of sub-
chapter L of chapter 1 (relating to life insurance companies) is
amended by inserting after section 819 the following new section:
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“SEC. 819A. CONTIGUOUS COUNTRY BRANCHES OF DOMESTIC LIFE
INSURANCE COMPANIES,

“(a) ExcrLusion or Items.—In the case of a domestic mutual insur-

ance company which—
“(1) is a life insurance company,
“(2) has a contiguous country life insurance branch, and

“(3) makes the election provided by subsection (g) with respect
to such branch,

there shall be excluded from each and every item involved in the
determination of life insurance company taxable income the items sep-
arately accounted for in accordance with subsection (c).

“(b) Coxtievous Counrtry Lire INsurance Brancu.—For pur-
oses of this section, the term ‘contiguous country life insurance
ranch’ means a branch which—

(1) issues insurance contracts insuring risks in conneection
with the lives or health of residents of a country which is contigu-
ous to the United States,

i “(2)dhns its principal place of business in such contiguous coun-
TY, an

“(3) would constitute a mutual life insurance company if such
branch were a separate domestic insurance company.

For purposes of this section, the term ‘insurance contract’ means any
life, health, accident, or annuity contract or reinsurance contract or
any contract relating thereto.

*(¢) Separate AccouNTiNG REQUIRED.—Any taxpayer which makes
the election provided by subsection (g) shall establish and maintain a
separate account for the various income, exclusion, deduction, asset,
reserve, liability, and surplus items properly attributable to the con-
trarélts described in subsection (b). Such separate accounting shall be
made—

“(1) in accordance with the method regularly employed by such
company, if such method clearly reflects income derived from,
and the other items attributable to, the contracts described in sub-
section (b), and

“(2) in all other cases, in accordance with regulations prescribed
by the Secretary.

& (dg Recoenrrion or Gain oN Assers 1N Braxon Account.—If the
aggregate fair market value of all the invested assets and tangible
property which are separately accounted for by the domestic life insur-
ance company in the branch account established pursuant to subsection
(c) exceeds the aggregate adjusted basis of such assets for purposes
of determining gain, then the domestic life insurance company shall
be treated as having sold all such assets on the first day of the first tax-
able year for which the election is in effect at their fair market value
on such first day. Notwithstanding any other provision of this chapter,
the net gain shall be recognized to the domestie life insurance company
on the geemed sale described in the preceding sentence.

“(e) Transacrions Berwerx ContiGuouvs CouNtry BRANCH AND
Domeeric Lire Insurance CoMPANY.—

“(1) REIMBURSEMENT FOR HOME OFFICE SERVICES, ETC.—Any pay-
ment, transfer, reimbursement, credit, or allowance which is made
from a separate account established pursuant to subsection (c) to
one or more other accounts of a domestic life insurance company
as reimbursement for costs incurred for or with respect to the
insurance (or reinsurance) of risks accounted for in such separate
account shall be taken into account by the domestic life insurance
company in the same manner as if such payment, transfer, reim-
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bursement, credit, or allowance had been received from a separate
person,

“(2) REPATRIATION OF INCOME.—

“(A) Ix eenerarL.—Except as provided in subparagraph
(363{}, any amount directly or indirectly transferred or cred-
ited from a branch account established pursuant to subsection
(c{ to one or more other accounts of such company shall,
unless such transfer or credit is a reimbursement to which

paragraph (1) applies, be added to the life insurance com-
pany taxable income of the domestic life insurance company
(as com}}:lted without regard to this paragragh).

“(B) Lownrarron—The addition provided by subpara-
garaph (A) for the taxable year with respect to any contigu-
ous country life insurance branch shall not exceed the
amount by which—

“(1) the aggregate decrease in the life insurance
company taxable income of the domestic life insurance
company for the taxable year and for all prior taxable
years resulting solely from the application of subsection
(a) of this section with respect to such branch, exceeds

‘(i1) the amount of additions to life insurance com-
pany taxable income pursuant to subparagra gh (A) with
respect to such contiguous country branch for all prior
taxable years.

“(f) Oraer RoLes.—

“(1) TREATMENT OF FOREIGN TAXES.—

“(A) In generan.—No income, war profits, or excess prof-
its taxes paid or acerued to any foreign country or possession
of the United States which is attributable to income excluded
under subsection (a) shall be taken into account for purposes
of subpart A of part ITI of subchapter N (relating to foreign
tax credit) or allowable as a deduction.

“(B) TREATMENT OF REPATRIATED AMOUNTS.—Ior purposes
of sections 78 and 902, where any amount is added to the life
insurance company taxable income of the domestic life insur-
ance company by reason of subsection (e) (2), the contiguous
country life insurance branch shall be treated as a foreign
corporation. Any amount so added shall be treated as a divi-
dend paid by a foreign corporation, and the taxes paid to any
foreign country or possession of the United States with
respect to such amount shall be deemed to have been paid by
such branch.

“(2) TINITED STATES SOURCE INCOME ALLOCABLE TO CONTIGUOUS
COUNTRY BRANCH.—For purposes of sections 881, 882, and 1442,
each contiguous country life insurance branch shall be treated
as a foreign corporation. Such sections shall be applied to each
such branch in the same manner as if such sections contained
the provisions of any treaty to which the United States and the
contiguous country are parties, to the same extent such provisions
would apply if such branch were incorporated in such contiguous
country.

“(g) Errcrion.—A taxpayer may make the election provided by
this subsection with respect to any contiguous country for any taxable
year beginning after December 31, 1975. An election made under this
subsection for any taxable year shall remain in effect for all subse-
quent taxable years, except that it may be revoked with the consent
of the Secretary. The election provided by this subsection shall be

90 STAT. 1641
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made not Iater than the time preseribed by Inw for filing the return
for the taxable year (including extensions thereof) with vespect to
which such election is made, and sueh election and any approved rev-
ocation thereof shall be made in the manner provided by the Seerefary,

“(N) Seecian Ruewe ror Domestic Stock Live Instraxer Coar-
eaxies—At the eleetion of a domestic stock life insmeance company
which has a contignons country life insurance branch deseribed in
subseetion (b) (withont regarvd to the mutual vequirement in subsee-
tion () (3) ). the assets of such branch may be transferred to o foreign
corporation ovganized under the laws of the contfiguous country
without the application of seetion 367 or 1491, Subsection (a) shall
apply to the stock of sueh foreign corporation as if such domestic
company were a mutual company and as if the stock were an item
deseribed in subsection (), Subsection (e) (2) shall apply to amonnts
transferred or eredited fo such domestic company as if such domestic
company and sueh foreign corporation constituted one domestic
mutual life insurance company. The insurance contracts which may he
transferved pursuant to this subsection shall include only those which
ave similar to the types of insurance contracts issued by a mutual life
insurance company. Notwithstanding the first sentence of this snh-
seetion, if the ageregate fair market value of the invested assets and
tangible property which arve separately acconnted for by the domestic
lifa insurance company in the branch account exeeeds the aggregate
adjusted basis of such assets for pnrposes of determining gain, the
domestic life insnrance company shall he deemed to have sold all
such assets on the fiest day of the taxable year for which the eleetion
under this subsection applies and the net gain shall he recognized
to the domestie life insurance company on the deemed sale. but not.
i excess of the proportion of such net gain which equals the propor-
fion which the ageregate fair market value of such assets which are
transferred pursuant to this subsection is of the aggregate fair mavket
vitlue of all snel assets.”™

(h) Creriean, Avexpaesr—The table of sections for sueh subpart
E is amended by ingerting after the item relating to seetion 819 the
following new item:

“Ree. 819N, Contirnons eonutry branches of domestle Hfe insarance
companies,”

(e) Errecrive Dare—The amendment made by this section shall
apply to taxable yvears beginning after December 31, 1975,

SEC. 1044. TRANSITIONAL RULE FOR BOXND, ETC.,, LOSSES OF FOREIGN
BANKS.

() GeExeran Rure.—Scction 582(¢) (relating to bond, ete. Tosses
and gains of financial institutions) is amended by adding at the end
thereof the following new paragraph :

“(4) TrANSITIONAL RULE FOR BANKs—In the ease of a corpora-
tion which would be a hank except for the fact that it isa foreign
corporation, the net gain, if any. for the taxable year on sales and
exchanges deseribed in paragraph (1) =hall be considered as gain
from the sale or exchange of a capital asset to the extent such net
gain does not exceed the portion of any capital los< enrryvover to
such taxable yenr which is attribntable to eapital lossos on sales or
exchanges deseribed in parvagraph (1) for a taxable yvear begin-
ning hefore July 12, 1969, For purposes of the preceding sentence,
the portion of a net capital loss for a taxable year which 1s attribut-
able to capital losses on sales or exchanges described in paragraph
(1) is the amonnt of the net capital loss on such =ales or exchanges
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for such taxable year (but not in excess of the net capital loss for
such taxable year).”
(b) Errecrive Date— ; )

(1) The amendment made by subsection (a) shall apply with
respect to taxable years beginning after July 11, 1969.

(2) If the refund or credit of any overpayment attributable to
the application of the amendment made by subsection (a) to
any taxable year is otherwise prevented by the operation of
any law or rule of law (other than section 7122 of the Internal
Revenue Code of 1954, relating to compromises) on the day which
is one year after the date of the enactment of this Aet, stuch eredit
or refund shall be nevertheless allowed or made if elaim therefor
is filed on or before sueh day.

PART V—SPECIAL CATEGORIES OF FOREIGN TAX
TREATMENT

SEC. 1051. TAX TREATMENT OF CORPORATIONS CONDUCTING TRADE
OR BUSINESS IN PUERTO RICO AND POSSESSIONS OF THE
UNITED STATES.
() Avvowaxcr or Prerro Ricax axp Possessiox Tax Creprr—
Scetion 33 (relating to taxes of foreign countries and possessions of
the United States) is amended to read as follows:

“SEC. 33. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS OF THE
UNITED STATES; POSSESSION TAX CREDIT.

“(a) Forerax Tax Cremr.—The amount of taxes imposed by for-
eign countries and possessions of the United States shall be allowed
as a credit against the tax imposed by this chapter to the extent pro-
vided in section 901,

“(b) Secrion 936 Creprr—In the ease of a domestie corporation.
the amonnt provided by section 936 (relating to Puerto Rico and pos-
session tax credit) shall be allowed as a credit against the tax imposed
by this chapter.”

(b) Ruwnes ox Possession Tax Crenrr.—Subpart 1) of part 11T of
subchapter N of chapter 1 (relating to possessions of the United
States) is amended by adding at the end thercof the following new
section :

“SEC. 936. PUERTO RICO AND POSSESSION TAX CREDIT.

“(a) Avowaxce oF Creprr.—

“(1) Ix eexeErRaL—Except as provided in paragraph (2), in
the case of a domestic corporation which elects the application of
this section, there shall be allowed as a credit against the tax
imposed by this chapter an amount equal to the portion of the
tax which is attributable to taxable income, from sources without
the United States, from the aetive conduet of a trade or busi-
ness within a possession of the United States, and from qualified
possession source investment income, if the conditions of both
subparagraph (A) and subparagraph (13) ave satisfied :

~ "(A) 3-vear perton.—If 80 percent or more of the gross
income of such domestic corporation for the 3-year period
immediately preceding the close of the taxable year (or for
such part of such period immediately preceding the close of
such taxable year as may be a]:plicahl:ﬂ) was derived from
sources within a possession of the United States (determined
without regard to seetion 904 (£) ) ; and
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“(B) Trape or BusiNess.—If 50 percent or move of the
gross income of such domestic corporation for such period or
such part thereof was derived from the active conduct of a
trade or business within a possession of the United States.

“(2) CREDIT NOTI' ALLOWED AGAINST CERTAIN TAXES.—The credit
provided by paragraph (1) shall not be allowed against the tax
imposed by—

“(A) seetion 56 (relating to minimum tax),

“(B) section 531 (relating to the tax on accumulated

earnings), . )
“(C) section 541 (relating to personal holding company
tax),

“(D) section 1333 (relating to war loss recoveries), or
“(E) section 1351 (relating to recoveries of foreign
expropriation losses).

“(b) Axsovxts Recemvep v Uxtren States.—In determining tax-
able income for purposes of subsection (a), there shall not be taken
into account as income fror sources without the United States any
gross income which was received by snch domestie eorporation within
the United States, whether derived from sonrces within or without
the United States.

“(e) Trearsext or Cerrary Foreion Taxes—For purposes of this
title, any tax of a foreign country or a possession of the United States
which is paid or acerned with respect to taxable income which is taken
into account in computing the eredit under subsection (a) shall not be
treated as income, war profits, or excess profits taxes paid or acerued to
a foreign country or possession of the United Stateg, and no deduction
shall be allowed under this title with respect to any amonnts so paid
or acerued.

“(d) Derixrrioxs.—Tor purposes of this section—

“(1) Possession.—The term ‘l)mﬁsession of the United States’
includes the Commonwealth of Puerto Rico, but does not. inelude
the Virgin Islands of the United States.

“(2) QUALIFIED POSSESSION SOURCE INVESTMENT 1NcoME—The
term “qualified possession source investment income’ means gross
income which— '

“(A) is from sources within a possession of the UTnited
States in which a trade or business is actively conduected, and
*(B) the taxpayer establishes to the satisfaction of the
Secretary is attributable fo the investment in such possession
(for use therein) of funds derived from the active conduct of
a trade or business in such possession, or from such
investment,
less the deductions properly apportioned or allocated thereto.

“(e) ErrcTIoN.—

“(1) Periop or srLection.—The election provided in subsection
(a) shall be made at such time and in such manner as the Secre-
tary may by regulations preseribe. Any such election shall apply
to the first taxable year for which such election was made and for
which the domestic corporation satisfied the conditions of sub-
paragraphs (A) and (B) of subsection (a) (1) and for each tax-
able year thereafter until such eleetion is revoked by the domestic
corporation under paragraph (2). If any such election is revoked
by the domestic corporation under paragraph (2), such domestie
corporation may make a subsequent election under subsection
(a) for any taxable year thereafter for which such domestic cor-
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poration satisfies the conditions of subparagraphs (A) and (1)
of subsection (a)(1) and any such subsequent election shall
remain in eflect until revoked by such domestic corporation under
paragraph (2).

“(2) Revocamox.—An election under subsection (a)—

“(A) may be revoked for any taxable year beginning
before the expiration of the 9th taxable year following the
taxable year for which such election first applies only with
the consent of the Secretary; and

“(B) may be revoked for any taxable year beginning after
the expiration of such 9th taxable year without the consent
of the Secretary.

(1) DISC ok Former DISC Corrorarios I1xeLicisLe For CREDIT.—
No credit ghall be allowed under this section to a corporation for a
taxable year for which it is a DISC or former DISC (as defined in
section 992(a)) or in which it owns at any time stock in a DISC or
former DISC.

“(g) Excerrion 1o Acermuraren Earvinas Tax—

“(1) For purposes of section 535, the term *accumulated taxable “Accumulated
income” shall not include taxable income entitled to the credit taxable income.”
nnder subseetion (a).

“(2) For purposes of section 537, the term ‘reasonable needs “Reasonable
of the business’ includes assets which produce income eligible for needs of the
the credit under subsection (a).” business.

(e) AMeExDMENTS OF SEcTION 931,

(1) Subscction (a) of section 931 (relating to general rule in 26 USC 931.
the case of income from sources within possessions of the United
States) is amended to read as follows:

“(a) Gexeran Rvie—In the case of individual citizens of the
United States, gross income means only gross income from sources
within the United States if the conditions of both paragraph (1)
and pavagraph (2) ave satisfied :

(1) 3-vean vErton.—If 80 percent or more of the gross income
of such citizen (computed without the benefit of this section)
for the 3-yvear period immediately preceding the close of the
taxable year (or for such part of such period immediately preced-
ing the close of such taxable year as may be applicable) was
dm&ivatl from sources within a possession of the United States:
an

“(2) Trape or prsiNess—If 50 percent or more of his gross
income (computed without the benefit of this section) for such
period or such part thereof was derived from the active conduct
of a trade or business within a possession of the United States
either on hig own account or as an employee or agent of another.”.

(2) Subseetion (¢) of seetion 931 (defining the term “posses-
sion™) is amended to read as follows:

*(e) Derixiriox.—For purposes of this section, the term ‘possession
of the United States’ does not include the Commonwealth of Puerto
Rico, the Virgin Islands of the United States. or Guam.”.

(3) Subsections (d). (e), and (f) of seetion 931 are cach
amended by striking out “persons”™ each place it appears and
inserting in lien thereof “a citizen of the United States”™.

(d) AmexpmesTs 0F SECTioON 901.—

(1) Seection 901(d) (relating to certain corporations treated as 26 USC 901.
foreign corporations) is amended to read as follows:

“(d) TrearsenT or Divinexps Froym A DISC or Forver DISC.—
For purposes of this subpart, dividends from a DISC or former DISC

AG-184 N—7TR—nt 2— __19
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(as defined in section 992(a)) shall be treated as dividends from a
foreign corporation to the extent such dividends are treated under
) part 1 as income from sources without the United States.”. /

26 USC 901. (2) Section 901 (relating to taxes of foreign countries and
possessions of the United States) is amended by redesignating
subsection (g) as (h) and by inserting after subsection (f) the
following new subsection:

“(g) Cerrary Taxes Pamn Wrrn Reseecr to Distrizvrions Fro
Possessions CORPORATIONS.—

*(1) Iy Geveran.—For purposes of this chapter, any tax of a
foreign country or possession of the United States which is paid
or acerued with respeet to any distribution from a corporation,
to the extent that such distribution is attributable to periods dur-
ing which such corporation is a possessions corporation, shall not
be treated as income, war profits, or excess profits taxes paid or
accrued to a foreign country or possession of the United States,
and no deduction shall be allowed under this title with respect to
any amount so paid or acerned.

“(2) Possessions corrorarion.—Ior purposes of paragraph
(1), a corporation shall be treated as a possessions corporation

Ante, p. 1643. for any period during which an eleetion undler section 936
applied to such corporation or during which section 931 (as in
effect on the day before the date of the enactment of the Tax
Reform Aect of 1976) applied to such corporation.”

26 USC 904. (e) AsENvaENT OF SECTION 904(b).—Section 904 &}j’) (as amended

Ante, p. 1629. by sections 1031 and 1034 (a) of this Act) is amended by adding at the

end thereof the following new paragraph:

*(4) CoorpINATION WITH SECTION ois.—For purposes of sub-
section (al), in the case of a corporation, the taxable income shall
not include any portion thereof taken into account for purposes
of the credit (if any) allowed by section 936.”

(f) Dwvmexps Recrivep Depverion ALLowen.—

26 USC 243. (1) Seetion 243(b) (1) (defining qualifying dividends) is
amended by adding “either” at the end of subparagraph (A), by
striking out the period at the end of subparagraph (B) (ii) and
inserting in lien thereof a comma and “or”, and by adding at the
end thereof the following new subparagraph:

“(C) such dividends are paid by a corporation with respect
to which an election under seetion 936 is in efleet for the tax-
able year in which such dividends are paid.”.

26 USC 243. (2) Section 243(h) (5) (defining affiliated group) is amended
by inserting “. 1504(b) (4).” immediately after “1504(h) (2)".
26 USC 246. (3) Section 246(a) (relating to dividends from certain corpo-

rations) is amended to read as follows:

“(a) Denverroxy Nor Arrowen ror Divinexns Froy Cerrarx Cor-
roraTions.—The deductions allowed by sections 243, 244, and 245
shall not. apply to any dividend from a corporation which. for the
taxable year of the corporation in which the distribution is made. or
for the next preceding tuxable year of the corporation. is a corporation
exempt from tax under section 501 (relating to certain charitable,
ete.. organizations) or section 521 (relating to farmers™ cooperative
associations).”

26 USC 1504. (g) Coxsormaren Rervny Trearsext.—Section 1504 (h) (4) (de-
fining includible corporation) is amended to read as follows:
*(4) Corporations with respect to which an election under see-
tion 936 (relating to possession tax eredit) is in effect for the tax-
able year.”
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(h) Coxromysine AMENDMENTS—

(1) Seetion 48(a)(2)(B) (vii) (relating to definition of sec-
tion 38 property) is amended by striking out *(other than a
corporation entitled to the henefits of section 931 or 934(h))”
and inserting in lieu thereof the following : = (other than a corpo-
ration which has an election in effeet under section 936 or which
is entitled to the benefits of section 934(b))”. )

(2) Paragraph (2) of subsection 116(b) (relating to certain
dividends excluded from partial exclusion of dividends received
by individuals) is amended to read as follows:

*(2) a corporation which, for the taxable year of the corpo-
ration in which the distribution is made, or for the next preceding
taxable year of the corporation, is a corporation exempt from tax
under section 501 (relating to certain charitable, ete., organiza-
tions) or seetion 521 (relating to farmers’ cooperative associa-
tions) ; or™.

(3) Section 8361(a)(2)(A) (relating to income from sources
within the United States) is amended by striking out "other than
a corporation entitled to the benefits of section 931.” and inserting
in licn thereof the following: “other than a corporation which has
an election in effect under section 936,7.

(4) Section 6091(b) (2) (13) (i1) (relating to place of filing for
corporations) is amended by striking out “section 931 (relating
to income from sources within possessions of the United States).”
and inserting in lieu thereof the following : “section 936 (relating
to possession tax credit),”.

(1) Errecrive Date.—

(1) Except as provided by paragraph (2), the amendments
made by this section shall apply to taxable yvears beginning after
December 31, 1975, except that “qualified possession source imvest-
ment income” as defined in section 936(d) (2) of the Internal
Revenne Code of 1954 shall include income from any source out-
side the United States if the taxpayer establishes to the satisfac-
tion of the Seeretary of the Treasury or his delegate that the
income from such sources was earned before October 1, 1976.

(2) The amendment made by subscetion (d) (2) shall not apply
to any tax imposed by a possession of the United States with
respect to the complete liguidation occurring before January 1.
1979, of a corporation to rlhe extent that such tax is attributable
to earnings and profits accumulated by such corporation during
periods ending before January 1, 1976.

SEC. 1052. WESTERN HEMISPHERE TRADE CORPORATIONS.

(a) Praseour or Srecran Depveriox vor Wesrery Hesyiseaere
Trape Corrorarions.—Section 922 (special deduction for Western
Hemisphere trade corporations) is amended by adding at the end
thereo} the following new subsection: ]

“(b) Pmaseorr or Depveriox.—In the case of a taxable year
beginning after December 31, 1975, and before January 1, 1980, the
pereent specified in subsection (a) (2) (A) shall be (in lien of 14 per-
cent) the percent specified in the following table:

“For a taxable year The percentage
beginning in— shall be—
SO0 Cotsraeeet - s o st ain ol L omvBEe R 11
2L Tt SR n FE S NS e R Yot | SR VR | (R e 1 W T N
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(b) Repearn or Westery Hemiseurre Trave Corvoratiox DEenuve-
110N ForR TAXABLE YEARs BEcINNiNG ArTER 1979.—Subpart C of part
IIT of subchapter N of chapter 1 (relating to Western Hemisphere

26 USC 921, trade corporations) is hereby repealed.

922. (¢) CONFORMING AMENDMENTS,—

26 USC 922, (1) The first sentence of section 922 (relating to special deduc-
tion) is amended by striking out “In the case of” and inserting
in lieu thereof the following:

“(a) Gexeran Rvie—In the case of™.

26 USC 170. (2) Seetion 170(b)(2) (relating to percentage limitations on
charitable contributions in the ease of corporations) is amended
by adding “and™ at the end of subparagraph (C). by striking
out subparagraph (D). and by redesignating subparagraph (E)
as subparagraph (D).

26 USC 172. (3) Section 172(d) (relating to modifications for purposes of
the net operating loss deduction) is amended by striking out para-
graph (5) and by redesignating paragraph (6) as paragraph (5).

Repeal. (4) Subsection (g) of section 907 1s hereby repealed.
gg Hgg ?%3 (5) Seection 1503 (relating to computation and payment of tax

in the case of consolidated returns) is amended by striking out
subsection (b) and by striking out “(a) Gexeran Rurne—",

26 USC 6091. (6) Section 6091(b)(2)(B)(ii) (relating to place for filing
returns of corporations) is amended to read as follows:
Ante, p. 1643, “(i1) corporations which claim the benefits of section 936

(relating to possession tax credit), and”™.
(7) The table of subparts for part TIT of subchapter N of
chapter 1 is amended by striking out the item relating to sub-

part C.
26 USC 922 (d) Errective Dares.—The amendments made by subsection (a)
note. and paragraph (1) of subsection (c¢) shall apply with respect to tax-

able years beginning after December 31, 1975, The amendments made
by subsection (b) and by subsection (c¢) (other than paragraph (1))
shall apply with respect to taxable years heginning after December 31.

1979,
SEC. 1053. REPEAL OF PROVISIONS RELATING TO CHINA TRADE ACT
CORPORATIONS.
26 USC 941. (a) Pnasgour oF Secrion 941.—Section 941 (relating to special

deductions for China Trade Act corporations) is amended by adding
the following new subsection:

“(d) Praseour or Depverion.—In the case of a taxable vear begin-
ning after December 31, 1975, and before January 1, 1978, the amount
of the special deduction under subsection (a) (determined without
regard to this subsection) shall be reduced by the percentage reduc-
tion specified in the following table:

“For a taxable year The percentage re-
beginning in— duction shall be—
W e T T 3314
: - o A SRR T T e S a5 6624,"
26 USC 943. (b) PuaseouT oF SEcTioN 943.—Section 943 (relating to the exclu-

sion of certain dividends to residents of Formosa or Hong Kong? is
amended by adding at the end thereof the following new sentence : “In
the ease of a taxable year beginning after December 31, 1975, and
before January 1, 1978, the amount. of the distributions which are
excludable from gross income under this section (determined without
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regard to this sentence) shall be reduced by the percentage reduction
specified in the following table:

“For a taxable year The percentage re-
beginning in— duction shall he—

i s SRt S S E A R SN 83%

o PR S e e e S L S e s 3 T T, 6624

(¢) Rerean.—Subpart E of part IIT of subchapter N of chapter 1
(relating to China Trade Act corporations) is hereby repealed.

(d) TecaN1caL AxD CONFORMING A MENDMENTS,—

(1) Section 116(b) is amended by striking out paragraph (1)
and redesignating parvagraphs (2) and (3) as paragraphs (1)
and (2), respectively.

(2) Section 1504 (b) is amended by striking out paragraph (5).

(3) Section 6072 is amended by striking out subsection (e).

(4) Section 6091(b)(2)(B)(ii) is amended by striking out
the comma after “trade corporations)” and inserting in lien
thereof “or™ and by striking out “or section 941 (relating to the
special deduetion for China Trade Act corporations),”.

(5) The table of subparts for part IIT of subchapter N of
chapter 1 is amended by striking out the item relating to sub-
yart I.

(el) Errecrive Dates.—The amendments made by subseetions (a)
and (b) shall apply with respect to taxable years beginning after
December 31, 1975, The amendments made by subsections (¢) and (d)
shall apply with respect to taxable years beginning after Decem-
ber 31, 1977.

PART VI—DENIAL OF CERTAIN TAX BENEFITS FOR
COOPERATION WITH OR PARTICIPATION IN INTER-
NATIONAL BOYCOTTS AND IN CONNECTION WITH THE
PAYMENT OF CERTAIN BRIBES

SEC. 1061. DENIAL OF FOREIGN TAX CREDIT.

_ (a) In Geseran.—Subpart A of part IIT of subchapter N (relat-
ing to income from sources without the United States) 1s amended by
adding at the end thereof the following new section:

“SEC. 908. REDUCTION OF CREDIT FOR PARTICIPATION IN OR CO-
OPERATION WITH AN INTERNATIONAL BOYCOTT.

“(a) In GeneraL.—If a person, or a member of a controlled group
(within the meaning of section 993(a) (3)) which includes such per-
son, participates in or cooperates with an international boyeott during
the taxable year (within the meaning of section 999(b) ), the amount,
of the credit allowable under section 901 to such person, or under sec-
tion 902 or 960 to United States shareholders of such person, for for-
eign taxes paid during the taxable year shall be reduced by an amount
equal to the product of—

“(1) the amount of the credit which, but for this section, would
be allowed under section 901 for the taxable year, multiplied by

“(2) the international boycott factor (determined under sec-
tion 999).

“(bg Arruicarion Wirn Secrions 275(a) (4) anp 78.—Section 275
(a) (4) and section 78 shall not apply to any amount of taxes denied
credit under subsection (a).”

90 STAT. 1649
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90 STAT. 1650 PUBLIC LAW 94-455—0CT. 4. 1976

(h) Crericar, Asexnyest.—"The table of seetions for such subpart
is amended by adding at the end thereof the following new item:
“See, 908, Reduction of eredit for participation in or cooperation with
an international hoyeott.”
SEC. 1062. DENIAL OF DEFERRAL OF INTERNATIONAL BOYCOTT
AMOUNTS.
26 USC 952. (a) Dextar, oF Dererrar.—Section 952(a) (relating to general
definition of subpart I income) is amended—
(1) by striking out *“and™ at the end of paragraph (1).
(2) by striking out the period at the end of paragraph (2) and
inserting in lien thereof a comma, and the word “and”, and
(3) by adding at the end thereof the following new paragraph:
#(3) an amount equal to the product of—
“(A) the income of such corporation other than income
which—
“(i) is attributable to earnings and profits of the
foreign corporation included in the gross income of a
United States person under section 951 (other than by
reason of this paragraph). or
“(11) is deseribed in subsection (b)),
multiplied by
“(B) the international boyeott factor (as determined
Infra. under section 999)."
SEC. 1063. DENTAL OF DISC BENEFITS.
(a) IntervaTioNan Bovcorr Acrivity.—Subparagraph (D) of
26 USC 995. section 995(b) (1) (relating to distributions in qualified vears) is
amended to read as follows:
“(D) the sum of—
*(1) one-half of the excess of the taxable income of the
DISC for the taxable year. before reduction for any dis-
tributions during the year, over the sum of the amounts
deemed distributed for the taxable year under subpara-
graphs (A), (B).and (C').and
“(i1) an amount equal to the amount determined under
clause (i) multiplied by the international boycott factor
determined under section 999, and™.
SEC. 1064. DETERMINATIONS AS TO PARTICIPATION IN OR COOPERA-
TION WITH AN INTERNATIONAL BOYCOTT.
(a) Ix GeneraL.—Subchapter N of chapter 1 (relating to tax based
on income from sources within or without the United States) is
amended by adding at the end thereof the following new part:

“PART V—INTERNATIONAL BOYCOTT
DETERMINATIONS

“Hee, 999, Reports by taxpayers ; determinations,
26 USC 999. “SEC. 999. REPORTS BY TAXPAYERS; DETERMINATIONS.
“(a) InTERNATIONAL Bovycorr Reports By TAXPAYERS.—

“(1) Rerorr rEQuirep.—If any person, or a member of a con-
trolled group (within the meaning of section 993(a) (3)) which
includes that person, has operations in, or related to—

“(A) a country (or with the government, a company, or a
national of a country) which is on the list maintained hy the
Secretary under paragraph (3), or
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“(B) any other country (or with the govermment, a com-
pany, or a national of that country) in which such person or
such member had operations during the taxable year if such
person (or, if such person is a foreign corporation, any
United States shareholder of that corporation) knows or has
reason to know that participation in or cooperation with an
international boycott is required as a condition of doing busi-
ness within such country or with such government, company,
or national, 4 )

that person or shareholder (within the meaning of section i
951(b)) shall report such operations to the Secretary at such 20 USC 951.
time and in such manner as the Secretary prescribes, except that

in the case of a foreign corporation such report shall be vequired

only of a United States shareholder (within the meaning of such

section) of such corporation.

“(2) PARTICIPATION AND COOPERATION ! REQUEST ‘I‘II}:IN-II-‘('JR.—’A
taxpayer shall report whether he, a foreign corporation of which
he 1s a United States shareholder, or any member of a controlled
group which includes the taxpayer or such foreign corporation
has participated in or cooperated with an international boycott
at any time during the taxable year, or has been requested to
participate in or cooperate with such a boycott, and, if so, the
nature of any operation in connection with which there was par-
ticipation in or cooperation with such boycott (or there was a
l'er.!uest to participate or cooperate). -

“(3) Lisr 1o pe Mmaintainep.— The Secretary shall maintain
and publish not less frequently than quarterly a current list of
countries which require or may require participation in or
cooperation with an international boyeott (within the meaning
of subsection (b) (3)).

“(b) Parricreation 1x or Cooreration Wirn ax INTERNATIONAL
Boycorr.—

“(1) Generar rure—If the person or a member of a con-
trolled group (within the meaning of section 993(a) (3)) which
includes the person participates in or cooperates with an inter-
national boyeott in the taxable year, all operations of the tax-
payer or such group in that country and in any other country
which requires participation in or cooperation with the hoyeott
as a condition of doing business within that country. or with the
government, a company, or a national of that country. shall be
treated as operations in connection with which such participation
of cooperation occurred, except to the extent that the person
can clearly demonstrate that a particular operation is a clearly
separate and identifiable operation in connection with which

there was no participation in or cooperation with an international
boycott.

*(2) SPrCIAL RULE—

“(A) Noxpoveorr orerarions—.N\ clearly separate and
identifinble operation of a person. or of a member of the
controlled group (within the meaning of section 993 (a) (3))
which includes that person, in or related to any country
within the group of countries referred to in paragraph (1)
shall not be treated as an operation in or related to a group
of countries associated in carrying out an international
boyeott if the person can clearly demonstrate that he, or that
such member. did not participate in or cooperate with the
international boycott in vonnection with that operation.
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“(B) SEPARATE AND IDENTIFIABLE OPERATIONS.—A taxpayer
may show that different operations within the same country,
or operations in different countries, are clearly separate and
identifiable operations.

“(3) DEFINITION OF BOYCOTT PARTICIPATION AND COOPERATION.—
For purposes of this section, a person participates in or cooperates
with an international boycott if he agrees—

“gA.) as a condition of doing business directly or indi-
rectly within a country or with %he government, a company,
or a national of a country—

*(i) to refrain from doing business with or in a
country which is the object of the boycott or with the
government, companies, or nationals of that country;

“(ii) to refrain from doing business with any Unite,
States person engaged in trade in a country which is the
object of the boycott or with the government, companies,
or nationals of that country;

“(iii) to refrain from doing business with any
company whose ownership or management is made up,
all or in part, of individuals of a particular nationality,
race, or veligion, or to remove (or refrain from
selecting) corporate directors who are individuals of
a particular nationality, race, or religion; or

‘(iv) to refrain from employing individuals of a
particular nationality, race, or I'EEgi011: or

“(B) as a condition of the sale of a product to the
%Overnment, a company, or a national of a country, to refrain

rom shipping or insuring that product on a carrier owned,
leased, or operated by a person who does not participate in or
cooperate with an international boycott (within the meaning
of subparagraph (A)).

“Y—L) CoMPLIANCE WITH CERTAIN LAWS.—This section shall not
apply to any agreement by a person (or such member)—

Y : /

“(A) to meet requirements imposed by a foreign country
with respect to an international boycott if United States law
or regulations, or an Executive Order, sanctions participation
in, or cooperation with, that international boycott,

“(B) to com(f)ly with a prohibition on the importation of

s produced in whole or in part in any country which is
the object of an international boycott, or

“(CS to comply with a )1'011i¥:iti011 imposed by a country
on the exportation of products obtained in such country to
any country which is the object of an international boycott.

“(e) InTErNATIONAL Bovcorr Factor—
“(1) INTERNATIONAL BOYCOTT FACTOR—For purposes of sec-

Ante, pp. 1649, tions 908(a), 952(a)(3), and 995(b)(3), the international
1650. boycott factor is a fraction, determined under regulations pre-
Post, p. 1655. seribed by the Seeretary, the numerator of which reflects the

world-wide operations of a person (or, in the case of a controlled
26 USC 993. group (within the meaning of section 993 (a) (3)) which includes

that person, of the group) which are operations in or related to a
group of countries associated in carrying out an international
boycott in or with which that person or a member of that con-
trolled group has participated or cooperated in the taxable year,
and the denominator of which reflects the world-wide operations
of that person or group.
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“(2) SPECIFICALLY ATTRIBUTABLE TAXES AND INcoME—If the
taxpayer clearly demonstrates that the foreign taxes paid and
income earned for the taxable year are attributable to specific oper-
ations, then, in lien of applying the international boycott factor
for such taxable year, the amount of the credit disallowed under
section 908(a), the addition to subpart F income under section
952(a) (3), and the amount of deemed distribution under section
995(b) (1) (D) (ii) for the taxable year, if any, shall be the

amount specifically attributable to the operations in which there
was participation in or cooperation with an international boycott
under section 999 (b) (1). -

“(3) Worrp-wine opErATIONS.—For purposes of this subsection,
the term ‘world-wide operations’ means operations in or related
to countries other than the United States.

“(d) Derermivations Wit Respect o Parricurar QPERATIONS.—
Upon a request made by the taxpayer, the Secretary shall issue a
determination with respect to whether a particular operation of a
person, or of a member of a controlled group which includes that
person, constitutes participation in or cooperation with an inter-
national boycott. The Secretary may issue such a determination in
advance of such operation in cases which are of such a nature that an
advance determination is possible and appropriate under the circum-
stances. If the request is made before the operation is commenced, or
before the end of a taxable year in which the operation is carried out,
the Secretary may decline to issue such a determination before close
of the taxable year.

“(e) ParricipatioN or CooPERATION BY RELATED PERsoNs.—If a per-
son controls (within the meaning of section 304(c)) a corporation—

= (1) Earticipntion in or cooperation with an international
boycott by such corporation shall be presumed to be such partic-
ipation or cooperation by such person, and
“(2) participation in or cooperation with such a boycott by
such person shall be presumed to be such participation or coopera-
tion by such corporation.
_ “(f) Wirnrun Faiwvre o Revorr.—Any person (within the mean-
ing of section 6671 (b)) required to report under this section who will-
fully fails to make such report shall, in addition to other penalties
provided by law, be fined not more than $25,000, imprisune(l) for not
more than one year, or both.”.
 (b) Crerrcar. AmexpMENT.—The table of parts for such subchapter
is amended by adding at the end thereof the following new item :

“Part V. Infernational boycott determinations.”

SEC. 1065. FOREIGN BRIBES,
() Desian oF DEFERRAL.—
. (1) CoNTROLLED FOREIGN CORPORATIONS.—Section 952(a) (relat-
ing to general definition of subpart F income) is amended—

A; by striking out “and” at the end of paragraph (2),

(B) by striking out the period at the end of paragraph
(3) and inserting in lieu thereof a comma and the word
“and”, and

(C) by adding at the end thereof the following new
aragraph:

“(g) he sum of the amounts of any illegal bribes, kickbacks,

or other payments (within the meaning of section 162(c)) paid

by or on behalf of the corporation during the taxable year of

90 STAT. 1653
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the corporation directly or indirectly to an official, employee,
or agent in fact of a government.”

(2) DISC’s—Subparagraph (D) of section 995(b) (1) (relat-
ing to distributions in qualified years) is amended—

(A) by striking out “and” at the end of clause (i),
1(B} by adding at the end thereof the following new
clause:
“(iii) any illegal bribe, kickback, or other gmyment
(within the meaning of section 162(¢)) paid by or on
behalf of the DISC directly or indirectly to an official,
employee, or agent in fact of a government, and”.

(b) Briees Nor To Repuce Foreren EarNines aNp ProrFrrs.—Sec-
tion 964(a) (relating to earnings and profits of foreign corpora-
tions) is amended by adding at the end thereof the following
sentence: “In determining such earnings and profits, or the deficit
in such earnings and pl'oits, the amount of any illegal bribe, kick-
back, or other payment (within the meaning of section 162((2)
shall not be taken into account to decrease such earnings and profits
or to increase such deficit.”.

SEC. 1066. EFFECTIVE DATES.

(a) InTERNATIONAL BoYCOoTTS.—

(1) Gexerar ruLE—The amendments made by this part (other
than by section 1065) apply to participation in or cooperation
with an international boycott more than 30 days after the date of
enactment of this Act.

(2) Existing conTrRACTS.—In the case of operations which con-
stitute Earticiﬁatinn in or cooperation with an international boy-
cott and which are carried out in accordance with the terms of a
binding contract entered into before September 2, 1976, the amend-
ments made by this part (other than by section 1065) apply to
such participation or cooperation after December 31, 1977.

(b) ForereN Brinrs—The amendments made by section 1065 apply
to payments described in section 162(c¢) of the Internal Revenue Code
of 1954 made more than 30 days after the date of enactment of this Act.

SEC. 1067. REPORTS BY SECRETARY.

(a) Rerorrs To THE CoNGRESS.—As soon after the close of each
calendar year as the data become available, the Secretary shall trans-
mit a report to the Committee on Ways and Means of the House of
Representatives and to the Committee on Finance of the Senate setting
forth, for that calendar year—

(1) the number of reports filed under section 999(a) of the
Internal Revenue Code of 1954 for taxable years ending with or
within such taxable year,

(2) the number of such reports on which the taxpayer indicated
international boycott participation or cooperation (within the
meaning of section 999 (b) (3) of such Code), and

(3) a detailed description of the manner in which the provisions
of such Code relating to international boycott activity have been
administered during such calendar year.

(b) Inrriar List.—The Secretar ofy the Treasury shall publish an
initial list of those countries which may require participation in or
cooperation with an international boycott as a condition of doing
business within such country, or with the government, a company, or a
national of such country (within the meaning of section 999(b) of
tl}et{lr_lte‘;n:l Revenue Code of 1954) within 30 % ys after the enactment
of this Act.
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TITLE XI—AMENDMENTS AFFECTING
DISC

SEC. 1101. AMENDMENTS AFFECTING DISC.

90 STAT. 1655

(a) In GenerarL.—Section 995 (relating to taxation of DISC 26 USC 995.

income to shareholders) is amended—

_ (1) in paragraph (1) of subsection (b) thereof, by redesignat-
ing subparagraphs (D) and QE) as subparagraphs (F) and (G),
respectively, by striking out “and (C)” in subparagraph (F) (as
so redesignated) and inserting in lieu thereof “(C), (D), and
(E)”, and by inserting after subparagraph (C) the following new
subparagraphs:
“(D) 50 percent of the taxable income of the DISC for the
taxable year attributable to military property,
“(E) the taxable income for the taxable year attributable
t(o b)n.?,e period export gross receipts (as defined in subsection
e)) s
(2) i)n pzzragraph (2) (B) of subsection (b) thereof, by striking
out “more than the number” and inserting in lieu thereof “more
than twice the number”;
(3) by adding at the end of subsection (b) thereof the follow-
ing: new paragraph:
“(8) TAXABLE INCOME ATTRIBUTABLE TO MILITARY PROPERTY.—
“(A) In eENEraL—For purposes of paragraph (1) &D),
taxable income of a DISC for the taxable year attributable to
military property shall be determined by only taking into
account—
“(i) the gross income of the DISC for the taxable
year which is attributable to military property, and
“(ii) the deductions which are properly apportioned
or allocated to such income.
“(B) Mivrrary prorerTY.—For purposes of subparagraph
(A), the term ‘military property’ means any property which
is an arm, ammunition, or implement of war designated in
the munitions list published pursuant to the Military Security
Act of 1954 (22 U.S.C. 1934).”; and
(4) by adding at the end thereof the following new
subsections:
“(e) DeriNrrions ANp Specian Rures Revaring mo CoMPUTATION

oF Taxapre IncomME ATTRIBUTABLE TO Base Prriop Exrorr Gross
REecErers—

“(1) TAXABLE INCOME ATTRIBUTABLE TO BASE PERIOD EXPORT
GROSS RECEIPTS.—For purposes of this section, the taxable income
attributable to base period export sroas receipts shall be an
amount equal to that portion of the adjusted taxable income of a
DISC which—

“(A) the amount of the adjusted base period export gross
receipts, bears to

“(B) the amount of the export gross receipts of the DISC
for the taxable year.

“(2) ApJUSTED TAXABLE INCOME.—For purposes of this section,
the term ‘adjusted taxable income’ means the income of a
DISC for the taxable year, reduced by the amounts described in
subtpam(g{)r)aphs (A), (B), (C),and (D) of paragraph (1) of sub-
section (b).
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“(3) ADJUSTED BASE PERIOD EXPORT GROSS RECEIPTS.—For
purposes of this section, the term ‘adjusted base period export
gross receipts’ means 67 percent of the average of the export gross
receipts of the DISC for taxable years during the base period (as
defined in paragraph (5)). For purposes of the preceding sen-
tence, if any property would not qualify during the taxable year
as export property by reason of section 993(c) (2), gross receipts
from such property shall be excluded from export gross receipts
during the taxable years in the base period. ] .

“(4) Exrorr Gross RECEIPTS.—For purposes of this section, the
term ‘export gross receipts’ means—

“(A) qualified export receipts described in subparagraphs
l()A), (B), (C), (G), and (H) of section 993 (a) (1), reduced

I"“(B) 50 percent of such qualified export receipts which
?ie zE.ttri%utable to military property (as defined in subsection
3 ’

“(5) )Ba)sj(a Pl)nr)uon.——For urposes of paragraph (3)—

“(A) for any taxable year beginning before 1980, the base
period shall be the taxable years beginning in 1972, 1973,
1974, and 1975, and

“(B) for any taxable year beginning in any calendar year
after 1979, the base period shall be the taxable years begin-
ning in the fourth, fifth, sixth, and seventh calendar years
preceding such calendar year.

“(6) No pase periop YEaArR.—If a DISC did not have a taxable
year beginning in a calendar year specified in paragraph (5),
then, for purposes of computing the adjusted base period export
gross receipts, such DISC is deemed to have a taxable year and
exgort gross receipts of zero for that year.

(7) Swuorr Taxapre yEar.—The Secretary shall preseribe such
regulations as he deems necessarﬁ with respect to a short taxable
year for purposes of computing base period export gross receipts
of a DISC, or a short taxable year in which deemed distributions
(as described in subsection (b)) are made, including the circum-
stances under which the short taxable year shall be annualized,
and the proper method of annualization.

“(8) ControLLED GrROUP.—If more than one member of a con-
trolled group (as defined in section 993(a) (3)) for the taxable
year qualifies as a DISC, then subsection (b) 3 1) (E), this sub-
gection, and subsection (f) shall each be applied in a manner pro-
vided by regulations prescribed by the Secretary by a ating
the export gross receipts and taxable income of such DISCs for
the taxable year and by aggregating the export gross receipts of
such DISCs for each taxable year in the base period.

“(9) SPECIAL RULE WHERE THE OWNERSHIP OF DISC STOCK AND
THE TRADE OR BUSINESS GIVING RISE TO EXPORT GROSS RECEIPTS OF
THE DISC ARE SEPARATED.—

“(A) I~ eeNerAL—If, at any time after the beginning of
the base period, there has been a separation of the ownership
of the stock in the DISC from the ownership of the trade or
business which (durinf)the base period) produced the export
gross receipts of the DISC, then the persons who own the
trade or business during the taxable year shall be treated as
ha had additional export gross receipts during the base
period attributable to such trade or business.
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“(B) Exceprions.—Subparagraph éA) shall not apply—
“(i) where the stock in the DISC and the trade or busi-
ness are owned throughout the taxable year by members

of the same controlled group, and )
“(ii) to the extent that the taxpayer’s ownership of
the stock in the DISC for the taxable year is propor-
tionate to his ownership during the taxable year of the

trade or business.
%(10) DISC BASE PERIOD ATTRIBUTED THROUGH SHAREHOLDERS IN
CERTAIN CASES.—

“(A) In gENerAL—If—

‘(i) any person owns 5 percent or more of the stock
of a DIS(; &eereinafter in this paragraph referred to as

‘first DISC’), and

“(ii) such person at any time during the base period
of the first DISC owned 5 percent or more of the stock of

a second DISC,
then, to the extent provided in such regulations as the Sec-
retary may prescribe to 1;)n'eveni: circumvention of the
application of subsection (b) é]l (E), an amount equal to
such shareholder’s share of the base period export gross
receipts of the second DISC shall be added to the base period
exgort gross receipts of the first DISC.

B) OwnEersHIP OF 8TOCK.—For ﬁnrpoaes of subpara-
graph (A), the ownership of stock shall be determined under
section 318,

“(f) SmarL DISCs.—

“(1) ADJUSTED TAXABLE INCOME OF $100,000 OR LESS.—If a
DISC has adjusted taxable income of $100,000 or less for a tax-
l:n]:iluia1 year, subsection (b) (1) (E) shall not apply with respect to
such year.

“(2) Seeciar ruLe—If a DISC has adjusted taxable income of
more than $100,000 for a taxable year, then the amount taken into
account under subsection (b) (lﬁ%) shall be deemed to be an
amount equal to the excess (if any) of—

“(A) the amount which would (but for this paragraph)
be taken into account under subsection (b% (1) (E), over
“(B) twice the excess (if any) of $150,000 over the
adjusted taxable income.
“(g) Cerrary Transrers oF DISC Assers.—If—

“(1) a corporation owns, directly or indirectly, all of the stock
ofa subsidiar{:lnd a DISC

“(2) the subsidiary has been engaged in the active conduct of
a trade or business (within the meaning of section 355(b))
throughout the 5-year period ending on the date of the transfer
and continues to be so ged thereafter, and

“(8) during the taxable year of the subsidiary in which its
stock 1s transterred and its preceding taxable year, such trade or
business gives rise to qualified export receipts of the subsidiary
and the DISC,

then, under such terms and conditions as the Secretary by regulations
shall prescribe, transfers of assets, stock, or both, will be deemed to be
& reorganization within the meaning of section 368, a transaction to
which section 355 applies, an exchange of stock to which section 351
Sﬂﬂies, or a combination thereof. The preceding sentence shall apply
enly to the extent that the transfer or transfers involved are for the
purpose of preventing the separation of the ownership of the stock in

90 STAT. 1657
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the DISC from the ownership of the trade or business which (durin
the base period) produced bﬁe export gross receipts of the DISC.

(b) AmeEnpMENT OF SECTION 993 (¢) (2).—Section 993 (c) (2) (relat-
ing to property excluded from export property) is amended—

fl by striking out “or” at the end of subparagraph (B), and

by striking out “under section 611" in subparagraph (C)
and inserting in lieu thereof “under section 613 or 613A".
¢) AmeENDMENTS T0 SECTION 993 (d).—Section 993(d) (relating to
definition of producer’s loans) is amended—

(1) by inserting in paragraph (1)(C) immediately after
“export property”, the following : “determined without regard to
subparagraph (C) or (D) of subsection (¢) (2),".

2) by inserting in paragraph (2) immediately after “of prop-
erty which would be export property” the following: “(deter-
mined without regard to subparagraph (C) or (D) of subsection

e)(2))™.
(dg )R(Egﬂ?ﬂm oF AccumuraTep DISC Ixcome on DisrosrTioN oF
Stock 1x A DISC or Foryer DISC.—
(8 Section 9956 (c) is amended to read as follows:
“(e) Gary ox DisposiTiON OF STOCK 1N A DISC.—
“(1) I~ cEnNERAL—If—
“éA) a shareholder disposes of stock in a DISC or former
DISC any gain recognized on such disposition shall be
included in gross income as a dividend to the extent provided
in paragraph (2),

“(B) stock of a DISC or former DISC is disposed of in
a transaction in which the separate corporate existence of the
DISC or former DISC is terminated other than by a mere
change in place of organization, however effected, any gain
realized on the disposition of such stock in the transaction
shall be recognized notwithstanding any other provision of
this title to the extent provided in paragraph (2) and to
the extent so recognized shall be included in gross income as
a dividend, or

“(C) a shareholder distributes, sells, or exchanges stock
in a DISC or former DISC in a transaction to which sec-
tion 311, 336, or 337 applies, then an amount equal to the
excess of the fair market value of such stock over its adjusted
basis in the hands of the shareholder shall, notwithstandin,
any provision of this title, be included in gross income o
the shareholder as a dividend fo the extent provided in
paragraph (2).

“(2) Amount invoLupep.—The amounts described in paragraph
(1) shall be included in gross income as a dividend to the extent
of the accumulated DISC income of the DISC or former DISC
which is attributable to the stock disposed of and which was
accumulated in taxable years of such corporation during the
period or periods the stock disposed of was held by the shareholder
which disposed of such stock.”

(2) INTEREST IN A PARTNERSHIP HOLDING STOCK IN A DISC.—
The last sentence of section 751 (¢) (relating to unrealized receiv-
ables) is amended—

(A) by strikinﬁ out “(as defined in section 617(f)(2)),”
and inserting in lieu thereof %15 defined in section 617 (f
(2), stock in a DISC (as described in section 992(a)),” an

QB) by striking out “617(d) (1), 1245(a),” and inserting
in lieu thereof “617(d) (1), 995(c), 1245(a),”.
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(e) Ruses ¥or Arrocaring Distrmsurions Mape To Mrer Quavt-
FIcaTION REQUIREMENTS.—Paragraph (2) of section 996(5% (relating
to rules for actual distributions and certain deemed distributions) is
amended by adding at the end thereof the following new sentence:
“In the case of any amount of any actual distribution made pursuant
to section 992 (¢) which is required to satisfy the condition of section
992(a) (1) (A), the preceding sentence shall apply to one-half of such
amount, and Pamgmph (1) shall apply to the remaining one-half of
such amount.’

(f) AmexpmeNnT OoF SEcTION 603(b) oF Tax Repucrion Acr oF
1975.—Section 603 (b) of the Tax Reduction Act of 1975 (relating to
effective date) is amended to read as follows:

“(b) ErrectivE DaTES.—

“(1) I~ eeneraL.—Except as provided in paragraph (2), the
amendments made by subsection (a) shall apply to sales,
exchanges, and other dispositions made after March 18, 1975, in
taxable years ending after such date.

“(2) Binpine coNTRACT.—The amendments made by subsection
(a) shall not apply to sales, exchanges, and other dispositions
made after Ma.rcﬁ 18, 1975, but before March 19, 1980, if such
sales, exchanges, and other dispositions are made pursuant to a
fixed contract. The term ‘fixed contract’ means a contract which
was, on March 18, 1975, and is at all times thereafter binding on
the DISC or a taxpayer which was a member of the same con-
trolled group (within the meaning of section 993(a) (3) of the
Internal Revenue Code of 1954) as the DISC, which was entered
into after the date on which the DISC qualified as a DISC and
the DISC and the taxpayer became members of the same con-
trolled group, and under which the price and quantity of the
products sold, exchanged, or otherwise disposed of cannot be
increased.”

(g) Errecrive DaTes.—

(1) For susskcrioNs (a) AND (Bf —The amendments made by
subsections (a) and (e) apply to taxable years beginning
after December 31, 1975.

(2) For susseorionN (b).— The amendments made by subsection
(b) shall apply to sales, exchanges, and other dispositions made
after March 18, 1975, in taxable years ending after such date.

(3) For sussectioNs (¢) anxp (f).—The amendments made by
subsections (¢) and (f) shall apply to taxable years ending after
March 18, 1975.

(4) For sussectioN (d).—The amendments made by subsection
(d) shall apply to sales, exchanges, or other dispositions after
December 31, 1975, in taxable years ending after such date.

(5) PRORATION OF BASE PERIOD IN CASE OF FIXED CONTRACTS.—
For purposes of determining adjusted base period export gross
receipts (under section 995(e) (3) of the Internal Revenue %ode
of 1954, as amended by this section), if any DISC has export
gross receipts from export property by reason of paragraph (2)
of section 603(b) of the Tax uction Act of 1975, then the
export gross receipts of such DISC for the taxable years of the
base period shall be increased by an amount equal to the amount
of gross receipts which were excluded from export gross receipts
during each taxable year of the base period by reason of the last
sentence of section 993(e) (3) of such Code multiplied by a frac-
tion, the numerator of which is the amount of the s receipts
in the taxable year which are export gross receipts by reason of
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paragraph (2) of section 603(b) of the Tax Reduction Act of
1975 and the denominator of which is the amount of total gross

receipts which are excluded from e?ort gross receipts in the

taxable year by reason of subparagraph (C) or (D) of paragraph
EQ% of section 993 (c) (determined without regard to paragraph
2) of section 603(b) of the Tax Reduction Act of 1975).

TITLE XII—ADMINISTRATIVE
PROVISIONS

SEC. 1201. PUBLIC INSPECTION OF WRITTEN DETERMINATIONS BY
INTERNAL REVENUE SERVICE.

(a) RequmemenT THAT WrRITrEN DETERMINATIONS BE OPEN TO
PusLic InspecTiON.—Subchapter B of chapter 61 (relating to mis-
cellaneous provisions) is amended by redesignating section 6110 as
6111 and by inserting after section 6109 the following new section :

“SEC. 6110. PUBLIC INSPECTION OF WRITTEN DETERMINATIONS.

“(a) GENerAL RuLe.—Except as otherwise provided in this section,
the text of any written determination and any background file docu-
ment relating to such written determination shall be open to public
in.s‘pection at such place as the Secretary may by regulations prescribe.

“(b) DerintrioNs.—For purposes of this section—

“(1) WrrrreN pETERMINATION.—The term ‘written determina-
tion’ means a ruling, determination letter, or technical advice
memorandum.

“(2) BAcEGROUND FILE DOCUMENT.—The term ‘background file
document’ with respect to a written determination includes the
request for that written determination, any written material
submitted in support of the request, and any communication
(written or otherwise) between the Internal Revenue Service and
persons outside the Internal Revenue Service in connection with
such written determination (other than any communication
between the Department of Justice and the Internal Revenue Serv-
ice relating to a pending civil or criminal case or investigation)
received before issuance of the written determination.

“(3) REFERENCE AND GENERAL WRITTEN DETERMINATIONS.—

“(A) REFERENCE WRITTEN DETERMINATION.—The term ‘ref-
erence written determination’ means any written determina-
tion which has been determined by the Secretary to have sig-
nificant reference value.

“(B) GENERAL WRITTEN DETERMINATION.—The term ‘gen-
eral written determination’ means any written determination
other than a reference written determination.

“(e) Exemprions From Discrosure—Before making any written
determination or background file document open or available to public
inspection under subsection (a), the Secretary shall delete—

“(1) the names, addresses, and other identifying details of the
person to whom the written determination pertains and of any
other person, other than a person with respect to, whom a notation
is made under subsection (d) (1), identified in the written deter-
mination or any background file document ; p

“(2) information specifically authorized under criteria estab-
lished by an Executive order to be kept secret in the interest of
national defense or foreign policy, and which is in fact properly
classified pursnant to such Executive order;
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“(3) information specifically exempted from disclosure by any
statute (other than this title) which 1s applicable to the Internal
Revenue Service; | S )

“(4) trade secrets and commercial or financial information
obtained from a person and privileged or confidential;

“(5) information the disclosure of which would constitute a
clearly unwarranted invasion of personal privacy; -

“(6¥ information contained in or related to examination,
operating, or condition reports prepared by, or on behalf of, or for
use of an agency responsible for the regulation or supervision of
financial institutions; and ] ; :

“(7) geological and geophysical information and data, includ-
ing maps, concerning wells, .

The Secretary shall determine the appropriate extent of such dele-
tions and, except in the case of intentional or willful disregard of this
subsection, shall not be required to make such deletions (nor be liable
for failure to make deletions) unless the Secretary has agreed to such
deletions or has been ordered by a court (in a proceeding under sub-
section (f)(3)) to make such deletions.

“(d) Procepures Wit Recarp To Tairp Parry CoNTacTs.—

“(1) Norarons.—If, before the issuance of a written determi-
nation, the Internal Revenue Service receives any communication
(written or otherwise) concerning such written determin-
ation, any request for such determination, or any other matter
involving such written determination from a person other than an
employee of the Internal Revenue Service or the person to whom
sucg written determination pertains (or his authorized repre-

sentative with regard to such written determination), the Internal
Revenue Service shall indicate, on the written determination open
to public inspection, the category of the person making such com-
munication and the date of such communication.

“(2) ExceprioN.—Paragraph (1) shall not apply to any com-
munication made by the Chief of Staff of the Joint Committee on

Taxation. ]
“(3) Discrostre or jpENTITY.—In the case of any written
determination to which paragraph (1) applies, any person may

file a petition in the United States Tax Court or file a complaint
in the United States District Court for the District of Columbia
for an order requiring that the identity of any person to whom
the written determination pertains be disclosed. The court shall
order disclosure of such identity if there is evidence in the record
from which one could reasonazly conclude that an impropriety
occurred or undue influence was exercised with respect to such
written determination by or on behalf of such person. The court
may also direct the Secretary to disclose any portion of any other
deletions made in accordance with subsection (e¢) where such
disclosure is in the public interest. If a proceeding is commenced
under this paragraph, the person whose identity is subject to
being disclosed and the person about whom a notation is made
under pamgl;lraph (1) shall be notified of the proceeding in accord-
ance with the procedures described in subsection (f) (4) (B) and
shall have the right to intervene in the proceeding (anonymously,
if appropriate).

“(4) PERIOD IN WHICH TO BRING ACTION—No0 proceeding chall
be commenced under paragraph (3) unless a petition is filed
before the expiration of 36 months after the first day that the
written determination is open to public inspection.

B9-194 O—7B—pt. 2——13
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“(e) Backerouxp Frme Documents.—Whenever the Secreta
makes a written determination open to public inspection under this
section, he shall also make available to any person, but only upon the
written request of that person, any background file document relating
to the written determination.

“(£) ResoLurion oF DispuTes RELATING TO DISCLOSURE.—

“(1) Norice oF INTENTION To piscLose—The Secretary shall
upon issuance of any written determination, or upon receipt of a
request for a background file document, mail a notice of intention
to disclose such determination or document to any person to whom
the written determination pertains ‘Sor a successor in interest,
executor, or other person authorized by law to act for or on
behalf of such person).

“(2) ApmrNistraTive REMEDIES.—The Secretary shall prescribe
regulations establishjng administrative remedies with respect to—

“(A) requests for additional disclosure of any written
determination of any background file document, and
“(B) requests to restrain disclosure.
“(3) AcCTION TO RESTRAIN DISCLOSURE.—
“(A) CREATION OF REMEDY.—AnNy person—

“(i) to whom a written determination pertains (or a
suceessor in interest, executor, or other person authorized
by law to act for or on behalf of such person), or who has
a direct interest in maintaining the confidentiality of any
such written determination or background file document
(or portion thereof),

“(ii) who disagrees with any failure to make a dele-
tion with respect to that portion of any written deter-
mination or any background file document which is to
be open or available to public inspection, and

& (Piii) who has exhausted his administrative remedies

as prescribed pursuant to paragraph (2),

may, within 60 days after the mailing by the Secretary of a

notice of intention to disclose any written determination or

background file document under paragraph (1), together
with the proposed deletions, file a petition in the United

States Tax Court (anonymously, if appropriate) for a deter-

mination with respect to that portion of such written deter-

mination or background file document which is to be open to
public inspection.
“(B) Norice To CERTAIN PERsONS.—The Secretary shall
notify any person to whom a written determination Pertains
unless such person is the petitioner) of the filing of a peti-
tion under this paragraph with respect to such written deter-
mination or related background file document, and any such
person may intervene (anonymously, if appropriate) i any
proceeding conducted pursuant to this paragraph. The Sec-
retary shall send such notice by registered or certified mail
to the last known address of such person within 15 days after
such petition is served on the Secretary. No person who has
received such a notice may thereafter file any petition under
this paragraph with respect to such written determination or
background file document with respect to which such notice
was received.
“(4) ACTION TO OBTAIN ADDITIONAL DISCLOSURE.—
“(A) Creartion oF REMEDY.—Any person who has exhausted
the administrative remedies prescribed pursuant to para-
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graph (2) with respect to a request for disclosure may file a
petition in the United States Tax Court or a complaint in the
United States District Court for the District of Columbia for
an order requiring that any written determination or back-
ground file document (or portion thereof) be made open or
available to public inspection. Except where inconsistent with
subparagraph (B), the provisions of subparagraphs (C),
(D), (E), (F), and (G]; of section 552(a) (.4%1‘of title 5,
United States Code, shall apply to any proceeding under this
paragraph. The Court shall examine the matter de novo and
without regard to a decision of a court under paragraph (3)
with respect to such written determination or background file
document, and may examine the entire text of such written
determination or bac und file document in order to deter-
mine whether such written determination or background file
document or any part thereof shall be open or available to
public inspection under this section. The burden of proof
with respect to the issue of disclosure of any information shall
be on the Secretary and any other person seeking to restrain
disclosure.

“(B) InterventioN.—If a proceeding is commenced under Notice.
this paragragh with respect to any written determination or
background file document, the Secretary shall, within 15 days
after notice of the petition filed under subparagrafph (A) is
served on him, send notice of the commencement of such pro-
ceeding to all persons who are identified by name and address
in such written determination or background file document.
The Secretary shall send such notice by registered or certified
mail to the last known address of such person. Any person
to whom such determination or background file document per-
tains may intervene in the proceeding (anonymously, if ap-
propriate). If such notice is sent, the Secretary shuﬁ not
required to defend the action and shall not be liable for public
disclosure of the written determination or backgrotund file
document (or any portion thereof) in accordance with the
final decision of the court.

“(5) ExpeprrioN oF DETERMINATION.—The Tax Court shall
make a decision with respect to any petition deseribed in para-
graph (3) at the earliest practicable date and the Court of
App_eglls shall expedite any review of such decision in every way
possible.

“(6) PUBLICITY OF TAX COURT PROCEEDINGS.—Notwithstanding
sections 7458 and 7461, the Tax Court may, in order to preserve 26 USC 7458,
the anonymity, privacy, or confidentiality of any person under 7461
this section, provide by rules adopted under section 7453 that
portions of hearings, testimony, evidence, and reports in connec-
tion with proceedings under this section may be closed to the
public or to inspection by the public.

“(g) TmME For DISCLOSURE.—

“(1) In eenEraL.—Except as otherwise provided in this sec-
tion, the text of any written determination or any background
file document (bas modified under subsection (c)) shall be open or
available to public inspection—

“(A) no earlier than 75 days, and no later than 90 days,
ggtlir;e the notice provided in subsection (f) (1) is mailed, or,
i L,
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“(B) within 30 days after the date on which a court
decision under subsection (f) (3) becomes final.

#(2) PoSTPONEMENT BY ORDER OF COURT.— The court may extend
the period referred to in paragraph (1) (B) for such time as the
court finds necessary to allow the Secretary to comply with its
decision.

“(8) POSTPONEMENT OF DISCLOSURE FOR UP TO 90 DAYS—At the
written request of the person by whom or on whose behalf the

uest for the written determination was made, the period
referred to in paragraph (1) (A) shall be extended (for not to
exceed an additiona%QO days) until the day which is 15 days after
the date of the Secretary’s determination that the transaction set
forth in the written determination has been completed.

“(4) AppITIONAL 180 DAYS.—If—

“(A) the transaction set forth in the written determination
i(s not (aompleted during the period set forth in paragraph
3), an
A(B) the person by whom or on whose behalf the request
for the written determination was made establishes to the
satisfaction of the Secretary that good cause exists for addi-
tional delay in opening the written determination to public
inspection,
the period referred to in aragmlph (3) shall be further extended
(for not to exceed an additional 180 days& until the day which
is 15 days after the date of the Secretary’s determination that the
tlia.n:;,ction set, forth in the written determination has been com-
eted.
> “(5) SPECIAL RULES FOR CERTAIN WRITTEN DETERMINATIONS,
erc.—Notwithstanding the provisions of paragraph (1), the Sec-
retary shall not be required to make available to the public—
“(A) any technical advice memorandum and any related
background file document involving any matter which is the
subject of a civil fraud or criminal investigation or {eopa.rdy
or termination assessment until after any action relating to
such investigation or assessment is completed, or
“(B) an eral written determination and any related
back ung fﬁ?an document that relates solely to approval of
the Secre of any adoption or change of—
“(i) the funding method or plan year of a plan under
section 412,
“(ii) a taxpayer’s annual accounting period under sec-
tion 442,
“(iil) a taxpayer’s method of accounting under see-
tion 446(e), or
“(iv) a partnership’s or partner’s taxable year under
section 706,
but the Secretary shall make any such written determination
and related background file document available upon the
written request of any person after the date on which (except
for this subpamgmphg such determination would be open
to public inspection.

“(h) Discrosure or Prior WrITTEN DETERMINATIONS AND RELATED
Baokcerounp Fie DocuMENTS.—

“(1) I~ cexErAL—Except as otherwise provided in this sub-
section, a written determination issued pursuant to a request made
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before November 1, 1976, and any background file document relat-
ing to such written determination shall be open or available to
public inspection in accordance with this section. _

“(2) Time ror piscLosURE—In the case of any written deter-
mination or background file document which is to be made open
or available to public inspection under paragraph (1)—

“(A) subsection (g) shall not apply, but

“(B) such written determination or background file docu-
ment shall be made open or available to public inspection at
the earliest practicable date after funds for that purpose have
been appropriated and made available to the Internal Reve-
nue Service.

“(3) OrpEr O RELEASE.—Any written determination or back-
ground file document described in paragraph (1) shall be open or
available to public inspection in the following order starting with
the most recent written determination in each category :

“(A) reference written determinations issued under this
title;
“(B) a,renm-al written determinations issued after July 4,
1967 : an
“(C) reference written determinations issued under the
Inernal Revenue Code of 1939 or corresponding provisions 53 Stat. 1.
of prior law.
Generai written determinations not deseribed in subparagraph
(B) shall be open to public inspection on written request, but not
until after the written determinations referred to in subpara-
graphs (A), (B),and (C) are open to public inspection.

“%4) NOTICE THAT PRIOR WRITTEN DETERMINATIONS ARE OPEN TO

rusLic iNspEcTION.—Notwithstanding the provisions of subsec- Publication in

tions (f) (1) and (f) (3) (A ), not less than 90 days before making Federal Register.
any portion of a written determination described in this sub-

section open to public inspection, the Secretary shall issue public

notice in the Federal Register that such written determination is

to be made open to public inspection. The person who received a

written determination may, within 75 days after the date of publi-

cation of notice under this paragraph, file a petition in the United

States Tax Court (anonymously, if appropriate) for a determina-

tion with respect to that portion of such written determination

which is to be made open to public inspection. The provisions of
subsections (f) (3) (B), (5), and (6) shall apply if such a peti-
tion is filed. If no petition is filed, the text 0} any written deter-
mination shall be open to public inspection no earlier than 90 days,
and no later than 120 days, after notice is published in the Fed-
eral Register,

“(5) Excrusion.—Subsection (d) shall not apply to any writ-

ten determination described in paragraph (1).

“(i) CiviL RemMEDIES,—
“(1) Civin action.—Whenever the Secretary—
“(A) fails to make deletions required in accordance with
subsection %c}, or
“(B) fails to follow the procedures in subsection (g),

the recipient of the written determination or any person identified

in the written determination shall have as an exclusive civil rem-

edy an action against the Secretary in the Court of Claims, which
shall have jurisdiction to hear any action under this paragraph.

“(2) Damaces.—In any suit brought under the provisions of
paragraph (1) (A) in which the Court determines that an em-
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loyee of the Internal Revenue Service intentionally or willfully

ailed to delete in accordance with subsection (c¢), or in any suit
brought. under subparagraph (1)(B) in which the Court deter-
mines that an employee intentionally or willfully failed to act
in accordance with subsection (g), the United States shall be
liable to the person in an amount equal to the sum of—

“(A) actual damages sustained by the person but in no
case shall a person be entitled to receive less than the sum of
$1,000, and

“(B) the costs of the action together with reasonable
attorney’s fees as determined by the Court.

“(j) SpeciaL Provisions.—

“(1) Fees.—The Secretary is authorized to assess actual costs—
“(A) for duplication of any written determination or back-
ground file document made open or available to the public
under this section, and
“(B) incurred in searching for and making deletions
required under subsection (¢) from any written determination
or background file document which is available to public
inspection only upon written request.
The Secretary shall furnish any written determination or back-
ground file document without charge or at a reduced charge if he
determines that waiver or reduction of the fee is in the public
interest because furnishing such determination or background file
do%t;}‘nent. can be considered as primarily benefiting the general
publie.

“(2) Rrecorns pisposar, PrRocEpURES—Nothing in this section
shall prevent the Secretary from disposing of any general written
determination or background file document described in subsec-
tion (b) in accordance with established records disposition proce-
dures, but such disposal shall, except as provided in the following
sentence, occur not earlier than 3 years after such written deter-
mination is first made open to public inspection. In the case of
any general written determination described in subsection (h),
the Secretary may dispose of such determination and any related
background file document in accordance with such procedures but
such disposal shall not occur earlier than 3 years after such writ-
ten determination is first made open to public inspection if funds
are appropriated for such purpose before January 20, 1979, or not
earlier than January 20, 1979, if funds are not appropriated
before such date. The Secretary shall not dispose of any reference
written determinations and related background file documents.

“(3) Precebentian staTus.—Unless the Secretary otherwise
establishes by regulations, a written determination may not be
used or cited as precedent. The preceding sentence shall not
apply to change the precedential status (if any) of written
determinations with regard to taxes imposed by subtitle D of this
title.

“(k) Secrion Nor To Appry.—This section shall not apply to—

(1) any matter to which section 6104 applies, or
“(2) any—

“(A) written determination issued pursuant to a request
made before November 1, 1976, with respect to the exempt
status under section 501(a) of an or%anization described 1n
section 501 (c) or (d), the status of an organization as a
private foundation under section 509(a), or the status of
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an organization as an operating foundation under section
9420) (3), TR

“(B) written determination described in subsection (g)
(5)15 ?6) issued pursuant to a request made before November
1, )

“(C) determination letter not otherwise described in sub-
paragraph (A), (B), or (E) issued pursuant to a request
made before November 1, 1976,

“(D) background file document relating to any general
written determination issued before July 5, 1967, or

“(E) letter or other document described in section 6104
(a) (1) (B) (iv) issued before September 2, 1974.

“(l) Excrusive Remepy.—Except as otherwise provided in this
title, or with respect to a discovery order made in connection with a
judicial proceeding, the Secretary shall not be required by any Court
to make any written determination or background file document open
or available to public inspection, or to refrain from disclosure of any
such documents.” ’ 8

(b) Errecr Urox PexpiNe REQUESTS.—Any written determination
or background file document which is the subject of a judicial pro-
ceeding pursuant to section 552 of title 5, United States Code, com-
menced before January 1, 1976, shall not be treated as a written
determination subject to subsection (h)(1), but shall be available
to the complainant along with the background file document, if
requested, as soon as practicable after July 1, 1976.

(}c) Crericar. AmexpmentT.—The table of sections for subchapter B
of chapter 61 is amended by striking out the item relating to section
6110 and inserting in lieu thereof the following:

“See. 6110. Public inspection of written determinations.
“Sec. 6111, Cross references.”

(d) Lerress Maove Pusric.—

(1) Section 6104(a) (1) (A) (relating to inspection of appli-
cations for tax exemption) 1s amended—

(A) by inserting after “such application,” in the first sen-
tence thereof the following: “and any letter or other docu-
ment issued by the Internal Revenue Service with respect to
such application”; and

(B) by inserting after “such application” in the second
sentence thereof the following : “and such letter or document”.

(2) The amendments made by this subsection apply to any
letter or other document issned with respect to applications filed
after October 31, 1976.

(e) Errecrive Date—Except as otherwise provided in this section,
the amendments made by this section shall take effect on Novem-
ber 1, 1976.

SEC. 1202. CONFIDENTIALITY AND DISCLOSURE OF RETURNS AND

RETURN INFORMATION.

(a) CONFIDENTIALITY.—

(1) In eeENERAL—Section 6103 (relating to publicity of tax
returns and disclosure of information as to persons filing tax
returns) is amended to read as follows:

“SEC. 6103. CONFIDENTIALITY AND DISCLOSURE OF RETURNS AND
RETURN INFORMATION.

:ﬁia) GeNeraL RurLe—Returns and return information shall be
confidential, and except as authorized by this title—
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B ¢ 1} no officer or employee of the United States,

“(2) no officer or employee of any State or of any local child
support enforcement agency who has or had access to returns or
return information under this section, and

“(3) no other person (or officer or employee thereof) who has
or had access to returns or return information under subsection

(e) (1) (D) (iii) or subsection (n),

shall disclose any return or return information obtained by him in any

manner in connection with his service as such an officer or an employee

or otherwise or under the provisions of this section. For purposes of
this subsection, the term ‘officer or employee’ includes a former officer
or employee.

“(b) DerinrTioNs.—For purposes of this section—

“(1) RerurN.—The term ‘return’ means any tax or information
return, declaration of estimated tax, or claim for refund required
by, or provided for or permitted un&er, the provisions of this title
which 1s filed with the Secretary by, on behalf of, or with respect
to any person, and any amendment or supplement thereto, includ-
ing supporting schedules, attachments, or lists which are sup-
plemental to, or part of, the return so filed.

“(2) ReTURN INFORMATION.—The term ‘return information’
means—

“(A) a taxpayer’s identity, the nature, source, or amount
of his income, payments, receipts, deductions, exemptions,
credits, assets, liabilities, net worth, tax liability, tax with-
held, deficiencies, overassessments, or tax payments, whether
the taxpayer’s return was, is being, or will be examined or sub-
ject to other i.nvestl;ﬁﬂ.tion or processing, or any other data,
received by, recorded by, 1El)rtspm.red by, furnished to, or col-
lected t.Ee Secretary with respect to a return or with respect
to the determination of the existence, or possible existence,
of liability (or the amount thereof) of any person under
this title for any penaltﬁ, interest, fine, forfeiture, or
other imposition, or offense, an

“B n.nydpsrt of any written determination or any back-
ground file document relating to such written determination
(as such terms are defined in section 6110(b)) which is not
open to public inspection under section 6110,

but such term does not include data in a form which cannot be

associated with, or otherwise identify, directly or indirectly, a

particular taxpayer.

“(8) TAXPAYER RETURN INFORMATION.—The term ‘taxpayer
return information’ means return information as defined in para-
graph (2) which is filed with, or furnished to, the Secretary by
:;-h:)n behalf of the taxpayer to whom such return information

tes.

“(4) Tax apminNisTRATION.—The term ‘tax administration’—

“(A) means—

%(i) the administration, management, conduct, direc-
tion, and supervision of the execution and application
of the internal revenue laws or related statutes (or equiv-
alent laws and statutes of a State) and tax conventions
to which the United States is a party, and

“(ii) the development and formulation of Federal tax
Lbolicy relating to existing or proposed internal revenue

ws, related statutes, and tax conventions, and
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“(B) includes assessment, collection, enforcement, litiga-
tion, publication, and statistical gathering functions under
such laws, statutes, or conventions.

“(5) Stare.—The term ‘State’ means any of the 50 States, the
Distriet of Columbia, the Commonwealth of Puerto Rico, the
Virgin Islands, the Canal Zone, Guam, American Samoa, the
Commonwealth of the Northern Mariana Islands, and the Trust
Territory of the Pacific Islands. ) )

“(6) Taxpaver meENTITY.—The term ‘taxpayer identity’ means
the name of a person with respect to whom a return is filed, his
mailing address, his taxpayer identifying number (as described
in section 6109), or a comgination thereof. 3 1

“(7) Ixspecrion.—The terms ‘inspected’ and ‘inspection’ mean
any examination of a return or return information.

“(8) Discrosure—The term ‘disclosure’ means the making
known to any person in any manner whatever a return or return
information.

“(9) Feveran aceNcy.—The term ‘Federal agency’ means an
agency within the meaning of section 551(1) of title 5, United
States Code.

“(e) Discrosure or Rerurns ANp RerurN InrormarioNn To Desic-
NEE oF Taxpaver—The Secretary may, subject to such requirements
and conditions as he may prescribe by regulations, disclose the return
of any taxpayer, or return information with respect to such tax-
payer, to such person or persons as the taxpayer may designate in a
written request for or consent to such disclosure, or to any other per-
son at the taxpayer’s request to the extent necessary to comply with
a request for information or assistance made by the taxpayer to such
other person. However, return information shall not be disclosed to
such person or persons if the Secretary determines that such disclosure
would seriously impair Federal tax administration.

“(d) Discrosure To StaTE Tax OrFrrcrans—Returns and return
information with respect to taxes imposed by chapters 1, 2, 6, 11, 12,
21, 23, 24, 44, 51, and 52 and subchapter D of chapter 36, shall be open
to inspection by or disclosure to any State agency, body, or commis-
sion, or its legal representative, which is charged under the laws of
such State with responsibility for the administration of State tax laws
for the purpose of, and only to the extent necessary in, the admin-
istration of such laws, including any procedures with respect to locat-
ing any person who may be entitled to a refund. Such inspection shall
be permitted, or such disclosure made, only upon written request by the
head of such agency, body, or commission, and only to the representa-
tives of such ageney, body, or commission designated in such written
request as the individuals who are to inspect or to receive the return
or return information on behalf of such agency, body, or commission.
Such representatives shall not inelude any individual who is the chief
executive officer of such State or who is neither an employee or legal
representative of such agency, body, or commission nor a person
described in subsection (n). However, such return information shall
not be disclosed to the extent that the Secretary determines that such
disclosure would identify a confidential informant or seriously impair
any civil or eriminal tax investigation.

“(e) DiscLosure 1o Persons Havine MaTertar, INTEREST.—

“(1) I~ eexeranL.—The return of a person shall, upon written
request, be open to inspection by or disclosure to—

“(A) in the case of the return of an individual—
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“Eé) that individual,
“(ir) if groperty transferred by that individual to a
trust is sold or exchanged in a transaction described in
section 644, the trustee or trustees, jointly or separately,
of such trust to the extent necessary to ascertain any
amount of tax imposed upon the trust by section 644, or
“(iii) the spouse of that individual if the individual
and such spouse have signified their consent to consider
a gift reported on such return as made one-half by him
and one-half by the spouse pursuant to the provisions of
section 2513;

“(B) in the case of an income tax return filed jointly, either
of the individuals with respect to whom the I'ettJlm isydled;
“(C) in the case of the return of a partnership, any person
who was a member of such partnersgi
th(‘a‘ {)enod covered by the return;

p during any part of

D) in the case of the return of a corporation or a sub-

sidiary thereof—

“(i) any person designated by resolution of its board
of directors or other similar governing body,

“(ii) any officer or employee of such corporation upon
written request signed by any principal officer and
attested to by the secretary or other officer,

“(iii) any bona fide shareholder of record owning 1
percent or more of the outstanding stock of such corpora-
tion
i (iv) if the corporation was a foreign personal holding
compan.r, as defined by section 552, anj(rxferson who was a
shareholder during any part of a period covered by such
return if with respeect to that period, or any part thereof,
such shareholder was required under section 551 to
include in his gross income undistributed foreign per-
sonal holding company income of such company,

“(v) if the corporation was an electing small business
corporation under subchapter S of chapter 1, any person
who was a shareholder during any Iimrt of the period coy-
ered by such return during which an election was in
effect, or ’

%(vi) if the corporation has been dissolved, any per-
son authorized by applicable State law to act for the
corporation or any person who the Secretary finds to
have a material interest which will be affected by infor-
mation contained therein;

“(E) in the case of the return of an estate—

“(i) the administrator, executor, or trustee of such
estate, and 1 ;

“(ii) any heir at law, next of kin, or beneficiary under
the will, of the decedent, but only if the Secretary finds
that such heir at law, next of kin, or beneficiary has a
material interest which will be affected by information

contained therein: and

“(F) in the case of the return of a trust—

(i) the trustee or trustees, jointly or separately, and
“(ii) any beneficiary of such trust, but only if the
Secretary finds that such beneficiary has a material
interest which will be affected by information contained

therein.
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“(2) IncomperENCY.—If an individual described in paragraph
(1) is legally incompetent, the applicable return shall, upon
written request, be open to inspection by or disclosure to the com-
mittee, trustee, or guardian of his estate.

“(3) Deceasep prvipuars.—The return of a decedent shall,
upon written request, be open to inspection by or disclosure to—

‘(‘1 (A) the administrator, executor, or trustee of his estate,
an

“(B) any heir at law, next of kin, or beneficiary under the
will, of such decedent, or a donee of property, but only if the

Secretary finds that such heir at law, next of kin, beneficiary,

or donee has a material interest which will be affected by

information contained therein.

“(4) Bangruprcy.—If substantially all of the property of the
person with respect to whom the return is filed is in the hands
of a trustee in bankruptcy or receiver, such return or returns for
prior years of such person shall, upon written request, be open to
inspection by or disclosure to such trustee or receiver, but only if
the Secretary finds that such receiver or trustee, in his fiduciary
capacity, has a material interest which will be affected by infor-
mation contained therein.

“(5) ArrorNEY 1IN FACT.—Any return to which this subsection
applies shall, upon written request, also be open to inspection
by or disclosure to the attorney in fact duly authorized in writ-
ing bx any of the persons described in paragraph (1), (2), (3),
or (4) to inspect the return or receive the information on his

behalf, subject to the conditions provided in such paragraphs.

“(6) Rerurn inrormaTroN.—Return information with respect
to any taxpayer may be open to inspection by or disclosure to any
person authorized by this subsection to inspect any return of such
taxpayer if the Secretary determines that such disclosure would
not seriously impair Federal tax administration.

“(f) Discrosure 1o ComMITTEES OF CONGRESS.—

“(1) CoMMITTEE ON WAYR AND MEANS, COMMITTEE ON FINANCE,
AND JOINT COMMITTEE ON TAXATION.—Upon written request from
the chairman of the Committee on Ways and Means of the House
of Representatives, the chairman of the Committee on Finance
of the Senate, or the chairman of the Joint Committee on Taxa-
tion, the Secretary shall furnish such committee with any return
or return information specified in such request, except that any
return or return information which can be associated with, or
otherwise identify, directly or indirectly, a particular taxpayer
shall be furnished to such committee only when sitting in closed
executive session unless such taxpayer otherwise consents in writ-
ing to such disclosure.

“(2) CHIEF OF STAFF OF JOINT COMMITTEE ON TAXATION.—Upon
written request by the Chief of Staff of the Joint Committee
on Taxation, the Secretary shall furnish him with any return or
return information specified in such request. Such Chief of Staff
may submit such return or return information to any committee
described in paragraph (1), except that any return or return
information which can be associated with, or otherwise identify,
directly or indirectly, a particular taxpaver shall be furnished to
such committee only when sitting in closed executive session unless
such taxpayer otherwise consents in writing to such disclosure.

“(3) OraEr commiTTEES.—Pursuant to an action by, and upon
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written request by the chairman of, a committee of the Senate or
the House of Representatives (other than a committee specified
in paragraph (1)) specially authorized to inspect any return or
return information by a resolution of the Senate or the House of
Representatives or, in the case of a joint committee (other than
the joint committee specified in paragraph (1)) by concurrent
resolution, the Secretary shall furnish such committee, or a duly
authorized and designated subcommittee thereof, sitting in closed
executive session, with any return or return information which
such resolution authorizes the committee or subcommittee to
inspect. Any resolution described in this paragraph shall specify
the purpose for which the return or return information is to be
furnished and that such information cannot reasonably be
obtained from any other source,

“(4) AGENTS OF COMMITTEES AND SUBMISSION OF INFORMATION
TO SENATE OR HOUSE OF REPRESENTATIVES.—

“(A) COMMITTEES DESCRIBED IN PARAGRAPH (1).—Any
committee described in paragraph (1) or the Chief of Staff
of the Joint Committee on Taxation shall have the authority,
acting directly, or by or through such examiners or agents as
the chairman of such committee or such chief of staff may
designate or appoint, to inspect returns and return informa-
tion at such time and in such manner as may be determined by
such chairman or chief of staff. Any return or return informa-
tion obtained by or on behalf of such committee pursuant to
the provisions of this subsection may be submitted by the
committee to the Senate or the House of Representatives, or to
both. The Joint Committee on Taxation may also submit
such return or return information to any other committee
described in paragraph (1), except that any return or return
information which can be associated with, or otherwise iden-
tify, directly or indirectly, a particular taxpayer shall be fur-
nished to such committee only when sitting in closed executive
session unless such taxpayer otherwise consents in writing to
such disclosure.

“(B) OraER comyrTTEES.—Any committee or subcommittee
described in paragraph (3) shall have the right, actine
directly, or by or through no more than four examiners or
agents, designated or a,pi(]):;nted in writing in equal numbers
by the chairman and ranking minority member of such com-
mittee or subcommittee, to inspect returns and return infor-
mation at such time and in such manner as may be determined
by such chairman and ranking minority member. Any return
or return information obtained by or on behalf of such com-
mittee or subcommittee pursuant to the provisions of this sub-
section may be submitted by the committee to the Senate or
the House of Representatives, or to both, except that any
return or return information which can be associated with,
or otherwise identify, directly or indirectly, a particular tax-
payer, shall be furnished to the Senate or the House of Repre-
sentatives only when sitting in closed executive session unless
such taxpayer otherwise consents in writing to such disclo-

sure.

“(g) DiscLosure 10 PresiENT AND CERTATN OTHER PERSONS.—

“(1) I~ cENErRAL—Upon written request by the President,
signed by him personally, the Secretary shall furnish to the Presi-
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dent, or to such emplogee or emjgloyees of the White House Office
as the President may designate by name in such request, a return
or return information with respect to any taxpayer named in such
request. Any such request shall state—
“(A) the name and address of the taxpayer whose return
or return information is to be disclosed,
“(B) the kind of return or return information which is
to be disclosed,
“(C) the taxable period or periods covered by such return
or return information, and
“(D) the specific reason why the inspection or disclosure
is requested.

“(2) DISCLOSURE OF RETURN INFORMATION AS TO PRESIDENTIAL
APPOINTEES AND CERTAIN OTHER FEDERAL GOVERNMENT APPOINT-
uEs,—The Secretary may disclose to a duly authorized represent-
ative of the Executive Office of the President or to the head of
any Federal agency, upon written request by the President or
head of such agency, or to the Federea‘} Bureau of Investigation
on behalf of and upon written request by the President or such
head, return information with respect to an individual who is
designated as being under consideration for appointment to a
position in the executive or judicial branch of the Federal Gov-
ernment. Such return information shall be limited to whether
such individual—

“(A) has filed returns with respect to the taxes imposed
gnder chapter 1 for not more than the immediately preceding 26 USC 1.
ears;
}:‘(B) has failed to pay any tax within 10 days after notice
and demand, or has been assessed any penalty under this title
gor negligence, in the current year or immediately preceding
ears;
J"‘( () has been or is under investigation for possible erimi-
nal offenses under the internal revenue laws and the results of
any such investigation ; or
“(D) has been assessed any civil penalty under this title
for fraud.
Within 3 days of the receipt of any request for any return infor- Notification.
mation with respect to any individual under this paragraph, the
Secretary shall notify such individual in writing that such infor-
mation has been requested under the provisions of this paragraph.

“(3) ResrricTioN oN bpiscLosure.—The employees to whom
returns and return information are disclosed under this subsection
shall not disclose such returns and return information to any
other person except the President or the head of such agency with-
out the personal written direction of the President or the head of
such agency.

“(4) RESTRICTION ON DISCLOSURE TO CERTAIN EMPLOYEES.—Dis-
closure of returns and return information under this subsection
shall not be made to any employee whose annual rate of basic pay
is less than the a.nnunly rate of basic pay specified for positions
subject to section 5316 of title 5, United States Code.

“(5) Rerorring REQUIREMENTS,— Within 30 days after the close  Report to
of each calendar quarter, the President and the head of any agency congressional
requesting returns and return information under this subsection committee.
shall each file a report with the Joint Committee on Taxation set-
ting forth the taxpayers with respect to whom such requests were
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made during such quarter under this subsection, the returns or
return information involved, and the reasons for such requests.
The President shall not be required to report on un'i’ request for
returns and return information pertaining to an individual who
was an officer or employee of the executive branch of the Federal
Government at the time such request was made. Reports filed pur-
suant to this paragraph shall not be disclosed unless the Joint
Committee on Taxation determines that disclosure thereof
éincluding identifying details) would be in the national interest.

uch reports shall be maintained by the Joint Committee on
Taxation for a period not exceeding 2 years unless, within such
period, the Joint Committee on Taxation determines that a dis-
closure to the Congress is necessary.

“(h) Discrosure 1o CERTAIN FEDERAL OFFICERS AND EMPLOYEES FOR
Purroses oF Tax ADMINISTRATION, ETC.—

“(1) DeparTmeENT OF THE TrREAsURY.—Returns and return
information shall, without written request, be open to inspection
by or disclosure to officers and employees of the Department of the

reasury whose official duties require such inspection or disclosure
for tax administration purposes.

“(2) DepARTMMENT OF JUSTICE—A return or return informa-
tion shall be open to inspection by or disclosure to attorneys of
the Department of Justice (including United States attorneys)
personally and directly engaged in, and solely for their use in,
preparation for any proceeding (or investigation which may
result in such a proceeding) beére a Federal grand jury or any
Federal or State court in a matter involving tax administration,
but onl? 1{— 5 : A 3

3 the taxpayer is or may be a party to such proceeding ;

= {Bg the treatment of an item reflected on such return
is or may be related to the resolution of an issue in the pro-
ceeding or investigation; or

“(C) such return or return information relates or may
relate to a transactional relationship between a person who is
or may be a pa.rtg to the proceeding and the taxpayer which
affects, or may affect, the resolution of an issue 1n such pro-

ing or investigation.

“(3) Form oF REQUEST.—In any case in which the Secretary is
authorized to disclose a return or return information to the
Department of Justice pursuant to the provisions of this
subsection—

“(A) if the Secretary has referred the case to the Depart-
ment of Justice, or if the proceeding is authorized by sub-
chapter B of chapter 76, the Secretary may make such
d.wcﬁ' osure on his own motion, or

“(B) if the Secretary receives a written request from the
Attorney General, the Deputy Attorney General, or an
Assistant Attorney General for a return of, or return infor-
mation relating to, a person named in such request and set-
ting forth the need for the disclosure, the Secretary shall
disclose return or return the information so requested.

“(4) DISCLOSURE 1IN JUDICIAL AND ADMINISTRATIVE TAX
PROCEEDINGS.—A return or return information may be disclosed
in a Federal or State judicial or administrative proceeding per-
taining to tax administration, but only—

“(A) if the taxpayer is a party to such proceeding;
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“(B) if the treatment of an item reflected on such return
is directly related to the resolution of an issue in the proceed-

)
e (C) if such return or return information directly relates
to a transactional relationship between a person who is a
party to the proceeding and the taxpayer which directly
affects the resolution of an issue in the proceeding; or

“(D) to the extent required by order of a court pursuant
to section 3500 of title 18, United States Code, or rule 16 of
the Federal Rules of Criminal Procedure, such court being 18 USC app.
authorized in the issuance of such order to give due consider-
ation to congressional policy favoring the confidentiality of
returns and return information as set forth in this title.

However, such return or return information shall not be disclosed
as provided in subparagraph (A), (B), or (C) if the Secretary
determines that such disclosure would identify a confidential
informant or seriously impair a civil or criminal tax investigation.

“(b) ProsrecTiveE Jurors.—In connection with any judicial
proceeding described in paragraph (4) to which the United States
18 o party, the Secretary shall respond to a written inquiry from
an attorney of the Department of Justice (including a United
States attorney) involved in such proceeding or any person (or his
IEﬁﬂJ representative) who is a party to such proceeding as to
whether an individual who is a prospective juror in such proceed-
ing has or has not been the subject of any audit or other tax
investigation by the Internal Revenue Service. The Secretar
shall limit such response to an affirmative or negative reply to sucg
inquiry.

“(i) Discrosure mo Feperarn OFrFicErs OrR EMPLOYEES FOR
ApministrATION OF Froeran TLaws Nor Revarme 1o Tax
ADMINISTRATION.—

“(1) NONTAX CRIMINAL INVESTIGATION.—

“(A) INFORMATION FROM TAXPAYER—A return or tax-
payer return information shall, pursuant to, and upon the
grant of, an ex Earte order by a Federal district court judge
as provided by this paragraph, be open, but only to the extent
necessary as provided in such order. to officers and employees
of a Federal agency personally and directly engaged in and
solely for their use in, preparation for anv administrative or
judicial proceeding (or investigation which mav result in
such a proceeding) pertaining to the enforcement of a specifi-
cally designated Federal criminal statute (not involving tax
administration) to which the United States or such agency
is or may be a party.

“(B) ArpricatioN ¥orR OrpER.—The head of any Federal
agency described in subparagranh (A) or, in the case of the
Department of Justice. the Attornev General. the Deputy
Attorney General, or an Assistant Attornev General, may
authorize an anplication to a Federal district court judge for
the order referred to in subparagraph (A). TTnon such
application, such judge may grant such order if he determines
on the basis of the facts submitted by the apnlicant that—

_ “(i) there is reasonable canse to believe, based upon
information believed to be reliable, that a specific crimi-
nal act has been committed ;

“(ii) there is reason to believe that such return or
return information is probative evidence of a matter in
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issge related to the commission of such criminal act;
an
“(iii) the information sought to be disclosed cannot
reasonably be obtained from any other source, unless it is
determined that, notwithstanding the reasonable availa-
bility of the information from another source, the return
or return information sought constitutes the most pro-
bative evidence of a matter in issue relating to the
commission of such eriminal act.
However, the Secretary shall not disclose any return or
return information under this paragraph if he determines and
certifies to the court that such disclosure would identify a
confidential informant or seriously impair a civil or criminal
tax investigation.

“(2) RETURN INFORMATION OTHER THAN TAXPAYER RETURN
INFORMATION,—Upon written request from the head of a Federal
agency described in paragraph (1) (A), or in the case of the
Department of Justice, the Attorney General, the Deputy Attor-
ney General, or an Assistant Attorney General, the Secretary
shall disclose return information (other than taxpayer return
information) to officers and employees of such agency personally
and directly engaged in, and solely for their use in, preparation
for any administrative or judicial proceeding (or investigation
which may result in such a proceeding) described in paragraph
(1) (A) . Such request shall set forth—

‘(A) the name and address of the taxpayer with respect
to whom such return information relates;
“(B) the taxable period or periods to which the return
information relates;
“(C) the statutory authority under which the proceeding
or investigation is being conducted ; and
“(D) tﬁg specific reason or reasons why such disclosure is
or may be material to the proceeding or investigation.
However, the Secretary shall not disclose any return or return
information under this paragraph if he determines that such
disclosure would identify a confidential informant or seriously
impair a civil or eriminal tax investigation.

#(3) DISCLOSURE OF RETURN INFORMATION CONCERNING POSSIBLE
CRIMINAL AcTiviTiEs.—The Secretary may disclose in writin,
return information, other than taxf:ayer return information, whi
may constitute evidence of a violation of Federal criminal laws
to the extent necessary to apprise the head of the appropriate
lFedeml agency charged with the responsibility for enforcing such
aws.

“(4) Use IN JUDICIAL OR ADMINISTRATIVE PROCEEDING.—ANY
return or return information obtained under paragraph (1), (2),
or (3) may be entered into evidence in any administrative or
judicial proceeding pertaining to enforcement of a specifically

esignated Federal criminal statute (not involving tax adminis-
tration) to which the United States or an agency described in
paragraph (1) (A) is a party but, in the case of any return or
return information obtained under paragraph (1), only if the
court finds that such return or return information is probative of
a matter in issue relevant in establishing the commission of a erime
or the guilt of a party. However, any return or return information
obtained under paragraph (1), (2), or (3) shall not be admitted
into evidence in such proceeding if the Secretary determines and
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notifies the Attorney General or his delefnte or the head of such
agency that such admission would identify a confidential inform-
ant or seriously impair a civil or crimina{ tax investigation. The
admission into evidence of any return or return information
contrary to the provisions of this paragraph shall not, as such,
constitute reversible error upon appeal of a judgment in such
proceeding.

“(5) RENEGOTIATION OF CONTRACTS.—A return or return infor-
mation with respect to the tax imposed by chapter 1 upon a tax-
payer subject to the provisions of the Renegotiation Aect of 1951
shall, upon request in writing by the Chairman of the Renegotia-
tion Board, be open to officers and employees of such board person-
ally and directly engaged in, and solely for their use in, verifying
or analyzing financial information required by such Act to be
filed with, or otherwise disclosed to, the board, or to the extent
necessary to implement the provisions of section 1481 or 1482, The
Chairman of the Renegotiation Board may, upon referral of any
matter with respect to such Act to the Department of Justice for
further legal action, disclose such return and return information
to any em;:»logﬁt;l of such department charged with the responsi-
bility for handling such matters.

“(‘é) COMPTROLLER GENERAL.—

“(A) RETURNS AVAILABLE FOR INSPECTION.—EXcept as pro-
vided in suhparag'ralph (B), upon written request by the
Comptroller General of the l?glted States, returns and
return information shall be open to inspection by, or disclo-
sure to, officers and employees of the General Accounting
Oﬂilfg for the purpose of, and to the extent necessary in,
making—

§(i) an audit of the Internal Revenue Service or the
Bureau of Alcohol, Tobacco and Firearms which may be
required by section 117 of the Budget and Accounting
Procedures Act of 1950 (31 U.S.C. 67), or
“(i1) any audit authorized by subsection (p) (6),
except that no such officer or empioyee shall, except to the
extent authorized by subsection (f) or (p)(ﬁ{, disclose to
any person, other than another officer or employee of such
office whose official duties require such disclosure, any return
or return information described in section 4424 (a) in a form
which can be associated with, or otherwise identify, directly
or indirectly, a particular taxpayer, nor shall such officer
or employee disclose any other return or return informa-
tion, exca]‘ft as otherwise expressly provided by law, to any
person other than such other officer or employee of such office
in a form which can be associated with, or otherwise identify,
directly or indirectly, a particular taxpayer.

“(B) DisAPPROVAL BY JOINT COMMITTEE ON TAXATION.—
Returns and return information shall not. be open to inspec-
tiogl or disclosed under subparagraph (A) with respect to an
audit—

“(i) unless the Comptroller General of the United
States notifies in writing the Joint Committee on Taxa-
tion of such audit, and

“(i1) if the Joint Committee on Taxation disapproves
such audit by a vote of at least two-thirds of its members
within the 30-day period beginning on the day the Joint
Committee on Taxation receives such notice.
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“(3) StarisTican Use.—

“ge)c DEPARTMENT OF coMMERCE.—Upon request in writing by
the Secretary of Commerce, the Secretary shall furnish—
“(A) such returns, or return information reflected thereon,
to officers and employees of the Bureau of the Census, and
“(B) such return information reflected on returns of cor-
porations to officers and employees of the Bureau of Eco-
nomic Analysis,
as the Secretary may prescribe by regulation for the purpose of,
but only to the extent necessary in, the structuring of censuses and
national economic accounts and conducting related statistical
activities authorized by law.

“(2) FEDERAL TRADE COMMISSION,—Upon request in writing by
the Chairman of the Federal Trade Commission, the Secretary
shall furnish such return information reflected on any return of
a corporation with respect to the tax imposed by chapter 1 to offi-
cers and employees of the Division of Financial Statistics of the
Bureau of Economics of such commission as the Secretary may
prescribe by reill::;ion for the purpose of, but only to the extent
necessary in, administration by such division of legally author-
ized economic surveys of corporations.

¢ E;LRDEPARTMENT OF TREASURY.—Returns and return informa-
tion shall be open to inspection by or disclosure to officers and
employees of the Department of the Treasury whose official duties
require such inspection or disclosure for the purpose of, but only
to the extent necessary in, preparing economic or financial fore-
casts, projections, analyses, and statistical studies and mnducti;ﬁ
related activities. Such inspection or disclosure shall be permit
only upon written request which sets forth the specific reason or
reasons why such inspection or disclosure is necessary and which
is si%ued by the head of the bureau or office of the Department of
the Treasury requesting the inspection or disclosure.

“(4) Axonymous ForM.—No person who receives a return
or return information under this subsection shall disclose such
return or return information to any person other than the
taxpayer to whom it relates except in a form which cannot be
associated with, or otherwise identify, directly or indirectly, a

“(ﬁarticular taxpayer.

) DiscLosure oF CerTAIN RETURNS AND RETURN INFORMATION

ror Tax ApministraTioN PURPOSES.—

“(1) DISCLOSURE OF ACCEPTED OFFERS-IN-COMPROMISE.—Return
information shall be disclosed to members of the general public
to the extent necessary to permit inspection of any accepted offer-
in-compromise under section 7122 relating to the liability for a
tax imposed by this title.

“(2) DISCLOSURE OF AMOUNT OF OUTSTANDING LIEN.—If a notice
of lien has been filed pursuant to section 6323(f), the amount of
the outstanding obligation secured by such lien may be disclosed
to any person who furnishes satisfactory written evidence that
he has a right in the property subject to such lien or intends to
obtain a right in such property.

“(3) DISCLOSURE OF RETURN INFORMATION TO CORRECT MIS-
STATEMENTS OF FAcT.—The Secretary may, but only following
approval by the Joint Committee on Taxation, disclose such
return information or any other information with respect to any
specific taxpayer to the extent necessary for tax administration
purposes to correct a misstatement of fact published or disclosed
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with respect to such taxpayer’s return or any transaction of the
taxpayer with the Internal Revenue Service.
%(4) DISCLOSURE TO COMPETENT AUTHORITY UNDER INCOME TAX
CONVENTION.—A return or return information may be disclosed
to a competent authority of a foreign government which has
an income tax convention with the United States but only to
the extent provided in, and subject to the terms and conditions
of, sueh convention.
“(5) STATE AGENCIES REGULATING TAX RETURN PREPARERS.—
Taxpayer identity information with respect to any income tax
return preparer, and information as to whether or not any penalty
has been assessed against such income tax return preparer under
section 6694, 6695, or 7216, may be furnished to any agency, body, Fost, pp. 1689,
or commission lawfully charged under any State or local law 1692.
with the licensing, registration, or regulation of income tax return 26 USC 7216.
preparers. Such information may be furnished only upon written
request by the head of such agency, body, or commission desig-
nating the officers or employees to whom such information is to be
furnished. Information may be furnished and used under this
paragraph only for purposes of the licensing, registration, or
regulation of income tax return preparers.
*(6) DISCLOSURE BY INTERNAL REVENUE OFFICERS AND EMPLOYEES
FOR INVESTIGATIVE PURPOSES,—An internal revenue officer or
employee may, in connection with his official duties relating to any
audit, eollection activity, or civil or eriminal tax investigation or
:_zmly other offense under the internal revenue laws, disclose return
ormation to the extent that such disclosure is necessary in
obtaining information, which is not otherwise reasonably avail-
able, with respect to the correct determination of tax, liability for
tax, or the amount to be collected or with respect to the enforce-
ment of any other provision of this title. Such disclosures shall be Regulations.
made only in such situations and under such conditions as the
Secretary may prescribe by regulation.
*(1) DiscLosure or ReTURNS AND RETURN INFORMATION FOR PUR-
roses OrHER THaN Tax ADMINISTRATION.—
*(1) DISCLOSURE OF CERTAIN RETURNS AND RETURN INFORMA-
TION TO SOCIAL SECURITY ADMINISTRATION AND RAILROAD RETIRE-
MENT BoARD.—The Secretary may, upon written request, disclose
returns and return information with respect to—
“(A) taxes imposed by chapters 2, 21, and 24, to the Social 26 USC 1401,
Security Administration for purposes of its administration 3101, 3401.
of the Social Security Act; 42 USC 1305.
“(B) a plan to which part I of subchapter D of chapter 1 26 USC 401.
agp]ies, to the Social Security Administration for purposes
of carrying out its responsibility under section 1131 of the
Social gecurity Act, limited, however to return information 42 USC
described in section 6057 (d) ; and 1320b-1.
“(C) taxes imposed by chapter 22, to the Railroad Retire- 26 USC 6057.
ment Board for purposes of its administration of the Railroad 26 USC 3201.
Retirement Act. 45 USC 215
“(2) DISCLOSURE OF RETURNS AND RETURN INFORMATION TO THE note.
DEPARTMENT OF LABOR AND PENSION BENEFIT GUARANTY CORPORA-
TIoN.—The Secretary may, upon written request, furnish returns
and return information to the groper officers and employees of the
Department of Labor and the Pension Benefit Guaranty Corpora-
tion for purposes of, but only to the extent necessary in, the
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administration of titles I and IV of the Employee Retirement
Income Security Act of 1974.

“(3) DI1SCLOSURE OF RETURNS AND RETURN INFORMATION TO PRI-
VACY PROTECTION STUDY coMMissioN.—The Secretary may, upon
written request, disclose returns and return information to the
Privacy Protection St‘.ud¥l Commission, or to such members, offi-
cers, or employees of such commission as may be named in such
written request, to the extent provided under section 5 of the
Privacy Act of 1974.

“(4) DI1SCLOSURE OF RETURNS AND RETURN INFORMATION FOR USE
IN PERSONNEL OR CLATMANT REPRESENTATIVE MATTERS.—The Sec-
retary may disclose returns and return information—

“(A) upon written request—
“(i) to an employee or former emgloyee of the Depart-
ment of the Treasury, or to the duly authorized Yegnl
representative of such employee or former employee,
who is or may be a party to any administrative action
or proceeding affecting the personnel rights of such
employee or former employee; or
“(i1) to any }f)erson, or to the duly authorized legal
representative of such person, whose rights are or may
be affected by an administrative action or proceeding
under section 3 of the Act of July 7, 1884 (23 Stat. 258;
1 181{U.S.C._ 103?), ti roceeding, or i ti
solely for use in the action or p , Or in preparation
for the action or proceeding, but only to the extent that the
Secretary determines that such returns or return information
is or may be relevant and material to the action or proceed-

; or
mﬁ(B) to officers and employees of the Department of the
Treasury for use in any action or proceeding described in
subparagraph (A), or in preparation for such action or pro-
cee(}ing, to the extent necessary to advance or protect the
interests of the United States,

“(5) DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE.—

Upon written request by the Secretary of Health, Education, and

elfare, the Secreta?r may disclose information returns filed
¥ursuant to part III of subchapter A of chapter 61 of this subtitle
or the purpose of carrying out, in accordance with an agreement
entered into pursuant to section 232 of the Social Security Act,
an effective return processing program.
“(6) DISCLOSURE OF RETURN INFORMATION TO FEDERAL, STATE,

AND LOCAL CHILD SUPPORT ENFORCEMENT AGENCIES.—

“(A) RETURN INFORMATION FROM INTERNAL REVENUE SERV-
1ce—The Secretary may, upon written request, disclose to the
appropriate Federal, S{ate, or local child support enforce-
ment agency—

“(i) available return information from the master
files of the Internal Revenue Service relating to the
address, filing status, amounts and nature of income, and
the number of dependents reported on any return filed
by, or with respect to, any individual with respect to
whom child support obligations are sought to be estab-
lished or enforced pursuant to the provisions of part D
of title IV of the Social Security Act and with respect
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to any individual to whom such support obligations are
owing, and

“(11) available return information reflected on any
return filed by, or with respect to, any individual
described in clause (i) relating to the amount of such
individual’s gross income (as defined in section 61) or
consisting of the names and addresses of payors of such
income and the names of any dependents reported on
such return, but only if such return information is not
reasonably available from any other source.

“(B) RestricTioN oN DISCLOSURE.—The Secretary shall
disclose return information under subparagraph (A) only
for purposes of, and to the extent necessary in, establishing
and collecting child support obligations from, and locating,
individuals owing such obligations.

“(m) Discrosure oF Taxpavyer IpextiTy InvormaTiON.—The
Secretary is authorized—

“(1) to disclose taxpayer identity information to the press and
other media for purposes of notifying persons entitled to tax
refunds when the Secretary, after reasonable effort and lapse of
time, has been unable to locate such persons, and

“(2) upon written request, to disclose the mailing address of a
taxpayer to officers aneri] employees of an agency personally and
directly engaged in, and solely for their use in, preparation for
any administrative or judicial proceeding (or investigation which
may result in such a proceeding) pertaining to the collection or
compromise of a Federal claim against such taxpayer in accord-
ance with the provisions of section 3 of the Federal Claims Col- 3, ysc 952
lection Act of 1966. '

“(n) Cerraixy OrHER PERsoNs.—Pursuant to regulations prescribed
by the Secretary, returns and return information may be disclosed to
any person, including any person described in section 7513 (a), to the
extent necessary in connection with the processing, storage, transmis-
sion, and reproduction of such returns and return information, and
the programming, maintenance, repair, testing, and procurement of
equipment, for purposes of tax administration.

“&) Discrosure or Rerurxs axp Rerurny InrormaTion WiTH
Respect 0 CERTAIN TAXES.—

“(1) Taxes 1mposep BY SUBTITLE E—Returns and return
information with respect to taxes imposed by subtitle E (relating
to taxes on alcohol, tobacco, and firearms) shall be open to inspec-
tion by or disclosure to officers and employees of a Federal agency
whose official duties require such inspeetion or disclosure.

“(2) Taxes IMPOSED BY CHAPTER 35.—Returns and return o4 ysc 4401.
information with respeet to taxes imposed by chapter 35 (relating
to taxes on wagering) shall, notwithstanding any other provision
of this section, be open to inspection by or disclosure only to such
person or persons and for such purpose or purposes as are pre-
scribed by section 4424.

ProcEpURE AND RECORDKEEPING.—

“(1) MANNER, TIME, AND PLACE OF INSPECTIONS.—Requests for
the inspection or disclosure of a return or return information and
such inspection or disclosure shall be made in such manner and at
such time and place as shall be prescribed by the Secretary.

“(2) PrOCEDURE.—

“(A) ReeropuctioN oF RETURNS.—A reproduction or
certified reproduction of a return shall, upon written request,
be furnished to any person to whom disclosure or inspection

26 USC 61.

Regulations.

26 USC 5001.

i
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Fee. of such return is authorized under this section. A reasonable
fee m:g be prescribed for furnishing such reproduction or
certified reproduction.

“(B) DIsCLOSURE OF RETURN INFORMATION.—Return infor-
mation disclosed to any person under the provisions of this
title may be provided in the form of written documents,
reproductions of such documents, films or photoimpressions,
or electronically produced tapes, disks, or records, or by any
other mode or means which the Secretary determines neces-

Fee. sary or s,ppro[l:;riate. A reasonable fee may be prescribed for
furnishing such return information.

“(C) Use or repropUCTIONS—Any reproduction of an
return, document, or other matter made in accordance witg
this paragraph shall have the same legal status as the origi-
nal, and any such reproduction sha]ﬁﬂif properly authen-
ticated, be admissible in evidence in any judicial or
administrative proceeding as if it were the original, whether
or not the original is in existence.

“(3) RECORDS OF INSPECTION AND DISCLCSURE.—

“(A) SYSTEM OF RECORDKEEPING.—Except as otherwise
provided by this paragraph, the Secretary shall maintain a
permanent system of standardized records or accountings of
all requests for inspection or disclosure of returns and return
information (including the reasons for and dates of such
requessg{-g and of returns and return information inspected or
disclosed under this section. Notwithstanding the provisions
of section 552a (c) of title 5, United States Code, the Secretary
shall not be required to maintain a record or accounting of

uests for inspection or disclosure of returns and return
information, or of returns and return information inspected
or disclosed, under the authority of subsections (¢), (e), (h)
(L): (B AT, ox (1), 6) (4) or (6) (A) (i), (1) (), () or

(6), (1) (1) or (4)(B) or (5), (m), or (n). The records or

accountings required to be maintained under this paragraph

shall be available for examination by the Joint Committee on

Taxation or the Chief of Staff of such joint committee. Such

record or accounting shall also be available for examination

by such person or persons as may be, but only to the extent,
authorized to make such examination under section 552a(c)

(3) of title 5, United States Code.

Report to “(B) RErorT BY THE BECRETARY.—The Secretary shall,
congressional within 90 days after the close of each calendar year, furnish
b to the Joint Committee on Taxation a report with respect

to, or summary of, the records or accountings described in
sui:paragmph (A) in such form and containing such infor-
mation as such joint committee or the Chief of Staff of such
joint committee may designate. Such report or summary shall
not, however, include a record or accounting of any request
by the President under subsection (g) for, or the disclosure
in response to such request of, any return or return informa-
tion with respect to any individual who, at the time of such
request, was an officer or employee of the executive branch of
the Federal Government. Such report or summary, or an

part thereof, may be disclosed by such joint committee to suc

persons and for such purposes as the joint committee may,
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by record vote of a majority of the members of the joint com-
mittee, determine.

‘m PuBLIC REPORT ON DISCLOSURES.—The Secretary shall,
within 90 days after the close of each calendar year, furnish to
the Joint Committee on Taxation for disclosure to the public
a report with respect to the records or accountings described
in subgaragmph (A) which—

‘(i) provides with respect to each Federal agency, each
agency, body, or commission described in subsection (d)
or (1&3(3) or (6), and the General Accounting Office the
number of—

“(I) requests for disclosure of returns and return
information,
“(II) instances in which returns and return
information were disclosed pursuant to such
ues
(III) taxpayers whose returns, or return infor-
mation with respect to whom, were disclosed pursu-
ant to such requests, and
“(i1) describes the general purposes for which such
uests were made,
“(4) Sarecuarns.—Any Federal agency described in subsection

(h) (2), (1) (1), (2) or (5), (j) (1) or (2), (1) (1), (2), or (5)
. ((o)’(’1§ ,)t.h(es G:el(ler)'al Aocohz(nj-,in(g )Oﬂioé, or an)y ag)e’ncy, body, or
commission described in subsection (d) or (1) (3) or (6) shall,
as a condition for receiving returns or return information—

“(A) establish and maintain, to the satisfaction of the Sec-
retary, a permanent system of standardized records with
respect to any request, the reason for such request, and the
date of such request made by or of it and any disclosure of
return or return information made by or to it;

“(B) establish and maintain, to the satisfaction of the Sec-
retary, a secure area or place in which such returns or return
information shall be stored;

“(C) restriet, to the satisfaction of the Secretary, access to
the returns or return information only to persons whose
duties or responsibilities require access and to whom dis-
closure may be made under the provisions of this title;

“(D) provide such other safeguards which the Secretary
determines (and which he prescribes in regulations) to be
necessary or appropriate to protect the confidentiality of the
returns or return information;

“(E) furnish a report to the Secretary, at such time and
containing such information as the Secretary may prescribe,
which describes the procedures established and utilized by
such agency, body, or commission or the General Accounting
Office for ensuring the confidentialty of returns and return
information required by this paragraph; and
_ “(F) upon completion of use of such returns or return
information—

“(i) in the case of an agency, body, or commission
deseribed in subsection (d) or (1) (8), return to the Secre-
tary such returns or return information (along with any
copies made therefrom) or make such returns or return
information undisclosable in any manner and furnish a

wr(iltten report to the Secretary describing such manner;
an
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“(ii) in the case of an agenc deseribed in subsections
(h) (2), (i) (1), (2),0r (5), (3) (1) or (2), (1) (1), (2),
or (b),or (o) (1), the commission described in subsection
(1) (8), or the General Accounting Office, either—

“(I) return to the Secretary such returns or
return information (along with any copies made
therefrom),

%(II) otherwise make such returns or return
information undisclosable, or

“(III) to the extemt not so returned or made
undisclosable, ensure that the conditions of subpara-
graphs (A), (B), (C), (D), and (E) of this para-
graph continue to be met with respect to such
returns or return information,

except that the conditions of subparagraphs (A), (B), (C), (D),
and (E) shall cease to apply with respect to any return or return
information if, and to the extent that, such return or return
information is disclosed in the course of any judicial or administra-
tive proceeding and made a part of the public record thereof. If
the Secretary determines that any such agency, body, or com-
mission or the General Accounting Office has E:ra.iled to, or does
not, meet the requirements of this paragraph, he may, after any
proceedings for review establisherf under paragraph (7), take
such actions as are necessary to ensure such requirements are met,
including refusing to disclose returns or return information to
such agency, body, or commission or the General Accountin

l?eﬂice until he determines that such requirements have been or wi

met.

“(5) REPORT ON PROCEDURES AND SAFEGUARDS.—After the
close of each calendar quarter, the Secretary shall furnish to each
committee described in subsection (£) (1) a report which describes
the procedures and safeguards established and utilized by such
agencies, bodies, or commissions and the General Accounting
Office for ensuring the confidentiality of returns and return infor-
mation as required by this subsection. Such report shall also
describe instances of deficiencies in, and failure to establish or
utilize, such procedures.

“(6) AuUpIT OF PROCEDURES AND SAFEGUARDS,—

“(A) AupIT BY COMPTROLLER GENERAL—The Comptroller
General may audit the procedures and safeguards established
by such agencies, bodies, or commissions pursuant to this
subsection to determine whether such safeguards and pro-
cedures meet the requirements of this subsection and ensure
the confidentiality of returns and return information. The
Comptroller General shall notify the Secretary before any
such audit is conducted.

“(B) RECORDS OF INSPECTION AND REPORTS BY THE COMP-
TROLLER GENERAL.—The Comptroller General shall—

“(i) maintain a permanent system of standardized
records and accountings of returns and return informa-
tion inspected by officers and employees of the General
Accounting Office under subsection (i) gﬁ) (A) (ii) and
shall, within 90 days after the close of each calendar
year, furnish to the Secretary a report with respect to,
or summary of, such records or accountings in such form
and containing such information as the Secretary may
prescribe, and
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% (]i_ligefumish an annual report to each committee
described in subsection (f) and to the Secretary %
forth his findings with respect to any audit condu
pursuant to subparagraph (A).

The Secretary may disclose to the Joint Committee any
report furnished to him under clause (i).

“(7) ApmiNisTRATIVE REVIEW.—The Secretary shall by regula-
tions prescribe procedures which provide for administrative
review of any determination under paragraph %4) that any
agency, body, or commission described in subsection (d) has failed
to meet the requirements of such paragraph.

“(8) STATE LAW REQUIREMENTS.—

“(A) Sarecuarns—Notwithstanding any other provision
of this section, no return or return information shall be dis-
closed after December 31, 1978, to any officer or employee of
any State which requires a taxpafyer to attach to, or include in,
any State tax return a copy of any portion of his Federal
return, or information reflected on such Federal return, unless
such State adopts provisions of law which protect the confi-
dentiality of the copy of the Federal return (or portion
thereof) attached to, or the Federal return information
reflected on, such State tax return.

“(B) DISCLOSURE OF RETURNS OR RETURN INFORMATION IN
STATE RETURNS.—Nothing in subparagraph (A) shall be con-
strued to prohibit the disclosure by an officer or employee of
any State of any copy of any portion of a Federal return
or any information on a Federal return which is required to
be attached or included in a State return to another officer
or employee of such State (or political subdivision of such
State) if such disclosure is specifically authorized by State

law.

“(q) RecuraTions.—The Secretary is authorized to prescribe such
other re‘gulations as are necessary to carry out the provisions of this
section.’

(2) Conrorming AMENDMENT.—The table of sections for sub-
chapter B of chapter 61 is amended by strikinf out the item
relating to section 6103 and inserting in lieu thereof the following :

“Sec. 6103, Confidentiality and disclosure of returns and return
information.”

(b) StaTisTican PuBLicaTions Axnp Stupres.—Section 6108 (relating
to publication of statistics of income) is amended to read as follows:
“SEC. 6108. STATISTICAL PUBLICATIONS AND STUDIES.

“(a% PusricaTion or OTaER D1sCLOSURE oF STATISTICS OF INCOME.—
The Secretary shall prepare and publish not less than annually
statistics reasonably available with respect to the operations of
the internal revenue laws, including classifications of taxpayers and
of income, the amounts claimed or allowed as deductions, exemptions,
and credits, and any other facts deemed pertinent and valuable.

“(b) SeecrAL SraTisricar STupies.—The Secretary may, upon writ-
ten request by any party or parties, make special statistical studies
and compilations involving return information (as defined in section
6103 (b) (2)) and furnish to such party or parties transcripts of any
such special statistical study or compilation. A reasonable fee may be
prescribed for the cost of the work or services performed for such
party or parties,
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“(¢) Awonymous Form.—No publication or other disclosure of
statistics or other information req;,llired or authorized by subsection
(a) or special statistical study authorized by subsection (b) shall in
any manner permit the statistics, study, or any information so pub-
lished, furnished, or otherwise disclosed to be associated with, or
otherwise identify, directly or indirectly, a particular taxpayer.”

(¢) Insprcrion or Cerramvy Recorps By Locar OFFicERs.—

l.él) IN GENERAL.—Section 4102 (rela.tinﬁ to inspection of rec-
s, returns, ete., by local officers) 1s amended to read as follows:

“SEC. 4102, INSPECTION OF RECORDS BY LOCAL OFFICERS.

“Under regulations prescribed by the Secretary, records required
to be kept with respect to taxes under this part shall be open to inspec-
tion by such officers of a State, or a political subdivision of any such
State, as shall be charged with the enforcement or collection of any
tax on gasoline or lubricating oils.”

(2) ConrormiNGg AMENDMENT.—The table of sections for sub-
part B of part III of chapter 32 is amended by striking out the
item relating to section 4102 and inserting in lieu thereof the
following :

“Sec. 4102. Imspection of records by local officers.”

(d) Penavry ror UNauTHORIZED DISCLOSURE OF INFORMATION.—
Section 7213 (relating to unauthorized disclosure of information) is
amended by striking out subsection (cf, redesignating subsections
(d) and (e) as (c) and (d), respectively, and by amending subsec-
tion (a) to read as follows:

“(a) Rerurns AND RETURN INFORMATION.—

“(1) FEDERAL EMPLOYEES AND OTHER PERSoNS.—It shall be
unlawful for any officer or employee of the United States or any
person described in section 6103 (n) (or an officer or employee of
any such person), or any former officer or employee, to disclose to
ang’ person, except as authorized in this title, any return or return
information (as defined in section 6103(b)). Any violation of
this paragraph shall be a felony punishable upon conviction by a
fine 1n any amount not exceeding $5,000, or imprisonment of not
more than 5 years, or both, together with the costs of prosecution,
and if such offense is committed by any officer or employee of the
United States, he shall, in addition to any other punishment, be
dismissed from office or discharged from employment upon con-
viction for such offense.

“(2) StaTE AND OoTHER EMPLOYEES.—It shall be unlawful for
any officer, emgloyae, or a%ent or former officer, employee, or
agent, of any State (as defined in section 6103(b) (55’) or any
local child support enforcement agency to disclose to any person,
except as authorized in this title, any return or return informa-
tion (as defined in section 6103(1’))2 acquired by him or another
person under section 6103(d) or (1 iot% Any violation of this
paragraph shall be a felony punishable by a fine in any amount
not exeeeding] $5,000, or imprisonment of not more than 5 years,
or both, together with the costs of prosecution.

“(3) Oruer rersons.—It shall be unlawful for any person to
whom any return or return information (as defined in section
6103(b)) is disclosed in & manner unauthorized by this title to
thereafter print or publish in any manner not provided by law
any such return or return information. Any violation of this
paragraph shall be a felony punishable by a fine in any amount
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not exceeding $5,000, or imprisonment of not more than 5 years,
or both, together with the costs of prosecution,

“(4) Sorrcrrarion.—It shall be unlawful for any person to offer
any item of material value in exchange for any return or return
information (as defined in section 6103(b)) and to receive as a
result of such solicitation any such return or return information.
Any violation of this pamg::{{-h shall be a felony punishable by
a fine in any amount not exceeding $5,000, or imprisonment of not
more than 5 years, or both, together with the costs of prosecution.

“(5) Suarenorprrs.—It shall be unlawful for any person to
whom a return or return information (as defined in section 6103
(b)) is diselosed pursuant to the provisions of seetion 6103 (e) (1)
(D) (iii) to disclose such return or return information in an
manner not provided by law. Any violation of this paragrap
shall be a felony punishable by a fine in any amount not to exceed
$5,000, or imprisonment of not. more than 5 years, or both, together
with the costs of prosecution.”

(e) Crvi Damages ror Uxavrnorizep Discrosure or RETURNS
AND RETURN INFORMATION.—

(1) I~ generaL—Part I of subchapter A of chapter 75 (relat-
ing to miscellaneous penalties and forfeitures) is amended by
adgling at the end thereof the following new section:

“SEC. 7217. CIVIL DAMAGES FOR UNAUTHORIZED DISCLOSURE OF
RETURNS AND RETURN INFORMATION.

“(a) GeneraL Rure.—Whenever any person knowingly, or by reason
of negligence, discloses a return or return information (as defined in
section 6103(b)) with respect to a taxpayer in violation of the provi-
sions of section 6103, such taxpayer may bring a civil action for dam-
:lgl:s. against such person, and the district courts of the United States

11 have jurisdiction of any action commenced under the provisions
of this section.

“(b) Damaces.—In any suit brought under the provisions of sub-
section (a),upon a finding of liability on the part of the defendant, the
defen(fhnt shall be liable to the plaintiff in an amount equal to the
sum of—

“(1) actual damages sustained by the plaintiff as a result of the
unauthorized disclosure of the return or return information and,
in the case of a willful disclosure or a disclosure which is the result
of gross negligence, punitive damages, but in no case shall a plain-
tlﬂg entitled to recovery receive less than the sum of $1.000 with
respect to each instance of such unauthorized disclosure ; and

“(2) the costs of the action.

“(c) An action to enforce any liability created under this section
may be brought, without regard to the amount in controversy, within
2 years from the date on which the cause of action arises or at any time
within 2 years after discovery by the plaintiff of the unauthorized
disclosure.”

(2) Conrormine aMeNDMENT.—The table of sections for such
part is amended by adding at the end thereof the following new
item :

“See. 7217. Civil damages for unauthorized disclosure of returns and
return information.”

(f) Processine or ReTurns, RETURN INFORMATION, AND OTHER
DocumenTts.—Section 7513 (relating to reproduction of returns and
other documents) is amended by striking out subsection (c¢) and redes-
ignating subsection (d) assubsection (¢).
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(g) Ormer ArpricapLe Roures—Section 7852 (relating to other
rules applicable under title 26) is amended by adding at the end thereof
the following new subsection :

“(e) Privacy Acr or 1974—The provisions of subsections (d) (2),

3), and (4), and (g& of section 552a of title 5, United States Code,
11 not be applied, directly or indirectly, to the determination of the
existence or possible existence of liability (or the amount thereof) of
any person for any tax, penalty, interest, fine, forfeiture, or other impo-
sition or offense to which the provisions of this title apply.”

(h) Tecu~NicaL AND CONFORMING AMENDMENTS.—

(1) Section 6106 (relating to publicity of unemployment tax
returns) is hereby repealed.

(2) Section 6323 (relating to validity and priority of tax liens
against certain persons) is amended by striking out paragraph
(3) of subsection (i).

(8) Subsection (d) of section 7213 Sm]uting to cross references)
ﬁl ame;ded by striking out paragraph (1) and inserting in lien

ereof :

“(1) Penalties for disclosure of information by preparers of
returns.—For penalty for disclosure or use of information by preparers

of returns, see section 7216.”

(4) Section 7515 (relating to special statistical studies and com-
pilations and other services on request) is hereby repealed.

(5) Subsection (¢) of section 7809 (relating to deposit of col-
lections) is amended by striking out in paragraph (1) “section
7515 (relating to special statistical studies and compilations for
other services on request)” and inserting in lieu thereof “section
6103(p) (relating to furnishing of copies of returns or of return
information), and section 6108(b) (relating to special statistical
studies and compilations)”.

(6) Subsection (d) of section 4424 (relating to disclosure of
wagering tax information) is amended by striking out “6103(d)”
and inserting in lieu thereof “6103 (f) .

(1) Errecrive Dare.—The amendments made by this section take
effect January 1, 1977.

SEC. 1203, INCOME TAX RETURN PREPARERS.
(a) Derinrrion.—Section T701(a) (relating to definitions) is
amended by adding at the end thereof the following new paragraph:
“(36) INCOME TAX RETURN PREPARER.—

“(A) In gENErRAL—The term ‘income tax return preparer’
means any person who prepares for compensation, or who
employs one or more persons to prepare for compensation,
any return of tax imposed by subtitle A or any claim for
refund of tax imposed by subtitle A. For purposes of the pre-
ceding sentence, the preparation of a substantial portion of a
return or elaim for refund shall be treated as if it were the
preparation of such return or claim for refund.

“(B) Exceprrons.—A person shall not be an ‘income tax
return ‘?reparer’ merely because such person—

(i) furnishes typing, reproducing, or other mechani-
cal assistance,

“(11) prepares a return or claim for refund of the
employer (or of an officer or employee of the employer)
by whom he is regularly and continuously emplo eg,

“(ii1) prepares a return or claim for refund f}t')r any
trust or estate with respect to which he is a fiduciary, or
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“(iv) prepares a claim for refund for a taxpayer in
response to any notice of deficiency issued to such tax-
payer or in response to any waiver of restriction after the
commencement of an audit of such taxpayer or another
taxpayer if a determination in such audit of such other
taxpayer directly or indirectly affects the tax liability of
suZE taxpayer.”

(b) AssessaBLe Penavries WHERe Preparer UNDerstaTEs Tax-
PAYER'S LIABILITY.— g
(1) In eenerar.—Subchapter B of chapter 68 (relating to
assessable penalties) is amen(fed by adding at the end thereof the
following new section :

“SEC. 6694, UNDERSTATEMENT OF TAXPAYER'S LIABILITY BY INCOME
TAX RETURN PREPARER.

“(a) NeeLigeNT or INTENTIONAL DisREGARD OF RULES AND REGULA-
Trons.—If any part of any understatement of liability with respect to
any return or claim for refund is due to the negligent or intentional
disregard of rules and regulations by any person who is an income tax
return preparer with respect to such return or claim, such person shall
pay a pemSty of $100 with respect to such return or claim.

(b) WirLruL UNDERSTATEMENT OF LiapiLrry.—If any part of any
understatement of liability with respect to any return or claim for
refund is due to a willful attempt in any manner to understate the lia-
bility for a tax by a person who is an income tax return preparer with
respect to such return or claim, such person shall pay a penalty of $500
with respect to such return or eclaim. With respect to any return or
claim, the amount of the penalty payable by any person by reason of
this subsection shall be reduced by the amount of the penalty paid by
such person by reason of subsection (a).

“(¢) Extension oF Periop oF CorLecrioN Where Preparer Pays
15 PerceNnT oF PENALTY.—

“(1) I~ eeneraL.—If, within 30 days after the day on which
notice and demand of any penalty under subsection (a) or (b) is
made against any person who is an income tax return preparer
such person pays an amount which is not less than 15 percent of
the amount of such penalty and files a claim for refund of the
amount so paid, no levy or proceeding in court for the collection
of the remainder of such penalty shall be made, begun, or prose-
cuted until the final resolution of a proceeding begun as provided
in paragraph (2). Notwithstanding the provisions of section 7421
(af, the beginning of such proceeding or levy during the time
such prohibition is in force may be enjoined by a proceeding in
the proper court.

“(2) ARER MUST BRING SUIT IN DISTRICT COURT TO DETERMINE
HIS LIABILITY FOR PENALTY.—If, within 30 days after the day on
which his claim for refund of any partial payment of any penalty
under subsection (a) or (b) is denied (or, if earlier, within 30
days after the expiration of 6 months after the day on which he
filed the claim for refund), the income tax return preparer fails
to begin a proceeding in the appropriate United States district
eourt for the determination of his liability for such penalty, para-
graph (1) shall cease to apply with respect to such penalty, effec-
tive on the day following the close of the applicable 30-day period
referred to in this paragraph.

“(3) SUSPENSION OF RUNNING OF PERIOD OF LIMITATIONS ON COL-
1ECTION.—The running of the period of limitations provided in
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section 6502 on the collection by levy or by a proceeding in court
in respect of any penalty described in paragraph (1) shall be
suspended for the period during which the Secretary is prohibited
from collecting by levy or a proceeding in court.

“(d) Asatement oF Pexavry Waere Taxpayer's Liasmwrry Nor
UxperstaTep.—If at any time there is a final administrative determi-
nation or a final judicial decision that there was no understatement of
liability in the case of any return or claim for refund with respect
to which a penalty under subsection (a) or (b) has been assessed,
such assessment shall be abated, and if any portion of such penalty
has been paid the amount so paid shall be refunded to the person who
made sucg payment as an overpayment of tax without rd to any
period of limitations which, but for this subsection, would apply to
the making of such refund.

“(e) UnpersTATEMENT OF Liasiuity Derinep.—For purposes of this
section, the term ‘understatement of liability’ means any understate-
ment of the net amount payable with respect to any tax im by
subtitle A or any overstatement of the net amount creditable or
refundable with respect to any such tax. Except as otherwise provided
in subsection (d), the determination of whether or not there is an
understatement of liability shall be made without regard to any
administrative or judicial action involving the taxpayer.

“(f) Cross REFERENCE.—

“For definition of income tax return preparer, see section 7701
(a)(36).”
(2) BURDEN OF PROOF UNDER 6694 (b).—

(A) Subchapter B of chapter 76 (relating to proceedings
by taxpayers and third parties) is amended by redesignating
section 7427 as section 7428 and by inserting after section
7426 the following new section :

“SEC. 7427. INCOME TAX RETURN PREPARERS.

“In any proceeding involving the issue of whether or not an income
tax return preparer has willfully attempted in any manner to under-
state the liability for tax (within the meaning of section 6694 (b)), the
burden of proof in respect to such issue shall be upon the Secretary.”

(B) The table of sections for such subchapter B is amended
by striking out the last item and inserting in lieu thereof the
following :

“Sec. 7427, Income tax return preparers.
“Sec. T428. Cross references.”

(¢) Prerarer Muvst Forxisu Copy oF ReTury To TAXPAYER AND
Mcsr Reraixy Cory or List—Subchapter B of chapter 61 (relating
to information and returns) is amended by inserting after section
6106 the following new section:

“SEC. 6107. INCOME TAX RETURN PREPARER MUST FURNISH COPY OF
RETURN TO TAXPAYER AND MUST RETAIN A COPY OR
LIST.

“(a) Frexmsmxe Cory 1o Taxreaver—Any person who is an
income tax return preparer with respect to any return or claim for
refund shall furnish a ecompleted copy of such return or claim to the
taxpayer not later than the time such return or claim is presented for
such taxpayer’s signature.

“(b) Cory or Lisr To Be Reramneo By Income Tax Rerurx
PrerarEr.—Any person who is an income tax return preparer with



PUBLIC LAW 94-455—0CT. 4, 1976

respect to a return or claim for refund shall, for the period ending 3
years after the close of the return period—

“(1) retain a completed copy of such return or claim, or retain,
on a list, the name and taxpayer identification number of the tax-
payer for whom such return or claim was prepared, and

‘(2) make such copy or list available for inspection upon
request by the Secretary.

“(e¢) Rmcurarions.—The Secretary shall prescribe regulations
under which, in cases where 2 or more persons are income tax return
preparers with respect o the same return or claim for refund, com-
pliance with the requirements of subsection ﬁgg or (b), as the case
may be, of one such person shall be deemed to be compliance with the
re%uirements of such subsection by the other persons.

“(d) Derinrrions.—For purposes of this section, the terms ‘return’
and ‘claim for refund’ have the respective meanings given to such
terms by section 6696 (e), and the term ‘return period’ has the meaning
given to such term by section 6060(c).”

(d) Taxeayer Ipentrryine Numeer or Preparer To Bre Fum-
NIsHED.—Section 6109 (a) (relating to supplyinfg of identifying num-
bers) is amended by adding at the end thereof the following:

“(4) FURNISHING IDENTIFYING NUMBER OF INCOMF TAX RETURN
PREPARER.—Any return or claim for refund prepared by an income
tax return preparer shall bear such identifying number for
securing proper identification of such preparer, his employer, or
both, as may be prescribed. For purposes of this paragraph, the
terms ‘return’ and ‘claim for refund’ have the respective mean-
ings given to such terms by section 6696 (e).

For purposes of this subsection, the identifying number of an indi-
vidual (or his estate) shall be such individual’s social security account
number."”

(e) PrerarEr Must Fiue ANNvaL INFormaTION RETURN.—Part 11T

90 STAT. 1691
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26 USC 6109.
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of subchapter A of chapter 61 (relating to information returns) is

amended by adding at the end thereof the following new subpart :

“Subpart F—Information Concerning Income Tax
Return Preparers

“Sec. 6060. Information returns of income tax return preparers.
“SEC. 6060. INFORMATION RETURNS OF INCOME TAX RETURN
PREPARERS.

“(a) Geversrn. Ruie—Any person who em;;]oys an income tax
return preparer to prepare any return or claim for refund other than
for such person at any time during a return period shall make a return
setting forth the name, taxpayer identification number, and place of
work of each income tax return preparer emploved by him at any
time during such period. For purposes of this section, any individunal
who in acting as an income tax return preparer is not the employee
of another income tax return preparer shall be treated as his own
employer. The return required by this section shall be filed, in such
manner as the Secretary may by regulations prescribe, on or before
the first July 31 following the end of such return period.

“(b) Avrernatrve Rerorming.—In lieu of the return required by
subsection (a), the Secretary may approve an alternative reporting
method if he determines that the necessary information is available
to him from other sources.

“(c) Rerurx Prriop Derinep.—For purposes of subsection (1),
the term ‘return period’ means the 12-month period beginning on

26 USC 6060.

Regulations.
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July 1 of each year, except that the first return period shall be the
G@lp{n}lth period beginning on January 1, 1977, and ending on June 30,
1 i3 ‘]

(f) OruEer Assessasre PeNanties Wit Respecr To THE PREPARA-
TI0N OF INcOME Tax Rerurns ror Orner Persons.—Subchapter B of
chapter 68 (relating to assessable penalties) is amended by adding at
the end thereof the following new sections:

“SEC. 6695. OTHER ASSESSABLE PENALTIES WITH RESPECT TO THE
PREPARATION OF INCOME TAX RETURNS FOR OTHER
PERSONS.

“(a) Famure To Furnisa Cory 1o Taxpaver—Any person who
is an income tax return preparer with respect to any return or claim
for refund who fails to comply with section 6107 (a) with respect to
such return or claim shall pay a penalty of $25 for such failure, unless
it is shown that such failure is due to reasonable cause and not due to
willful neglect.

“(b) Faruure To Siey RETurN.—Any person who is an income tax
return preparer with respect to any return or claim for refund, who
is required by regulations prescribed by the Secretary to sign such
return or claim, and who fails to comply with such regulations with
respect to such return or claim shall pay a penalty of $25 for such
failure, unless it is shown that such failure is due to reasonable cause
and not due to willful neglect.

“(¢) Famwure To Fur~isa InexTiFying NuMBER—Any person who
is an income tax return preparer with respect to any return or claim for
refund and who fails to comq]y with section 6109 (a) (4) with respect
to such return or claim shall pay a penalty of $25 for such failure,
unless it is shown that such failure is due to reasonable cause and not
due to willful neglect.

“(d) Famure To Rerary Copy or List.—Any person who is an
income tax return preparer with respect to any return or claim for
refund who fails to comply with section 6107(b) with respect to such
return or claim shall pay a penalty of $50 for each such failure, unless
it is shown that such failure is due to reasonable cause and not due to
willful negleet. The maximum penalty imposed under this subsection
on any person with respect to any return period shall not exceed
$25,000.

“(e) Famore To Fre Correcr INFORMATION RETURN.—ANy person
required to make a return under section 6060 who fails to comply with
the requirements of such section shall pay a penalty of—

“(1) $100 for each failure to file a return as required under
such section, and
“(2) $5 for each failure to set forth an item in the return as
required under such section,
unless it is shown that such failure is due to reasonable cause and not
due to willful neglect. The maximum penalty imposed under this sub-
section on any person with respeet to any return period shall not
exceed $20,000.

“(f) Necoriation or CHECE.—Any person who is an income tax
return preparer who endorses or otherwise negotiates (directly or
through an agent) any check made in respect of the taxes imposed by
subtitle A which is issued to a taxpayer (other than the income tax
rle;tutl-(n preparer) shall pay a penalty of $500 with respect to each such
check.
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“SEC. 6696. RULES APPLICABLE WITH RESPECT TO SECTIONS 6694 AND
6695.

“(a) Penarties To BE AvprrioNan 1o ANy Oruer PeNavres—The
penalties provided by section 6694 and 6695 shall be in addition to any
other penalties provided by law.

“(b) Derrciency Procepures Nor To AppLy.—Subchapter B of
chapter 63 (relating to deficiency procedures for income, estate, gift,
and certain excise taxes) shall not apply with respect to the assessment
or collection of the penalties provided Ky sections 6694 and 6695.

“(c¢) Procepure ror Crammin Rerunp.—Any claim for credit or
refund of any penalty paid under section 6694 or 6695 shall be filed
in accordance with regulations prescribed by the Secretary.

“(d) Pertops oF LIMITATION.—

“(1) AssessmENT.—The amount of any penalty under section
6694 (a) or under section 6695 shall be assessed within 3 years
after the return or claim for refund with respect to which the
penalty is assessed was filed, and no proceeding in court without
assessment for the collection of such tax shall %e begun after the
expiration of such period. In the case of any penalty under section
6694 (b), the penalty may be assessed, or a proceeding in court for
the collection of the penalty may be begun without assessment,
at any time.

“(2) Cramm ror REFUND.—Except as provided in section 6694
(d), any claim for refund of an overpayment of any penalty
assessed under section 6694 or 6695 shall be filed within 3 years
from the time the penalty was paid.

“(e) Derinrrions.—For purposes of sections 6694 and 6695—

“(1) Rerorn.—The term ‘return’ means any return of any tax
imposed by subtitle A.

“(2) Cramnx ror rReFUND.—The term ‘claim for refund’ means a
clalim A‘f’m- refund of, or credit against, any tax imposed by sub-
title A.”

(g) Avrnoriry To Seeg InguNncrioNn Against INcome Tax ReTury
Prerarers.—Subchapter A of chapter 76 (relating to civil actions by
the United States) is amended by redesignating section 7407 as section
7408 and by inserting after section 7406 the following new section:

“SEC. 7407. ACTION TO ENJOIN INCOME TAX RETURN PREPARERS.
“(a) Aurnorrry To Seex INnsUuNcrioN.—Except as provided in sub-
section (c¢), a civil action in the name of the United States to enjoin
any person who is an income tax return preparer from further engag-
ing in any conduct described in subsection (b) or from further acting
as an income tax return preparer may be commenced at the request
of the Secretary. Any action under this section shall be brought in
the District Court of the United States for the district in which the
income tax preparer resides or has his principal place of business or
in which the taxpayer with respect to whose income tax return the
action is brought resides. The court may exercise its jurisdiction over
such action (as provided in section 74025'33%) separate and apart from
any other action brought by the United States against such income
tax preparer or any taxpayer.
“(b) Apsuprcarion axp Decrees.—In any action under subsection
(a), if the court finds—
“(1) that an income tax return preparer has—
“(A) engaged in any conduct subject to alty under
section 6694 or 6695, or subject to any criminal penalty pro-
vided by this title,
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“(B) misrepresented his eligibility to practice before the
Internal Revenue Service, or otherwise misrepresented his
experience or education as an income tax return preparer,

“(C) guaranteed the payment of any tax refund or the
allowance of any tax credit, or :

“(D) engaged in any other fraudulent or deceptive con-
duct which substantially interferes with the proper adminis-
tration of the Internal lgevenue laws, and

“(2) that injunctive relief is appropriate to prevent the recur-

rence of such conduct,

the court may enjoin such person from further engaging in such
conduct. If the court finds that an income tax return preparer has
continually or repeatedly engaged in any conduct described in sub-
pa,ra.gm}ﬁlm (A) through (D) of this subsection and that an injunc-
tion prohibiting such conduct would not be sufficient. to prevent such
person’s interference with the proper administration of this title, the
court may enjoin such person from acting as an income tax return
preparer.

“(¢) Bonp To Stay INnsuncrioNn.—No action to enjoin under sub-
section (b)(1)(A) shall be commenced or pursued with respect to
any income tax return preparer who files and maintains, with the
Secretary in the internal revenue district in which is located such
preparer’s legal residence or principal place of business, a bond in
a sum of $50,000 as surety for the payment of penalties under section
6694 and 6695.”

(h) Cross REFERENCES.—

(1) Section 6503 (h), as redesignated by this Act, is amended
by adding at the end thereof the following new paragraph:

“(4) Income tax return preparers, see section 6694(c)(3).”

(2) Section 6504, as amended by this Act, is amended by adding
at the end thereof the following new paragraph:

“(11) Assessment of civil penalties under section 6694 or 6695, see

section 6696(d)(1).”

(3) Section 6511(g) is amended by adding at the end thereof
the following new paragraph :

“(7) For a period of limitations for refund of an overpayment of

penalties imposed under section 6694 or 6695, see section 6696(d)(2).”

(i) CoNFORMING AMENDMENTS.—

(1) The table of subparts for part I1I of suchapter A of chap-
ter 61 is amended by adding at the end thereof the following new
Item :

“SBubpart F. Information concerning income tax return preparers.”

(2) The table of sections for subchapter B of chapter 61 is
amended by inserting immediately after the item relating to sec-
tion 6106 the following new item:

“Sec. 6107. Income tax return preparer must furnish copy of return to

taxpayer and must retain a copy or list.”

(3) The table of sections for subchagter B of chapter 68 is
amended by adding at the end thereof the following new items:

“Seec. 6694, Understatement of taxpayer’s liability by income tax return

preparer.
“Sec. 6695. Other asszessable penalties with respect to the preparation of

income tax returns for other persons,
“Sec. 6696. Rules applicable with respect to sections 6694 and 6695.”
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(4) The table of sections for subchapter A of chapter 76 is
amended by striking out the last item and inserting in lieu thereof
the following:
“Sec. T407. Action to enjoin income tax return preparers.
“Sec. T408. Cross references.”
(j) Errecrive Dare—The amendments made by this section shall 26 USC 7701
apply to documents prepared after December 31, 1976. o

SEC. 1204. JEOPARDY AND TERMINATION ASSESSMENTS.

(a) Review orF Jeorarpy AND TERMINATION AssEsSMENTS.—Sub-
chapter B of chapter 76 (relating to proceedings by taxpayers and
third parties) is amended by inserting after section 7428 the following
new section:

“SEC. 7429. REVIEW OF JEOPARDY ASSESSMENT PROCEDURES. 26 USC 7429.

“(a) ApMINISTRATIVE REVIEW.—

“(1) InrorMATION TO TAXPAYER— Within 5 days after the day
on which an assessment is made under section 6851(a), 6861(a),
or 6862, the Secretary shall provide the taxpayer with a written
statement of the information upon which the Secretary relies in
making such assessment.

“(2) Request ror ReEvIEw.—Within 30 days after the day on
which the taxpayer is furnished the written statement described in
paragraph (1), or within 30 days after the last day of the period
within which such statement is required to be furnished, the tax-
payer may request the Secretary to review the action taken.

“(3) REDETERMINATION BY SECRETARY.—After a request for
review is made under paragraph (2), the Secretary shall deter-
mine whether or not—

“(A) the making of the assessment under section 6851,
6861, or 6862, as the case may be, is reasonable under the
circumstances, and

“(B) the amount so assessed or demanded as a result of the
action taken under section 6851, 6861, or 6862 is appropriate
under the circumstances.

“(b) JuprciaL Review.—

“(1) Acrions pERMITTED.—Within 30 days after the earlier of—

“(A) the day the Secretary notifies the taxpayer of his
determination described in subsection (a) (8),or

“(B) the 16th day after the request described in subsection
(a) (2) was made,

the taxpayer may bring a civil action against the United States
in a district court of the United States for a determination under
this subsection.

“(2) DETERMINATION BY DISTRICT COURT.— Within 20 days after
an action is commenced under paragraph (1), the district court
shall determine whether or not—

“(A) the making of the assessment under section 6851,
6861, or 6862, as the case may be, is reasonable under the cir-
cumstances, and

“(B) the amount so assessed or demanded as a result of the
action taken under section 6851, 6861, or 6862, is appropriate
under the circumstances.

“(8) Orber or pistricT coURT,—If the court determines that
the making of such assessment is unreasonable or that the amount
assessed or demanded is inappropriate, the court may order the
Secretary to abate such assessment, to redetermine (in whole or
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in part) the amount assessed or demanded, or to take such other
action as the court finds appropriate.

“(c) Extension oF 20-Day Periop WaeRre Taxpayer So REQUESTS.—
Tf the taxpayer requests an extension of the 20-day period set forth in
subsection (b) (2) and establishes reasonable grounds why such exten-
sion should be granted, the district court may grant an extension of not
more than 40 additional days.

“(d) Comruration or Days.—For purposes of this section, Satur-
day, Sunday, or a legal holiday in the District of Columbia shall not
be counted as the last day of any period.

“(e) VeENUE—A civil action under subsection (b) shall be com-
menced only in the judicial distriet described in section 1402(a) (1)
or (2) of title 28, United States Code.

“(f) Finaniry oF DeETERMINATION.—Any determination made by a
district court under this section shall be final and conclusive and shall
not be reviewed by any other court.

“(g) Burbex or Proor.—

“(1) REASONABLENESS OF TERMINATION OR JEOPARDY ASSESS-
MENT.—In an action under subsection (b) involving the issue of
whether the making of an assessment under section 6851, 6861, or
6862 is reasonable under the circumstances, the burden of proof in
resper.'.t to such issue shall be upon the Secretary.

“(2) REASONABLENESS OF AMOUNT OF ASSESSMENT.—In an action
under subsection (b) involving the issue of whether an amount
assessed or demanded as a rvesult of action taken under section
6851, 6861, or 6862 is appropriate under the circumstances, the
Secretary shall provide a written statement which contains any
information with respect to which his determination of the
amount assessed was based, but the burden of proof in respect of
such issue shall be upon the taxpayer.”

(b) Jeoraroy AssessmENT OF INcomMe Tax.—

(1) TermiNATION AssEsSMENTS.—So0 much of section 6851
(relating to termination of taxable year) as precedes subsection
(¢) is amended to read as follows:

26 USC 6851. “SEC. 6851. TERMINATION ASSESSMENTS OF INCOME TAX.
“(a) Aurnoriry ror MARING.—

“(1) I~ ceexeraL—If the Secretary finds that a taxpayer
designs quickly to depart from the United States or to remove his
property therefrom. or to conceal himself or his property therein,
or to do any other act (including in the case of a corporation dis-
tributing all or a part of its assets in liquidation or otherwise)
tending to prejudice or to render wholly or partially ineffectual
proceedings to colleet the income tax for the current or the imme-
diately preceding taxable year unless such proceeding be
brought without delay, the Secretary shall immediately make a
determination of tax for the current taxable year or for the pre-
ceding taxable year, or both, as the ease may be, and notwith-
standing any other provision of law, such tax shall become
immediately due and payable. The Secretary shall immediately
assess the amount of the tax so determined (together with all
interest, additional amounts, and additions to the tax provided
by law) for the current taxable year or such preceding taxable
year, or both, as the case may be, and shall cause notice of such
determination and assessment to be given the taxpayer, together
with a demand for immediate payment of such tax.



PUBLIC LAW 94-455—0CT. 4, 1976

“(2) Comreuration oF Tax.—In the case of a current taxable
year, the Secretary shall determine the tax for the period begin-
ning on the first day of such current taxable year and ending on
the date of the determination under paragraph (1) as thouih
such period were a taxable year of the taxpayer, and shall take
into account any prior determination made under this subsection
with respect to such current taxable year.

“(3) TMENT OF AMOUNTS COLLECTED.—Any amounts col-
lected as a result of any assessments under this subsection shall,
to the extent thereof, be treated as a payment of tax for such tax-
able year.

“(4) THIs SECTION INAPPLICABLE WHERE SECTION 6861 APPLIES.—
This section shall not authorize any assessment of tax for the pre-
ceding taxable year which is made after the due date of the
taxpayer’s return for such taxable year (determined with regard
to any extensions).

“(b) Norrce or Derrciency.—If an assessment of tax is made under
the authority of subsection (a), the Secretary shall mail a notice under
section 6212 (a) for the taxpayer’s full taxab{e year (determined with-
out regard to any action taken under subsection (a)) with respect to
which such assessment was made within 60 days after the later of (i)
the due date of the taxpayer’s return for such taxable year (determined
with regard to any extensions), or (ii) the date such taxpayer files such
return. Such deficiency may be in an amount greater or less than the
amount assessed under subsection (a).”

(23 Boxnns.—Section 6851 is amended by striking out subsection
(e) (relating to bonds) and inserting in lieu thereof the following:

“(e) Secrions 6861 (f) anp (g) To Arpry.—The provisions of sec-
tion 6861 (f) %‘:lating to collection of unpaid amounts) and 6861(%21
(relating to abatement if jeopardy does not Pxistz shall apply wi
respect to any assessment made under subsection (a).

“(f) Cross REFERENCES.—

“(1) For provisions permitting immediate levy in case of jeopardy, see

section 6331(a).

";53”) For provisions relating to the review of jeopardy, see section

(¢) TecuNICAL AND CONFORMING A MENDMENTS.—

(1) Section 1346(e) of title 28, United States Code (relat-
ing to jurisdiction of district courts with the United States as
defendant) is amended by inserting “or section 7429” immedi-
ately after “section 7426".

(2) Section 443(a)(3) (relating to returns for terminated
period) is repealed.

(3) Section 6091(b) (relating to place for filing returns) is
amended—

(A) by striking out “and” at the end of paragraph (1) (BA
ii1) thereof, and by striking out paragraph (1) ( Ig) (iv) an
the matter following such paragraph and inserting in lieu
thereof the following:
“(iv) nonresic%ent alien persons, and
“(v) persons with respect to whom an assessment was
made under section 6851(a) (relating to termination
assessments) with respect to the taxable year,
shall be made at such place as the Secretary may by regulations
designate.”; and

B) by striking out “and” at the end of para h (2) (B
(iis, an byﬂgtnriing out paragraph (2}’?}3)%?5 m(m; (thza

90 STAT. 1697
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Regulations.
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matter following such paragraph and inserting in lieu
thereof the following:

Regulations. “(iii) foreign corporations, and

“(iv) corporations with respect to which an assessment
was made under section 6851(a) (relating to termina-
tion assessments) with respect to the taL:fble year,

fihall be n}?de at such place as the Secretary may by regulations
te.

26 USC 6211. Section 6211(b) (1) (relating to rules for determining defi-
cieglc%ea) is amendgd)}()y}sgrikinfn%ut “and” after “31,” and b?'
inserting before the period at the end thereof the following: “,
and without regard to any credits resulting from the collection
of amounts assessed under section 6851 (relating to termination
assessments)”.

26 USC 6212. (5) Section 6212(c) (relating to restrictions on further defi-
ciancy letters) is amended by inserting after “errors),” the follow-
ing: “in section 6851 (relating to termination assessments),”.

26 USC 6213. (6) Section 6213(a) (relating to time for filing petition with
the Tax Court) is amended by inserting “section 6851 or” before
“gection 68617,

26 USC 6863. (7) Section 6863(a) (relating to bond to stay collection) is

amended—

(A) by striking out “6861” and inserting in lieu thereof
“6851, 6861,”;

(B) by striking out “a jeopardy assessment” in the first
sentence thereof and inserting in lieu thereof “an assess-
me(llé”;bandn'k1'ng t “th rd t” each pl

st out “the jeopardy assessment” each place
it ap)pegrs therem and insartingyin lieu thereof ‘Psuch
assessment”.

(8) Section 6863(b) (3) (A) (relating to stay of sale of seized
property) is amended to read as follows:

“(A) GeneraL ruLE—Where, notwithstanding the provi-
sions of section 6213 (a), an assessment has been made under
section 6851 or 6861, the property seized for collection of the
tax shall not be sold—

(1) before the expiration of the periods described in
subsection (¢) (1) (A) and (B),

“(i1) before the issuance of the notice of deficiency
described in section 6851 (b) or 6861(b), and the expira-
tion of the period provided in section 6213(a) for filing
a petition with the Tax Court, and

¢(iii) if a petition is filed with the Tax Court (whether
before or after the making of such assessment), before
the expiration of the period during which the assessment
of the deficiency would be prohibited if neither sections
6851 (a) nor 6861(a) were applicable.

Clauses (ii) and (iii) shall not apply in the ease of a termina-
tion assessment under section 6851 if the taxpayer does not file
a return for the taxable year by the due date (determined
with regard to any extensions).”

(9) Section 6863 (relating to stay of collection of jeopardy
assessments) is amended by adding at the end thereof the follow-
ing new subsection:

“(c) Sray oF SaLe oF Skizep ProPerry PExpine Districr CourT
Ante, p. 1695.  DererMinaTioN UNpER SECTION T429.—
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“(1) GeneraL rRuLE—Where a jeopardy assessment has been
made under section 6862(3? , the property seized for the collection
of the tax shall not be sold— ‘

“(A) if a civil action is commenced in accordance with sec-
tion 7429 (b), on or before the day on which the district court
judgment in such action becomes final, or

“(B) if subparagraph (A) does not apply, before the da
after the expiration of the period provided in section 7429 (J
for requesting an administrative review, and if such review
is requested, before the day after the expiration of the period
provided in section 7429 (b), for commencing an action in the
district court.

“(2) Exceprroxns.—With respect to any property described
in paragraph &1), the exceptions provided by subsection (b) (3)
(B) shall apply.”

(10) Seection T103(a) (4) (relating to a cross reference) is
repealed.

(11) Section 7421(a) (relating to prohibition of suits to
restrain assessment or collection of taxes) is amended by strik:imi
out “and 7426 (a) and (b)(1)” and inserting in lieu thereo
“7426 (a) and (b) (1), and 7429(b)”.

(12) The table of sections for part I of subchapter A of chapter
70 is amended to read as follows:

“Seec. 6851. Termination assessments of income tax.”
(18) The table of sections for subchapter B of chapter 76 is
amended by inserting after the item relating to section 7428
the following:

“Bee, T429. Review of jeopardy assessment procedures.”

(d) Errecrive Date.—The amendments made by this section apply
with respect to action taken under section 6851, 6861, or 6862 of the
Internal Revenue Code of 1954 where the notice and demand takes
place after December 31, 1976.

SEC. 1205. ADMINISTRATIVE SUMMONS.

(a) RequmemeNt THAT Notice Br Skrvep ox Prrson Whose
Booxs, Erc., Are Brine StvanroNep.—Subchapter A of chapter 78
(relating to examination and inspection) is amended by redesignating
section 7609 as section T611 al;ﬂ) by inserting after section 7608 the
following new sections:

“SEC. 7609. SPECIAL PROCEDURES FOR THIRD-PARTY SUMMONSES.
“(a) Norice.—
“(1) Ix gEnerRanL—If—
“(A) any summons described in subsection (c) is served
on m}g’ person who is a third-party recordkeeper, and
“(B) the summons requires the production of any portion
of records made or kept of the business transactions or affairs
of any person (other than the person summoned) who is
identified in the description of the records contained in the
SUININONS,
then notice of the summons shall be given to any person so
identified within 3 days of the day on which such service is made,
but no later than the 14th day before the day fixed in the sum-
mons as the day upon which such records are to be examined.
Such notice shal{be accompanied by a copy of the summons which
has been served and shall contain directions for staying compli-
ance with the summons under subsection (b) (2).

90 STAT. 1699
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note.

26 USC 7609.
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#(2) SuorrrcieNcy or NoricE—Such notice shall be sufficient if,
on or before such third day, such notice is served in the manner
provided in section 7603 (relating to service of summons) upon
the %)erson entitled to notice, or is mailed by certified or registered
mail to the last known address of such person, or, in the absence
of a last known address, is left with the person summoned. If
such notice is mailed, it shall be sufficient if mailed to the last
known address of the person entitled to notice or, in the case of
notice to the Secretary under section 6903 of the existence of a
fiduciary relationship, to the last known address of the fiducia
of such person, even if such person or fiduciary is then deceased,
under a legal disability, or no longer in existence.

“(3) THIRD-PARTY RECORDKEEPER DEFINED.—For purposes of this
subsection, the term ‘third-party recordkeeper’ means—

“(A) any mutual savings bank, cooperative bank, domestic
building and loan association, or otger savings institution
chartered and supervised as a savings and loan or similar
association under Federal or State law, any bank (as defined
in section 581), or any credit union (within the meaning of
section 501 (¢) (14) (Agl) -

“(B) a.ndy consumer reporting agency (as defined under sec-
tion 6(0{3) ) of the Fair Credit Reporting Aect (15 U.S.C.
1681a ;

“(C) an)y person extending credit through the use of credit
cards or similar devices;

“(D) any broker (as defined in section 3(a)(4) of the
Securities Exchange Act of 1934 (15 U.S.C. 78c(a)(4)));

“(E) any attorney; and

“(F) any accountant.

“(4) Exceerions.—Paragraph (1) shall not apply to any
summons—

“(A) served on the person with respect to whose liabilit
the summons is issued, or any officer or employee of suc
person,

“(B) to determine whether or not records of the business
transactions or affairs of an identified person have been made
or kept, or

i CE,)) described in subsection (f).

“(5) Nature oF summoNs.—Any summons to which this sub-
section applies (and any summons in aid of collection described
in subsection (c% (2)(B)) shall identify the taxpayer to whom
the summons relates or the other person to whom the records
pertain and shall provide such other information as will enable
the person summoned to locate the records required under the
Summons.

“(b) Riegar To INTERVENE; RicaT To StAY COMPLIANCE—

(1) InTeERVENTION.—Notwithstanding any other law or rule of
law, any person who is entitled to notice of a summons under
subsection (a) shall have the right to intervene in any proceeding
;vith respect to the enforcement of such summons under section

604.

“(2) RigHT 10 sSTAY coMpPLIANCE—Notwithstanding any other
law or rule of law, any person who is entitled to notice of a sum-
mons under subsection (a) shall have the right to stay compliance
with the summons if, not later than the 14th day after the da
such notice is given in the manner provided in subsection (n

(2)—
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“(A) notice in writing is given to the person summoned
not to comply with the summons, and :

% (B{ a copy of such notice not to comply with the summons
is mailed by registered or certified mail to such person and
to such office as the Secretary may direct in the notice re-
ferred to in subsection (a) (1).

“(¢) Summons 1o WHICH SECTION APPLIES—

“(1) I~ ceneranL.—Except as provided in paragraph (2), a
summons is deseribed in this subsection if it is issued under para-
graph (2) of section 7602 or under section 6420(e) (2), 6421(f)
(2),13424(41) (2), or 6427(e) (2) and requires the production of
records.

“(2) Exceprions.—A summons shall not be treated as deseribed
in this subsection if—

“(A) it is solely to determine the identity of any person
having a numbered account (or similar arrangement) with a
bank or other institution described in subsection (a) (3) (A),
or

“(B) itisinaid of the collection of—

“(1) the liability of any person against whom an
assessment has been made or judgment rendered, or

“(ii) the liability at law or in equity of any transferee
or fiduciary of any person referreifll to 1n clause (i).

“(3) RECORDS; CERTAIN RELATED TESTIMONY.—For purposes of
this section—

“(A) the term ‘records’ includes books, papers, or other
data, and

“(B) asummons requiring the giving of testimony relating
to records shall be treated as a summons requiring the pro-
duetion of such records.

“(d) Restricrion oN ExaminatioN or Recorps.—No examination
of any records required to be produced under a summons as to which
notice is required under subsection (a) may be made—

“(1) before the expiration of the 14-da; iod allowed for the
notice not to comply under subsection (b) {2??3‘

“(2) when the requirements of subsection (b)(2) have been
met, except in accordance with an order issued by a court of com-
petent jurisdiction authorizing examination of such records or
with the consent of the person staying compliance.

“(e) SuspensioN or StaTuTe oF LisiraTions.—If any person takes
any action as provided in subsection (b) and such person is the person
with respect to whose liability the summons is issued (or is the agent
nominee, or other person acting under the direction or control of
such person), then tﬁ?z running of any period of limitations under sec-
tion 6501 (relating to the assessment and collection of tax) or under
section 6531 (relating to eriminal prosecutions) with respect to such
person shall be suspended for the period during which a proceeding,
and appeals therein, with respect to the enforcement of such sum-
mons is pending.

“(f) Apprrionan RequiremeNT 1IN THE Case oF A Jomn Doe
Summons.—Any summons described in subsection (c¢) which does not
identify the person with respect to whose liability the summons is
issued may be served only after a court proceeding in which the Secre-
tary establishes that—

*(1) the summons relates to the investigation of a particular
person or ascertainable group or class of persons,

90 STAT. 1701
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“Records.”
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“(2) there is a reasonable basis for believing that such person
or &lroup or class of persons may fail or mafr have failed to comply
with any provision of any internal revenue law, and

“(8) the information sought to be obtained from the examina-
tion of the records (and the identity of the person or persons with
respect to whose liability the summons is issued) is not readily
available from other sources.

“(g) Srecian ExceprioN ror CErTAIN Summonses.—In the case of
any summons described in subsection (¢), the provisions of subsections
(a) (1) and (b) shall not apply if, upon petition by the Secretary, the
court determines, on the basis of the facts and circumstances alleged,
that there is reasonable cause to believe the giving of notice may lead
to attempts to conceal, destroy, or alter records relevant to the exami-
nation, to prevent the communication of information from other per-
sons through intimidation, bribery, or collusion, or to flee to avoid
prosecution, testifying, or production of records.

“(h) Jurisprorton or Districr Courr.—

“(1) The United States district court for the distriet within
which the person to be summoned resides or is found shall have
jurisdiction to hear and determine proceedings brought under
subsections (f) or ig). The determinations required to be made
under subsections (f) and (g) shall be made ex parte and shall be
made solely upon the petition and supporting affidavits. An order
denying the petition shall be deemed a final order which may be
a.p?ea]ed.

“(2) Except as to cases the court considers of greater impor-
tance, a proceeding brought for the enforcement of any summons,
or a proceeding under this section, and appeals. take precedence
on the docket over all cases and shall be assigned for hearing and
decided at the earliest practicable date.

“SEC. 7610. FEES AND COSTS FOR WITNESSES.

“(a) In GeneEraL.—The Secretary shall by lations establish the
rates and conditions under which payment may be made of—

“(1) fees and mileage to persons who are summoned to appear
before the Secretary, and

“(2) reimbursement for such costs that are reasonably neces-
sary which have been directly incurred in searching for, reproduc-
ing, or transporting books, papers, records, or other data required
to be produced by summons.

“(b) Exceprions.—No payment may be made under paragraph (2)
of subsection (a) if—

“(1) the person with respect to whose liability the summons is
issued has a proprietary interest in the books, papers, records or
other data required to be produced, or

“(2) the person summoned is the person with respect to whose
liability the summons is issued or an officer, employee, agent,
accountant, or attorney of such person who, at the time the sum-
mons is served, is acting as such.

“(e) Summons 1o WaicH Secrion Appries.—This section applies
with respect to m:gr summons authorized under section 6420(e) (2),
6421 (£) (2), 6424 (d) (2), 6427 (e) (2), or T602."

(b) CrericarL AmenpMENT—The table of sections for such subchap-
ter A is amended by striking out the item relating to section 7609 and
inserting in lieu thereof the following:
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“See. T609. Special procedures for third-party summonses.
“Sec. 7610. Fees and costs for witnesses.
“See, T611. Cross references.”
(c) Errecrive Date—The amendments made by this section shall 26 USC 7609
apply with respect to any summons issued after ember 31, 1976, note.

SEC. 1206. ASSESSMENTS IN CASE OF MATHEMATICAL OR CLERICAL
ERRORS.
(a) In GeneraL—Section 6213(b) (relating to exceptions to 26 USC6213.
restrictions on assessment in certain cases) is amended—
(1) by redesignating paragraphs (2) and (3) as paragraphs
(3) and (4), respectively, and .
(2) by striking out paragraph (1) and inserting in lien thereof
the following new paragraphs:
(1) ASSESSMENTS ARISING OUT OF MATHEMATICAL OR CLERICAL
ERRORS.—If the taxpayer is notified that, on account of a mathe-
matical or clerieal error appearing on the return, an amount of tax
in excess of that shown on the return is due, and that an assessment
of the tax has been or will be made on the basis of what would have
been the correct amount of tax but for the mathematical or clerical
error, such notice shall not be considered as a notice of deficiency
for the purposes of subsection (a) (prohibiting assessment and
collection until notice of the deficiency has been mailed%, or of
section 6212 Ec) (1) (restricting further deficiency letters), or of
section 6512(a) (prohibiting credits or refunds after petition to
the Tax Court), and the taxpayer shall have no right to file a
petition with the Tax Court based on such notice, nor shall such
assessment or collection be prohibited by the provisions of sub-
section (a) of this section. Each notice under this paragraph shall
set forth the error alleged and an explanation thereof.
“(2) ABATEMENT OF ASSESSMENT OF MATHEMATICAL OR CLERICAL
ERRORS.—
“(A) Request FOrR ABATEMENT.—Notwithstanding section
6404(b), a taxpayer may file with the Secretary within 60
days after notice is sent under paragraph (1) a request for
an abatement of any assessment speciﬁes in such notice, and
upon receipt of such request, the Secretary shall abate the
assessment. Any reassessment of the tax with respect to which
an abatement is made under this subparagraph shall be sub-
ject to the deficiency procedures prescribed by this subchapter.
“(B) Sray or conLecTION.—In the case of any assessment
referred to in paragraph (1), notwithstanding paragraph
(1), no levy or Froceedmg in court for the collection ogsuch
assessment shall be made, begun, or prosecuted during the
period in which such assessment may be abated under this
paragraph.”
(b) DerinrrioNs RevaTinG 1o MATHEMATICAL OR CLERICAL ERRORS, —
Section 6213 is amended by redesignating subsection (f) as subsection 26 USC 6213.
(g), and by inserting immediately after subsection (e) the following
new subsection:
“(f) DerFintrions.—For purposes of this section—
“(1) Rerurn.—The term ‘return’ includes any return, state-
ment, schedule, or list, and any amendment or supplement thereto,
filed with respect to any tax imposed by subtitle A or B, or chap- 26 USC 1, 2001.
ter 42 or 43. 26 USC 4940,

“(2) MATHEMATICAL OR CLERICAL ERROR.—The term ‘mathemati- 4971
cal or clerical error’ means—
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“(A) an error in addition, subtraction, multiplication, or
division shown on any return,

“(B) an incorrect use of any table provided by the Internal
Revenue Service with respect to any return if such incorrect
use is apparent from the existence of other information on
the return,

“(C) an entry on a return of an item which is inconsistent
with another entry of the same or another item on such return,

“(D) an omission of information which is required to be
sugp]ied on the return to substantiate an entry on the return,
an

“(E) an entry on a return of a deduction or credit in an
amount which exceeds a statutory limit imposed by subtitle
A or B, or chapter 42 or 43, if such limit is expressed—

“(i) as a specified monetary amount, or

“(i1) as a percentage, ratio, or fraction,
and if the items entering into the application of such limit
appear on such return.”

(¢) TecENICAL AND CONFORMING A MENDMENTS.—

(1) Section 6213(b) (3) (relating to assessments arising out of
tentative carryback adjustments), as redesignated by subsection
(a), is amended—

(A) b}r striking out “he may assess” and inserting in lieu
thereof “he may assess without regard to the provisions of
paragraph (2)”, and

(B) by striking out “mathematical error” and inserting
in lieu thereof “mathematical or clerical error”.

(2) Section 6201(a)(3) (relating to assessments regardin
erroneous income tax prepayment credits) and section 6201 &a
(4) (relating to assessments regarding erroneous credit under
section 39 or 43) are each amended—

(A) by striking out “mathematical error” and inserting
in lieu thereof “mathematical or clerical error”, and

(B) by inserting immediately before the period at the end
thereof the following: %, except that the provisions of section
6213 (b) (2) (relating to abatement of mathematical or cleri-
cal error assessments) shall not apply with regard to any
assessment under this paragraph”.

(3) Section 6212(c) (1) (relating to deficiency letters) is
amended by striking out “ grelating to mathematical errors)” and
inserting in lieu thereof “(relating to mathematical or clerical
errors)”.

(d) Emrz:cm Dare—The amendments made by this section shall
agp]y with respect to returns &within the meaning of section 6213
(f) (1) of the Internal Revenue Code of 1954) filed after December 31,
1976.

SEC. 1207. WITHHOLDING.

(a) WrrHHOLDING STATE AND Districr INcome Taxes Froym Com-
PENBATION OF MEMEERS OF ArRMED ForcEs WHO Are RESIDENTS OF THE
Srate or Districr oF COLUMBIA.—

(1) WITHHOLDING OF STATE INCOME TAXES.—The last sentence
of section 5517 (a) of title 5, United States Code, is amended to
read as follows: “In the case of pay for service as a member of
the armed forces, the preceding sentence shall be applied by
substituting ‘who are residents of the State with which the agree-
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ment is made’ for ‘whose regular place of Federal emg:loyment
is within the State with which the agreement is made’.”

(2) WITHHOLDING OF DISTRICT INCOME TAXES.—Subsection (a)
of section 5516 of title 5, United States Code, is amended—

(A) by Strikhﬁ out in the third sentence “gay for service
as a member of the armed forces, or to”; an ;

(B) by adding after the third sentence the following new
sentence: “In the case of pay for service as a member of the
armed forces, the second sentence of this subsection shall be
applied b;,r substituting ‘who are residents of the District of
Columbia’ for ‘whose regular place of employment is within
the District of Columbia’.”

(b) WrramoLpinG State anp Crry Incoye Taxes From tae Com-
PENSATION OF MEMBERS oF THE NATIONAL GUARD 0R THE REaDY RE-
sERVE.—Section 5517 of title 5, United States Code, is amended by
adding at the end thereof the following new subsection:

“(d) For the purpose of this section and sections 5516 and 5520, the Definitions.
terms ‘serve as a member of the armed forces’ and ‘service as a member 5 USC 5516,
of the Armed Forces’ do not include— 5520.

“(1) participation in exercises or the performance of duty
under section 502 of title 32, United States Code, by a member
of the National Guard; and

“(2) participation in scheduled drills or training periods, or
service on active duty for training, under section 270 &) of title
10, United States Code, by a memgber of the Ready Reserve.”

(¢) VorunTary WrraHHOLDING OF STATE INcomME Taxes Froy THE
CompensatioN oF Feperar Emprovees.—Paragraphs (1) and (2) of
sfg%ision 5517 (a) of title 5, United States Code, are amended to read as

ows:

® (ll) provides for the collection of a tax either by imposing on
employers generally the duty of withholding sums from the pay
of employees and making returns of the sums to the State, or by
goa.ntmg to employers generally the authority to withhold sums

m the pay of employees if any employee voluntarily elects
to have such sums withheld; and

“(2) imposes the duty or grants the authority to withhold
gfenei:-all with respect to the pay of employees who are residents
of the State;”.

(d) Wrranorpine Tax ox Cerrainy Gamering WinNiNes.—Section
3402 (relating to income tax collected at source) is amended by adding 26 USC 3402.
at the end thereof the following new subsection:

“(q) Extexsion or Wrrnuorping To Cerrain Gamsring WIN-
NINGS.—

“(1) Gexeran ruLe—Every person, including the Government
of the United States, a State, or a political subdivision thereof, or
any instrumentalities of the forehﬁoin , making any payment of
winnings which are subject to wi holgmg shall deduct and with-
hold from such payment a tax in an amount equal to 20 percent of
such payment.

“(2? ilxr.urrmx WHERE TAX OTHERWISE WITHHELD.—In the
case of any payment of winnings which are subject to withholding
made to a nonresident alien individual or a foreign corporation,
the tax imposed under paragraph (1) shall not apply to any such
ﬁa nent subject to tax under section 1441(a) (relating to with-

olding on nonresident aliens) or tax under section 1442(a)
(relating to withholding on foreign corporations).
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Definition. “(3) WINNINGS WHICH ARE SUBJECT TO WITHHOLDING.—For
purposes of this subsection, the term ‘winnings which are subject
to withholding’ means proceeds from a wager determined in
accordance with the following:

“(A) In cexerar.—Except as provided in subparagraphs
(B) and (C), proceeds of more than $1,000 from a wagering
transaction, if the amount of such proceeds is at least 300
times as large as the amount wagered.

“(B) StaTe-coNpUCTED LOTTERIES.—Proceeds of more than
$5,000 from a wager placed in a lottery conducted by an
agency of a State acting under authority of State law, but
only if such wager is placed with the State agency conducting
such lottery, or with its authorized employees or agents.

“(C) SWEEPSTAKES, WAGERING POOLS, AND OTHER LOTTER-
1s.—Proceeds of more than $1,000 from a wager placed in a
sweepstakes, wagering pool, or lottery (other than a wager
described in subparagraph (B)).

“(4) RuULES FOR DETERMINING PROCEEDS FROM A WAGER.—For
purposes of this subsection—

“(A) proceeds from a wager shall be determined by
reducing the amount received by the amount of the wager,
and

“(B) proceeds which are not money shall be taken into
account at their fair market value.

“(5) EXEMPTION FOR BINGO, KENO, AND SLOT MACHINES.—The
tax imposed under paragraph (1) shall not apply to winnings
from a slot machine, keno, and bingo.

“(6) StaTeMENT BY RECTPIENT.—Every person who is to receive
a payment of winnings which are subject to withholding shall
furnish the person making such payment a statement, made under
the penalties of perjury, containing the name, address, and tax-
payer identification number of the person receiving the payment
and of each person entitled to any portion of such payment.

“(7) COORDINATION WITH OTHER SECTIONS.—For purposes of

26 USC 3403, sections 3403 and 3404 and for purposes of so much of subtitle

3404. F (except section 7205) as relates to this chapter, payments to

26 USC 6001, any person of winnings which are subject to withholding shall

7205. be treated as if they were wages paid by an employer to an
employee.”

(e) Wrrnmorping oF Feperar Taxes ox Cerraiy INDIVIDUALS
Excacep v Fisaing.—

(1) In GENERAL.—

26 USC 3121. (A) Section 3121(b) (defining employment) is amended
by striking out “or” at the end of paragraph (18), by strik-
ing out the period at the end of paragraph {)19) and inserting
in lieu thereof “; or”, and by adding after paragraph (19)
the following new paragraph:

“(20) service performed by an individual on a boat engaged
in catching fish or other forms of aquatic animal life under an
arrangement with the owner or operator of such boat pursuant
to which—

“(A) such individual does not receive any cash remunera-
tion (other than as provided in subparagraph (B)),

“(B) such individual receives a share of the boat’s (or
the boats’ in the case of a fishing operation involving more
than one boat) catch of fish or other forms of aquatic animal
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life or a share of the proceeds from the sale of such catch,
and

“(C) the amount of such individual’s share depends on
the amount of the boat’s (or the boats’ in the case of a fishing
operation involving more than one boat) catch of fish or other
forms of aquatic animal life,

but onlﬁ if the operating crew of such boat (or each boat from
which the individual receives a share in the case of a fishing opera-
tion involving more than one boat) is normally made up of fewer
than 10 individuals.”

(B) Section 1402(c) (2) (defining trade or business) is
amended by striking out “and” at the end of subparagraph
(D), by striking out the semicolon at the end of subpara-
graph (E) and inserting in lieu thereof ¥, and”, and by
a.ddmgh after subparagraph (E) the following new subpara-

aph :
gT“Iéﬁ‘) service described in section 3121 (b) (20) ;.

(C) Section 3401(3(} (defining wages for purposes of
withholding) is amended by stri%ng out the period at the
end of paragraph (16) and inserting in lieu thereof *“; or",
and by adding after paragraph (16) the following new

paragmph:
“(17) for service described in section 3121 (b) (20).”
(2) CONFORMING AMENDMENTS.—

(A) Section 210(a) of the Social Security Act is amended
by striking out “or” at the end of paragraph (18), by striking
out the period at the end of paragraph (19) and insertin
in leu thereof “; or,” and by adding after paragraph (19
the following new paragraph :

“(2031 Service performe)dggy an individual on a boat er:i;aged
in catching fish or other forms of aquatic animal life under an
arrangement with the owner or operator of such boat pursuant
to which—

“(A) such individual does not receive any cash remunera-
tion (other than as provided in subparagraph (B)),

“(B) such individual receives a share of the boat’s (or the
boats’ in the case of a fishing operation involving more than
one boat) cateh of fish or other forms of aquatic animal life
or a share of the proceeds from the sale of such catch, and

“(C) the amount of such individual’s share depen(iﬂ on
the amount of the boat’s (or boats’ in the case of a fishing
operation involving more than one boat) catch of fish or
other forms of aquatic animal life,

but only if the operating crew of such boat (or each boat from
which the individual receives a share in the case of a fishing opera-
tion involving more than one boat) is normally made up of fewer
than 10 individuals.”

(B) Section 211(c) (2) of such Aect is amended by striking
out “and” at the end of subparagraph (D), by striking out
the semicolon at the end of subparagraph g;;) , and inserti
in lieu thereof ¥, and” and by adding after subparagrap
(E) the following new paragraph:

“(F) service described in section 210(a) (20) ;.

(3) REPORTING REQUIREMENT,—

(A) Subpart B of part IIT of subchapter A of chapter 61

(relating to information concerning transactions with other
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persons) is amended by adding at the end thereof the follow-
ing new section:

“SEC. 6050A. REPORTING REQUIREMENTS OF CERTAIN FISHING BOAT
OPERATORS.

“(s.? Reporrs.—The operator of a boat on which one or more indi-
viduals, during a calendar year, perform services described in section
3121(b) (20) shall submit to the Secretary (at such time, and in such
manner and form, as the Secretary shall by regulations prescribe)
information respecting—

“(1) the identity of each individual pe-rformjng such services;

“%) the percentage of each such individual’s share of the
catches of ﬁsllieol' other forms of aquatiec animal life, and the per-
centage of the operator’s share of such catches;

“(38) if such individual receives his share in kind, the type and
weight of such share, together with such other information as the
Secretary may prescribe by regulations reasonably necessary to
determine the value of such share ; and

“(4) if such individual receives a share of the proceeds of such
catches, the amount so received.

“(b) Wrrrten StateMmeENT.—Every person making a return under
subsection (a) shall furnish to each person whose name is set forth in
such return a written statement showing the information relating to
such person contained in such return. The written statement required
under the preceding sentence shall be furnished to the person on or
before January 31 of the year following the calendar year for which
the return under subsection (a) was made.”

(B) Section 6652(b) (relating to failure to file certain
information returns) is amended by inserting after “with-
held),” the following: “in the case of each failure to make a
return required by section 6050A (a) (relating to reporting
requirements of certain fishing boat operators),”.
C} Section 6652(b) is further amended by inserting after
“tips),” the following: “or section 6050A (b) (relating to
statements furnished by certain fishing boat operators),”.
(f) ErrecTive DATES.—

(1) SussectioN (a).—The amendments made by subsection (a)
shall apply to wages withheld after the 120-day period following
any request for an agreement after the date of the enactment of
this Act.

(2) Suesecrions (b) axp (¢).—The amendments made by sub-
sections (b) and (¢) shall apply to wages withheld after the 120-
day period following the date of the enactment of this Act.

(3) Sussection (d).—The amendments made by subsection (d)
shall apply to payments of winnings made after the 90th day after
the date of the ennctment of this Aet.

(4) Suesectiox (e).—

(A) The amendments made by paragraphs (1)(A) and

(2) (A) of subsection (e) shall apply to services performed

after December 31, 1971. The amendments made by para-

gralihs (1) (B), (1) (C),and (2) (B) of such subsection shall
apply to taxable years ending after December 31, 1971. The
amendments made by paragraph (3) of such subsection shall
apply to calendar vears beginning after the date of the
enactment of this Act.

(B) Notwithstanding subparagraph (A), if the owner or
operator of any boat treated a share of the boat’s catch of fish
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or other aquatic animal life (or a share of the proceeds there-
from) received by an individual after December 31, 1971,
and before the date of the enactment of this Act for services
performed by such individual after December 31, 1971, on
such boat as ieing subject to the tax under chapter 21 of the
Internal Revenue Code of 1954, then the amendments made
by paragraphs (1) (A) and (B) and (2) of subsection %a)
shall not apply with respect to such services performed by
such indiﬂd?ml (and the share of the catch, or proceeds
therefrom, received by him for such services).

SEC. 1208. STATE-CONDUCTED LOTTERIES.

(a) Exemrerion From Wacerine Tax—Paragraph (3) of section
4402 (relating to State-conducted sweepstakes) is amended to read as
follows:

“(8) STATE-CONDUCTED LOTTERIES, ETC.—On any wager placed
in a sweepstakes, wagering pool, or lottery which is conducted by
an agency of a State acting under authority of State law, but
only if such wager is placed with the State agency conductin,
such sweepstakes, wagering pool, or lottery, or with its authorize
employees or agents.”

(b) Exemerion From Occurationsr Tax ox Corn-OreraTen
Devices.—Section 4462(b) (relating to exclusions from definition of
coin-operated gaming devices) is amended—

(1) by striking out “or” at the end of paragraph (1),

(2) by striking out the period at the end of paragraph (2) and
inserting in lieu thereof “; or”, and

g 3) by adding at the end thereof the following new paragraph:

“(3) a vending machine which—

“(A) dispenses tickets on a sweepstakes, wagering pool,
or lottery which is conducted by an agency of a State acting
under authority of State law, and

“(B) is maintained by the State agency conducting such
sweepstakes, wagering pool, or lottery, or by its authorized
employees or agents.”

(¢) Errective DaTes.—

(1) The amendment made by subsection (a) shall apply with
respect to wagers placed after March 10, 1964.

(F‘)ﬁc The amendments made by subsection (b) shall apply with
respect to periods after March 10, 1964.

SEC. 1209. MINIMUM EXEMPTION FROM LEVY FOR WAGES, SALARY,
AND OTHER INCOME.

(a) GeNerar RurLe—Subsection (a) of section 6334 (relating to
property exempt from ]evyz\is amended by adding at the end thereof
the following new paragraph :

*(9) MINIMUM EXEMPTION FOR WAGES, SALARY, AND OTHER
iNcoME —Any amount payable to or received by an individral as
wages or salary for personal seryices, or as income derived from
other sources, during any period, to the extent that the total of
such amounts payable to or received by him during such period
does not ex the applicable exempt amount determined under
subsection (d).”

(b) DeTERMINATION OF Exeyer AMoUunT.—Section 6334 is amended
by adding at the end thereof the following new subsection:

“(d) Exempr AMmounT oF WAGES, SALARY, 0rR OTHER INCOME.—

“(1) INDIVIDUALS ON WEEKLY BASIs,—In the case of an individ-
ual who is paid or receives all of his wages, salary, and other in-
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come on a weekly basis, the amount of the wages, salary, and other

income payable to or received by him during an{ week which is

exempt from levy under subsection (a)(9) shall be—

“(A) $50, plus

“(B) $15 for each individual who is specified in a written
statement which is submitted to the person on whom notice of
levy is served and which is verified in such manner as the Sec-
retary shall prescribe by regulations and—

“(i) over half of whose support for the payroll period
was received from the taxpayer,

“(i1) who is the spouse of the taxpayer, or who bears a
relationship to the taxpayer specified in paragraphs (1)
through (9; of section 152(a) (relating to definition of
dePendents ,and

“(iii) who is not a minor child of the taxpayer with
respect to whom amounts are exempt from levy under
subsection (&) (8) for the payroll period.

For purposes of subparagraph (B) ?ii) of the preceding sentence,
‘payroll period’ shall be substituted for ‘taxable year’ each place
it appears in paragraph (9) of section 152(a).

& f’ﬂ) INDIVIDUALS ON BASIS OTHER THAN WEEKLY.—In the case of
any individual not described in paragraph (1), the amount of *he
wages, salary, and other income pa{kable to or received by him dur-
ing any applicable pay period or other fiscal period (as determined
under regulations prescribed by the Secretary) which is exempt
from levy under subsection (a)(9) shall be an amount (deter-
mined under such regulations) which as nearly as possible will
result in the same total exemption from levy for such individual
over a period of time as he would have under paragraph (1) if
(during such period of time) he were paid or received such wages,
salary, and other income on a regular weekly basis.”

(¢) Conrormine AmeEnpmeNT—The paragraph heading for para-
graph 58() of section 6334 (a) is amended to read as follows:

8) JUDGMENTS FOR SUPPORT OF MINOR CHILDREN.—

(d) Levy oxn Wages, Erc., To Be ConTiNvuING.—

(1) Subsection (d) of section 6331 (relating to levy on salaries
and wages) is amended by adding at the end thereof the following
new pa ph:

“(3) CONTINUING LEVY ON SALARY AND WAGES.—

“(A) Errrcer or Levy.—The effect of a levy on salary or
wages payable to or received by a taxpayer shall be con-
tinuous from the date such levy is first made until the lia-
bility out of which such levy arose is satisfied or becomes
unenforeeable by reason of lapse of time.

“(B) RELEASE AND NOTICE OF RELEASE.—With respect to a
levy described in subparagraph (A), the Secretary shall

romptly release the levy when the liability out of which such
evy arose is satisfied or becomes unenforceable by reason of
la}[l)se of time, and shall promptly notify the person upon
whom such levy was made that such levy has been released.™

(2) The second sentence of section 6331 (b) (relating to seizure
and sale of property) is amended by striking out “A levy” and
inserting in lieu thereof “Except as otherwise provided in sub-
section ?d) (3),a levy™.

(3) The first sentence of section 6332(c) (1) (relating to
enforcement of levy) is amended by striking out “from the date of
such levy” and inserting in lieu thereof “from the date of such levy
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or, in the case of a levy described in section 6331 (d) (3), from the
such person wou]‘:fothem'ise have been obligated to pay over
such amounts to the taxpayer)”. )
(4) Paragraph (1) of section 6331(d) (relating to levy on
salaries and wages) is amended by striking out the last sentence.
(e) Errecrive Dare.—The amendments made by this section shall
apply only with respect to levies made after December 31, 1976.

SEC. 1210, JOINT COMMITTEE REFUND CASES.
a) In GeENeraL.—Section 6405 (a) (relating to reports of refunds
and credits) is amended to read as follows:

“(a) By Treasury 1o Joint Commrrree—No refund or credit of
any income, war profits, excess profits, estate, or gift tax, or any tax
imposed with respect to private foundations and pension plans under
chapters 42 and 43, in excess of $200,000 shall be made until after the
expiration of 30 days from the date upon which a report giving the
name of the person to whom the refund or credit is to be made, the
amount of such refund or credit, and a summary of the facts and the
decision of the Secretary, is submitted to the Joint Committee on
Taxation.”

(b) TenTaTIVE REFUNDS.—Section 6405 (c) is amended by striking
out “$100,000" and inserting in lieu thereof “$200,000".

(¢) Auprr.—Section 8023(a) (relating to powers to obtain
information from the Internal Revenue %ervice) is amended by
adding at the end thereof the following new sentence: “In the
investigation by the Joint Committee on Taxation of the administra-
tion of the internal revenue taxes by the Internal Revenue Service,
the Chief of Staff of the Joint Committee on Taxation is authorized
to secure directly from the Internal Revenue Service such tax returns,
or copies of tax returns, and other relevant information, as the Chief
of Staff deems necessary for such investigation, and the Internal
Revenue Service is authorized and directed to furnish such tax
returns and information to the Chief of Staff together with a brief
report, with respect to each return, as to any action taken or progosed
to be taken by the Service as a result of any audit of the return.”

(d) Errecrive DaTes.—

(1) The amendments made by subsections (a) and (b) shall
take effect on the date of the enactment of this Act, except that
such amendments shall not apply with respect to any refund or
credit with respect to which a report has ﬁcen made before the
date of the enactment of this Act under subsection (a) or (c) of
section 6405 of the Internal Revenue Code of 1954.

(2) The amendment made by subsection (c) shall take effect
on January 1, 1977.

SEC. 1211. SOCIAL SECURITY ACCOUNT NUMBERS.

(a) Section 208(g) of the Social Security Act is amended, in the
matter preceding clause (1) thereof, by st.r!L:E'm.g out “entitled—" and
inserting in lieu thereof “entitled, or for any other purpose—".

(b) Section 205(c) (2) of such Act is amended by adding at the end
thereof the following new subparagraphs:

“(C) (i) It is the policy of the United States that any State (or
political subdivision thereof) may, in the administration of any tax,
general public assistance, driver’s license, or motor vehicle registration
law within its jurisdiction, utilize the social security account numbers
issued by the Secretary for the purpose of establishing the identifica-
tion of individuals affected by such law, and may require any individ-
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ual who is or appears to be so affected to furnish to such State (or
political subdivision thereof) or any agency thereof having adminis-
trative responsibility for the law involved, the social security account
number (or numbers, if he has more than one such number) issued to
him by the Secretary.

“(i1) If and to the extent that any provision of Federal law hereto-
fore enacted is inconsistent with the policy set forth in clause (i) of
this subparagraph, such provision shall, on and after the date of the
enactment of this subparagraph, be null, void, and of no effect.

“(i11) For purﬂ)oses of clause (i) of this subparagraph, an agency
of a State éur political subdivision thereof) charged with the admin-
istration of any general public assistance, driver's license, or motor
vehicle registration law which did not use the social security account
number for identification under a law or regulation adopted before
January 1, 1975, may require an individual to disclose his or her social
security number to such agency solely for the purpose of administer-
ing the laws referred to in clause (1) above and for the purpose of
responding to requests for information from an agency operating pur-
j;mnt to the provisions of part A or D of title IV of the Social Security

ct.

“(iv) For purposes of this subparagraph, the term ‘State’ includes
the District of Columbia, the Commonwealth of Puerto Rico,
the Virgin Islands, Guam, the Commonwealth of the Northern Mari-
anas, and the Trust Territory of the Pacific Islands,”

¢) Section 6109 (relating to identifying numbers) is amended by
adding at the end thereof the following new subsection :

“(d) Use or Sociar Security AccounT Numser—The social secu-
rity account number issued to an individual for purposes of section
205(e) (2) (A) of the Social Security Act shall, except as shall other-
wise be specified under regulations of the Secretary, be used as the
identifying number for such individual for purposes of this title.”

(d) (1) Section 208 of the Social Security Act is amended by insert-
ing after subsection (g) the following new subsection :

‘(h) discloses, uses, or compels the disclosure of the social securit;
number of any person in violation of the laws of the United States;”

(2) section 208(g) (2) of such Act is amended by adding “or” at
the end thereof.

SEC. 1212. ABATEMENT OF INTEREST WHEN RETURN IS PREPARED
FOR TAXPAYER BY THE INTERNAL REVENUE SERVICE.

(a) In GeNeraL—Section 6404 (relating to abatements) is amended
by adding at the end thereof the following new subsection:

#(d) AssessMENTS ATTRIBUTABLE TO CERTAIN MATHEMATICAL ERRORS
BY INTERNAL REVENUE SERVICE.—In the case of an assessment of any
tax im?osed by chapter 1 attributable in whole or in part to a mathe-
matical error described in section 6213 (f) (2) (A), if the return was
prepared by an officer or employee of the Internal Revenue Service
acting in his official capacity to provide assistance to taxpayers in the
preparation of income tax returns, the Secretary is authorized to abate
the assessment of all or any part of any interest on such deficiency for
any period ending on or before the 30th day following the date of
notice and demand by the Secretary for payment of the deficiency.”

(b) Errective Date.—The amendment made by subsection (};)
shall apply with respect to returns filed for taxable years ending after
the date of the enactment of this Act.
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TITLE XIII—-TAX EXEMPT
ORGANIZATIONS

SEC. 1301, DISPOSITION OF PRIVATE FOUNDATION PROPERTY UNDER
TRANSITION RULES OF TAX REFORM ACT OF 1969.

(a) In GeneraL—Paragraph (2) of section 101(l) of the Tax
Reform Act of 1969 (relating to private foundations savings provi-
sions) is amended—

(1) by striking out “and” at the end of subparagraph (D) ;
(2) by striking out the period at the end of subparagraph (E)
and inserting in lieu thereof *“; and”; and K
(3%1 by adding at the end thereof the following new subpara-
raph:

e “(F) the sale, exchange, or other disposition (other than
by lease) of property which is owned by a private foundation
to a disqualified person if—

“(i) such foundation is leasing substantially all of
such property under a lease to which subparagraph (C)

ap?hes.
“(ii) the disposition to such disqualified person occurs
before January 1, 1978, and
“(iii) such foundation receives in return for the dis-
position to such disqualified person an amount which
equals or exceeds the fair market value of such property
at the time of the disposition or at the time (after
June 30, 19’;2 a contract for the disposition was previ-
ously executed in a transaction which would not consti-
tute a prohibited transaction (within the meaning of
iiectl)o;r.’l 503(b) or any corresponding provision of prior
aw).”
(b) Errecrive Date.—The amendments made by subsection (a)
shall apply to dispositions after the date of the enactment of this Act
in taxable years ending after such date.

SEC. 1302. NEW PRIVATE FOUNDATION SET-ASIDES.
(a) In GeENERAL—Section 4942(g)(2) (relating to definition of
qualifying distributions) is amended to read as follows:
“(2) CERTAIN SET-ASIDES.—

“(A) I~ eenerar.—For all taxable years beginning on or
after January 1, 1975, subject to such terms and conditions
as may be prescribed i)y the Secretary, an amount set aside
for a e sm]ect which comes within one or more pur-
poses described in section 170(c) (2) (B) may be treated as
a qualifying distribution if it meets the requirements of sub-

a ph (B).

& (?3) gEQUmEMENTB.hAn amount set aside for a specific proj-
ect shall meet the requirements of this subparagraph if at the
time of the set-aside the foundation establishes to the satisfaction
of the Secretary that the amount will be paid for the specific
project within 5 years, and either—

“(i) at the time of the set-aside the private foundation
establishes to the satisfaction of the Secretary that the proj-
ect is one which can better be accomplished by such set-aside
than by immediate payment of funds, or

“(ii {(I) the project will not be completed hefore the end
of tha?i taxable year of the foundation in which the set-aside
is made,
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“(II) the private foundation in each taxable year begin-
ning after December 31, 1975 (or after the end of the fourth
taxable year following the year of its creation, whichever is
later), distributes amounts, in cash or its equivalent, equal to
not less than the distributable amount determined under sub-
section (d) (without regard to subsection (1)) for purposes
described in section 170(c) (2) (B) (including but not limited
to payments with respect to set-asides which were treated as
qualifying distributions in one or mere prior years), and

“(I1I) the private foundation has distributed (including
but not limited to payments with respect to set-asides which
were treated as qualifying distributions in one or more prior
years) duri.nF the four taxable years immediately preceding
its first taxable year beginning after December 31, 1975, or
the fifth taxable year following the year of its ereation,
whichever is later, an aggregate amount, in cash or its equiva-
lent, of not less than the sum of the following: 80 percent of
the first preceding taxable year's distributable amount; 60
percent of the second preceding taxable year’s distributable
amount ; 40 percent of the third preceding taxable year’s dis-
tributable amount; and 20 percent of the fourth preceding
taxable year’s distributable amount.

“(C) Cerrary rAmLUREs TO DISTRIBUTE—If, for any taxable
year to which clause (ii) (IT) of subparagraph (B) applies, the
private foundation fails to distribute in cash or its equivalent
amounts not less than those required by such clause and—

“(i) the failure to distribute such amounts was not willful
and was due to reasonable cause, and

“(i1) the foundation distributes an amount in cash or its
equivalent which is not less than the difference between the
amounts required to be distributed under clause (ii) (I1) of
subparagraph (B) and the amounts actually distributed in
cash or its equivalent during that taxable year within the
initial correction period provided in subsection (j)(2),

such distribution in cash or its equivalent shall be treated for the
purposes of this subparagraph as made during such ¥ear.

“(D) ReEpUCTION IN DISTRIBUTION AMOUNT.—If, during the
taxable years in the adjustment period for which the organi-
zation is a private foundation, the foundation distributes
amounts in cash or its equivalent which exceed the amount
required to be distributed under clause (ii) (IT) of subpara-
graph (B) (including but not limited to payments with
respect to set-asides which were treated as qualifyin% distri-
butions in prior years), then for {)urposcs of this subsection
the distribution required under claunse (ii) (IT) of subpara-
graph (B) for the taxable year shall be reduced by an
amount equal to such excess.

“(E) ApsustMENT PERIOD.—For purposes of subparagraph
(D), with ect to any taxable year of a private founda-
tion, the taxable years in the adjustment period are the tax-
able years (not exceeding 5& beginning after December 31,
1975, and immediately preceding the taxable year.

In the case of a set-aside which satisfies the requirements of clause
(i) of subparagraph (B), for good cause shown, the period for
aying the amount set aside may be extended by the Secretary.”
Srarure oF Liyrratrons.—Subsection (n) of section 6501 (re-
to limitations on assessments and collections) is amended by
adding at the end thereof the following new paragraph:
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“(3) CERTAIN SET-ASIDES DESCRIBED IN SECTION 4942(g) (2).—In
the case of a deficiency attributable to the failure of an amount
set aside by a ]ilnvate foundation for a specific project to be
treated as a qua ']f;yin distribution under the provisions of sec-
tion 4942(g)(2) ( )(1% (II), such deficiency may be assessed at
any time before the e:zglratmn of 2 years aéer d‘;e expiration of
the period within which a deficiency may be assessed for the taxa-
ble year to which the amount set aside relates.”
(¢) Errective Date.—The amendments made by this section shall 26 USC 4942
apply to taxable years beginning after December 31, 1974. note.

SEC. 1303. MINIMUM DISTRIBUTION AMOUNT FOR PRIVATE FOUN-
DATIONS.
(a) In GeNeraL.—Subsection (e) of section 4942 (relating to mini- 26 USC 4942.
mum Investment return) is amended to read as follows:
“(e) MiNimuM INVESTMENT RETURN.—
“(1) I~ eeneraL.—For purposes of subsection (d), the mini-
mum investment return for any private foundation for any tax-
able year is 5 percent of the excess of—

“(A) the aggregate fair market value of all assets of the
foundation other than those which are used (or held for use)
directly in carrying out the foundation’s exempt purpose,
over

“(B) the acquisition indebtedness with respect to such
assets (determined under section 514(e¢) (1) without regard
to the taxable year in which the indebtedness was incurred).

“(2) VaLuaTIiON.—

“(A) In generarL.—For purpoeses of paragraph (1)(A),
the fair market value of securities for which market quota-
tions are readily available shall be determined on a monthly
basis. For all other assets, the fair market value shall be deter- Regulations.
mined at such times and in such manner as the Secretary shall
by regulations preseribe,

“(B) REDUCTIONS IN VALUE FOR BLOCKAGE OR SIMILAR FAC-
tors.—In determining the value of any securities under this

paragraph, the fair market value of such securities (deter-
mineﬁr:vithout regard to any reduction in value) shall not be
reduced unless, and only to the extent that, the private foun-
dation establishes that as a result of —
“(1) the size of the block of such securities, )
“(i1) the fact that the securities held are securities in a
closely held corporation, or
“(i11) the fact that the sale of such securities would
result in a forced or distress sale,
the securities could not be liquidated within a reasonable
period of time except at a price less than such fair market
value. Any reduction in value allowable under this subpara-
graph shall not exceed 10 percent of such fair market value.”
(b) Errective Date.—The amendment made by this section applies 26 USC 4942
to taxable years beginning after December 31, 1975. note.

SEC. 1304. EXTENSION OF TIME TO AMEND CHARITABLE REMAINDER
TRUST GOVERNING INSTRUMENT.
(a) ExTension or Tise.—Section 2055(e) (3) (relating to the allow- 26 USC 2055.
ance of deductions in certain cases) is amended—
(1) by striking out “September 21, 1974.” and inserting in lien
thereof “December 31, 1977,”, and
(2) by striking out “December 31, 1975 each place it appears
and inserting in lieu thereof “December 31. 1977".
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26 USC 2055 (b) ExrexsionN or Perrop ror Fiuing Craim vor ReFunp oF Estate
note. Tax Pam.—A claim for refund or credit of an overpayment of the tax
Post, p. 1846. im by section 2001 of the Internal Revenue Code of 1954 allow-

26 USC 2055. able under section 2055 (e) &3) of such Code (as amended by subsec-
tion (a)) shall not be denied because of the expiration of the time for
filing such a claim under section 6511(a) if such claim is filed not

later than June 30, 1978.
26 USC 2055 (¢) Errecrive Date—The amendments made by this section shall
note. apply in the case of decedents dying after December 31, 1969.

SEC. 1305. UNRELATED TRADE OR BUSINESS INCOME OF TRADE
SHOWS, STATE FAIRS, ETC.

26 USC 513. (a) INn GENERAL—Section 513 (relating to unrelated trade or busi-
ness) is amended by adding at the end thereof the following new
subsection :

“(d) Cerramn Activities oF Trape SHows, State Fairs, Evc—

Definitions. “(1) Generan rure—The term ‘unrelated trade or business’

does not include qualified public entertainment activities of an
organization described in paragraph (2) (C), or qualified conven-
tion and trade show activities of an organization described in
paragraph (3) (C).

“(2) QQUALIFIED PUBLIC ENTERTAINMENT ACTIVITIES.—For pur-
poses of this subsection—

“(A) PusrLic ENTERTAINMENT ACTIVITY.—The term ‘publie
entertainment activity’ means any entertainment or recrea-
tional activity of a kind traditionally conducted at fairs or
ax[iositions promoting agricultural and educational purposes,
including, but not limited to, any activity one of the pur-
poses of which is to attract the public to fairs or expositions
or to promote the breeding of animals or the development of
products or equipment.

“(B) QUALIFIED PUBLIC ENTERTAINMENT AcTiviTy.—The
term ‘qualified public entertainment activity’ means a public
entertainment activity which is conducted by a qualifying
organization described in subparagraph (C) in—

“(i) conjunction with an international, national, State,
regional, or local fair or exposition,

“(ii) accordance with the provisions of State law
which permit the aetivity to be ogerated or conducted
solely by such an organization, or by an ageney, instru-
mentality, or political subdivision of such State, or

“(iii) accordance with the provisions of State law
which I;ermit such an organization to be granted a license
to conduct not more than 20 days of such activity on
payment to the State of a lower percentage of the reve-
nue from such licensed activity than the State requires
from organizations not described in section 501(c¢) (3),
(4), or (5).

“(C) %‘U».\LIFYING‘ om?iamzA-rioN.—For purposes of this

ara the term ‘qualifying organization’ means an orga-
Do which 18 degcribggl i scotion 501(e) (3), (4),g2;-
(5) which regularly conducts, as one of its substantial exempt
pu , an agricultural and educational fair or exposition.
“(3) QUALIFIED CONVENTION AND TRADE SHOW ACTIVITIES.—

“(A) CoNVENTION AND TRADE SHOW ACTIVITY.—The term
‘convention and trade show activity’ means any activity of a
kind traditionally conducted at conventions, annual meetings,
or trade shows, including, but not limited to, any activity one
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of the purposes of which is to attract persons in an industry
generally (without regard to membership in the sponsoring
organization) as well as members of the public to the show
for the purpose of displaying industry produets or to stimu-
late interest in, and demand for, industry products or serv-
ices, or to educate persons enga&ed in l;.{le industry in the
development of new products and services or new rules and
regulat-ions affecting the industry.
‘(B) QUALIFIED CONVENTION AND TRADE SHOW ACTIVITY.—
The term ‘qualified convention and trade show activity’ means
a convention and trade show activity carried out by a qualify-
ing organization described in subparuégraph (C) 1n conjune-
tion with an international, national, State, regional, or local
convention, annual meeting, or show conducted by an orga-
nization described in subparagraph (C) if one of the purposes
of such organization in sponsoring the activity is the promo-
tion and stimulation of interest in, and demand for, the prod-
ucts and services of that industry in general, and the show is
designed to achieve such purpose through the character of
the exhibits and the extent of the industry products displayed.
“(C) QuaniFyiNGg orGaNizaTioN.—For purposes of this
paragraph, the term ‘qualifying organization’ means an orga-
nization deseribed in section 501(c) (5) or (6) which regu-
larly conducts as one of its substantial exempt purposes a
show which stimulates interest in, and demand for, the prod-
ucts of a particular industry or segment of such industry.
“(4) SucH ACTIVITIES NOT TO AFFECT EXEMPT STATUS.—An orga-
nization described in section 501(e) (3), (4), or (5) shall not be
considered as not, entitled to the exemption allowed under section
501 (a) solely because of qualified public entertainment activities
conducted by it.”
(b) Errective Dares—The amendments made by subsection (a)
apply to qualified public entertainment activities in taxable years
inning after December 31, 1962, and to qualified convention and
trade show activities in taxable years beginning after the date of
enactment of this Act.

SEC. 1306. DECLARATORY JUDGMENTS WITH RESPECT TO SECTION
501(e)(3) STATUS AND CLASSIFICATION.

(a) Generan Rure—Subchapter B of chapter 76 (relating to pro-
ceedings by taxpayers and third parties) is amended by redesignating
section 7428 as 7430, and by inserting after section 7427 the following
new section:

“SEC, 7428. DECLARATORY JUDGMENTS RELATING TO STATUS AND
CLASSIFICATION OF ORGANIZATIONS UNDER SECTION
501(c)(3), ETC.
_ “(a) Creariox or Remepy.—In a case of actual controversy
involving—
¥(1) a determination by the Secretary—

“(A) with respect to the initial qualification or continuing
qualification of an organization as an organization described
in section 501(c¢) (3) which is exempt from tax under section
501(a) or as an organization described in section 170(c¢) (2),

“(B) with respect to the initial classification or continuing
classification of an organization as a private foundation (as
defined in section 509(a) ), or

90 STAT. 1717

26 USC 513
note.

26 USC 7428.
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. “(C) with respect to the initial classification or continu-
ing classification of an organization as a private operating
foundation (as defined in section 4942(j) 53) ), or

“(2) a failure by the Secretary to make a determination with
respect to an issue referred to in paragraph (1),

upon the filing of an appropriate pleading, the United States Tax

ourt, the United States Court of Claims, or the district court of the
United States for the District of Columbia may make a declaration
with respect to such initial qualification or continuing qualification or
with respect to such initial classification or continuing classification.
Any such declaration shall have the force and effect of a decision of
the Tax Court or a final judgment or decree of the distriet court or
thgfourt of Claims, as the case may be, and shall be reviewable as
su

“(b) LimrraTioNs.—

“(1) Perrrioner—A pleading may be filed under this section
only by the organization the qualification or classification of
which is at issue.

%(2) ExmausTioN oF ApMINISTRATIVE REMEDIES.—A declaratory
judgment or decree under this section shall not be issued in any
proceeding unless the Tax Court, the Court of Claims, or the dis-
triet court of the United States for the District of Columbia deter-
mines that the organization involved has exhausted administrative
remedies available to it within the Internal Revenue Service. An
organization requesting the determination of an issue referred to
in subsection (a) (1) shall be deemed to have exhausted its admin-
istrative remedies with respect to a failure by the Secretary to
make a determination with respect to such issue at the expiration
of 270 days after the date on which the request for such deter-
mination was made if the organization has taken, in a timely
manner, all reasonable steps to secure such determination.

“(8) TiME FOR BRINGING ACTION.—If the Secretary sends by cer-
tified or registered mail notice of his determination with respect
to an issue referred to in subsection (a)(1) to the organization
referred to in paragraph (1), no proceeding may be initiated
under this section by such organization unless the pleading is
filed before the 91st day after the date of such mailing.

“(e) Varwarion or Cerraiy ContrRiBuTioNs Mape Durine Penp-
ENCY OF PROCEEDINGS.—

“(1) In gENERAL—1f—

“(A) the issue referred to in subsection (a) (1) involves
the revocation of a determination that the organization is
described in section 170(c) (2),

“(B) a proceeding under this section is initiated within
the time provided by subsection (b)(3), and

“(C) erther—

“(1) a decision of the Tax Court has become final
(within the meaning of section 7481), or

“(ii) a judgment of the district court of the United
States for the District of Columbia has been entered, or

“(ii.? a judgment of the Court of Claims has been

entered,”.
and such decision or judgment, as the case may be, deter-
mines that the organization was not descri in section

170(c) (2),
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then, notwithstanding such decision or judgment, such organiza-
tion shall be treated as having been described in section 170(c) (2)
for purposes of section 170 for the period beginning on the date
on which the notice of the revocation was published and ending
on the date on which the court first determined in such proceed-
inpz' that the organization was not described in seetion 170(e) (2).

“(2) Limrration.—Paragraph (1) shall apply only—

“(A) with respect to individuals, and onlg' to the extent
that the aggregate of the contributions made by any individ-
ual to or for the use of the organization during the period
specified in paragraph (1) does not exceed $1,000 (for this
purpose treating a husband and wife as one contributor), and

“(B) with respect to organizations described in section
170(¢) (2) which are exempt from tax under section 501(a)
(for this purpose excluding any such organization with
respect to which there is pending a proceeding to revoke the
determination under section 170(e) (2) ).

“(3) Excreprion.—This subsection shall not a,p})]y to any indi-
vidual who was responsible, in whole or in part, for the activities
(or failures to act) on the part of the organization which were
the basis for the revocation.”.

(b) TecanicaL AND CONFORMING A MENDMENTS.—

(1) Section 7451 (relating to fee for filing petition) is amended 26 USC 7451.
by inserting before the period at the end thereof the following:
“or under section T428", Ante, p. 1717.

(2) Section 7459 (c) (relating to date of decision) -is amended 26 USC 7459.
by inserting after “under Pa:t IV of this subchapter” the follow-
ing : “or under section 7428,

(8) Section 7476 (c) ( relatin%- to use of Tax Court commission- 26 USC 7476.
ers) 1s amended by striking out “this section” and inserting in lieu
thereof “this section or section 7428”.

(4) Section 7482(b) (1) (relating to venue for review of Tax 26 USC 7482.
Court decisions) is amended by striking out “or” at the end of
subparagraph (C), by striking out the period at the end of sub-
paragraph (D) and inserting in lieu thereof , or”, and by insert-
ing after subparagraph £D) the following new subparagraph:

“(E) in the case of an organization seeking a declaratory
decision under section 7428, the principal office or agency of
the organization.”.

(5) Section 7482(b) (1) is further amended by striking out
“section 7476” in the last sentence and inserting in lieu thereof
“section 7428, 7476,”.

(6) The table of sections for subchapter B of chapter 76 is
amended by striking out the item relating to section 7428 and
inserting in lieu thereof the following:

“Sec. T428. Declaratory judgments relating to status and classification

of organizations under section 501(c) (3), ete.

“Sec. T430. Cross references.”

(7) Section 1346(e) of title 28, United States Code (relating
to jurisdiction of district courts with the United States as
defendant), is amended by inserting “or section 7428 (in the case
of the United States district court for the District of Columbia)”
immediately after “section 7426”.

(8) Section 2201 of title 28, United States Code (relating to
creation of declaratory judgment remedy), is amended by strik-
ing out “taxes” and inserting in lieu thereof “taxes other than
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a,;,t.ions brought under section 7428 of the Internal Revenue Code
of 19547,

(9) (A) Chapter 92 of title 28, United States Code, is amended
by adding at the end thereof the following new section:

“§ 1507, Jurisdiction for certain declaratory judgments
“The Court of Claims shall have jurisdiction to hear any suit for
and issue a declaratory judgment under section 7428 of the Internal
Revenue Code of 1954.”.
(B) The table of sections for such chapter is amended by add-
ing at the end thereof the following new item:

“1507. Jurisdiction for certain declaratory judgments.”

(¢) ErFecTive Date.—The amendments made by this section shall
apply with respect to pleadings filed with the United States Tax
Court, the district court of the United States for the District of Colum-
bia, or the United States Court of Claims more than 6 months after the
date of the enactment of this Act but only with respeect to determina-
tions (or requests for determinations) made after January 1, 1976.
SEC. 1307. LOBBYING BY PUBLIC CHARITIES.

(a) Loss or Exempr STaATUS.—

(1) Loss oF EXEMPT STATUS BECAUSE OF SUBSTANTIAL LOBBY-
iNe.—Section 501 (relating to exemption from income tax({ is
amended by redesignating subsection 511) as subsection (i) and by
inserting after subsection (g) the following new subsection :

“(h) Exeexprrures By PuBnic CHarrries To  INFLUENCE
LEGISLATION.

¥(1) Generan ruLE.—In the case of an organization to which
this subsection applies, exemption from taxation under subsection
(a) shall be denied because a substantial part of the activities of
such organization consists of carrying on propaganda, or other-
wise attempting, to influence legislation, but only if such organi-
zation normally—

“(A) makes lobbying expenditures in excess of the lobbying
ceiling amount for such organization for each taxable year, or
“(B) makes grass roots expenditures in excess of the grass
roots ceiling amount for such organization for each taxable
ear.

1 g) Derixrrions.—For purposes of this subsection— )

“(A) Lopeyine ExpENpITURES.—The term ‘lobbying
expenditures’ means expenditures for the purpose of influ-
encing legislation (as defined in section 4911 (d LL L

“(B) Loseyine cemLiNg aMouNT.—The lobbying ceiling
amount for any organization for any taxable year is 150 per-
cent of the lobbying nontaxable amount for such organiza-
tion for such taxable year, determined under section 4911.

“(C) Grass rooTs EXPENDITURES.—The term ‘grass roots
expenditures’ means expenditures for the purpose of influ-
encing legislation (as defined in section 4911(d) without
regard to paragraph (1) (B) thereof). .

“(D) Grass ROOTS CEILING AMOUNT.—The grass roots ceiling
amount for any organization for any taxable year is 150 per-
cent of the grass roots nontaxable amount for such organiza-
tion for such taxable year, determined under section 4911.

%(3) ORGANIZATIONS TO WHICH THIS SUBSECTION APPLIES.—This
subsection shall apply to any organization which has elected (in
such manner and at such time as the Secretary may prescribe)
to have the provisions of this subsection apply to such organiza-
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tion and which, for the taxable year which includes the date the
election is made, is described in subsection (c¢) (3) and—
“(A) is deseribed in paragraph (4), and
“(B) is not a disqualified organization under paragraph
(5).

“(4) ORGANIZATIONS PERMITTED TO ELECT TO HAVE THIS SUB-
SECTION ‘\rjbr;[g'.—An organization is described in this paragraph if
it is described in—

“(A) section 170(b)(1)(A)(ii) (relating to educational
institutions), : :

“(B) section 17T0(b) (1) (A) (iii) (relating to hospitals and
medical research organizations), JE=

“(C) section 170(b) (1) (A) (iv) (relating to organizations
supporting government schools), M

“(D) section 170(b) (1) (A) (vi) (relating to organizations
publicly supported by charitable contributions),

“(E) seetion 509(a) (2) (relating to organizations publicly
supported by admissions, sales, etc.ﬁ or

“(F) section 509(a)(3) (velating to organizations sup-
porting certain types of public charities) except that for pur-
poses of this subparagraph, seection 509(a)(3) shall be
applied without regard to the last sentence of section 509 (a).

“(5) DISQUALIFIED ORGANTZATIONS.— For purposes of paragraph
(3) an organization is a disqualified organization if it is—

“(A) described in section 170(b)(1)(A)(i) (relating to
churches),

“(B) an integrated auxiliary of a church or of a conven-
tion or association of churches, or

“(C) a member of an affiliated group of organizations
(within the meaning of section 4911(f) (2)) if one or more
me?:]gt;rs of such group is described in subparagraph (A)
or 3

“(6) YEARS FOR WHICH ELECTION IS EFFECTIVE.—An election
by an organization under this subsection shall be effective for all
taxable years of such organization which—
£ (Ag end after the date the election is made, and
“(B) begin before the date the election is revoked by such

organization (under regulations prescribed by the Secretary).

“(7) No EFFECT ON CERTAIN ORGANIZATIONS.—With respect to
any organization for a taxable yvear for which—

“(A) such organization is a disqualified organization
(within the meaning of paragraph (5)),or
“(B) an election under this subsection is not in effect for
such organization,
nothing in this subsection or in section 4911 «-all ke construed
to affect the interpretation of the phrase, ‘no substantial part of
the activities of which is carrying on propaganda, or otherwise
attempting, to influence legislation.’ under subsection (¢) (3).
“(8) AFFILIATED ORGANTZATIONS.—

“For rules regarding affiliated organizations, see section 4911(f)."

(2) STATUS OF ORGANIZATION WHICH CEASES TO QUALIFY FOR
EXEMPTION UNDER SECTION 501(C)(3) BECAUSE OF SUBSTANTIAL
roeeYING.—Part I of subchapter F of chapter 1 (relating to gen-
eral rules as to exempt organizations) is amended by adding at the
end thereof the following new section :

90 STAT. 1721
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“SEC. 504. STATUS AFTER ORGANIZATION CEASES TO QUALIFY FOR
EXEMPTION UNDER SECTION 501(c)(3) BECAUSE OF SUB-
STANTIAL LOBBYING.

“(a) GeneErAL Rure—An organization which—

“(1) was exempt (or was determined by the Secretary to be
exempt) from taxation under section 501(a) by reason of being
an organization described in section 501(c) (3), and

“(2) is not an organization described in section 501(c) (3) by
reason of carrying on propaganda, or otherwise attempting, to
influence legislation,

shall not at any time thereafter be treated as an organization described
in section 501 (¢) (4).

“(b) Recuramons To Prevext Avomance—The Secretary shall
prescribe such regulations as may be necessary or appropriate to pre-
vent the avoidance of subsection (a), including regulations relating to
a direct or indirect transfer of all or part of the assets of an organi-
zation to an organization controlled (directly or indirectly) by the
same person or persons who control the transferor organization.

“(c) CrurcuEs, Erc.—Subsection (a) shall not apply to any orga-
nization which is a disqualified organization within the meaning of
gection 501(h) (5) (relating to churches, etc.) for the taxable year
immediately preceding the first taxable year for which such organiza-
tion is desecribed in paragraph (2) of subsection (a).”.

(3) Rures or INTERPRETATION.—It is the intent of Congress that
enactment of this section is not to be regarded in any way as an
approval or disapproval of the decision of the Court of Appeals
for the Tenth Circuit in Christian Echoes National Ministry,
Ine. versus United States, 470 F.2d 849 (1972), or of the reason-
ing in any of the opinions leading to that decision.

4) Discrosure—Section 6033(b) (relating to information
required to be furnished annually by certain exempt organiza-
tions) is amended by striking out “and” at the end of pa ph
(6), by striking out the period at the end of paragraph (7) and
inserting in lieu thereof *, and”, and by adding at the end thereof
the following:

“(8) in the case of an organization with respect to which an
election under section 501 (h) is effective for the taxable year, the
following amounts for such organization for such taxable year:

“(A) the lobbying expenditures (as defined in section 4911

() (1)),
2‘ B) the lobbying nontaxable amount (as defined in sec-
tion 4911(c) (2)),
“(C) the grass roots expenditures (as defined in section
4911(c) (3) ), and
“(D) the grass roots nontaxable amount (as defined in sec-
tion 4911(c) (4)).
For purposes of paragraph (8), if section 4911 (f) applies to the orga-
nization for the taxable year, such organization shall furnish the
amounts with respect to the affiliated group as well as with respect to
such organization.”,
(b) Taxes oNn Excress Expenprtures To INFLUENCE LiEGISLATION.—
Subtitle D (relating to miscellaneous excise taxes) is amended by
inserting before chapter 42 the following new chapter:
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“CHAPTER 41—PUBLIC CHARITIES

“See, 4911, Tax on excess expendifures to influence legislation.
“SEC. 4911. TAT)IKO(;H'N EXCESS EXPENDITURES TO INFLUENCE LEGISLA-

“(a) Tax ImposEp.—

“(1) I~ geNEraL.—There is hereby imposed on the excess lobby-
ing expenditures of any organization to which this section aﬂphes
a tax equal to 25 percent of the amount of the excess lobbying
axpenditnres for the taxable year. .

(2) ORGANIZATIONS TO WHICH THIS SECTION APPLIES.—This
section applies to any organization with respect to which an elec-
tion under section 501 (h) %relat.ing to lobbying expenditures by

ublic charities) is in effect for the taxable year.

. (E) Excess Loseyine Exeenprrures.—For purposes of this section,
the term ‘excess lobbying expenditures’ means, for a taxable year, the
greater of—

“(1) the amount by which the lobbying expenditures made by
the organization during the taxable year exceed the lobbying non-
taxable amount for such organization for such taxable year, or

) 'f.) the amount by which the grass roots expenditures made
by the or%anization during the taxable year exceed the grass roots
nontaxable amount for such organization for such taxable year.

“(e) DerintTioNs.—For purposes of this section—

“(1) Loeevine expenprrures.—The term ‘lobbying expendi-
tures’ means expenditures for the purpose of influencing legisla-
tion (as defined in subsection (d)).

“(2) LoBBYING NONTAXABLE AMOUNT.— The lobbying nontaxable
amount for any organization for any taxable year is the lesser of
(A) $1,000,000 or (B) the amount determined under the follow-
ing table:

“If the proposed ex- The lobbying nontaxable
penditures are— amount is—
Not over $500,000. 20 percent of the exempt purpose
expenditures.

Over $500,000 but not over $1,000,000__ $100,000, plus 15 percent of the excess
of the exempt purpose expenditures
over $500,000.

Over $1,000,000 but not over $1,500,000_. $175.000 plus 10 percent of the excess
of the exempt purpose expenditures
over $1,000,000.

Over $£1,500,000 $225,000 plus 5 percent of the excess of
the ex%t purpose expenditures over

“(3).  Grass moors ExpENDITURES.—The term ‘grass roots
expenditures’ means expenditures for the purpose of influencing
legislation (as defined in subsection (d) without regard to para-
graph (1) (B) thereof).

“(4) GrAss ROOTS NONTAXABLE AMOUNT.—The grass roots non-
taxable amount for any organization for any taxable year is 25
percent of the lobbying nontaxable amount (determined under
garagmph (2)) for such organization for such taxable year,

“(d) InrFruENciNG LEcisLAaTioN.—

“(1) GenerarL RULE.—Except as otherwise provided in para-
graph (2), for purposes of this section, the term ‘influencing leg-
islation’ means—

“(A) any attempt to influence any legislation through an
attempt to affect the opinions of the general public or any
segment thereof, and

90 STAT. 1723

26 USC 4911.

Ante, p. 1720.

“Excess
lobbying
expenditures.”

“Influencing -
legislation.”



90 STAT. 1724 PUBLIC LAW 94-455—0CT. 4, 1976

“(B) any attempt to influence any legislation through com-
munication with any member or employee of a legislative
body, or with any fmrernmant official or employee who may
participate in the formulation of the legislation.

“Influencing “(2) Exceprions.—For purposes of this section, the term ‘influ-
legislation.™ encing legislation’, with respect to an organization, does not
include—

“(A) making available the results of nonpartisan analysis,
study, or research;

“(B) providing of technical advice or assistance (where
such advice would otherwise constitute the influencing of leg-
islation) to a governmental body or to a committee or other
subdivision thereof in response to a written request by such
body or subdivision, as the case may be;

“(C{): pearances before, or communications to, any legis-
lative :fy with respect to a possible decision of such body

which might affect the existence of the organization, its pow-

ers and duties, tax-exempt status, or the deduction of con-
tributions to the organization ;

“( 3 communications between the organization and its

bona fide members with respect to legislation or proposed

legislation of direct interest to the organization and such

t(nembers, other than communications described in paragraph

3); an

)‘(E) any communication with a government official or
employee, other than—

“(1) a communication with a member or employee of a
legislative body (where such communication would
otherwise constitute the influencing of legislation), or

“(ii) a communication the principal purpose of which
is to influence legislation.

#(3) COMMUNICATIONS WITH MEMBERS.—

“(A) A communication between an organization and any
bona fide member of such organization to directly encourage
such member to communicate as provided in paragraph (1)

(B) shall be treated as a communication described in para-
graph (1) (B). o

B) A communication between an organization and any
bona fide member of such organization to directly encourage
such member to urge persons other than members to com-
municate as provided In either subpara%ra.ph (A) or sub-
paragraph (B) of paragraph (1) shall be treated as a
communication deseribed in paragraph (1) (A).

“(e) Ormer DEFINTTIONS AND SPECIAL RULES—For purposes of this
section—
%(1) ExEMPT PURPOSE EXPENDITURES.—

“(A) Ix ceEnEraL.—The term ‘exempt purpose expendi-
tures’ means, with respect to any organization for any taxable
year, the total of the amounts paid or incurred by such orga-
nization to accomplish purposes described in section 170(c)

26 USC 170. (2) (B) (relating to religious, charitable, educational, ete.,

urposes) .

P B) CertaiN amouNTs iNcLUDED,—The term ‘exempt pur-
expenditures’ includes—

“(i) administrative expenses paid or incurred for pur-
poses described in section 170(¢) (2) (B),and
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“(ii) amounts paid or incurred for the purpose of
influencing legislation (whether or not for purposes
described in section 170(c) (2) (B)). 26 USC 170.

“(C) CErTAIN AMOUNTS EXCLUDED.—T'he term ‘exempt pur-
pose expenditures’ does not include amounts paid or incurred
to or for—

“(i) a separate fundraising unit of such organization,
or

“(ii) one or more other (;;'Fa-nizations, if such amounts
are paid or incurred primarily for fundraising.

“(2) Lzeistation.—The term ‘legislation’ includes action with
respect to Acts, bills, resolutions, or similar items by the Congzzss,
any State legislature, any local council, or similar governing body,
or by the public in a referendum, initiative, constitutional amend-
ment, or similar procedure.

“(8) Actron.—The term ‘action’ is limited to the introduction,
amendment, enactment, defeat, or repeal of Acts, bills, resolutions,
or similar items.

“(4) DEPRECIATION, ETC., TREATED AS EXPENDITURES.—In com-
puting expenditures paid or incurred for the purpose of influ-
encing legislation (within the meaning of subsection (b)(1) or
(b) ( Qg)e or exempt purpose expenditures (as defined in para-
graph (1)), amounts properly chargeable to capital account shall
not be taken into account. There shall be taken into account a rea-
sonable allowance for exhaustion, wear and tear, obsolescence, or
amortization. Such allowance shall be computed only on the basis
of the straight-line method of depreciation. For purposes of this
section, a determination of whether an amount is properly cha
able to capital account shall be made on the basis of the principles
that apply under subtitle A to amounts which are paid or incurred 26 USC 1.
in a trade or business.

“(f) ArFILIATED ORGANIZATIONS.—

“(1) In geNERAL.—Except as otherwise provided in paragraph
(4), if for a taxable year two or more organizations described
in section 501(c) (3) are members of an affiliated group of orga-
nizations as defined in paragraph (2), and an election under sec-
tion 501(h) is effective for at least one such organization for 4ne, p. 1720.
such year, then—

“(A) the determination as to whether excess lobbying
expenditures have been made and the determination as to
whether the e:genditure limits of section 501(h) (1) have
been exceeded shall be made as though such affiliated group
is one organization,

“(B) if such group has excess lobbying expenditures,
each such organization as to which an election under section
501(h) is effective for such year shall be treated as an orga-
nization which has excess lobbying expenditures in an amount
which equals such organization’s proportionate share of such
group’s excess lobbying expenditures,

“(C) if the expenditure limits of section 501(h) (1) are
exceeded, each such organization as to which an election
under section 501 (h) is effective for such year shall be treated
as an organization which is not described in section 501 (c)
(3) by reason of the agglication of 501 (h),and

“(D) subparagraphs (C) and (D) of subsection (d)(2),
paragraph F3) of subsection (d), and clause (i) of subsec-

B9-194 O—7RB—nt e 17
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tion (e) (1) (C) shall be applied as if such affiliated group
were one organization.

“(2) DEFINITION OF AFFILIATION.—For purposes of paragraph
(1), two organizations are members of an affiliated group of
organizations but only if—

“(A) the governing instrument of one such organization

uires it to be bound by decisions of the other organization
on legislative issues, or

“(B) the governing board of one such organization
includes persons who—

“(i) are specifically designated representatives of
another such organization or are members of the
governing board, officers, or paid executive staff members
of such other organization, and

“(ii) by aggregating their votes, have sufficient voting
power to cause or prevent action on legislative issues by
the first such organization.

Regulations. “(3) DrFFERENT TAXABLE YEARS.—If members of an affiliated
group of organizations have different taxable years, their expend-
itures shall be computed for purposes of this section in a manner
to be prescribed by regulations promulgated by the Secretary.

“(4) Livirep contTrRoL—If two or more organizations are
members of an affiliated group of organizations Sas defined in
paragraph (2) without regard to subparagraph (B) thereof), no
two members of such affiliated group are affiliated (as defined in
paragraph (2) without regard to subparagraph (A) thereof),
and the governing instrument of no such organization requires it
to be bound by decisions of any of the other such organizations on
legislative issues other than as to action with respect to Acts, bills,
resolutions, or similar items by the Congress, then—

“(A) in the case of any organization whose decisions bind
one or more members of such affiliated group, directly or
indirectly, the determination as to whether such organization
has paid or incurred excess lobbying expenditures and the
determination as to whether such organization has exceeded

Ante, p. 1720. the exFendjture limits of section 501(h) (1) shall be made as
though such organization has paid or incurred those amounts
aid or incurred by such members of such affiliated group to
influence legislation with respect to Acts, bills, resolutions, or
similar items by the Congress, and

“(B) in the case of any organization to which subpara-
graph (A) does not apply, but which is a member of such
affiliated group, the determination as to whether such organi-
zation has paid or incurred excess lobbying expenditures and
the determination as to whether such organization has
exceeded the expenditure limits of section 501%h) (1) shall be
made as though such organization is not a member of such
affiliated group.”.

(¢) Disarrowine or Depuction ror ContTriBuTiON To INFLUENCE
26 USC 170. LecisLation.—Section 170(f) (relating to disallowance of charitable
contribution deductions in certain cases) is amended by striking out

paragraph (6) and inserting in lieu thereof the following :

“(6) DEDUCTIONS FOR OUT-OF-POCKET EXPENDITURES,.—No deduc-
tion shall be allowed under this section for an out-of-pocket
expenditure made by any person on behalf of an organization
described in subsection (c¢) (other than an organization described
in section 501 (h) (5) (relating to churches, etc.)) if the expendi-
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ture is made for the purpose of influencing legislation (within the
meaning of section 501 (¢) (3)).".
(d) TeEcHNICAL AMENDMENTS.—
(1) AMENDMENTS CONFORMING TO NEW SECTION 501(h).— Ante, p. 1720.
(A) Section 501(c) (3) is amended by striking out “no sub- 26 USC 501.
stantial part of the activities of which is carrym§ on propa-
ganda, or otherwise attempting, to influence legislation,” and
u}serli]:lm in lieu thereof “no su s:lantial tpfrt of the activities
of w is carrying on propaganda, or otherwise attempting,
to influence leglslafmn (axtlzaept as otherwise provided in sub-
section (h)),”.
(B) The following sections are amended by striking out
“no substantial part of the activities of which is carrying on
propaganda, or otherwise attempting, to influence legisla-
tion,” each place it appears and inserting in lieu thereof in
each such place “which is not disqua.liﬁef for tax exemption
under section 501(c) (3) by reason of attempting to influence
legislation,”:
(i) section 170(c)(2) (D) (relating to the definition of 26 USC 170.
charitable contributions) ;
(ii) section 2055(a) (2) (relating to transfers for pub- 26 USC 2055.
lic, charitable, and religious uses) ;
(iii) section 2106 (a?l(Q) (A)(i1) (relating to transfers 26 USC 2106.
for public, charitable, and religious uses) ;
(iv) section 2522(a)(2) (relating to charitable and 26 USC 2522.
similar gifts of citizens or residents) ; and
(v) section 2522(b)(2) (relating to charitable and
similar gifts of nonresidents).
(C) Sections 2055(a) (3) and 2106(a) (2) (A) (iii) (relat- 26 USC 2055,
ing to transfers for public, charitable, and religious uses) are 2106.
amended by striking out “no substantial part of the activities
of such trustee or trustees, or of such fraternal society, order,
or association, is carrying on propaganda, or otherwise
attempting, to influence legislation,” each place it appears and
inserting in lieu thereof in each such place “such trust, fra-
ternal society, order, or association would not be disquajiﬁed
for tax exemption under section 501(c)(8) by reason of
attempting to influence legislation,”.
(2) AMENDMENTS CONFORMING TO NEW CHAPTER 41.—
(A) Paragraph (6) of section 275(a) (denying deductions 26 USC 275.
:Eorfaelalrtain taxes), as amended by this Act, is amended to read
as follows:
“(8) Taxes imposed by chapters 41, 42, 43, and 44.” 26 USC 4911,
(B) Section 6104(c)(1)(B) (relating to notification of ;‘j‘f“‘ 4971
state officers regarding taxes imposed on certain exempt orga- 2% P- 1754.
nizations), is amended by striking out “chapter 42” and 26 USC 6104.
inserting in lieu thereof “chapter 41 or 42",
(C) Section 6161(b) (relating to extensions of time for 26 USC 6161.
paying tax) is amended—
(i) in paragraph (1) by striking out “12” and insert-
ing in lieu thereof “12, 41”; and
(ii) in the second sentence bg striking out “42,” and
inserting in lieu thereof “41, 42,”.
(D) Section 6201(d) (relating to assessment authority) 26 USC 6201.
is amended by st.rikinghout “chapter 42, and chapter 43 taxes”
and inserting in lieu thereof “and certain excise taxes”.
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26 USC 6211. (E) Section 6211(a) (defining deficiency) is amended by
striking out ‘“chapters 42” and inserting in lieu thereof
“chapters 41, 42,".

(F) The following sections are amended by striking out
“chapter 42” each place it appears and inserting in lieu

thereof in each such place “chapter 41, 42,”;
(i) subsections (a) and (b) (2) of section 6211 (defin-

ing deficiency) ;

26 USC 6212. ii) section 6212(a) (relating to notice of deﬁciencyf 5

26 USC 6213. iil) section 6213(a) (relating to restrictions appli-
cable to deficiencies and petitions to Tax Court) ;

26 USC 6214. (iv) subsections (¢) and (d) of section 6214 (relating
to determinations by Tax Court) ;

26 USC 6344. sv) section 534:4{8.) (1) (relating to cross references) ;

26 USC 6501. v1) section 6501(e)(3) (relating to limitations on

assessment and collection) ;
26 USC 6512. (vii) subsections (a) and (b) (1) of section 6512 (relat-
ing to limitations in case of petition to Tax Court) ; and
Ev‘u& section 7422(e) (relating to civil actions for

Te .

26 USC 6212. (G) Section 6212 (relating to notice of deficiency) is

amended—

i) in subsection (b) (1) by striking out “chapter 42”
each place it appears and inserting in lieu thereof in each
place “chapter 41, chapter 42”; an

(ii) in subsection 83) (1) by striking out “of chapter
43 tax for the same taxable years,” and inserting in lieu
thereof “of chapter 41 tax for the same taxable year, of
chapter 43 tax for the same taxable year,”.

(H) The headings of section 6214(c) (relating to determi-
nations by Tax Court) and 6601(c) (relating to interest on
underpayments, etc.) are amended by striking out “Chapter
42” and inserting in lieu thereof in each such place “Chapter
41, 42.”,

(3) AMENDMENTS TO TABLES OF CHAPTERS AND SECTIONS.—

(A) The table of chapters for subtitle D is amended by
inserting before the item relating to chapter 42 the following:

“Chapter 41, Public charities.”

(B) The table of sections for part I of subchapter F of
chapter 1 is amended by adding at the end thereof the fol-
lowing:

“Sec. 504. Status after organization ceases to qualify for exemp-
tion under section 501(c)(3) because of substantial
lobbying.”

26 USC 501 (Ii) Errrorive Date—The amendments made by this section shall
note. apply—
(1) except as otherwise specified in pa h (2), in the case of
26 USC 1. amendments to subtitle A, to taxable ymm after Decem-
ber 31, 1976;
(2) ’in the case of the amendments made by subsection (a) (2),
to activities occurring after the date of the enactment of this Act;
26 USC 2001. (3{ in the case of amendments to chapter 11, to the estates o
ents dying after December 31,1976 ;
26 USC 2501. (4) in the case of amendments to chapter 12, to gifts in calendar
years beginning after December 31,1976 ;

26 USC 7422.



PUBLIC LAW 94-455—0CT. 4, 1976

(5) in the case of amendments to subtitle D, to taxable years
inning after December 31,1976; and
6) in the case of amendments to subtitle F, on and after the
date of the enactment of this Act.

SEC. 1308. TAX LIENS, ETC., NOT TO CONSTITUTE ACQUISITION
INDEBTEDNESS,

(a) Generar Rure.—Section 514(c)(2) (relating to property
acquired subject to mortgages, etc.) is amended by adding at the end
thereof the following new subparagraph :

“(C) LIens FOR TAXES OR ASSESSMENTS.—W here State law
provides that—
“(1) a lien for taxes, or
“(i1) a lien for assessments,
made by a State or a political subdivision thereof attaches to
roperty prior to the time when such taxes or assessments
Eecome due and payable, then such lien shall be treated as
similar to a mortgage (within the meaning of aubpmgrl‘m})h
(A&) but only after such taxes or assessments become due
and payable and the organization has had an Epoﬂuﬂiﬁy to
pay such taxes or assessments in accordance with State law.”.

(b) Errecrive Date—The amendment made by this section shall

apply to taxable years ending after December 31, 1969.

SEC. 1309. EXTENSION OF SELF-DEALING TRANSITION RULES FOR
PRIVATE FOUNDATIONS,

(a) ExtENsioN oF RuLe—Section 101 ﬂl (2) (B) of the Tax Reform
Act of 1969 is amended by striking out “January 1, 1975” and insert-
ing in lieu thereof “January 1, 1977".

(b) Errecrive Date—The amendment made by this section shall
z:fply to dispositions made after the date of the enactment of this

ct.

SEC. 1310. IMPUTED INTEREST.
(a) GeNeEraL Rure.—Section 4942(f) (2) (relating to income modi-
fications) is amended—
1) by striking out “and” at the end of subparagraph (B),
2) by striking out the period at the end of subparagraph (C)
and inserting in lieu thereof “; and”, and
(3) by adding at the end thereof the following new sub-
paragraph:
“;]D) section 483 (relatilag to imputed interest) shall not
apply in the case of a binding contract made in a taxable
year beginning before January 1, 1970.”,
(b) Errecrive Date—The amendments made by this section shall
:.EiglyA t;) taxable years ending after the date of the enactment of
ct.

SEC. 1311. CERTAIN HOSPITAL SERVICES.

(2) In Generan.—Section 513 (relating to unrelated trade or
business) is amended by adding at the end thereof the following new
subsection :

“(e) CerrarNy Hoserran Services.—In the case of a hospital
described in section 170(b) (lzu(A) (iii), the term ‘unrelated trade or
business’ does not include the furnishing of one or more of the services
described in section 501(e) (1) (A) to one or more hospitals described
in section 170(b) (1) (A) (iii) if—

90 STAT. 1729
26 USC 4001.

26 USC 6001.

26 USC 514.

26 USC 514
note.

26 USC 4940
note.

26 USC 4942.

26 USC 4942
note.

26 USC 513.

“Unrelated trade
or business.”
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26 USC 1.
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(1) such services are furnished solely to such hospitals which
have facilities to serve not more than 100 inpatients;
“(2) such services, if performed on its own behalf by the
recrigient hospital, would constitute activities in exercising or
orming the purpose or function constituting the basis for
1ts exemption ; and
“(8) such services are provided at a fee or cost which does not
exceed the actual cost of providing such services, such cost includ-
ing straight line depreciation and a reasonable amount for return
on capital goods used to provide such services.”
(b) Errective Date.—The amendment made by this section shall
apply to all taxable years to which the Internal Revenue Code of
1954 applies.

SEC. 1312. CLINICAL SERVICES OF COOPERATIVE HOSPITALS,

(a) IN GeNERAL—Section 501(e) (1) (A) (relating to cooperative
hospital service organizations) is amended by inserting ‘“clinical,”
after “food,”.

(b) Errective DatE—The amendment made by this section shall
apply to taxable years ending after December 31, 1976.

SEC. 1313. EXEMPTION OF CERTAIN AMATEUR ATHLETIC ORGANIZA-
TIONS FROM TAX.

(a) In GeNEraL—Paragraph (3) of section 501(c) (relating to
exempt religious, charitable, etc., organizations) is amended by insert-
ing after “or educational purposes,” the following: “or to foster
national or international amateur sports competition (but only if no
part of its activities involve the provision of athletic facilities or
equipment),”.

(b) TrEatmENT OF Girrs To SucH ORGANIZATIONS FOR INCOME,
Esrate Anp G1FT TAx PURPOSES.—

(1) Sub%amgra h (B) of section 170(c) (2) (relating to defi-
nition of charitable contribution) is amended by inserting after
“or educational purposes” the following: “, or to foster national
or international amateur sports competition (but only if no part
of its activities involve the provision of athletic facilities or
equipment),”.

(2) Paragraph (2) of section 2055(a) (relating to transfers
for public, charitable, and religious uses) is amended by inserting
after “the encouragement of art” the following: “, or to foster
national or international amateur sports competition (but only
if no part of its activities involve the provision of athletic facili-
ties or equipment),”.

&3) Pamgmgix (2) of section 2522(a) (relating to charitable
and similar gifts) is amended by inserting after “or educational
purposes” the following: “, or to foster national or international
amateur sports competition (but only if no part of its activities
involve the provision of athletic facilities or equipment),”.

(¢) An organization which (without regard to the amendments
made by this section) is an organization described in seetion 170(¢) (2)
(B), 501(e) (3), 2055(a) (2), or 2522(a) (2) of the Internal Revenue
Code of 1954 shall not be treated as an organization not so described as
a result of the amendments made by this section.

(d) Errecrive Date.—The amendments made by this section shall
apply on the day following the date of the enactment of this Act.
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TITLE XIV—TREATMENT OF CERTAIN
CAPITAL LOSSES; HOLDING PERIOD FOR
CAPITAL GAINS AND LOSSES

SEC. 1401. INCREASE IN AMOUNT OF ORDINARY INCOME AGAINST
WHICH CAPITAL LOSS MAY BE OFFSET.

(a) GENERAL Ruw.—SubPam%raph (B) of section 1211(b) (1)
(relating to limitation on capital losses for taxpayers other than cor-
porations% is amended by striking out “$1,000” and inserting in lieu
thereof “the applicable amount”.

(b) AppuicapLe AmouNt DerFinep.—Paragraph (2) of section
1211(b) (relating to limitation on capital losses for taxpayers other
than corporations) is amended to read as follows:

“(2) AppricaBLE AMoUNT.—For purposes of paragraph (1) (B),
the term ‘applicable amount’ means—
“(A) $2,000 in the case of any taxable year beginning in
1977; and
“(B) $3,000 in the case of any taxable year beginning after
1977.
In the case of a separate return by a husband or wife, the appli-
cable amount shall be one-half of the amount determined under
the preceding sentence.”

(¢) Errecrive Dare—The amendments made by this section shall

apply to taxable years beginning after December 31, 1976.

. SEC. 1402. INCREASE IN HOLDING PERIOD REQUIRED FOR CAPITAL
' GAIN OR LOSS TO BE LONG TERM.
(a) Increase 1N Two Steps From 6 MoNTHS TO 1 YRAR—

(1) TAxABLE YEARS BEGINNING IN 1977.—Effective with respect
to taxable years beginning in 1977, paragraphs (1), (2), (3), and
(4) of section 1222 (relating to other terms relating to capital
gains and losses# are each amended b’y striking out “6 months”
and inserting in lieu thereof “9 months®.

(2) TAXABLE YEARS BEGINNING AFTER 1077.—Effective with
respect to taxable years beginning after December 31, 1977, para-

aphs (1), (2), (3), and (4) Egsection 1222 are each amended

y striking out “9 months” and inserting in lieu thereof “1 year”.
(b) CoNroRMING AMENDMENTS.—

(1) TaxABLE YEARS BEGINNING IN 1977,—Effective with respect
to taxable years beginning in 1977, the following provisions are
each amended by striking out “6 months” each place it appears
and inserting in lieu thereof “9 months™ :

(A) Paragraph (1) (B) of section 166(d) (relating to non-
business debts).

(B) Subsection Sa) of section 341 (relating to treatment

:J_f g%in to shareholders in the case of collapsible corpora-
ions).
_ (C) Paragraph (2) of subsection (a) of section 402 (relat-
ing to capital gains treatment for certain distributions in the
case of a beneficiary of an exempt employees’ trust) and sub-
paragraph (L) of paragraph (4) of section 402(e) (relating
to election to treat pre-1974 participation as post-1973 par-
ticiIB.tion}.

(D) Subparagraph (A) of section 403(a) (2) (relating to
capital gains treatment for certain distributions in the case of
a beneficiary under a qualified annuity plan).

90 STAT. 1731

26 USC 1211.

26 USC 1211
note.
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26 USC 166.
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(E) Paragraph (1; of section 423 (a) (relating to employee
i £ e Piarfs ) of subsection (a) and hs (1)

a aph (1) of su ion (a) and paragrap
n.ngl 2) o;:ﬁrbsection (¢) of section 424 (ralat.gag to restricted
stock options).

(G) arani;aph (2) of section 582(c) (relating to capital
gains of banks).

(H) Subparagraphs (A) and (B) of section 584(c) (1)
(relating to inclusions in taxable income of participants in
common trust funds).

(I) Section 631 (relating to gain or loss in the case of
timber, coal, or domestic iron ore).

(J) Paragraphs (3) and (4) of section 642(c) (relating
to charitable deductions for certain trusts).

(K) Section 644 (relating to special holding period rules
for gain on property tr emﬁﬁ trust at less than fair
market value).

(L) Paragraphs (1) and (2) of section 702(a) (relating to
income and credits of partner).

(M) Subparagraph (A) of section 817(a) (1) (relating to
certain gains and losses in the case of life insurance
R Sy ragraph (B) of h d h

ubpa of para, 3), and para,
(4), o)f section 852 (g) E refating to Eﬂ?ﬁﬁim& 31? shareholders of
lated investment companies),
0O) Subparagraph (A) of section 856(c) (4) (relating to
d (P')tignbof est}?t? ];t)wagtment tmsﬁ)(.s) 3 i
ubparagrap of paragrap , and paragrap
(5), of section 857(b) (relating to taxation of shareholders
of real estate investment trusts).

(Q) Paragraph (11) of section 1223 (relating to holding
period of property).

(R) Section 1231 (relating to property used in the trade or
business and involuntary conversions).

(S) Paragraph (2) of section 1232(a) (relating to sale

or exchange in the case of bonds and other evidences of
indebtedness).

(T) Subsections (b), (d), and (e) of section 1233 (relat-
ing to gains and losses from short salese.
m%Ugo aragraph (1) of section 1234 (b) (relating to special
rule for gain on lapse of an option granted as part of a
atra.ddleg,asa.mended by this Act,

(V) Subsection (a) of section 1235 (relating to sale or
exchange of patents).

(W) Paragraph (4) of section 1246 (a) (relating to hold-
ing period in the case of gain on foreign investment company

stock).

(X)) Subsection (i) of section 1247 (relating to loss on sale
or exchange of certain stock in the case of foreign investment
com‘yanias electing to distribute income currently).

(Y) Subsection (b), and subparagraph (C) of subsection
() (3), of section 1248 (relating to gain from certain sales
or exchanges of stock in certain foreign corporations).

(Z) Paragraph (1) of section 1251(e) (defining farm
recapture property).

(2) TAXABLE YEARS BEGINNING AFTER 1977.—Effective with

respect to taxable years beginning after December 31, 1977, each
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Brovision referred to in paragraph (1) is amended by striking out
“9 mm;’t.’hs” each place it appears and inserting in lieu thereof
1 year”.

({'o{) TecuNICAL AMENDMENT.—Effective with respect to taxable
years beginning after December 31, 1976, section 631(a) (relating
to gain or loss in the case of timber) is amended by striking out
“before the beginning of such year”.

( :}1 TrANSITIONAL RULE FOR CERTAIN INSTALLMENT OBLIGATIONS.—
In the case of amounts received from sales or other dispositions of
capital assets pursuant to binding contracts, including sales or other
dispositions the income from which is returned on the basis and in the
manner prescribed in section 453 (a) (1) of the Internal Revenue Code
of 1954, if the gain or loss was treated as long-term for the taxable year
for which the amount was realized, such gain or loss shall be treated
as long-term for the taxable year for which the gain or loss is returned
or otherwise recognized.

(d) RerextioNn or 6-Moxte Periop ror Furures Transactions
in Commoprries.—Section 1222 (relating to other terms relatinf to
capital gains and losses) is amended by adding at the end thereof the
following new sentence:

“For purposes of this subtitle, in the case of futures transactions
in any commodity subject to the rules of a board of trade or com-
modity exchange, the length of the holding period taken into account
under this section or under any other section amended by section 1402
of the Tax Reform Act of 1976 shall be determined without regard to
the amendments made by subsections (a) and (b) of such section
1402.”

SEC. 1403. ALLOWANCE OF 8-YEAR CAPITAL LOSS CARRYOVER IN
CASE OF REGULATED INVESTMENT COMPANIES.

(a) Generar Rure.—Paragraph (1) of section 1212(a) (relating to
capital loss carrybacks and carryovers for corporations) is amended
by striking out “and” at the end of subparagraph £A) and by striking
out subparagraph (B) and inserting in lieu thereof the following:

“(B) except as provide%l .in subparagraph (C), a capital
loss carryover to each of the 5 taxable years succeeding the
loss ; and

| a.s.: capital loss carryover—

“(i) in the case of a regulated investment onmé}s.ny (as
defined in section 851) to each of the 8 taxable years
succeeding the loss year, and

“(ii) to the extent such loss is attributable to a foreign
expropriation capital loss, to each of the 10 taxable years
exceecl':ng the loss year.”

(b) Errecrive Date—The amendments made by this section shall
gply to loss years (within the meaning of section 1212(a) (1) of the

ternal Revenue Code of 1954) ending on or after January 1, 1970.
SEC. 1404. SALE OF RESIDENCE BY ELDERLY.

(a) In GeNeraL—Section 121(b) (1) (relating to gain from sale
or exchange of residence of individual who has attained age 65) is
amended by striking out “$20,l}00”,ea.ch place it appears therein and

inserting in lieu thereof “$35,000”,
(lﬁlﬁmm Dare.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1976.
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26 USC 220.

TITLE XV—PENSION AND INSURANCE
TAXATION

SEC. 1501. RETIREMENT SAVINGS FOR CERTAIN MARRIED INDIVID-
UALS,

(a) ArLowaxce or Devverion.—Part VII of subchapter B of chap-
ter 1 (relating to additional itemized deductions for individuals) is
amended by redesignating section 220 as 221 and by inserting after
section 219 the following new section:

“SEC. 220. RETIREMENT SAVINGS FOR CERTAIN MARRIED INDIVID-
UALS.

“(a) DepvorioN Arrowep.—In the case of an individual, there is
allowed as a deduction amounts Eaid in cash for a taxable year by or
on behalf of such individual for the benefit of himself and his spouse—

4-0‘8‘ 1) to an individual retirement account described in section
a),
40‘; ?}) for an individual retirement annuity deseribed in section

,or

£ 3; for a retirement bond described in section 409 (but only
if the bond is not redeemed within 12 months of the date of its
issuance).

For purposes of this title, any amount paid by an employer to such a
retirement account or for such a retirement annuity or retirement bond
constitutes payment of compensation to the employee (other than a
self-employed individual who is an employee within the meaning of
section 401(c) (1)) includible in his gross income, whether or not a
deduction for such payment is allowable under this section to the
employee after the application of subsection (b).
(b) LamrraTrons AND RESTRICTIONS.—

“(1) Maxmmum pepuctioN.—The amount allowable as a deduc-
tion under subsection (a) to an individual for any taxable year
may not exceed—

“(A) twice the amount paid to the account or annuity, or
for the bond, established for the individual or for his spouse
to or for which the lesser amount was paid for the taxable

ear,
g “(B) an amount equal to 15 percent of the compensation
includible in the individual’s gross income for the taxable
ear, or
“(C) 81,750,
whichever 1s the smallest amount.

“(2) AurernaTive pEpucTioN.—No deduction is allowed under
subsection (a) for the taxable year if the individual claims the
deduction allowed by section 219 for the taxable year.

“(8) COVERAGE UNDER CERTAIN OTHER PLANS.—No deduction is
allowed under subsection (a) for an individual for the taxable
year if for any part of such year— x 4

“(A) he or his agonse was an active participant in—

“(i) a plan described in section 401 (a) which includes
a trust exempt from tax under section 501(a),
“(ii) an annuity plan described in section 403 (a),
“Eiii) a qualified bond purchase plan deseribed in sec-
tion 405(a), or
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“(iv) a plan established for its employees by the United
States, by a State or political subdiviston thereof, or by
an agency or instrumentality of any of the foregoing, or
“(Bz amounts were contributed by his employer, or his
spouse’s employer, for an annuity contract described in sec-
tion 403 (b) (whether or not his, or his spouse’s, rights in such 26 USC 403.
contract are nonforfeitable). 3

“(4) CoNTRIBUTIONS AFTER AGE 70%.—No deduction is allowed
under subsection (a) with respect to any payment which is made
for a taxable year of an individual if either the individual or his
spouse has attained age 7014 before the close of such taxable year.

“(5) RecoNTRIBUTED AMOUNTS,—No0 deduction is allowed under
this section with respect to a rollover contribution desecribed in
section 402(a) (5), 403(a) (4), 408(d) (3), or 409(b) (3) (C).

“(6) AMOUNTS CONTRIBUTED UNDER ENDOWMENT CONTRACT,—In
the case of an endowment contract described in section 408(b), no
deduction is allowed under subsection (a) for that portion of the
amounts paid under the contract for the taxable year properly
allocable, under regulations prescribed by the Secretary, to the
cost.of life insurance.

“(7) Exproyep spouses.—No deduction is allowed under sub-
section (a) with respect to a payment described in subsection (a)
made for any taxable year of the individual if the spouse of the
individual has any compensation (determined without regard to
section 911) for the taxable year of such spouse ending with or
within such taxable year.

“(e) DeFINTTIONS AND SPECIAL RULES.—

“(1) Compensation.—For purposes of this section, the term

‘Eomp()ansation’ includes earneg income as defined in section 401

e) (2).
2‘EQ) Magrzep iNp1vipuaLs.—This section shall be applied with-
out regard to any community property laws.

“(3) DETERMINATION OF MARITAL 8STATUS.—The determination of
whether an individual is married for purposes of this section shall
be made in accordance with the provisions of section 143(a).

“(4) TiME WHEN CONTRIBUTIONS DEEMED MADE.—For purposes of
this section, a taxpayer shall be deemed to have made a contribu-
tion on the last day of the preceding taxable year if the contri-
bution is made on account of such taxable year and is made not
later than 45 days after the end of such taxable year.

“(5) PARTICIPATION IN GOVERNMENTAL PLANS BY CERTAIN INDI-
vibUALS.—A member of a reserve component of the armed forces
or a volunteer firefighter is not considered to be an active par-
ticipant in a plan described in subsection (b)(8)(A) (iv) if,
under section 219(c) (4), he is not considered to be an active

articipant in such a plan.”
(b? CONFORMING AMENDMENTS.—
= 41) _Paragrs&ph (10) of section 62 (relating to retirement sav- 26 USC 62.
ings) is amended by inserting before the period the following:
“and the deduction allowed by section 220 (relating to retirement
savings for certain married individuals)”.

(2) Paragraph (2) of section 408(c) is amended by inserting 26 USC 408,
“(or spouse of an emplogee or member)” after “member”,

(3) Subsection (a) of section 415 (relating to limitations on 26 USC 415.
benefits and contributions under qualified plans) is amended—

(A) by striking out “In the case” in paragraph (2) and
inserting in lien thereof “Except as provided in paragraph
(8),in the case”, and
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(Bh) by adding at the end thereof the following new para-
raph:

“(3) ACCOUNTS, ETC., ESTABLISHED FOR NON-EMPLOYED SPOUSE.—
Paragraph (2) shall not apply for any year to an account,
annuity, or bond deseribed in section 408(a), 408(b), or 409,
respectively, established for the benefit of the spouse of the indi-
vidual contributing to such account, or for such annuity or bond,
if a deduction is allowed under section 220 to such individual
with respect to such contribution for such year.”.

(4) Section 219 (relating to retirement savings) is amended—

(A) by striking out “during” in subsection (a) and
inserting in lieu thereof “for”,

(B) by adding at the end of subsection (b) the following
new paragraph :

“(6) AvrerxaTive pepuctioN.—No deduction is allowed under
subsection %a) for the taxable year if the individual claims the
deduction allowed by section 220 for the taxable year.”,

(C) by adding at the end of subsection (c) (2) the follow-

ing new sentence: “For purposes of this section, the deter-
mination of whether an individual is married shall be made
in accordance with the provisions of section 143(a).”, and

(D) by adding at the end of subsection (¢) the following
new paragraph:

“(3) TiME WHEN CONTRIBUTIONS DEEMED MADE—For purposes
of this section, a taxpayer shall be deemed to have made a contri-
bution on the last day of the preceding taxable year if the contri-
bution is made on account of such taxable year and is made not
later than 45 days after the end of such taxable year.”

(5) Paragraph (4) of section 408(d) (relating to excess con-
tributions returned before due date of return) is amended—

(A) by inserting “or 220" after “219”, and

(B) by striking out the last sentence and inserting in lieu
thereof the following: “In the case of such a distribution, for
purposes of section 61, any net income described in subpara-
graph (C) shall be deemed to have been earned and receiv-
able in the taxable year in which such excess contribution is
made.”

(6) Paragraph (4) of section 409(a) (relating to retirement
bonds) is amended by striking out “in any taxable year” and
inserting in lieu thereof “for any taxable year”,

(7) Paragraph (12) of section 3401(a) (relating to definition
of wages) 1s amended by inserting ‘“‘or 220(a)” after “219(a)”.

(8) Section 4973 (relating to tax on excess contributions to
individual retirement accounts, etc.) is amended—

(A) by striking out “such individual” in the last sentence
of subsection (a) and inserting in lien thereof the following :
“the individual to whom a deduction is allowed for the tax-
able year under section 219 (determined without regard to
subsection (b) (1) thereof) or section 220 Sgetermined with-
out reg,a.rd to subsection (b) (1) thereof), whichever is appro-

riate”;
. B) k;y inserting ‘“‘or 220" after “219” in subsection (b) (1)
B);and
( (d) by striking out paragraph (2) of subsection (b) and
inserting in lieu thereof the following :

“(2) the amount determined under this subsection for the
preceding taxable year, reduced by the excess (if any) of the
maximum amount allowable as a deduction under section 219
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or 220 for the taxable year over the amount contributed to the
accounts or for the annuities or bonds for the taxable year and
reduced by the sum of the distributions out of the account (for
the taxable year and all prior taxable years) which were included
in the gross income of the payee under section 408(d) (1).
For purposes of this subsection, any contribution which is distributed
from the individual retirement account, individual retirement annu-
ity, or bond in a distribution to which section 408(d) (4) applies
shall be treated as an amount not contributed if such distribution con-
sists of an excess contribution solely because of employer contributions
to a plan or contract described in section 219 (b) (2) or by reason of
the application of section 219(b) (1) (without regard to the $1,500
limitation) or section 220(b) (IL (without regard to the $1,750 limi-
tation) and only if such distribution does not exceed the excess of
%1,5?% ;n’-’$1,75{) if applicable, over the amount described in paragraph
1 =
: (9) Subsection (d) of section 6047 (relating to other pro-
grams) is amended by inserting “or 220%&)” after “219(a)”.

(10) Paragraph (ﬁ of section 408(d) (relating to tax treat-
ment of distributions) is amended by striking out the second sen-
tence and inserting in lien thereof the following : “Notwithstand-

ing any other provision of this title (including chapters 11 and

12), the basis any person in such an account or annuity is zero.”,
(cgl LERICAL AMmENDMENT.—The table of sections for part VII of
subchapter B of chapter 1 is amended by strik:'u;ﬁ out the item relat-
ing to section 220 and inserting in lieu thereof the following :

“Sec. 220. Retirement savings for certain married individuals.

“Sec. 221. Cross references.”.

(d) Errecrive Date—The amendments made by this section, other
than the amendment made by subsection (b) (3%,hsha.ll ap&ﬂy to taxa-
ble years beginning after December 31, 1976. The amendment. made
i)yTSubsection (b) (3) shall apply to years beginning after December 31,

976.
SEC. 1502. LIMITATION ON CONTRIBUTIONS TO CERTAIN PENSION,
ETC., PLANS.

(a) IN GENERAL.—

(1) Lnrr ox conTrRIBUTIONS.—Section 415 (¢) (mlstin%bo limi-
tation for defined contribution plans) is amended by adding at
the end thereof the following new paragraph:

“(5) APPLICATION WITH SECTION 404 (e)(4).—lIn the case of a
plan which provides contributions or benefits for employees some
or all of whom are employees within the meaning of section 401
(c) (1), the amount determined under paragraph (1)(B) with
respect to any participant shall not be less than the amount deduct-
ible under section 404 (e) with respect to any individual who is
an employee within the meaning of section 401(c) (1).”

(2) MiNIMUM DEDUCTION LIMITATION.—Section 404(e)(4) of
such Code (relating to minimum deductible amount for pension
plan contributions by self-employed i.ndividuals) is amended b
adding after subparagraph (B) the following: “This paragrap
does not apply for any taxable year to any employee whose
adjusted gross income for such taxable year (determined sepa-
rately for each individual, without regard to any communit;
pr(c)!pﬂrty laws, and without regard to the deduction allowable
under subsection (a)) exceeds $15,000.”
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(b) ErFective Date.—The amendment made by subsection (a) (1)
shall apply to years beginning after December 31, 1075. The amend-
ment made by subsection (a) (2) shall apply to taxable years beginning
after December 31, 1975.

SEC. 1503. PARTICIPATION BY MEMBERS OF RESERVES OR NATIONAL
GUARD, AND VOLUNTEER FIREFIGHTERS IN INDIVIDUAL
RETIREMENT ACCOUNTS, ETC.

(a) GeneraL Rure.—Section 219 (rg (relating to definitions and
special rules for retirement savings deduction) is amended by adding
at the end thereof the following new paragraph:

“(4) PARTICIPATION IN GOVERNMENTAL PLANS BY CERTAIN
INDIVIDUALS.—

“(A) MEMBERS OF RESERVE COMPONENTS.—A member of a
reserve component of the armed forces (as defined in section
261 (al) of title 10) is not considered to be an active participant
in a plan deseribed in subsection (b) (3) (A) (iv) for a taxable
year solely because he is a member of a reserve component
unless he has served in excess of 90 days on active duty (other
than active duty for training) during the year.

“(B) VorunTEER FIREFIGHTERS.—AnN individual whose
participation in a plan described in subsection (b) (3)(A)
(iv) is based solely upon his activity as a volunteer firefighter
and whose accrueg benefit as of the beginning of the taxable
year is not more than an annual benefit of $1,800 (when
expressed as a single life annuity commencing at age 65) is
not considered to be an active participant in such a plan for
the taxable year.”

(b) Errecrive Date.—The amendment made by this section shall
apply to taxable years beginning after December 31, 1975.

SEC. 1504. CERTAIN INVESTMENTS BY ANNUITY PLANS.

(a) In Generan—Paragraph (7) of section 403(b) (relating to
custodial accounts for regulated investment company stock) is
amended by striking out “, and which issues only redeemable stock” in
subEar&gmph (C).

(b) Errecrive Darte.—The amendment made by this section
applies to taxable years beginning after December 31, 1975.

SEC. 1505. SEGREGATED ASSET ACCOUNTS.

(a) SecrEGATED Asser AccounTs oF LiFe INSURANCE COMPANIES.—

Paragraf)h (1) (B) of section 801(g) is amended—
(1) by striking out clause (ii) and inserting in lieu thereof the
following :
“(ii) which is desecribed in subparagraph (A), SB),
(C), (D),or (E) of section 805(d) (1) (other than a life,
health or accident, property, casualty, or liability insur-
ance contract) or which provides for the payment of
annuities, and”, and
(2) by striking out “as annuities” in clause (iii) and inserting in
lieu thereof “out”.

(b) ConrorMing AmENDMENT.—Section 401 (relating to qualified
pension, ete. plans) is amended by striking out subsection (f) and
inserting in lieu thereof the following :

“(f) émrmm Custop1aL AccounTs AND CoNTRACTS.—FoOr purposes
of this title, a custodial account, an annuity contract, or a contract
(other than a life, health or accident, property, casualty, or liability
insurance contract) issued by an insurance company qualified to do
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business in a State shall be treated as a qualified trust under this
section if—

“(1) the custodial account or contract would, except for the
fact that it is not a trust, constitute a qualified trust under this
section, and

“(2) in the case of a custodial account the assets thereof are
held by a bank (as defined in subsection (d) (1)) or another per-
son who demonstrates, to the satisfaction of the Secretary, that
the manner in which he will hold the assets will be consistent with
the requirements of this section.

For purposes of this title, in the case of a custodial account or contract
treated as a qualified trust under this section by reason of this subsec-
tion, the ﬁ;erson holding the assets of such account or holding such
contract shall be treated as the trustee thereof.”.

(¢) Errecrive Date.—The amendments made by this section apply
for taxable years beginning after December 31, 1975.

SEC. 1506. STUDY OF SALARY REDUCTION PENSION PLANS.
Section 2006 of the Employee Retirement Income Security Act of
1974 is amended—
(1) by striking out “January 1, 1977” each place it appears and
inserting in lieu thereof “January 1, 1978”, and
(2) by striking out “December 31, 1976” in subsection (d) and
inserting in lien thereof “December 31, 1977”.

SEC. 1507. CONSOLIDATED RETURNS FOR LIFE AND OTHER INSUR-
ANCE COMPANIES.
(a) In GeNEraL.—Section 1504(c) (relating to the definition of
includible insurance companies) is amended to read as follows:
“(¢) IncrupmLe Insurance Companies.—Notwithstanding the pro-
visions of paragraph (2) of subsection (b)—

“(1) Two or more domestic insurance companies each of which
is subject to tax under section 802 shall be treated as includible
corporations for purposes of applying subsection (a) to such
insurance companies alone.

“(2) (A) If an affiliated group (determined without regard to
subsection (b)(2) includes one or more domestic insurance com-
panies taxed under section 802 or 821, the common parent of such
group may elect (pursuant to regulations prescribed by the See-
retary) to treat all such companies as includible corporations for
pmﬁ:mses of applying subsection (a) except that no such company
shall be so treated until it has a member of the affiliated
group for the 5 taxable years immediately preceding the taxable
year for which the consolidated return is filed.

“(B) If an election under this paragraph is in effect for a
taxable year—

“(1) section 243(b) (6) and the exception provided under
sectlon 243(b) (5) with respect to subsections (b) (2) and (c)
of this section,

“(ii) section 542(b) (5), and

“(ii1) subsection (a)(4) and (b)(2) (D) of section 1563,
and the reference to section 1563(b) (2) (D) contained in sec-
tion 1563 (b) (3) (C),

shall not be effective for such taxable year.
(b) Seecian Rures aNp CoNFORMING XmmNDHENTs.—

(1) Section 821 (relating to tax on mutual insurance companies
to which part IT applies, as amended by section 1901 (a) (104) (C)
of this Act,) is amended by redesignating subsection (e) as sub-
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section (f), and by adding after subsection (d) the following
new subsection :

“(e) Tax ArprrcasLe 1o MEMBER 0F Grour Frine CoNSOLIDATED
Rerury.—Notwithstanding any other provision of this section, if a
mutual insurance company to which this section applies joins in the
filing of a consolidated return (or is required to so file), the applicable
tax shall consist of a normal tax and a surtax computed as provided

Ante, p. 1606. in section 11 as though the mutual insurance company taxable income
of such company were the taxable income referred to in section 11.”.
26 USC 843. (2) Section 843 (relating to annual accounting period) is

amended by adding at the end thereof the following sentence:

“Under regulations prescribed by the Secretary, an insurance

company which joins in the filing of a consolidated return (or

is required to so file) may adopt the taxable year of the common

parent corporation even though such year is not a calendar year.”

26 USC 1503. (3) Section 1503 (relating to computation and payment of tax)
is amended by adding the following new subsection :

“(¢) Sercrar Rune ror ArpricatTion oF CERTAIN LoSSES AGAINST

Incone or InsuraNcE Companies Taxep Unper Secrion 802.—

“(1) I~ ceEneraL—If an election under section 1504 (c) (2) is
in effect for the taxable year and the consolidated taxable income
of the members of the group not taxed under section 802 results
in a consolidated net operating loss for such taxable year, then
under regulations Erescribed by the Secretarl})’, the amount of such
loss which eannot be absorbed 1 the applicable carryback periods
against the taxable income of such members not taxed under sec-
tion 802 shall be taken into account in determining the consoli-
dated taxable income of the affiliated group for such taxable year
to the extent of 35 percent of such loss or 35 percent of the taxable
income of the members taxed under section 802, whichever is less.
The unused portion of such loss shall be available as a carryover,
subject to the same limitations (applicable to the sum of the loss
for the carryover year and the loss (or losses) carried over to such
year), in applicable carryover years. For purposes of this subsec-
tion, in determining the taxable income of each insurance com-
Eany subject to tax under section 802, section 802 (b) (3) shall not

e taken into account. For taxable years ending with or within
calendar year 1981, ‘25 percent’ shafl be substituted for ‘35 per-
cent’ each place it appears in the first sentence of this subsection.
For taxable years ending with or within calendar year 1982, ‘30

rcent’ shalfbe substituted for ‘35 percent’ each place it appears
in that sentence.

“(2) Losses OF RECENT NONLIFE AFFILIATES—Notwithstanding
the provisions of paragraph (1), a net operating loss for a taxable
year of a member of the group not taxed under section 802 shall
not be taken into account in determining the taxable income of a
member taxed under section 802 (either for the taxable year or as
a carryover or carryback) if such taxable year precedes the sixth
taxable year such members have been members of the same affili-
ated group (determined without regatd to section 1504 (b) (2)).”

26 USC 1504 (c) ErFective DaTeE AnD TrANSITIONAL RULES.—

note. (1) Errecrive pare—The amendments made by subsections
(a) and (b) shall apply to taxable years beginning after Decem-
ber 31, 1980.

(2) TRANSITION RULES WITH RESPECT TO CARRYOVERS OR CARRY-
BACKS RELATING TO PRE-ELECTION TAXABLE YEARS AND NONTERMINA-
TION OF GROUP.—
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(A) LIMITATIONS ON CARRYOVERS OR CARRYBACKS FOR GROUPS
ELECTING UNDER SECTION 1504 (C) (2).—I1f an affiliated grm(;)z
elects to file a consolidated return O(})ursua.nt. to section 15
(¢)(2) of the Internal Revenue Code of 1954, a carryover of
a loss or credit from a taxable year ending before January 1,
1981, and losses or credits which may be carried back to tax-
able years ending before such date, shall be taken into account
as if this section had not been enacted.

(B) NONTERMINATION OF AFFILIATED GROUP.—The mere
election to file a consolidated return pursuant to such sec-
tion 1504 (c) (2) shall not cause the termination of an affiliated
group filing consolidated returns.

SEC. 1508. TREATMENT OF CERTAIN LIFE INSURANCE CONTRACTS
GUARANTEED RENEWABLE.

(a) In Generan.—Paragraph (d)(5) of section 809 (relating to
certain nonparticipating contracts) 1)3 amended by adding at the end
thereof the following sentence: “For purposes of this paragraph, the
¥eriod for which any contract is issued or renewed includes the period

or which such contract is guaranteed renewable.”
(b) Errrctive Darte.—The amendment made by subsection (a)

shall apply to taxable years beginning after December 31, 1957.

SEC. 1509. STUDY OF EXPANDED PARTICIPATION IN INDIVIDUAL
RETIREMENT ACCOUNTS.

The Joint Committee on Taxation shall carry out a study with
respect to broadening the class of individuals who are eligible to claim
a deduction for retirement savings under section 219 or 220 of the
Internal Revenue Code of 1954 to include individuals who are partici-
pants in pension plans described in section 401(a) of such Code
(relating to qualified ion, profit-sharing, and stock bonus plans)
or similar plans established for its emilloye.eai by the United States,
by a State or political division thereof, or by an agency or instru-
mentality of the United States or a State or political division thereof.
The Joint Committee shall report its findings to the Committee on
Ways and Means of the House of Representatives and to the Commit-
tee on Finance of the Senate.

SEC. 1510. TAXABLE STATUS OF PENSION BENEFIT GUARANTY
CORPORATION.

(a) In GeneraL.—Section 4002(g) (1) of the Employee Retirement
Income Security Act of 1974 (29 U.S.C. 1302(f) (1)) is amended by
inserting “by the United States (other than taxes imposed under
chapter 21 of the Internal Revenue Code of 1954, relating to Federal
Insurance Contributions Act, and cha?ter 23 of such Code, relating to
Federal Unemployment Tax Act), or” immediately after “imposed”.

(b) Errecrive ]'s)r;nm——The amendment made by subsection (a) shall
take effect on September 2, 1974.

SEC. 1511. LEVEL PREMIUM PLANS COVERING OWNER-EMPLOYEES.

(a) In GENERAL—Section 415(c) (relating to limitation for defined
contribution plans) is amended by adding after paragraph (8) the
following new paragraph:

“(7) CERTAIN LEVEL PREMIUM ANNUITY CONTRACTS UNDER PLANS
BENEFITING OWNER-EMPLOYEES.—Paragraph (1) (B) shall not
apply to a contribution described in section 401(e) which is made
on behalf of a participant for a year to a plan which benefits an
owner-employee (within the meaning of section 401(e) (3)), if—
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“(A) the annual addition determined under this section
with respect to the participant for such year consists solely
of such contribution, and

“(B) the participant is not an active participant at any
time during such year in a defined benefit plan maintained
by the employer.

For purposes of this section and section 401(e), in the case of a
plan which provides contributions or benefits for employees who
are not owner-employees, such plan will not be treated as failing
to satisfy section 401(a) (4& merely because contributions made
on behalf of employees who are not owner-employees are not
rmitted to exceed the limitations of paragraph (IY(B).”
(b})}eEmcrIVE DaTte.—The amendment made by this section shall
apply for years beginning after December 31, 1975.

SEC. 1512. LUMP-SUM DISTRIBUTIONS FROM QUALIFIED PENSION,
ETC., PLANS.

(a) In Generan.—Section 402(e)(4) (relating to definitions and

special rules) is amended by adding at the end thereof the following

new subpa h
“EL) ELECTION TO TREAT PRE-1974 PARTICIPATION AS POST-
1973 PARTICIPATION.—For purposes of subparagraph (E),
subsection (&) (2), and section 403 (a) (2), if a taxpayer elects
(at the time and in the manner provided under regulations
prescribed by the Secretary), all calendar years of an employ-
ee’s active participation in all plans in which the employee
has been an active participant shall be considered years of
active participation by such employee after December 31,
1973. An election made under this subparagraph, once made,
shall be irrevocable and shall a,ppl¥1 to all lump-sum distri-
butions received by the taxpayer with respect to the employee.
This subparagraph shall not apply if the taxpayer received
a lump-sum iistribution in a previous taxable year of the
employee beginning after December 31, 1975, unless no por-
tion of such lump-sum distribution was treated under sub-
section (a) (2) or section 403(a) (2) as gain from the sale or
exchange of a capital asset held for more than 6 months.”
(b) Errecrive Date—The amendment made by this section shall
apply to distributions and payments made after December 31, 1975, in
taxable years beginning after such date.

TITLE XVI—REAL ESTATE INVESTMENT
TRUSTS

SEC. 1601. DEFICIENCY DIVIDEND PROCEDURE.
(a) In GENERAL.— .
(1) Part IT of subchapter M of chapter 1 (relating to real
estate investment trusts) is amended by adding at the end thereof
the following new section:

“SEC. 859. DEDUCTION FOR DEFICIENCY DIVIDENDS.

“(a) GeneraL RuLe—If a determination (as defined in subsec-
tion (c¢)) with respect to a real estate investment trust results in any
adjustment (as defined in subsection (b)(1)) for any taxable year,
a jeduction shall be allowed to such trust for the amount of deficiency
dividends (as defined in subsection (d)) for purposes of determining
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the deduction for dividends paid (for purposes of section 857) for 26 USC 857.
such year.
“(b) RuULES FOR APPLICATION OF SECTION.— _

“(1) ApsustmMesT—For purposes of this section, the term “Adjustment.”

‘adjustment’ means—
“(A) any increase in the sum of—

i Si) the real estate investment frust taxable income
of the real estate investment trust (determined without
regard to the deduction for dividends paid (as defined
in éiection 561) and by excluding any net capital gain),
an

“(ii) the excess of the net income from foreclosure
property (as defined in section 857 (b) (4) (Be) over the
tax on such income imposed by section 857(b) (4) (A),

“(B) any increase in the amount of the excess deser:
in section 857(b)(3)(A)(ii) (relating to the excess of the Post, p. 1756.
net gapita(ll gain over the deduction for capital gains dividends
aid), an
y “(23 ) any decrease in the deduction for dividends paid (as
defined in section 561) determined without regard to capital
ins dividends.

“(2) INTEREST AND ADDITIONS TO TAX DETERMINED WITH
RESPECT TO THE AMOUNT OF DEFICIENGY DIVIDEND DEDUCTION
ArLowep.—For purposes of determining interest, additions to tax,
and additional amounts—

“(A) the tax imposed by this chapter (after taking into
account the deduction allowed by subsection (a)) on the real
estate investment trust for the taxable year with respect to
which the determination is made shall be deemed to be
increased by an amount equal to the deduction allowed by
subseetion (a) with respect to such taxable year.

“(B) the last date preseribed for payment of such increase
in tax shall be deemed to have been the last date prescribed
for the payment of tax Ldetaermined in the manner provided
by section 6601 (c) ) for the taxable year with respect to which
the determination is made, and

“(C) such increase in tax shall be deemed to be paid as
pfﬁfi 3 date the claim for the deficiency dividend deduction
is filed.

“(3) Creprr or rerunp.—If the allowance of a deficiency
dividend deduction results in an overpayment of tax for any tax-
able year, credit or refund with respect to such overpayment shall
be made as if on the date of the determination 2 years remained
before the expiration of the period of limitations on the filing of
c}iﬁm for refund for the taxable year to which the overpayment
relates.

“(c) DererminatioN.—For purposes of this section, the term “Determina-
‘determination’ means— tion.”

“(1) a decision by the Tax Court, or a judgment, decree, or
other order by any court of competent jurisdiction, which has
become final;

“(2) a closing agreement made under section 7121 ; or

“(3) under regulations prescribed by the Secretary, an agree- Regulations.
ment signed by the Secretary and by, or on behalf of, the real
:state investment trust relating to the liability of such trust for

ax.
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“(d) Dericmncy DIVIDENDS.—

“(1) DerrnrtioN.—For purposes of this section, the term
‘deficiency dividends’ means a distribution of property made by
the real estate investment trust on or after the date of the determi-
nation and before filing claim under subsection (e), which would
have been includible in the computation of the deduction for divi-
dends paid under section 561 for the taxable gea.r with respect to
which the liability for tax resulting from the determination exists,
if distributed during such taxable year. No distribution of prop-
erty shall be considered as deficiency dividends for purposes of
subsection (a) unless distributed within 90 days after the deter-
mination, and unless a claim for a deficiency dividend deduction
with respect to such distribution is filed pursuant to subsection

(e).
)‘ (2) LivrraTions.—

“(A) Orpinary pivipenNps.—The amount of deficiency
dividends (other than deficiency dividends qualifying as
capital gain dividends) paid by a real estate investment trust
for the taxable year with respect to which the liability for
tax resulting from the determination exists shall not exceed
the sum of—

“(1) the excess of the amount of increase referred to
in subparagraph (A) of subsection (b)(1) over the
amount of any increase in the deduction for dividends
ga.id (computed without regard to capital gain divi-

ends) for such taxable year which results from such
determination, and

“(11) the amount of decrease referred to in subpara-
%raph (C) of subsection (b) (1).

“(B) Carrran garNy mvinEnps.—The amount of deficiency
dividends qualifying as capital gain dividends paid by a real
estate investment trust for the taxable year with respect to
which the liability for tax resulting from the determination
exists shall not exceed the amount by which (i) the increase
referred to in subparagraph (B) of subsection (b) (1) exceeds
(ii) the amount of any dividends paid during such taxable
year which are designated as capital gain dividends after such
determination.

“(8) EFFeCT ON DIVIDENDS PAID DEDUCTION.—

“(A) For TAXABLE YEAR IN WwHICH pain.—Deficiency
dividends paid in any taxable year shall not be included in
the amount of dividends paid for such year for purposes of
computing the dividends paid deduction for such year.

“(?B) For prIOR TAXABLE YEAR.—Deficiency dividends paid
in any taxable year shall not be allowed for purposes of
section 858 (a) in the computation of the dividends paid dedue-
tiug:i for the taxable year preceding the taxable year in which
paid.

“(e) Cramm Requirep.—No deficiency dividend deduetion shall be
allowed under subsection (a) unless (under regulations prescribed by
the Secretary) claim therefor is filed within 120 days after the date of
the determination. .

“(f) Suspexsion or Starurk oF Limrrarrons axp Stay or Cor-
LECTION.—

“(1) SUSPENSION OF RUNNING OF sTATUTE.—If the real estate
investment trust files a claim as provided in subsection (e), the
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run of the statute of limitations provided in section 6501 on
the mafting of assessments, and the bringing of distraint or a
proceeding in court for collection, in respect of the deficiency
established by a determination under this section, and all interest,
additions to tax, additional amounts, or assessable penalties in
respect thereof, shall be suspended for a period of 2 years after
the date of the determination.
“(2) Stay or coLLection.—In the case of any deficiency estab-
lished b‘y a determination under this section—

*(A) the collection of the deficiency, and all interest, addi-
tions to tax, additional amounts, and assessable penalties in
respect thereof, shall, except in cases of jeopardy, be stayed
until the expiration of 120 days after the date of the deter-
mination, and

“(B) if claim for a deficiency dividend deduction is filed
under subsection (e), the collection of such part of the
deficiency as is not reduced by the dedunetion for deficiene
dividends provided in subsection (a) shall be stayed until
the date the claim is disallowed llSin whole or in part), and if
disallowed in part collection shall be made only with respect
to the part disallowed.

No distraint or proceeding in court shall be begun for the
collection of an amount the collection of which is stayed under
subparagraph (A) or (B) duri::tig the period for which the
collection of such amount is stayed.

“(g) Depvcriox DeNtep 1§ Case oF Fraup.—No deficiency dividend
deduction shall be allowed under subsection (a) if the determination
contains a finding that any part of any deficiency attributable to an
adjustment with respect to the taxable year is due to fraud with intent
to evade tax or to willful failure to file an income tax return within
t};e ltime prescribed by law or prescribed by the Secretary in pursnance
of law.

“(h) Pexavry—

“For assessable penalty with respect to liability for tax of real estate
investment trust which is allowed a deduction under subsection (a), see
section 6697.”

(2) The table of sections for such part II is amended by adding
at the end thereof the following new item:

“Sec. 859. Deduction for deficiency dividends.”

(b) PeNavrTy.—
_ (1) Subchapter B of chapter 68 (relating to assessable penal-
ties) is amended by adding at the end thereof the following new
section:

“SEC. 6697. ASSESSABLE PENALTIES WITH RESPECT TO LIABILITY FOR
TAX OF REAL ESTATE INVESTMENT TRUSTS.

“(a) Crvir, Penavry.—In addition to any other penalty provided by
law, any real estate investment trust whose tax liability for any tax-
able year is deemed to be increased pursuant to section 859(b) (2) (A)
(relating to interest and additions to tax determined with respect
to the amount of the deduction for deficiency dividends allowed)
shall pay a penalty in an amount equal to the amount of interest for
which such trust is liable that is attributable solely to such increase.

“(b) 50-PercENT Limararion.—The penalty payable under this
section with respect to any determination sha.{l not exceed one-half
of the amount of the deduction allowed by section 859(a) for such
taxable year.

90 STAT. 1745

26 USC 6697.

Ante, p. 1742,
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“(c) Derrciency Procepures Nor To Arppry,—Subchapter B of
chapter 63 (relating to deficiency procedure for income, estate, gift,
and certain excise taxes) shall not apply in respect of the assessment
or collection of any penalty im by subsection (a).”

2) The table of sections for such subchapter B is amended by
adding at the end thereof the following:
“Sec. 6697. Assessable penalties with respect to liability for tax of real
estate investment trusts.”

(¢) Lare DesieNarion ANp PayMENT oF Carrrar Gaix DivibEND.—
The first sentence of subparagraph (C) of section 857 (b) (3) (defin-
ing capital gain dividend) is amended by inserting before the period
at the end thereof the following: “; except that, if there is an increase
in the excess described in subparagraph (A) (ii) of this paragraph
for such year which results from a determination (as defined in sec-
tion 859(c)), such designation may be made with respect to such
inerease at any time before the expiration of 120 days after the date
of such determination”.

(d) Derintrion orF DivibeEnp.—Subsection (b) of section 316
(relating to the definition of dividend) is amended by adding a new
paragraph (3) at the end thereof, to read as follows:

“?3) DEFICIENCY DIVIDEND DISTRIBUTIONS BY A REAL ESTATE
INVESTMENT TRUST.— The term ‘dividend’ also means any distribu-
tion of property (whether or not a dividend as defined in
subsection (a)) which constitutes a ‘deficiency dividend’ as defined
in section 859 (d).”

(e) Carryover or DerrcieNcy DivibEnp.—Section 881 (¢) (relating
to carryovers in certain corﬁorate acquisitions) is amended by adding
a new paragraph (25) at the end thereof, to read as follows:

(25) DEFICIENCY DIVIDEND OF REAL ESTATE INVESTMENT TRUST.—
If the acquiring corporation pays a deficiency dividend (as
defined in section 859 g:i‘) with respect to the distributor or trans-
feror corporation, such distributor or transferor corporation shall,
with respect to such payments, be entitled to the deficiency divi-
dend deduction provigegri; section 859.”

(f) TECHNICAL AMENDMENTS.—

(1) Section 6422 (relating to certain cross references) is
amended by adding a new paragraph (14) at the end thereof to
read as follows:

“(14) for credit or refund in case of deficiency dividends paid by a

real estate investment trust, see section 859.”

(2) Section 6503(i) (relating to certain cross references) is
amended by adding a new paragraph (5) at the end thereof, to
read as follows:

“E?_)) Peﬂeienq dividends of a real estate investment trust, see section

(3) éection 6515 (relating to certain cross references) is
amended by adding a new paragraph (8) at the end thereof, to
~ read as follows:

86;@} Deficiency dividends of a real estate investment trust, see section

SEC. 1602. TRUST NOT DISQUALIFIED IN CERTAIN CASES WHERE
INCOME TESTS WERE NOT MET.
(a) Disquarirication Nor Arprien.—Section 856(c) (relating to
limitations) is amended by adding at the end thereof the following
new paragraph :
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“(7) A corporation, trust, or association which fails to meet the
requirements of paragraph (2) or (3), or of both such para-

aphs, for any taxable year shall nevertheless be considered to

ave satisfied the requirements of such paragraphs for such tax-

able year if—

“(A) the nature and amount of each item of its gross
income described in such paragraphs is set forth in a schedule
attached to its income tax return for such taxable year;

“(B) the inclusion of any incorrect information in the
schedule referred to in subparagraph (A) is not due to frand
with intent to evade tax ; and

“(C) the failure to meet the requirements of pa.ragra.gh
(2) or (3), or of both such paragraphs, is due to reasonable
cause and not due to willful neglect.”.

(b) Imrosrrion oF Speciar Taxes.—

(1) Section 857(b) (relating to method of taxation of real 26 USC 857.
estate investment trusts, ete.) is amended by redesignating para-

aph (5) as paragraph (7) and by inserting after paragraph
%i) the following new paragraph:

“(5) IMPOSITION OF TAX IN CASE OF FAILURE TO MEET CERTAIN
REQUIREMENTS.—If section 856(c)(7) applies to a real estate Anee, p. 1742.
investment trust for any taxable year, there is hereby imposed on
such trust a tax in an amount equal to the greater of—

“(A) the excess of— i

(i) 95 percent (90 percent in the case of taxable years
beginning before January 1, 1980) of the gross income
(exclud.in% gross income from prohibited transactions)
of the real estate investment trust, over

(i) the amount of such gross income which is derived
from sources referred to in section 856(c) (2); or

“(BLE’!])G %cess of— e y i

1 percent of the s 1Income (exclu gross

income from prohibited tgra.rzsactions) of the real estate
investment trust, over

#(ii) the amount of such gross income which is derived

from sourees referred to in section 856(c) (3)

multiplied by a fraction the numerator of which is the real

estate investment trust taxable income for the taxable year
(determined without regard to the deductions provided in
paragraphs (2)(B) an (2)§E), without regard to any net
operating loss deduction, and by excluding any net capital
in) and the denominator of which is the income for
taxable year (excluding income from prohibited
transactions; gross income and gain from foreclosure prop-
erty (as defined in section 856 (e), but only to the extent such

%I‘OSS income and EEin is not described in su"l;ém aph (A),

B), (C), (D), (E), or (G) of section 85 _(crfg) ; long- 26 USC 856.

term capital gain; and short-term capital gain to the extent Post, p. 1750.

of any short-term capital loss).”

(2& Section 857(b) (2) (relating to real estate investment trust 26 USC 857.
taxable income) is amended by inserting after subparagraph (D)
(as redesignated by section 1606(a) of this Act) the following
new subparagraph :

™ FE) ere shall be deducted an amount ecluml to the tax
imposed by paragraph (5) forthe taxable year.”,
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SEC. 1603. TREATMENT OF PROPERTY HELD FOR SALE TO CUSTOMERS.

(a) Evpuawation oF Howpivae ¥or Sate RULE As QUALIFICATION
RequreMENT.—Section 856 (a) (defining real estate investment trust)
isamended by striking out paragraph (42).

(b) Tax on Income From Prorerty DEscrisep v Secrron 1221(1)
TaaT Is Nor ForecLosure ProperTy.—Section 857(b) (relating to
method of taxation of real estate investment trusts, ete,) is amended
by inserting after paragraph (5) (as added by section 1602(b) (1) of
this Act) the following new paragraph:

“(6) INCOME FROM PROHIBITED TRANSACTIONS.—

“(A) Imrosrrion oF Tax.—There is hereby imposed for
each taxable year of every real estate investment trust a tax
equal to 100 percent of the net income derived from pro-
hibited transactions.

“(B) Derinrrions.—For purposes of this part—

“(i) the term ‘net income derived from prohibited
transactions’ means the excess of the gain from prohib-
ited transactions over the deductions allowed by this
chapter which are directly connected with prohibited
transactions;

“(ii) the term ‘net loss derived from prohibited trans-
actions’ means the excess of the deductions allowed by
this chapter which are directly connected with prohib-
ited transactions over the gain from prohibited trans-
actions; and

“(iii) the term ‘prohibited transaction’ means a sale
or other disposition of property described in section
1221(1) which is not foreclosure property.”

(¢) TECHNICAL AMENDMENTS.—

(1) So much of paragraph (3) of section 856 (c) (relating to
limit ations% as precedes subparagraph (A) thereof is amended to
read as follows:

“(3) at least 756 percent of its gross income (excluding gross
income from prohibited transactions) is derived from—".

(2) Section 856(c) (2) (relating to limitations) is amended by
inserting before the semicolon in subparagraph (D) thereof
“which is not property described in section 1221(1)”.

(3) Section 856(c) (8) (relating to limitations) is amended by
inserting before the semicolon in subparagraph (C) thereof
“which 1s not property deseribed in section 1221(1)7.

(4) Section 856(e) (1) (defining foreclosure property) is
amended by adding at the end thereof the following sentence:
“Such term does not include property acquired by the real estate
investment trust as a result of indebtedness arising from the sale
or other disposition of property of the trust described in section
1221(1) which was not originally acquired as foreclosure
property.”

(5) Section 857(b) (2) (relating to real estate investment trust
taxable iucomef)wis amended by adding a new subparagraph (F)
immediately after subp&ragmfh (E) (as added by section 1602
(b) (2) of tKis Act), to read as follows:

“(F) There shall be excluded an amount equal to any net
income derived from prohibited transactions and there shall
be included an amount equal to any net loss derived from pro-
hibited transactions.”
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SEC. 1604. OTHER CHANGES IN LIMITATIONS AND REQUIREMENTS,

(a) IncreasE 1N 90-PrrceEnt Gross INncome REQUIREMENT 10 95
Percext.—Section 856 (c) (2) (relating to limitations) is amended by
striking out “90 percent of its gross income” and inserting in lieu
thereof “95 percent (90 percent for taxable years beginning before
January 1, 1980) of its gross income (excluding gross income from
prohibited transactions) ™.

(bg ArpoRTIONMENT OF RENTAL INCcOME AND CHARGES FOR CUSTOM-
ARY SErvICES ; CHANGE IN DEFINTTION OF INDEPENDENT CONTRACTOR.—
Subsection (d) of section 856 (defining rents from real property) is
amended to read as follows:

“(d) Rents From Rear PropERTY DEFINED.—

“(1) AmounTs iNcLUDED.—For purposes of paragraphs (2% and
3) of subsection (¢), the term ‘rents from real property’ includes
subject to paragraph (2) )—

“(A) rents from interests in real property,

“(B) charges for services customarily furnished or rendered
in connection with the rental of real property, whether or not
such charges are separately stated, n,ng

“(C) rent attributable to personal property which is leased
under, or in connection Wit[j'l, a lease oIf}ere&] property, but
only if the rent attributable to such personal ﬂmpertiy for
the taxable year does not exceed 15 percent of the total rent
for the taxagle year attributable to both the real and personal
property leased under, or in connection with, such lease.

For purposes of subparagraph (C), with respect to each lease of
real property, rent attributable to personal property for the tax-
able year is that amount which bears the same ratio to total rent
for the taxable year as the average of the adjusted bases of the
personal property at the befinning and at the end of the taxable
year bears to the average of the aggregate adjusted bases of both
the real property and the personal property at the beginning and
at the enso such taxable year.

“(2) AmouNTs ExcLUDED.—F or purposes of {)aragraphs (2) and
(3) of subsection (c), the term ‘rents from real property’ does not
include—

“(A) except as provided in paragraph (4), any amount
received or accrued, directly or indirectly, with respect to any
real or personal lproperty, if the determination of such amount
depends in whole or in part on the income or profits derived
by any person from such property (except that any amount
so received or accrued shall not be excluded from the term
‘rents from real property’ solely by reason of being based on a
fixed percentage or percentages of receipts or sales) ;

“(B) any amount received or accrued directly or indirectly
from any person if the real estate investment trust owns,
direct-ly or indirectly—

‘(i) in the case of any person which is a corporation,
stock of such person possessing 10 percent or more of the
total combined voting power of all classes of stock
entitled to vote, or 10 percent or more of the total number
of shares of all classes of stock of such person; or

_%(ii) in the case of any person which is not a corpora-
tion, an interest of 10 percent or more in the assets or net
profits of such person; and

“(C) any amount received or accrued, directly or indirectly
with respect to any real or personal property if the real

90 STAT. 1749
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estate finvecsﬁmant trust furnishes or renders s,el'\vric::}s1 to the ten-
ants of su roperty, or manages or operates su roperty,
other than thgougﬁ afl, independﬁt cong‘eactor from Erhol:n t}fe
trust itself does not derive or receive any income.,

“(3) INDEPENDENT CONTRACTOR DEFINED.—For purposes of this
subsection and subsection (e), the term ‘independent contractor’
means any person—

“(A) who does not own, directly or indirectly, more than
35 percent of the shares, or certificates of beneficial interest,

in the real estate investment trust; and

“(B) if such person is a corporation, not more than 35 per-

cent of the total combined voting power of whose stock (or 35
percent of the total shares of all classes of whose stock), or, if
such person is not a corporation, not more than 35 percent of
the interest in whose assets or net profits is owned, directly or
indirectly, by one or more persons owning 35 percent or more
of the shares or certificates of beneficial interest in the trust.

“(4) SPECIAL RULE FOR CERTAIN CONTINGENT RENTS.—Where a
real estate investment trust receives or accrues, with respect to real
or personal property, any amount which would be excluded from
the term ‘rents from real property’ solely because the tenant of the
real estate investment trust receives or accrues, directly or indi-
rectly, from subtenants any amount the determination of which
depends in whole or in part on the income or profits derived by
any person from such property, only a proportionate part (deter-
mined pursuant to regulations preseribed by the Secretary)
of the amount received or accrued by the real estate investment
trust from that tenant will be excluded from the term ‘rents from
real property’.

“(5) CoNSTRUCTIVE OWNERSHIP OF STOCK.—For purposes of this
subsection, the rules prescribed by section 318(a) for determining
the ownership of stock shall apply in determining the ownership
of stock, assets, or net profits of any person; except that ‘10 per-
cent’ shall be substituted for ‘50 percent’ in subparagraph (C)
of section 318(&%‘(2) and 318(a) (3).”

EES.—

(1) In eeENEraL—Paragraphs (2) and (3) of section 856(c)
(relating to limitations) are each amended by striking out “and”
after the semicolon at the end of subparagraph (E), Ey inserting
“and” after the semicolon at the end of subparagraph (F), and
by adding at the end thereof the following new subparagraph :

s (%) amounts (other than amounts the determination of
which depends in whole or in part on the income or profits of
any person) received or accrued as consideration for entering
into agreements (i) to make loans secured by mortgages on
real property or on interests in real property or (ii) to pur-
chase or lease real property (including interests in real prop-
erty and interests in mortgages on real property) ;.

(2) ConrorMiNG AMENDMENT.—Section 857(b) (4) (BL (relat-
ing to net income from foreclosure property) is amended by strik-
ing out “(D), or (E)” in subdivision (i) and inserting in lieu
thereof “(D), (E),or (G)”.

(d) Income From Sare or Morreaces Herp Liess TraN 4 YrARs.—
Section 856(c)(4) (relating to limitations) is amended to read as
follows:

“(4) less than 30 percent of its gross income is derived from
the sale or other disposition of—
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“(A) stock or securities held for less than 6 months;

“(B) section 1221(1) property (other than foreclosure
property) ; and

“(C) real property (including interests in real property
and interests in mortgages on real property) held for less
than 4 years other than—

(1) property compulsorily or involuntarily converted
m‘t‘lzm the mearl}:;rng (;]fi sielcqim} 1035;, and
i1) property which is foreclosure pro within
the de l:;.i(:m of section 856 (e) ; and”. g

(e) Orprions To Purcrase Rear, ProrErRTY TREATED As INTERESTS
1N Rean ProperTy.—Section 856(c) (6) (C) (relating to limitations) is 26 USC 856.
amended to read as follows:

“(C) The term ‘interests in real property’ includes fee own- “Interests in real
ershlﬁv and co-ownership of land or improvements thereon, property.”
leaseholds of land or improvements thereon, options to acquire
land or improvements thereon, and options to acquire lease-
holds of land or improvements thereon, but does not include
mineral, oil, or gas royalty interests.”

(f) Rean Estare InvesrmenT Trusts May B INCORPORATED.—

(1) I~ eENERAL—30 much of subsection (a) of section 856
(defining real estate investment trust) as precedes paragraph (3)
thereof is amended to read as follows:

. “(a) Ix GexeraL.—For purposes of this title, the term ‘real estate “Real estate
investment trust’ means a corporation, trust, or association— i

(1) which is managed by one or more trustees or directors; trust.”

“(2) the beneficial ownership of which is evidenced by trans-
ferable shares, or by transferable certificates of beneficial
interest;”.

(2) EXCEPTION FOR FINANCIAL INSTITUTIONS AND INSURANCE COM-
pPANTES.—Section 856(a) (defining real estate investment trust) Anee, p. 1748.
is amended by inserting after paragraph (3) the following new
paragraph :

“(4) which is neither (A) a financial institution to which sec-
tion 585, 586, or 593 a}ip]ies, nor (B) an insurance company to
which subchapter L applies ;™. 26 USC 801.

(3) CoNFORMING AMENDMENTS.—

(A) So much of section 856(c) (relating to limitations) as
Precedes paragraph (1) thereof is amended by striking out
‘A trust or association” and inserting in lieu thereof “A cor-
poration, trust, or association”.

(B) The second sentence of section 857(d) (relating to 26 USC 857.
earnings and profits) is amended by striking out “a domestic
unincorporated trust” and inserting in lieu thereof “a domes-
tic corporation, trust,”.

(g) InTeresr.—Section 856 (relating to definition of real estate
investment trust) is amended by adding after subsection (e) the
following new subsection :

“(f) InTEREST.—FOr purposes of paragraphs (2) (B) and (3) (B) of “Interest.”
subsection (¢), the term ‘interest’ does not include any amount received
or acerued, directly or indirectly, if the determination of such amount
depends in whole or in part on the income or profits of any person
except that:

“(1) any amount so received or accrued shall not be excluded
from the term ‘interest’ solely by reason of being based on a fixed
percentage or percentages of receipts or sales, and

“(2) where a real estate investment trust receives or accrues
any amount which would be excluded from the term ‘interest’
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solely because the debtor of the real estate investment trust receives
or accrues any amount the determination of which depends in
whole or in part on the income or profits of any person, only a
proportionate part (determined pursuant to regulations pre-
scribed by the Eecretary) of the amount received or accrued b;
the real estate investment trust from such debtor will be exclud
from the term ‘interest’.
The provisions of this subsection shall as)ply only with res to
amounts received or accrued pursuant to loans made after May 27,
1976. For purposes of the preceding sentence, a loan is considered to be
made before May 28, 1976, if such loan is made pursuant to a binding
commitment entered into before May 28, 1976.”

(h) Cerramx Divioenps.—The first sentence of section 858 (a) (relat-
ing to dividends paid by real estate investment trust after close of
taxable year) is amended—

(1) by inserting “(and specifies in dollar amounts)” after “to
the extent the trust elects in such return”, and

(2) by striking out “paid during such taxable year” and insert-
ing in heu thereof “paid only during such taxable year”.

(i) AporrioN oF ANNUAL AccouNTING PERIOD.—

(1) Part IT of subchapter M of chapter 1 (relating to real
estate investment trusts) is amended by adding at the end thereof
the following new section:

“SEC. 860. ADOPTION OF ANNUAL ACCOUNTING PERIOD.

“For purposes of this subtitle, a real estate investment trust shall
not change to or adopt any annual accounting period other than the
calendar year.”

(2) The table of sections for such part IT is amended by adding
at the end thereof the following:

“Sec, 860. Adoption of annual accounting period.”

(j) Cuanee in DistriBurioN ReqQuiremEeNTS.—Section 857 (a) (1
(relating to requirements applicable to real estate investment trusts
is amended to read as follows:

“(1) the deduction for dividends paid during the taxable year
(as defined in section 561, but determined without regard to capi-
tal gains dividends) e(iuals or exceeds—

“(A) the sum of—

“(i) 95 percent (90 percent for taxable years begin-
ning before January 1,1980) of the real estate investment
trust taxable income for the taxable year (determined
without regard to the deduction for dividends paid (as
defined in section 561) and by excluding any net capital
gain) ; and

“(11) 95 percent (90 percent for taxable years begin-
ing before January 1, 1980) of the excess of the net
income from foreclosure property over the tax imposed
on such income by subsection (b) {4) (A) ; minus

“(B) the sum of—

“(i) the amount of any penalty imposed on the real
estate investment trust by section 6697 which is paid by
such trust during the taxable year; and

‘;1£ ’u) the net loss derived from prohibited transactions,
and”.

(k) Man~er anp Errecr oF TERMINATION OR REVOCATION OF
EreorioN.—
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(1) Ix ceNEraL—Section 856 (relating to definition of real 26 USC 856.
estate investment trust) is amended by adding after subsection
(fg (as added by section 1604(g) of this Act) the following new
subsection :

“(g) TerminaTION OF ELECTION.—

(1) FaLure To QuaLIFY.—An election under subsection (¢) (1)
made by a corporation, trust, or association shall terminate if
the corporation, trust, or association is not a real estate invest-
ment trust to which the provisions of this part apply for the tax-
able year with respect to which the election is e, or for any
succeeding taxable year. Such termination shall be effective for
the taxable year for which the corporation, trust, or association
is not a reaf estate investment trust to which the provisions of
this part apply, and for all succeeding taxable years.

“(2) RevocatioN.—An election under subsection (:3 S)I) made
by a eorgomtion, trust, or association may be revok it for
any taxable year after the first taxable year for which the elec-
tion is effective. A revocation under this paragraph shall be effec-
tive for the taxable year in which made and for all su i
taxable years. Such revocation must be made on or before the 9
day after the first day of the first taxable year for which the
revocation is to be effective. Such revocation shall be made in such Regulations.
manner as the Secretary shall prescribe by regulations.

“(3) ELECTION AFTER TERMINATION OR REVOCATION.—Except as
rovided in paragraph (4), if a corporation, trust, or association
as made an election under subsection (c¢) (1) and such election

has been terminated or revoked under paragraph (1) or para-
graph (2), such corporation, trust, or association (and any suc-
cessor corporation, trust, or associntione shall not be eligible to
make an election under subsection (¢)(1) for any taxable year
prior to the fifth taxable year which begins after the first taxable
year for which such termination or revocation is effective.

“(4) Exceprion.—If the election of a corporation, trust, or
association has been terminated under paragraph (1), paragraph
(8) shall not :.ﬁ)ply if—

4 e corporation, trust, or association does not will-
fully fail to file within the time prescribed by law an income
tax return for the taxable year with respect to which the ter-
mination of the election under subsection (e) (1) occurs;

“(B) the inclusion of any incorrect information in the
return referred to in subparagraph (A) is not due to fraud
with intent to evade tax; and

“(C) the corporation, trust, or association establishes to
the satisfaction of the Secretary that its failure to qualify as
a real estate investment trust to which the provisions of this
par{, a%)gly is due to reasonable cause and not due to willful
neglect.

(2) CoNFORMING AMENDMENTS.—

(A) Section 856(c) (1) Erela.t.i.n to limitations) is amended
by striking out the semicolon at the end and inserting in lieu
thereof “, and such election has not been terminated or revoked
under subsection (g) ;.

(B) Section 857 %a) (relating to requirements applicable to real 26 USC 857.
estate investment trust) is amended by striking out “(other than
subsection (d) of this section)” and inserting in lieu thereof
“(other than subsection (d) of this section and subsection (g) of
section 856)”.
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26 USC 4981.

26 USC 275.

26 USC 857.

26 USC 6161.

26 USC 6211.

26 USC 6212.

SEC. 1605. EXCISE TAX.

(a) InrosrrioN oF Tax.—Subtitle D (relating to miscellaneous excise
t;xes) is amended by adding at the end thereof the following new
chapter:

“CHAPTER 44—REAL ESTATE INVEST-
MENT TRUSTS

“Sec. 4981. Excise tax based on certain real estate investment trust
taxable income not distributed during the taxable year.
“SEC. 4981. EXCISE TAX BASED ON CERTAIN REAL ESTATE INVEST-
MENT TRUST TAXABLE INCOME NOT DISTRIBUTED
DURING THE TAXABLE YEAR.

“Effective with respect to taxable years beginning after Decem-
ber 31, 1979, there is hereby imposed on each real estate investment
trust for the taxable year a tax equal to 8 percent of the amount (if
any) by which 75 percent of the real estate investment trust taxable
income (as defined in section 857(b)(2), but determined without
regard to section 857 (b) (2) (B), and by excluding any net capital gain
for the taxable year) exceeds the amount of the dglvidends paid deduc-
tion (as defined in section 561, but computed without regard to capital
gains dividends as defined in section 857(b)(3)(C) and without
regard to any dividend paid after the close of the taxable year) for the
taxable year. For purposes of the preceding sentence, the determina-
tion of tie real estate investment trust taxable income shall be made by
taking into account only the amount and character of the items of
income and deduction as reported by such trust in its return for the
taxable year.”

) Pacagianh (8) of betion 215(s). (sel denial of

aragra of section a) (relating to denial o
deduction for gerta,in taxes) is amendgd&) striEing out “and
chazie’t; 43.” and inserting in lieu thereof “, ciapter 43, and chap-
ter 44.

(2) Section 857 (relating to taxation of real estate investment
trusts and their beneficiaries) is amended by adding at the end
thereof the following new subsection:

“(e) Cross REFERENCE.—

“For provisions relating to excise tax based on certain real estate
investment trust taxable income not distributed during the taxable
year, see section 4981.”

(3) Section 6161(b) (1) relating to extensions of time for pay-
ment of tax), as amended by this Aect, is amended by striking
out “42 or 43” and inserting in lieu thereof “42, 43, or 44”. The
second sentence of section 6161 (b) is amended by striking out “or
chapter 43” and inserting in lieu thereof “43, or 44".

(4) Section 6211 (deﬁning deficiency) is amended—

(A) by striking out “and 43” in subsection (a) and insert-
ing in lieu thereof “43, and 447,

%B) by striking out “or 43” in subsection (a) and insert-
ing in lieu thereof “43, or 44”, and

(C) by striking out “or 43” in subsection (b)(2) and
inserting in lieu thereof “43, or 44",

(5) Section 6212 (relatin% to notice of deficiency) is amended—

(A) by striking out “or 43" in subsection (a) and insert-

ing in lieu thereof “43, or 447,



PUBLIC LAW 94-455—0CT. 4, 1976 90 STAT. 1755

&B) by striking out “or chapter 43" in subsection (b) (1)
and inserting in lieu thereof “chapter 43, or chapter 44", 26 USC 4971,
(C) by striking out “chapter 43, and this chapter” in sub- Ante, p. 1754.
section ({3 (1) and inserting in lieu thereof “chapter 43, chap-
ter 44, and this chapter”, and
(D) by striking out “of chapter 43 tax for the same tax-
able years,” in subsection (¢) (1) and inserting in lieu thereof
“of chapter 43 tax for the same taxable years, of chapter 44
tax for the same taxable years,”.
(6) Section 6213(a) (relating to restrictions applicable to defi- 26 USC 6213.
ciencies and petition to Tax Court) is amended by striking out
“or 43” and inserting in lieu thereof “43, or 447, "
(7) Section 6214 (relating to determinations by Tax Court) is 26 USC 6214.
amended—
(A) by striking out “or 43” in the heading of subsection
(e¢) and inserting in lieu thereof “43, or 44”, and )
(B) by striking out “or 43” each place it appears in sub-
section (¢) and insertinﬁ in lieu thereof “43, or 44”, and
(C) by striking out “or 43” in subsection (d) and insert-
ing in lieu thereof “43, or 44”,
(8) Section 6344(a)(1) (relating to cross references) is 26 USC 6344.
amax;ded by striking out “or 43" and inserting in lieu thereof “43,
or 447,
(9) Section 6512 (relating to limitations in case of petition to 26 USC 6512.
Tax Court) is amended by striking out “or 43" each place it
appears and inserting in lieu thereof “43, or 44”.
10) Section 6601 (c) (relating to suspension of interest in cer- 26 USC 6601.
tain income, etc. tax cases) is amended by striking out in the head-
ing thereof “or 43” and inserting in lieu thereof “43, or 44”.
n%ll Section 7422 (relating to civil actions for refund) is 26 USC 7422.
amended by striking out “or 43" in subsection (e) and inserting
in lieu thereof ““43, or 44”.
(¢) Crericar. AxexpyeNT—The table of chapters for subtitle D
is amended by adding at the end thereof the following :

“Chapter 44. Real estate investment trusts.”
SEC. 1606. ALLOWANCE OF NET OPERATING LOSS CARRYOVER.
(a) Arrowance oF Depucrion.—Section 857 (b)(2) (relating to 26 USC 857.
real estate investment trust taxable income) is amended by striking
out subparagraph (E) and by redesignating subparagraph (F) as

snbgmfmph (D).
(b) Years To Wrice Loss May Be Carrep.—Section 172(b) (1) 26 USC 172.
(relating to years to which a net operating loss may be carried) is
amended by insertjnghafber subparagraph (%) thereof the following :
“(E) In the case of a taxpayer which has a net operating
loss for any taxable year for which the provisions of part 11
of subchapter M (relating to real estate investment trusts)
apply to such taxpayer, such loss shall not be a net operating
loss carr{back to any taxable year preceding the taxable year
of such loss and shall be a net operating loss carryover to
each of the 8 taxable years following the taxable year of such
loss, except, in the case of a net operating loss for a taxable
year ending before January 1, 1976, such loss shall not be car-
ried to the 6th, Tth, or 8th taxable year following the taxable
year of such loss unless part IT of subchapter M applied to the 26 USC 856.
taxpayer for the taxable year to which the loss is carried and
for all intervening taxable years following the year of loss.
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A net operating loss shall not be carried back to a taxable

26 USC 856. year for which part IT of subchapter M applied to the
taxpayer.”

(¢) DETERMINATION OF THE AMOUNT oF THE NET OPERATING LoOSS

26 USC 172. axp THE Carryover.—Section 172(d) (relating to modifications in

computing net operating loss) is amended by adding a new paragraph
(7) at the end thereof, to read as follows:

“(7) In the case of any taxable year for which part II of sub-
chapter M (relating to real estate investment trusts) applies to
the taxpayer—

“(A) the net operating loss for such taxable year shall be
computed by taking into account the adjustments described
in section 857 (b) (2) (other than the deduction for dividends
paid described in section 857(b) (2) (B) ) ; and

“(B) where such taxable year is a ‘prior taxable year’
referred to in paragraph (2) of subsection (b), the term
‘taxable income’ in such paragraph shall mean ‘real estate
investment trust taxable income’ (as defined in section 857

(b) (2)).”
(d) ConrormiNg AMENDMENT.—Subparagraph (B) of section 857
26 USC 857. (b)(2) (relating to real estate investment trust taxable income), as

redesignated by section 1607(b) of this Act, is amended by striking
out “subparagraph (F)" and inserting in lieu thereof “subparagraph

(D) ?7.
SEC. 1607. ALTERNATIVE TAX IN CASE OF CAPITAL GAINS,
26 USC 857. (a) AvrErnaTive Tax.—Section 857(b) (3) (A) (relating to imposi-

tion of tax on capital gain) is amended to read as follows:

“(A) ALTERNATIVE TAX IN CASE OF CAPITAL GAINS.—If for
any taxable year a real estate investment trust has a net
capital gain, then, in lieu of the tax imposed by subsection
(b}; (1), there is hereby imposed a tax (if such tax is less
than the tax imposed Ey such subsection) which shall con-
sist of the sum of—

“(i) a tax, computed as provided in subsection (b(} (1),
on the real estate investment trust taxable income (deter-
mined by excluding such net capital gain and by com-
puting the deduction for dividends paid without regard
to capital gain dividends), and

“(11) a tax of 30 percent of the excess of the net capital

in over the deduction for dividends paid (as defined
in section 561{ determined with reference to capital gains
dividends only.”

(b) CoNrorRMING AMENDMENTS.—
(1 SA) Section 857(b)(2) (relating to method of taxation
gfl rea estall;e investm;nlé {;ust i(:fxaehéle income) is gmended I‘i:y
eleting subparagraph (A) and redesignating subparagraphs
t(B)l,u(%), and (D) as subparagraphs (A), (B), and (C), respec-
ively.
(By) Subsection (e) (2) of section 46 (relating to investment
credit) is amended—
1) by striking out “857(b) (2) (C)” in subparagraph (B)
and inserting in lieu thereof “857&)) (2)(B)", and
(i1) by inserting “determined without regard to any deduc-
tion for capital gains dividends (as defined in section
857(b) (3)(C)) and by excluding any net capital gain”
igmme f'ately before the period at the end of the last sentence
ereof,

26 USC 46.
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(C) Section 443(e) (5) (relatingtocro;as references) is amended
by striking out “857(b)(2)(D)” and inserting in lieu thereof
“85T (bg(2) (C)". 1 ;

(2) Subparagraph (B) of section 857(b) (2) (relating to real
estate investment trust taxable income), as mdemﬁ:ated y gjlm-

ph (1) of this subsection, is amended by striking out “shall
e computed without regard to ::]gibal gains dividends and”.

(3) Section 857(b) (3%3(0) (relating to definition of capital
gain dividend) is amended by inserting after the second sentence
thereof the following: “For purgoses of this subparagraph, the
net capital gain shall be deemed not to exceed the real estate
investment trust taxable income (determined without regard to
the deduction for dividends paid (as defined in section 561) for
the taxable year).”

SEC. 1608. EFFECTIVE DATE FOR TITLE.

(a) Derrciency Divivenp Procepures—The amendments made by
section 1601 shall apply with respect to determinations (as defined
in section 859(c of the Internal Revenue Code of 1954) occurring
after the date of the enactment of this Act. If the amendments made
by section 1601 apply to a taxable year ending on or before the date of
enactment of this Act:

(1) the reference to section 857(b)(3)(A)(ii) in sections
85T(b) (3) (C) and 859(b) (1) (B) of such Code, as amended, shall
be considered to be a reference to section 857(b) (8) (A) of such
Code, as in effect immediately before the enactment of this Act,
and

(2) the reference to section 857(b)(2)(B) in section 859(a)
of such Code, as amended, shall be considered to be a reference to
section 857(b) (2) (C) of such Code, as in effect immediately before
the enactment of this Act.

(b) Trusr Nor Disquaririep 1N CerraiNy Cases Wuere Incomm
Tests Nor Mer.—The amendment made by section 1602 shall aﬁpl to
taxable years of real estate investment trusts beginning after the date
of the enactment of this Act, In addition, the amendments made by
section 1602 shall apply to a taxable year of a real estate investment
trust beginning before the date of the enactment of this Act if, as the
result of a determination (as defined in section 859 (¢) of the Internal
Revenue Code of 1954) with respect to such trust occurring after the
date of the enactment of this Act, such trust for such taxable years
does not meet the requirements of section 856(c) (? or section 856
(e) (3), or of both such sections, of such Code as in effect for such tax-
able year. In any case, the amendment made by section 1602(a)
requiring a schedule to be attached to the income tax return of certain
real estate investment trusts shall apply only to taxable years of such
trusts beginning after the date of the enactment of this Act. If the
amendments made by section 1602 apply to a taxable year ending on
or before the date of enactment of this Act, the reference to paragraph
(2) (B) in section 857(b) (5) of such Code, as amended, shall be con-
sidered to be a reference to paragraph (25 (C) of section 857(b) of
such Code, as in effect immediately before the enactment of this Aect.

(¢) AvreraTive Tax axp Ner OreraTing Loss.—The amendments
made by sections 1606 and 1607 shall apply to taxable years endin
after the date of the enactment of this Act, except that in the case o%
a taxpayer which has a net operating loss (as deﬁ.%ed in section 172 (c)
of the Internal Revenue Code of 1954) for any taxable year and.m#
after the date of enactment of this Act for wgich the provisions o

R e,
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part IT of subchapter M of chapter 1 of subtitle A of such Code appl
to such taxpayer, such loss shall not be a net operating loss carrygmi
under section 172 of such Code to any taxable year endgn.g
the date of enactment of this Act.

(d) OTHER AMENDMENTS.—

on or before

(1) Except as provided in paragraghs (2) and (3), the amend-
ments made by sections 1603, 1604, and 1605 shall apply to taxable
years of real estate investment trusts beginning after the date of
the enactment of this Act.

(2) If, as a result of a determination (as defined in section
859(c) of the Internal Revenue Code of 1954), occurring after
the date of enactment of this Act, with resgect to the real estate
investment trust, such trust does not meet the requirement of sec-
tion 856(a) (4) of the Internal Revenue Code of 1954 (as in effect
before the amendment of such section by this Act) for any tax-
able year beginning on or before the date of the enactment of this
Act, such trust may elect, within 60 days after such determina-
tion in the manner provided in regulations prescribed by the Sec-
retary of the Treasurzr or his delegate, to have the provisions of
section 1603 (other than paragraphs (1), (2), (3), and %4% of
section 1603 (c)) apply with respect to such taxable year. Where
the provisions of section 1603 apply to a real estate investment
trust with respect to any taxable year beginning on or before the
date of the enactment of this Act—

(A) credit or refund of any overpayment of tax which
results from the application of section 1603 to such taxable
year shall be made as if on the date of the determination (as
defined in section 859(c) of the Internal Revenue Code of
1954) 2 years remained before the expiration of the period of
limitation prescribed by section 6511 of such Code on the
filing of claim for refund for the taxable year to which the
overpayment relates,

(ﬁ) the ing of the statute of limitations provided in
section 6501 of sucgh Code on the making of assessments, and
the bringing of distraint or a proceeding in court for collec-
tion, in respect of any deficiency (as defined in section 6211
of such Code) established by such a determination, and all
interest, additions to tax, additional amounts, or assessable
penalties in respect thereof, shall be suspended for a period
of 2 years after the date of such determination, and

((3’) the collection of an deﬁciencﬁ éas defined in section
6211 of such Code) established by such determination and all
interest, additions to tax, additional amounts, and assessable

alties in respect thereof shall, except in cases of jeodpa.rdy,
mta ed until the expiration of 60 days after the date of
such determination.
No distraint or proceeding in court shall be begun for the collec-
tion of an amount the collection of which is stayed under sub-
paragraph (C) during the period for which the collection of
such amount is stayed.

(3) Section 856(g) (3) of the Internal Revenue Code of 1954,
as added by section 1604 of this Azg shall not apply with respect
to a termination of an election, filed by a taxpayer under section
856(c) (1) of such Code on or before the date of the enactment of
this Act, unless the provisions of part IT of subchapter M of chap-
ter 1 of subtitle A of such Code apply to such taxpayer for a tax-
able year ending after the date of the enactment of this Act for
which such election is in effect.
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TITLE XVII—RAILROAD AND AIRLINE
PROVISIONS

SEC. 1701. CERTAIN PROVISIONS RELATING TO RAILROADS.

(a) TrearmeNT oF CerraiN Ramuroap Ties.—Section 263 (relating
to capital expenditures) is amended by adding at the end thereof the
following new subsection :

“(g) Ratroap Ties,—In the case of a domestic common carrier by
rail (including a railroad switching or terminal company) which uses
the retirement-replacement method of accounting for depreciation of
its railroad track, expenditures for acquiring and installing replace-
ment ties of any material (and fastenings related to such ties) shall be
accorded the same tax accounting treatment as expenditures for
replacement ties of wood (and fastenings related to such ties).”

(b) Increase 1N 50-PErcENT LivrraTion.—Subsection (a) of section
46 (relating to determination of amount of investment credit) is
amended by adding at the end thereof the following new paragraph:

“(8) ALTERNATIVE LIMITATION IN THE CASE OF CERTAIN
RAILROADS.—

“(A) I~ cexeraL—If, for a taxable year ending after
calendar year 1976, and before calendar year 1983, the amount
of the qualified investment of the taxpayer which is attribut-
able to railroad property is 25 Eercent or more of his aggre-
gate qualified investment, then subparagraph (C) of
paragraph (3) of this subsection shall be applied by sub-
stituting for 50 percent his applicable percentage for such

ear.

“(B) APPLICABLE PERCENTAGE.—The apglicable percm'n;ngltjl
of any taxpayer for any taxable year under this paragrap
is—

“gi] 50 percent, plus

“(i1) that portion of the tentative percentage for the
taxable year which the taxpayer’s amount of qualified
investment which is railroad property bears to his aggre-
gate qualified investment.

If the proportion referred to in clause (ii) is 75 percent or

more, the applicable percentage of the taxpayer for the year

shall be 50 percent plus the tentative percentage for such

ear,

“(C) TentaTivE PERCENTAGE.—For purposes of subpara-
graph (B), the tentative percentage sh:,}l)l be determined
under the following table:

“If the taxable The tentative
year ends in: percentage is:
1977 or 1978 e b0
1979 40
1980 30
1981 20
1982 10

“(D) RairLroap PROPERTY DEFINED.—For purposes of this
paragraph, the term ‘railroad property’ means section 38
property used by the taxpayer directly in connection with the
trade or business carried on by the taxpayer of operatin
a railroad (including a railroad switching or termimﬁ
company).”

90 STAT. 1759
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SEC. 1702. AMORTIZATION OVER 50-YEAR PERIOD OF RAILROAD GRAD-
ING AND TUNNEL BORES PLACED IN SERVICE BEFORE
1969.

(a) In GenErarL.—Section 185 (relating to amortization of railroad
gra and tunnel bores) is amended by redesifnnting subsections
(@), (2), (), (£), and (1) as subsections (), (g, (h), (1), and (}),
respectively, and by inserting after subsection (c) the following new
subsections:

“(d) Erecrion Wrra Reseecr 1o Pre-1969 ProrERTY.—A taxpayer
may, for any taxable year beginning after December 31, 1974, elect for
purposes of this section to treat the term ‘qualified railroad gmdm%
and tunnel bores’ as including pre-1969 railroad grading and tunne
bores. An election under this subsection shall be made by filing with
the Secretary, in such manner, in such form, and within such time, as
the Secretary may by regulations prescribe, a statement of such elec-
tion. The election under this subsection shall remain in effect for all
taxable years, after the first year for which it is effective, for which an
election under subsection (c{ is effective. The election under this sub-
section shall apply to all pre-1969 railroad grading and tunnel bores of
the taxpayer, unless, on application by the taxpayer, the Secretary
permits him, subject to such conditions as the Secretary deems neces-
sary, to revoke such election.

B(: e) ApsustEp Basis ror Pre-1969 RatLroap Graving axp TUNNEL

RES.—
“(1) In cexeraL—The adjusted basis of any pre-1969 railroad

ing and tunnel bore shall be determined under this subsection.
“(2) PROPERTY ACQUIRED OR CONSTRUCTED AFTER FEBRUARY 28,
1913.—

“(A) In the case of pre-1969 railroad grading and tunnel
res—
“(i) acquired by the taxpayer after February 28, 1913,
or
“(ii) the construction of which was completed by the
taxpayer after February 28, 1913,
the adjusted basis of such property shall be equal to the
adjusted basis (for determining gain) of such property in
the hands of the taxpayer.
(;)(?; In the case of property described in subparagraph
1)—
“gi) which was in existence on February 28, 1913,
‘r‘i i1) for which the taxpayer has a substituted basis,
an

“(iii) such substituted basis for which would, but for
the provisions of this section, be determined under sec-
tion 1053,
then the adjusted basis of such property shall be determined
?s)ifA.such property were property described in paragraph
3) (A).
“(3) PERTY ACQUIRED OR CONSTRUCTED BEFORE MARCH 1,
1918.—
“(A) In the case of pre-1969 railroad grading and tunnel
Tes—

“Ei) acquired by the yer before March 1, 1913, or
“(i1) the construction of which was completed by the
taxpayer before March 1, 1913,
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the adjusted basis of such property shall be determined
under t:.'he provisions of subparagraph (B), (C), or (D) of

this paragraph. o
“(B) In the case of any properg{r) valued under an original
valuation made by the Interstate Commerce Commission pur-

suant to section 19a of part I of the Interstate Commerce Act
(49 U.S.C. 19a), the uﬁusted basis of such property shall be
equal to the amount ascertained by the Interstate Commerce
Commission as of the date of such valuation to be such prop-
erty’s cost of reproduction new (as the term ‘cost of repro-
duction new’ is used in such section 19a).

“(C) In the case of property which was not valued by the
Interstate Commerce Commission in the manner described in
subparagraph (B), but which was valued under an original
valuation made by a comparable State regulatory body, the
adjusted basis of such property shall be equal to the amount
ascertained by such State latory body as of the date of
its original valuation to be such property’s value.

“(D) If, in the case of any property to which this para-
graph applies—

“gg neither subparagraph (B) nor (C) applies, or
“(ii) notwithstanding subparagraphs (B) and (C),
either the taxpayer or the Secretary can establish the
adjusted basis (for purposes of determining gain) of
such property in the hands of the taxpayer,
then the adjusted basis of such pro(f)exty shall be equal to its
adjusted basis (for purposes of determining gain) in the
hands of the taxpayer.”

(b) DeFmviTion oF Pre-1969 Ramroap Grapine axp TUNNEL
Bores.—Subsection (f) of section 185 (as redesignated by subsection
(&R of this section) is amended by adding at the end thereof the
following new paragraph:

%‘né) PRE-1969 RAILROAD GRADING AND TUNNEL BoRES.—The
term ‘pre-1969 railroad grading and tunnel bores’ means rail-
road grading and tunnel bores the original use of which com-
mences before January 1, 1969.”,

SEC. 1703. CERTAIN PROVISIONS RELATING TO AIRLINES.

Subsection (a) of section 46 (relating to determination of amount
of investment credit) is amended by adding at the end thereof the
following new paragraph :

“(9) ALTERNATIVE LIMITATION IN THE CASE OF CERTAIN
AIRLINES —

“(A) In eengrarL—If, for a taxable year ending after
calendar year 1976 and before calendar year 1983, the amount
of the qualified investment of the taxpayer which is attribut-
able to airline property is 25 percent or more of his aggregate
qualified investment, then subparagraph (C) of paragraph
(3) of this subsection shall be applied by substituting for 50
percent his applicable percentage for such year.

“(B) AppLICABLE PERCENTAGE.—The applicable percenta%
of any taxpayer for any taxable year unger this paragrap
18—

“(i) 50 percent, plus
“(i1) that portion of the tentative percen for the
taxable year which the taxpayer’s amount of qualified

90 STAT. 1761
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investment which is airline property bears to his aggre-

gate qualified investment.
If the proportion referred to in clause (ii) is 75 percent or
more, the applicable percentage of the taxpayer for the year
shall be 50 percent plus the tentative percentage for such
year.

“(C) TENTATIVE PERCENTAGE—For pu of subpara-

graph (B}, the tentative percentage shall be determined
under the following table:

“If the taxable The tentative
year ends in: percentage is:
1977 or 1978___ S g £ 50
1979 x 40
1980 30
1981 20
082 10

“(D) AmLINE PROPERTY DEFINED.—For purposes of this
paragraph, the term ‘airline property’ means section 38 Er:ﬁv-
erty used by the taxpayer directly in connection with the
trade or business carried on by the taxpayer of the furnish-
ing or sale of transportation as a common carrier by air
subject to the jurisdiction of the Civil Aeronautics Board or
the Federal Aviation Administration.”

TITLE XVIII-INTERNATIONAL TRADE
AMENDMENTS

SEC. 1801. UNITED STATES INTERNATIONAL TRADE COMMISSION.

(a) Terms or Orrior.—The last sentence of section 330(-b; of the
Tariff Act of 1930 (19 U.S.C. 1330(b)) is amended to read as follows:
“The term of office of each commissioner appointed after such date
shall expire 9 years from the date of the expiration of the term for
which his predecessor was appointed, except that—

“(1) any commissioner appointed to fill a vacancy occurring
prior to the ex]fimtion of the term for which his €cessor was
appointed shall be appointed for the remainder of such term, and

(2) any commissioner may continue to serve as a commissioner
after an expiration of his term of office until his successor is
appointed and qualified.”

(b) Vorine Procenures.—Section 330(d) of the Tariff Act of 1930
B h (2) b (5); and

gna paragra as paragraph (5); an

(2) striking out pmgmﬁ: (1) and inserting in lieu thereof
the following new paragraphs:

“(1) In a proceeding in which the Commission is required to
determine—

“(A) under section 201 of the Trade Act of 1974, whether
increased imports of an article are a substantial cause of
serious injury, or the threat thereof, as described in sub-
section (bj’?ﬁ of that section (hereafter in this subsection
referred to as ‘serious injury’), or

“(B) under section 406 of such Act, whether market dis-
ruption exists,

and the commissioners voting are equally divided with respect
to such determination, then the determination agreed upon by
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either group of commissioners may be considered by the President
as the determination of the Commaission.

“(2) If under section 201 or 406 of the Trade Act of 1974 there
is an affirmative determination of the Commission, or a determina-
tion of the Commission which the President may consider an
affirmative determination under paragraph (1), that serious
injury or market disruption exists, respectively, and a majority of
the commissioners voting are unable to agree on a finding or rec-
ommendation deseribed in section 201(d) (1) of such Act or the
finding described in section 406(a) (3) of such Act, as the case may
b];a (hereafter in this subsection referred to as a ‘remedy finding’),
then—

“(A) if a plurality of not less than three commissioners so
voting agree on a remedy finding, such remedy finding shall,
for purposes of sections 202 and 203 of such Act, be treated as
the remedy finding of the Commission, or

“(B) if two groups, both of which include not less than 3
commissioners, each agree upon a remedy finding and the
President reports under section 203(b) of such Act that—

“(1) he is taking the action agreed upon by one such
group, then the remedy finding agreed upon by the other
group shall, for purposes of sections 202 and 203 of
such Act, be treated as the remedy finding of the Com-
mission, or

“(i? he is taking action which differs from the action
agreed upon by both such groups, or that he will not
take any action, then the remedy finding agreed upon
by either such group may be considered by the Con
as the remedy finding of the Commission and shall, for
pur of sections 202 and 203 of such Act, be treated

) Is.s the ren;‘;eg;éinding of ll‘.]hehCOmmmsl' '01111. . &

: n an ing to whic ragra applies in
which the con:{'m?ssionem %oting are eqp:ally d?vidgd) onp£ deter-
mination that serious injury exists, or that market disruption
exists, the Commission sLalf report to the President the deter-
mination of each group of commissioners. In any 1p ing to
which pam;imph ?5.0 aﬁplies, the Commission shall report to the
President the remedy finding of each group of commissioners
voting,

“(4) In a case to which par h (2)(B)(ii) applies, for
purposes of section 203(.‘? Sl; ofﬁ%‘m&e Xct.- of 1974, notwith-
standing section 152(a) (1) (A) of such Aect, the second blank
space in the concurrent resolution described in such section 152
shall be filled with the a&?m riate date and the following:
‘The action which shall take effect under section 203(c) (1) of
the Trade Act of 1974 is the finding or recommendation
agreed upon b'y Commissioners y , and
———— " The three blank spaces shall be filled with the
names of the appropriate Commissioners.”

(¢) Errective Date—The amendments made by subsection (b)
shall apply to detennination? findings, and recommendations made
under sections 201 and 406 of the Trade Act of 1974 after the date
of the enactment of this Act.

SEC. 1802. TRADE ACT OF 1974 AMENDMENTS.

Section 502(b) of the Trade Act of 1974 (Public Law 93-618; 88
Stat. 1978) is amended—

(1) by striking out “and” at the end of paragraph (5),

90 STAT. 1763

19 USC 2251,
2436.

19 USC 2252,
2253.
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consideration.

Report to
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19 USC 2253.
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19 USC 2462.



90 STAT. 1764

26 USC 2.

26 USC 35.
26 USC 39.

26 USC 46.

26 USC 48.

PUBLIC LAW 94-455—0CT. 4, 1976

(2) by striking out the period at the end of paragraph (6) and
inserting in lieu thereof “; and”,

_ (8) by ulserta.n%1 immediately after paragraph (6) the follow-
ing new paragraph:

“(7) if such country aids or abets, by granting sanctuary from
prosecution to, any individual or group which has committed an
act of international terrorism.” ; and

(4) by striking out “and (65” in the unnumbered paragraph
at the end of such section and inserting in lieu thereof “(6), and

"

TITLE XIX—REPEAL AND REVISION OF
OBSOLETE, RARELY USED, ETC., PROVI-
SIONS OF INTERNAL REVENUE CODE
OF 1954

SUBTITLE A—AMENDMENTS OF INTERNAL
REVENUE CODE GENERALLY

SEC. 1901. AMENDMENTS OF SUBTITLE A; INCOME TAXES.

(a) In GENERAL—

(1) AMENDMENT OF SECTION 2.—Subsection (¢) of section 2
(relating to certain married individuals living apart) is amended
to read as follows:

“(¢) Cerrain Marriep INpivipuars Living Aparr.—For purposes
of this part, an individual shall be treated as not married at the close
of the taxable year if such individual is so treated under the provi-
sions of section 143 (b).”

2) REePEAL OF SECTION 35.—Section 35 (relating to partially
tax-exempt interest received by individuals) is repealed. i

(3) AMENDMENT OF SECTION 39.—Section 39 (relating to certain
uses of gasoline, special fuels, and lubricating oil) is amended
by striking out subsections (b) and (¢) and inserting after sub-
section (a) the following new subsection: :

“(b) Exceprion.—Credit sﬁaﬂ not be allowed under subsection (a)
for any amount payable under section 6421, 6424, or 6427, if a claim
for such amount 1s timely filed and, under section 6421 (i), 6424 (f), or
6427 (1), is Xayable under such section.”

(4) AMENDMENTS OF SECTION 46.— )

(A) The second sentence of section 46(a) (4), as redesig-
nated by this Act, is amended by striking out “section 408(e)”
and inserting in lien thereof “section 408(f)”.

(B) Clause (iii) of section 46(c) (8) (B) (relating to pub-
lic utility property) is amended by striking out “47 U.S.C.,
sec, 2292 {af(ﬁ) ? and inserting in lieu thereof “47 U.S.C.
222(a) (5).

(5) AMENDMENTS OF SECTION 48.—

(A)) Section 48(a) (2) (B) (vi) (relating to section 38 prop-
erty used outside the United States) is amended by striking
out “; 43 U.S.C., sec. 1331) " and inserting in lieu thereof * (43
U.S.C. 1331))".

(B) Section 48(a) (2) (B) (viii) is amended by striking ont
:;g‘T,U.S.C., sec. 702" and inserting in lieu thereof “47 10.S.C.

27,
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(6) AmENpMENT OF sECTION 50A.—The second sentence of sec-
tion 50A (a)(3) (relating to liability for tax) is amended by
striking out “section 408 (e)” and inserting in lieu thereof “section
408(f)”.

(7) Repean or sectioNn s51.—Subchapter A of chapter 1 is
amended by striking out part V (relating to tax surcharge).

8) AMENDMENTS OF SECTION 62.—Section 62 (relating to defi-
nition of adjusted gross income) is amended by redesignatin
aragraph (11), as added by the Act of October 26, 1974 (Public

w 93-483), as paragraph (12). X

9) ADDITIONAL AMENDMENT OF SECTION 62.—Section 62(12), as
redesignated by subparagraph (A) of this pamgmph,-m a.m_enég,d
by striking out “trade or business to the extent” and inserting in
lieu thereof “trade or business, to the extent”.

(10) DEFINITION OF ORDINARY INCOME.—Part I of subchagber B
of chapter 1 (relating to definitions of gross income, adjusted
gross income, and taxable income) is amended by adding at the
end thereof the following new section :

“SEC. 64. ORDINARY INCOME DEFINED.

“For purposes of this subtitle, the term ‘ordinary income’ includes
any gain from the sale or exchange of property which is neither a
capital asset nor property described in section 1231(b). Any gain
from the sale or exchange of property which is treated or considered,
under other provisions of this subtitle, as ‘ordinary income’ shall be
treated as gain from the sale or exchange of property which is neither
a capital asset nor property described in gection 1231 (b).”

(11) Derixrrion or orpINARY LOSS.—Part I of subchapter B of
chapter 1 (relating to definitions of gross income, adjusted gross
income, and taxable income) is amended by adc’ﬁn.g at the end
thereof the following new section :

“SEC. 65. ORDINARY LOSS DEFINED.

“For purposes of this subtitle, the term ‘ordinary loss’ includes any
loss from the sale or exchange of property which is not a capital asset.
Any loss from the sale or exchange of property which is treated or con-
sidered, under other provisions of this subtitle, as ‘ordinary loss’ shall
be treated as loss from the sale or exchange of property which is not a
capital ascet.”

(12) A»mNpMENT OF SECTION 72.—Section 72(d) (1) (relating
to employees’ annuities) is amended by striking out “(whether
or not before January 1, 1954)” and bsr striking out *(under this
paragraph and prior income tax laws)”.

(1?2 DDITIONAL AMENDMENT OF SECTION 72.—Section 72(m)
(4) (A) (relating to assignments or pledges) is amended by
striking out “an individual retirement amount” and inserting
in lieu thereof “an individual retirement account”,

(14) ReeraL or secTION 76.—Section 76 (relating to mortgages
made or obligations issued by joint stock land banks) is repealed.

(15) AMENDMENT OF SECTION 83.—Section 83(b) (2) (relating
to election to include the value of restricted property in gross
income) is amended by striking out “(or, if later, 30 days after
the date of the enactment of the Tax Reform Act of 1969)”.

(16) AMENDMENT OF SECTION 101.—Section 101 is amended by
striking out subsection (f) (relating to effective date of section).

(17) AMENDMENTS OF SECTION 103.—

(A) Section 103(a) (relating to tax-exempt interest), as
amended by this Act, is amended by inserting “and” at the
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end of paragraph (1), by striking out paragraphs (2) and
(3), a,ng by redpesignatiﬂg aragraph (4) as paragraph (2).
(B) Section 103 is amended by striking out subsection (b)
(relating to certain exceptions) and by redesignating sub-
sections (c), (d), (e), (f), and (g) (as added by this Act)
as subsections (b), (¢), (d), (e), and (f) respectively.
(C) Section ]22(5 ) (1) (relating to industrial develop-
ment bonds), as redesignated by subparagraph (B) of this
paragraph, 1s amended by inserting “or (2)" after “(a) (1)".
(D) Section 103(c) (2) (A) (relating to definition of arbi-
trage bonds), as redesignated by subparagraph (B) of this
par%gra h, 1s amended by inserting “or (2)” after “(a) (1)”.
(E) Section 103(e) (relating to certain cross references)
as redesignated by sublparagraph (B) of this paragraph,
is amended to read as follows:
“(e) Cross REFERENCES.—
“For provisions relating to the taxable status of—

“(1) Puerto Rican bonds, see section 3 of the Act of March 2, 1917, as
amended (48 U.8.C. 745).

“(2) Virgin Islands insular and municipal bonds, see section 1 of the
Act of October 27, 1919 (48 U.S.C. 1403).

“(3) Certain obligations issued under title I of the Housing Act of

1949, see section 102(g) of title I of such Act (42 U.8.C. 1452(g)).”

(18) AMENDMENTS OF SECTION 104.—
(A) Section 104(a)(4) (relating to exclusion of com-
nsation for in;i uries or sickness) is amended by striking out

“: 60 Stat. 10217,

(B) Section 104(c) (2) as redesignated by section 505 of
this Act, is amended to read as follows:

“(2) For exclusion of part of disability retirement pay from the
application of subsection (a)(4) of this section, see section 1403 of title
10, United States Code (relating to career compensation laws).”

(19) AmeNDMENT OF SECTION 115.—Section 115 (relating to
ifn?i)me of States, municipalities, ete.) is amended to rea§ as
ollows:

“SEC. 115. INCOME OF STATES, MUNICIPALITIES, ETC.
“Gross income does not include—
#(1) income derived from any public utility or the exercise
of any essential governmental function and accruing to a State
or any political subdivision thereof, or the District of Columbia;

(LQT) income accruing to the government of any possession of
ited States, or any political subdivision thereof.”
20) AMENDMENT OF SECTION 116.—Subsection (a) of section
116 (relating to partial exclusion of dividends received by indi-
viduals) is amended by stri.k]':? out “Effective with respect to
any taxable year ending after July 31, 1954, gross income” and
inserting in lieu thereof “Gross income”, é

(21) AMENDMENT OF SECTION 124—Section 124 (relating to
cross references to other Acts) is amended to read as follows:

“SEC. 124, CROSS REFERENCES TO OTHER ACTS.
“(a) For exemption of—
“(1) Adjustments of indebtedness under wage earners’ plans, see
section 679 of the Bankruptey Act (11 U.S.C. 1079).
“(2) Allowances and expenditures to meet losses sustained by per-
sons serving the United States abroad, due to appreciation of foreign
currencies, see section 5943 of title 5, United States Code.

or
«

the
(



PUBLIC LAW 94-455—0CT. 4, 1976

“(3) Amounts credited to the Maritime Administration under sec-
tion 9(b)(6) of the Merchant Ship Sales Act of 1946, see section
9(c)(1) of that Act (50 U.S.C. App. 1742). )

“(4) Benefits under laws inistered by the Veterans’ Admin-
istration, see section 3101 of title 38, United States Code.

“(5) Earnings of ship contractors deposited in sgaecml reserve funds,
see section 607(d) of the Merchant Marine Act, 1936 (46 U.S.C. 1177).

“(6) Income derived from Federal Reserve banks, including capital
E;gck and surplus, see section 7 of the Federal Reserve Act (12 U.S.C.

“("?) Railroad retirement annuities and pensions, see section 12 of

the Railroad Retirement Act of 1935 (45 U.S.C. 2281).

“(8) Railroad unemployment benefits, see section 2(e) of the Rail-

road Unemployment Insurance Act (45 U.S.C. 352).

“(9) ial pensions of persons on Army and Navy medal of honor

roll, see 38 U.S.C. 562(a)-(c).

“(b) For extension of military income-tax-exemption benefits to commis-
sioned officers of Public Health Service in certain circumstances, see section
212 of the Public Health Service Act (42 U.S.C. 213).”

(22) AMENDMENT OF SECTION 143.—Section 143 (relating to
determination of marital status) is amended by strikinfg out “this
part” each ?Ia.ce it appears and inserting in lieu thereof “this part
and part V”.

(23) AMENDMENT OF SECTION 151,—Section 151 (e) (4) (defining
student and educational institution) is amended to read as
follows:

“(4) STUDENT DEFINED.—For pulgoses of pa,ragraph (1)(B)
(ii), the term ‘student’ means an individual who during each of
5 calendar months during the calendar year in which the taxable

year of the taxpayer begi

“(A) is a full-time student at an educational organization
deseribed in section 170 (b) (B (A)(ii) ; or

“(B) is pursuing a full-time course of institutional
on-farm training under the supervision of an accredited
agent of an educational organlzation described in section
lfé)(b) gl) (A) (ii) or of a State or political subdivision of
a State.”

(24) AMENDMENTS OF SECTION 152.—
(A) Section 152(a) (defining dependent) is amended—
1) by inserting “or” at the end of paragraph (8),
i1) by striking out “, or” at the end of paragraph (9)
and inserting in lieu thereof a period, and
(iii) by striking out paragraph (1(3.
B) Section 152((1b) (3) (relating to rules concerning the
definition of dependent) is amended to read as follows:
“(3) The term ‘dependent’ does not include any individual who
is not a citizen or national of the United States unless such
individual is a resident of the United States or of a country con-
tiguous to the United States. The preceding sentence shall not
exclude from the definition of ‘dependent’ any child of the tax-
payer legally adopted by him, if, for the taxable year of the tax-
payer, the child has as his principal place of abode the home of the
taxpayer and is & member of the taxpayer’s household, and if the
taxpayer is a citizen or national of the United States.”
~ (25) AMENDMENTS OF SECTION 164.—Section 164(d) (2) (relat-
ing to arl‘):l[:ortlom.nent of taxes on real property between the seller
and purchaser) is amended by striking out subparagraphs (B)
and ]:(IC %E,! and by redesignating subparagraph (D) as subpara-
grap ;
(26) AMENDMENTS OF SECTION 165.—Section 165 (relating to
deduction of losses) is amended by striking out subsection (i)
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(relating to property confiscated by Cuba), and by redesignating
subsection (j) as subsection (i).
26 USC 167 (27) AMENDMENTS OF SECTION 167,—
; (A) Section 167(d) (relating to agreement as to useful life
for depreciation) is amended by striking out “after the date
of enactment of this title” and inserting in lieu thereof “after

Au%mt 16, 19547,

(B) Section 167(f)(2) &deﬁning rsonal property) is
amended by striking out “the date of the enactment of the
Revenue Act of 1962” and inserting in lieu thereof “Octo-
ber 16, 1962”.

(C) Section 167(1) (4) (A) (relating to election as to
increased-capacity property) is amended by striking out
“within 180 days after the date of the enactment of this
subp?’ragmp ” and inserting in lieu thereof “before June 29,
1970,”.

(28) AMENDMENTS OF SECTION 170.—

s )(A) (i) Section 170 (relating to charitable deductions) is
amended by striking out subsections Sf) (6) and (g) (relating
to unlimited charitable deductions allowed for taxable years
beginning before January 1, 1975), and by redesiﬁnat' sub-
sections %h), (i), and (3) as subsections (g), (h), al;ﬁ (i),

res(gectw ly.

ii) Section 170(b) (1) (relating to percentage limitations
on deductions for individuals) is amended ’;Jg striking out
subparagraph (C) (relating to unlimited deductions), and
by redasignating B'ubparﬁgra hs (D), (E), and (F) as sub-
paragraphs (C), (D), an E< , respectively.

(iit) tion 170(b) Q) A (viir)) is amended by striking
out “subparagm,ph (E)” and inserting in lieu thereof “sub-
paragraph (D)”.

(iv) Section 170(1))‘5;3(13) (ii) is amended by striking out
“subpara ﬂ?ph (D)” inserting in lieu thereof “subpara-

8, ;
gr(E) tion 170(c) (relating to definition of charitable
contribution) is amended by striking out in the last sentence
“subsecti:’)n (h)” and inserting in lieu thereof “subsec-
tion :

(visg)Section 170(e) (1) (B) (ii) (relating to certain con-
tributions of ordinary income and capital gain groparty) is
amended by striking out “subsection (b) (’1) (E)” and insert-
ing in lieu thereof “subsection (b) (1) (D)”.

%B) Section 170(d) (1) (A) (re]atemagtoca over of excess
charitable contributions) is amended by striking out “(30

ercent, in the case of a contribution year beginning before
Sanua 1,1970)".
(C) r%ect;ion 170(h) (relating to disallowance of deduc-
tions in certain cases), as redesignated by subparagraph
(A) (i) of this paragraph, is amended by striking out “64
Stat. 996;.

(D) Section 170(i) (relating to cross references), as
redesignated by Bubparagraphl?ﬁ) (i) of this paragraph, is
amended to read as follows:

“(i) Oraer Cross REFERENCES.—
“(1) For charitable contributions of estates and trusits, see sec-
tion 642(c).
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“(2) For nondeductibility of contributions by common trust funds,
see section 584.

3) For charitable contributions of partners, see section 702,
4)1£ar charitable contributions of nonresident aliens, see sec-
tion 8§

“(5) For treatment of gifts for benefit of or use in connection with
the Naval Academy as gifts to or for use of the United States, see
section 6973 of title 10, United States Code.

“(6) For treatment of gifts accepted by the Secretary of State under
the Foreign Service Act of 1946 as gifts to or for the use of the United
States, see section 1021(e) of that Act (22 U.S.C. 809(e)).

“(7) For treatment of gifts of monel'zuaeeepted by the Attorney Gen-
eral for credit to the mmissary Funds, Federal Prisons’ as gifts
to or for the use of the United States, see section 2 of the Act of May 15,
1952, as amended by the Act of July 9, 1952 (31 U.S.C. 725s-4).”

(29) AMENDMENTS OF SECTION 172.— )

(Azxgi) Section 172(b) (1) (relating to years to which loss
ma, carried) is amended by striking out subparagraph
(

E).
5 ii) Section 172(b) (3) is amended by striking out subpara-

hs (E) and (F).
gr!z%) éection 172(c) (relating to definition of net operatin,
loss) is amended by striking out “(for any taxable year end-
ing after December 31, 1953)”.
m1%C) (i) Section 172 (relating to net operating loss deduc-
tion) is amended by striking out subsections fL, (g), and
(i), and by redesignating subsections (h), (j), (k), and (1)
as subsections (f), i, ) Sh),and 1), respectively.

(ii) Section 172( %(1 (C) (relating to regulated transpor-
tation corporations) is amended by striking out “subsection
gi) (1)” and “subsection (j)”, and inserting in lieu thereof
“subsection (g)(1)” and “subsection (g)”, respectively.

iii) Paragraphs (1) (D) and (3) (g) (i) of section 172
(b) (relating to net operating loss carryovers and carry-

backs) are each amended by striking out “subsection (k)” and
inserting in lieu thereof “subsection (h)”.

(iv) Section 172(b) (2) (relating to amount of carrybacks
and can;yovers) is amended by striking out “subsections (i)
and (j)” and inserting in lieu thereof “subsection (g)”.

(D) Section 172(e) (relating to law applicable to compu-
tations) is amended by striking out the last sentence.

(E) Section 172(g)(2) (relating to certain regulated
transportation corporations), as redesignated by subpara-
graph (C) of this paragraph, is amended by striking out
paragraph (4).

30) AMENDMENTS OF SECTIONS 174 AND 175.—Section 174 (a) (2
(A) (1) (relat-inﬁ to research and develll:rlpment expenditures
and section 175(d) (1) (A (mlatizg to soil and water conserva-
tion expenditures) are each amended by striking out “the date on
which this title is enacted,” and 1inserting in lieu thereof
“August 16, 1954,”.

(31) RePEAL OF sEcTION 187.—Section 187 (relating to rapid
amortization for certain coal mine safety equipment) is repealed.

(32) AMENDMENT OF SECTION 219.—Section 219 (b) (2) (K) (iv)
(disqualifying governmental plan participants from contributing
to individual retirement accounts, ete.) is amended by striking out
“division” and inserting in lieu thereof “subdivision”.

(33) RePeAL OF SECTION 242.—Section 242 (relating to par-
tially tax-exempt interest received by corporations) is repealed.

(34) AMENDMENTS OF SECTION 243.—

90 STAT. 1769

Ante, p. 1755.

26 USC 172.

Post, p. 1920.

26 USC 174,
175.

26 USC 187.

26 USC 219.

26 USC 242.
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Regulations.

26 USC 1081.

53 Stat. 1.
26 USC 248.

26 USC 265.
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A) Section 243 (? (2) (relating to the dividends received
deduction) is amended by inserting after “Small Business
Investment Act of 1958” the following: “(15 U.S.C. 661 and
following)”.

(B) Section 243(b) (2) (A) (relating to dividends received
by a member of an affiliated group) is amended by striking
out “(except that in the case of a taxable year of a mem-
ber beginning in 1963 and ending in 1964, if the election
is effective for the taxable year of the common parent cor-
poration which includes the last day of such taxable year
of such member, such election shall be effective for such tax-
able year of such member, if such member consents to such
election with respect to such taxable year)”.

(35) AMENDMENT OF SECTION 247.—Section 247 (b) (2) (relating
to Preferred stock) is amended to read as follows:

“(2) PREFERRED STOCK.—

“(A) I~ cEneraL.—The term ‘preferred stock’ means stock
issued before October 1, 1942, which during the whole of the
taxable year (or the part of the taxable year after its issue)
was stock the dividends in respect of which were cumulative,
limited to the same amount, and payable in preference to
the payment of dividends on other stock.

“(BfCERTAIN STOCK ISSUED ON OR AFTER OCTOBER 1, 1042.—
Stock 1ssued on or after October 1, 1942, shall be deemed for
purposes of this paragraph to have been issued before Octo-
ber 1, 1942, if it was issued to refund or replace bonds or
debentures issued before October 1, 1942, or to refund or
replace other preferred stock (including stock which is
preferred stock by reason of this subparagraph or subpara-
graph (D)), but only to the extent that the par or stated
value of the new stock does not exceed the par, stated, or face
value of the bonds or debentures issued before October 1, 1942,
or the other preferred stock, which such new stock is 1ssued
to refund or replace.

“(C) DeTERMINATION UNDER REGULATIONS.—The determi-
nation of whether stock was issued to refund or replace bonds
or debentures issued before October 1, 1942, or to refund or
replace other preferred stock, shall be made under regula-
tions prescribed by the Secretary.

“(D) Issuance oF stock.—For purposes of subparagraph
(B), issuance of stock includes issuance either by the same
or another corporation in a transaction which is a reorganiza-
tion (as defined in section 368(a)), a transaction to which
section 371 (relating to insolvency reorganizations) applies,
or a transaction subject to part VI of subchapter O (relating
to exchanges in SEC obedience orders), or the respectively
?gg;e;s onding provisions of the Internal Revenue Code of

(36) AMENDMENT OF SECTION 248.—Section 248(c) (relating to
organizational expenditures) is amended by striking out “the
date of enactment of this title” and inserting in lieu thereof
“August 16, 1954”7,

(37) AMENDMENT OF S8ECTION 265.—Section 265(2) (relating to
tax—exem]f)t interest) is amended by striking out ““(other than obli-
gations of the United States issued after September 24, 1917, and
originally subseribed for by the taxpayer)”.
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(38) AMENDMENT OF SECTION 269.—Section 269 (relating ta 26 USC 269.
uisitions made to evade or avoid income tax) is amended by
striking out subsection (c) (relating to presumption in the case
of disproportionate purchase price).
(39) OF SECTION 275.—Section 275(a)(1)(C) 26 USC 275,
relating to nondeductible taxes) is amended by striking out
(%, a.ng corresponding provisions of prior revenue laws”.
(40) AMENDMENTS OF SECTION 281.—
(A) Section 281(d) (1) (A) (relating to definition of ter- 26 USC 281.
minal railroad corporation) is amended b? inserting after
“Interstate Commerce Act” the following: “(49 U.S.C. 1 and
following) ™.
(B) Section 281 (relating to terminal railroad corpora-
tions and their shareholders) is amended by striking out
subsection (e) (relating to taxable years ending before Octo-
ber 23,1962) and by redesignating subsection (f) as subsection

e).
(45)).Ambm-r OF SECTION 301.—Section 301 (relating to dis- 26 USC 301.
tributions of property) is amended by striking out subsec-
tion (e) (relating to certain distributions by personal service
corporations).
42) AMENDMENTS OF SECTION 311.—

(A) Section 311 Ld) (1) (relating to appreciated property 26 USC311.
used to redeem stock) is amended by stri out “then again
shall be recognized” and inserting in lieu thereof “then a gain
shall be recognized”.

(B) (i) Section 311(d)(2) a[reluting to exceptions and
limitations) is amended by striking out subparagraph g{C
(relating to certain distrizutions before December 1, 1974
and by redesignating sub nmgr;?hs (D), (E), (F),and (G

aragraphs FC), D), (E), and (F), respectively.
e amendments made by clause (i) shall apply only 26 USC 311
with respect to distributions afi'er November 30, 1974. note:

(C) ion 311(d) (2) (C), as redesignated by subpara-
graph (B) of this paragraph, is amended by striking out
%96 Stat. 209;” and “38 Stat. 730:”.

(43) AMENDMENTS OF SECTION 312.—

(A) Section 312(d) (1) (relating to certain distributions 26 USC 312.
of stock and securities) is amended by striking out “this
Code” each place it appears and inserting in lieu thereof
“this title”.

(B) Section 312 (relating to earnings and profits) is
amended by striking out subsection (h) (relating to per-
sonal service corporations) and by redesignating subsections
(i) and (j) as subsections (h) and (i), respectively.

(C) Subsection (1) of section 312 (relating fo distribution
of proceeds of certain loans), as redesignated by subpara-
graph (B) of this paragraph. is amended to read as follows:

“(i) DistrmuTioNn or Procreps oF Loan Ixsumep sy Tae UNrTen
Srates.—If a corporation distributes property with respeet to its stock
and if, at the time of distribution—

“(1) there is outstanding a loan to such corporation which
was made, guaranteed, or insured by the United States (or by any
agency or instrumentality thereof) , and

# (2{ the amount of such loan so outstanding exceeds the
adjusted basis of the property constituting security for such loan,

then the earnings and profits of the corporation shall be increased by

ns su
(i)
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; the amount of such excess, and (immediately after the distribution)
' shall be decreased by the amount of such excess. For purposes of para-
ph (2), the adjusted basis of the property at the time of distribu-
tion shall be determined without regard to any adjustment under
section 1016(a) (2) (relating to adjustment for depreciation, ete.). For
purposes of this subsection, a commitment to make, guarantee, or
insure a loan shall be treated as the making, guaranteeing, or insuring
of a loan.”

26 USC 312. (D) Section 312(j)(3) (relating to foreign investment
companies) , as redesignated by subsection (b) %12;‘2) (B) (i), is
amended to read as follows:

“(3) PARTIAL LIQUIDATIONS AND REDEMPTIONS.—If a foreign
investment compan?r (as defined in section 1246) distributes
amounts in partial liquidation or in a redemption to which sec-
tion 302(a) or 303 applies, the part of such distribution which is
properly chargeable to earnings and profits shall be an amount
which is not in excess of the ratable share of the earnings and
profits of the company accumulated after February 28, 1913,
attributable to the stock so redeemed.”

26 USC 333. (44) AMENDMENT OF SECTION 333.—Section 333 (a) (1) (relating

to election as to recognition of gain in certain liquidations) 1s
amended by striking out “on or after June 22, 1954".

26 USC 334. (45) AMENDMENT OF SECTION 334.—Section 334(b)(2)(A)
f(r}e;:lls.t.i.ng to liquidation of subsidiary) is amended to read as
ollows :

“(A) the distribution is pursuant to a (})lan of liquidation
adopted not more than 2 years after the date of the transac-
tion described in subparagraph Sule (or, in the case of a series
of transactions, the date of the guch transaction) ; and”.

(46) AMENDMENTS OF BECTION 337.—

26 USC 337. (A) Section 337(a) (relating to nonrecognition of gain

or loss on certain liquidations) is amended to read as follows:

“(a) GeneraL Rure—If, within the 12-month period beginning on

the date on which a corporation adopts a plan of complete liquidation,

all of the assets of the corporation are distributed in complete liquida-

tion, less assets retained to meet claims, then no gain or loss shall be

recognized to such corporation from the sale or exchange by it of
property within such 12-month period.”

(B) The first sentence of section 337(d) (relating to cer-

tain minority stockholders) is amended by striking out “on

or after January 1, 1958”.

26 USC 342. (47) Repean oF sEcTION 342.—Section 342 (relating to the
]iquidlne!&ion of certain foreign personal holding companies) is
repealed.

(48) AMENDMENTS OF SECTION 351.—

26 USC 351 (A) Section 351 (u} (relating to transfer to corporation

controlled by transferor) is amended by striking out

“(including, in the case of transfers made on or before
June 30, 1967, an investment company)”. '
(B) Section 351(d) (relating to application of June 30,
1967, date) is amended to read as follows:
“(d) ExceprioNn.—This section shall not apply to a transfer of
property to an investment company.”
26 USC 351 (C) The amendments made by this paragraph shall take
note. effect. with respect to transfers of property occurring after
the date of the enactment of this Act.
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(49) RepeAL OF SECTION 363.—Section 363 (a cross reference to
other sections) is repealed.

(50) AMENDMENTS OF SECTION 371.—Section 371(a) (1) (relat-
ing to certain reorganization exchanges by corporations) is
amended—

EA by striking out “49 Stat. 922 ;" and

B; by striking out “(52 Stat. 883-905; 11 U.S.C., chapter
10) or the corresponding provisions of prior law” and
inserting in lieu thereof “(11 U.S.C. 501 and following)”.

(51) AMENDMENT OF SECTION 372.—Section 372(a) (relating
to basis in connection with bankruptey proceedings) is amended
by striking out ‘54 Stat. 709 ;".

(52) RePEAL OF SECTION 373.—Section 373 (relating to nonrec-
ognition of loss in certain railroad reorganizations) is repealed.

(583) AMENDMENT OF SECTION 374.—Section 374 (a) (1) (relating
to nonrecognition of gain or loss in certain railroad reorganiza-
tions) is amended by striking out “49 Stat. 922",

(54) AMENDMENT OF SECTION 381.—Section 381 (c) (re]atingébo
items carried over in certain corporate acquisitions) 1s amended
by striking out paragraph (20).

(55) REPEAL OF SECTIONS 391 THROUGH 305.—Subchapter C of
chapter 1 (rela-tinﬁdt.r? corporate distributions and adjustments)
is amended by striking out part VII (relating to effective dates
of subchapter C).

(56) AMENDMENTS OF SECTION 401.—

(A) Paragraphs (12) and (13) of section 401(a) (relat-
ing to requirements for gqualification) are each amended by
striking out “the date of the enactment of the Employee
Retirement Income Security Act of 1974” and inserting in lieu
thereof “September 2, 1974”,

(B) Paragraph (15) of section 401(a) is amended by
striking out “the date of the enactment of the Employee
Retirement Income Security Act of 1974” and inserting in lieu
thereof “September 2, 1974,

(C) angraph (19) of section 401(a) is amended by
striking out “enactment of the Employee Retirement Income
Security Act of 1974” and inserting in lieu thereof “Septem-
ber 2, 19747,

(D) The last sentence of section 401(a) is amended to read
as follows:

“Paragraphs (11), (12), (138), (14), (15), (19), and (20) shall apply
only in the case of a plan to which section 411 (relating to minimum
vesting gtanda.rds) applies without regard to subsection (e) (2) of such
section.’

(57) AMENDMENTS OF SECTION 402.—

(A) Section 402(a) (4) (relating to distributions made to
non-resident alien individuals) is amended by striking out
“basic salary” each place it appears therein and inserting in
lieu thereof “basic pay”, and by amending the last sentence in
such paragraph to read as follows:

“In the case of distributions under the civil service retirement
laws, the term ‘basic pay’ shall have the meaning provided in
section 8331(8) of title 5, United States Code.”
(B) Section 402 (relating to taxability of beneficiary of
oy

ems)l ees’ trusts) is amended by striking out subsection (d)
{ ;t;ga)tmg to certain trust agreements made before October 21,

B9-194 O—78—nt. 2——20

90 STAT. 1773

26 USC 363.

26 USC 371.

26 USC 372.
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26 USC 374.
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29 UsC 1001

note.

26 USC 402.
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(C) (i? So much of the third sentence of section 402(e) (4)
(A) (relating to definition of lump sum distributions) as pre-
cedes “a distribution of an annuity contract” is a.mandeg to
read as follows: “Excegt for purposes of subsection (a)(2)
and section 403(a) (2),”.

(ii) The amendment made by clause (i) shall apply with
respect to distributions or payments made after December 31,
1973, in taxable years beginning after such date.

(58) AMENDMENT OF SECTION 403.—The last two sentences of
section 403(a) (4) (relating to taxation of employee annuities)
are amended to read as follows: “For lgurposes of this title,
a transfer described in subparagraph (B) (1) shall be treated
as a rollover contribution deseri in section 408(d) (3). Sub-
paragraph (B) (1i) does not apply in the case of a transfer to an
employees’ trust, or annuity plan if any part of a payment
described in subparagraph (A) is attributable to an annuity plan
under which the employee was an employee within the meani
of section 401 (c) Sl) at the time contributions were made on his
behalf under the plan.”

(59) AMENDMENT OF SECTION 404.—Section 404 (relating to
deduction for contributions to pension plans, etec.) is amended
by strikigg out subsection (d) (relating to carryover of pre-1954
unused deductions).

(60) AMENDMENT OF SECTION 409.—Section 409(b) gi) (C
(relating to tax-free rollovers of individual retirement ondag
is amended by striking out “section 403(d) (3).” and inserting
in lieu thereof “section 408(d) (3).”

(61) AMENDMENTS OF SECTION 410.—

(A) Subparagraphs (C) and (D) of section 410(a) (5)
(relating to breaks in service) are each amended by striki
out “purposes of subsection (a)(1)” and inserting in lieu
thereof “purposes of paragraph (1)”.

(B) Paragraph J)l)( ) of section 410(c) (relating to
application of minimum participation standards) is amended
by striking out “the date of the enactment of the Employee
Retirement Income Security Act of 1974” and inserting in
lieu thereof “September 2, 1974,”.

(C) Paragraph (2) of section 410 gc) is amended by strik-
ing out “the day before the date of the enactment of this
section” and inserting in lieu thereof “September 1, 1974”.

(62) AMENDMENTS OF SECTION 411.,—

(A) Subsection (a) of section 411 (relating to minimum
vesting standards) is amended by striking out “subsection
(a) (8)” and inserting in lieu thereof “paragraph (8)”.

(B) Subsection (a)%3) (D) (iii) of section 411 1s amended—

(i) by striking out “the date of the enactment of the
Employee Retirement Income Security Act of 1974” and
“the date of the enactment of such Act” and insertin,
in (liieu thereof in both such places “September 2, 1974”,
an
(ii) by striking out “the date of the enactment of the
Act” n.ng inserting in lieu thereof “September 2, 1974,”.

(C) The heading E)r subparagraph (C) of section 411
(a) (7) is amended to read as follows:

“(C) REPAYMENT OF SUBPARAGRAPH (B) DISTRIBUTIONS.—

(D) Subsection (b)élL(D) (iL and (e) g‘ltg]((}‘; of section

e e

411 are each amend y striking out ate of the
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enactment of the Employee Retirement Income Security Act
of 1974” and inserting in lieu thereof “September 2, 1974”,

(E) Subsection ({:3%2) of section 411 is amended by strik-
ing out “the date before the date of the enactment of the
Employee Retirement Income Security Act of 1974” and
inserting in lieu thereof “September 1, 1974”.

(63) AMENDMENTS OF SECTION 412,—

(A) Subsection (h) of section 412 (relating to minimum
funding sta.ndards?l 15 amended by striking out “the day
before the date of the enactment of the Employee Retirement
Income Security Act of 1974” and inserting in lieu thereof
“September 1, 1974".

(B) Subsection (h) (5) of section 412 is amended by strik-
ing out “the date of the enactment of the Employee Retire-
ment Income Security Act of 1974” and inserting in lieu
thereof “September 2, 1974,

(64) AMENDMENTS OF SBECTION 414.—

(A) The heading for section 414(f) (relating to multi-

employer plans) is amended to read as follows:
“(f) MurriempLoYER Pran.—"

(B) Section 414(1) (relating to mergers and consolidations
of plans or transfers of plan assets) is amended 11)%; striking
out “the date of the enactment of the Employee Retirement
Income Security Aect of 1974” and inserting in lieu thereof
“September 2, 1974",

(65) NDMENTS OF SECTION 415.—

(A) Section 415(b)(2) (A) (relating to adjustments for
certain forms of benefits) is amended by striking out “and
409(b) (3) (C)” and inserting in lien thereof “and 409 (b) (3)

(CB )

1%) Section 415 (b)(2)(B; is amended by striking out

“(as defined in scetion 401(a) (11) (I1) (iii) )™ and inserting
in lieu thereof “(as defined in section 401(a) (11) (G) (iii) ) .

(66) AMENDMENTS OF SECTION 453.—

(A) Section 453(c) (3) (relating to adjustment in tax for
amounts previously taxed% is amended by striking out “cor-
responding provisions of the Tnternal Revenue Code of 1939™
and inserting in lieu thereof “corresponding provisions of the
Internal Revenue Code of 1954".

(B) Section 453(d)(4) (B) (relating to liquidations to
which section 337 applies) is amended by striking out “or
sic)t!i’on 617(d) (1)” and inserting in lieu thereof *, 617(d)

(67) AmeNDMENT OF SECTION 455.—Section 455(c)(3)(B)
(relating to Erepa.id subscription income) is amended by striking
out “for his first taxable year (i) which begins after December 31,
1957, and (ii) in which he receives prepaid subscription income
in the trade or business” and inserting in lieu thereof “for his
first taxable year in which he receives prepaid subscription income
in the trade or business”.

68) AMENDMENT OF SECTION 456.—Section 456(c)(3)(B)
(relating to election without consent with respect to treatment of
prepaid dues) is amended by striking out “for its first taxable
year (i) which begins after December 31, 1960, and (ii)” and
serting in lieu thereof “for its first taxable year”.

(69) AMENDMENTS OF SECTION 461.—

90 STAT. 1775

29 USC 1001

note.

26 USC 411.
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(A) Section 461(c) (relating to accrual of real property
taxes) is amended by striking out paragraph (2) and by
redesignating paragraph (3) as paragraph (2).

(B) Section 461(c) (2) (relating to elections without con-
sent), as redesignated by subparagraph (A), is amended by
striking out “his first taxable year which begins after Decem-
ber 31, 1953, and ends after the date of enactment of this title
in which the taxpayer” and inserting in lieu thereof “his first
taxable year in which he”.

(70) AMENDMENTS OF S8ECTION 481.—

(A) Section 481(b) (relating to limitation on tax where
substantial adjustments are required by a change in account-
in%method) is amended by striking out paragraphs (4), (5),
and (6) (relating to pre-1954 a justments%r.n

(B) Section 481(b (1%] and (2) are each amended by
striking out ¢, other than the amount of such adjustments to
which paragraph (4) or (5) applies,” each place it appears.

(71) AMENDMENTS OF S8ECTION 508.—

(A) Subsections (a) and (b) of section 508 (relating to
special rules relating to 501(c)(3) organizations) are each
amended by striking out the last sentence therein.

(B) Section 508(e) (2) (relating to special rules for exist-
ing private foundations) is amended by striking out subpara-
Eraph (A) (relating to taxable years beginning before 1972),

y redesignating subparagraphs (B) and (C) as subpara-
graphs (A) and (B), respectively, and by striking out “(B)”
in subparagraph EB) (as so redesignated) and inserting in
lieu thereof “(A)”.

30) Section 508(d) (2) (A) (relating to disallowance of
deductions for certain charitable gifts or bequests) is amended
by striking out “(e) (2) (B) a.ngl(C)” and inserting in lieu
thereof “(e) (2)".

(72) AMENDMENTS OF SECTION 514.—

(A) Section 514(c) (1) (relating to definition of acquisi-
tion indebtedness) 1s amended by striking out the comma at
the end of subparagraph (C) and all that follows, and insert-
ing in lieu thereof a period.

(B) Section 514 (relating to unrelated debt-financed
income) is amended by striking out subsection (f) (relating
to definition of business lease), by striking out subsection (g)
(relating to definition of business lease indebtedness), and by
redesignating subsection (h) as subsection (f).

(C) Section 514(b) (3) (C) (iii) (relating to definition of
debt-financed roFerty) is amended to read as follows:

“(iii) shall not apply to property subject to a lease
which is a business lease (as defined in this section
immediately before the enactment of the Tax Reform Act
of 1976).”

(D) Section 514(f) (relating to personal property leased
with real property), as redesi%nated by subpara.graﬁh (B)
of this paragraph, is amended by striking out “and the term
‘premises’ include” and inserting in lien thereof “includes”.

(73) AMENDMENTS OF SECTION 534.—

A) Section 534(b) (relating to mailing notices of
deficiency) is amended by striking out the last sentence.

(B) Subsection (e) of section 534 (relating to effective
date of section) is repealed.
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(T4) AMENDMENT OF S8ECTION 535.—Section 535 (b{ (1) (relating
to adjustments in computing accumulated taxable income) is
amended by striking out “ﬁ)ther than the excess profits tax
imposed by subchapter E of chapter 2 of the Internal Revenue
Code of 1939 for taxable years beginning after December 31,
1940) ™.

(733) AMENDMENTS OF 8ECTION 537.— il

(A) Section 537(b)(2) (relating to definition of excess
business holdings redemption ne:eds? is amended by striking
out ¥, with respect to taxable years of the corporation ending
after May 26, 1969,”. ; .

(B) Section 537(b) (4) (relating to inferences as to prior
years) is amended by striking out “or (2)”.

(76) AMENDMENTS OF SECTION 542.— e

(A) Section 542(a) (2) (relating to definition of personal
holding company) is amended by striking out the last
sentence.

(B) Section 542(b)(2) (relating to ineligible affiliated
group) is amended by striking out *, other than an affiliated
group of railroad corporations the common parent of which
would be eligible to file a consolidated return under section
141 of the Internal Revenue Code of 1939 prior to its amend-
ment by the Revenue Act of 1942,

(C) Section 542(c) (2) (relating to financial institutions)
is amended by st-rikmg out “without regard to subparagraphs
(D}_)and (E) thereof”.

(D) Section 542(c) (8) (relating to small business invest-
ment companies) is amended bﬁ inserting after “Small Busi-
ness Investment Act of 1958” the following: “(15 U.S.C. 661
and following)”.

(77) AMENDMENTS OF SECTION 545.—

(A) Section 545 (b) (1) (relating to deduction of taxes in
computing undistributed personal ﬁolding company income)
is amended—

(1) in the first sentence, by striking out “(other than
the excess profits tax imposed by subchapter E of chap-
ter 2 of the Internal Revenue Code of 1939 for taxable
years beginning after December 31, 1940)”; and

(ii) by striking out the last two sentences (relating
to deduction of taxes).

B) Section 545(b) (relating to adjustments in computin,
undistributed personal holding company income) is amende
by striking out paragraph %7 ) (relating to payment of
indebtedness incurred before 1934).

(C) Section 545(c) (2) (A) (relating to corporations to
which special adjustment applies) is amended by striking
out “the date of enactment of this subsection” and inserting
in lien thereof “February 26, 1964”.

5178) AMENDMENT OF SECTION 547.—Section 547 (relati ng to the
deduction of deficiency dividends) is amended by striking out
subsection (h) (relating to the effective date). '

(79) AMENDMENT OF SECTION 551.—Section 551 (¢) (relating to
foreign personal holding company income tax returns), as
redesignated by subsection (b) (1) (¥) of this section, is amended
by striking out “taxable income, foreign personal holding com-
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pany,” and inserting in lieu thereof “taxable income, foreign per-
sonal holding company income,”. !

(80) AMENDMENT OF SECTION 556.—The first sentence of section
556(b) (1) (relating to deduction of taxes in computing undis-
tributed foreign personal holding company income) is amended
by striking out “(other than the excess profits tax imposed by
subchapter E of chapter 2 of the Internal Revenue Code of 1939
for taxable years beginning after December 1, 1940) ™.

(81) AMENDMENT OF SECTION 564.—Section 564 (relating to
dividend carryovers) is amended by striking out subsection (c)
(relating to carryovers from pre-1954 years).

(82) %bmm:. OF SECTION 583, —Section 583 (relating to deduc-
tion of dividends paid on certain preferred stock by banks or
trust companies) is repealed.

(83) RepeaL oF sEcTION 5982 —Section 592 (relating to the
deduction by mutual savings banks for repayment of certain
loans) is repealed.

(84) AMENDMENTS OF SECTION 593.—

(A) Section 593 (b) (2) (relating to additions to bad debt
reserves for mutual savings banks, ete.) is amended by strik-
ing out, in the table in subparagraph (A), the following:

s ¢+ ¢ RO O SRS L e 60 percent.

1970 - 57 percent.
1971 - e - B4 percent.
1972 LS 51 percent.
1973 49 percent.
1974 47 percent.
1975 45 percent.”

(B) Section 593(c) (relating to reserves for mutual sav-
ings banks) is amended by striking out paragraphs (2), (3),
(4), and (5), by redesignating paragraph (6) as paragraph
%3 , and by inserting immediately after paragraph (1) the

ollowing :

“(2) CerTAIN PRE-1963 RESERVES.—Notwithstanding the second
sentence of paragraph (1), any amount allocated pursuant to
paragraph (5) (as in effect immediately before the enactment of
the Tax Reform Act of 1976) during a taxable year begmn.u:L%
before January 1, 1977, to the reserve for losses on qualifying re
groperty loans out of the surplus, undivided profits, and bad

ebt reserves (determined as of December 31, 1962) attributable
to the period before the first taxable year beginning after Decem-
ber 31, 1951, shall not be treated as a reserve for bad debts for any
purpose other than determining the amount referred to in subsec-
tion (b)(1)(B), and for such purpose such amount shall be
treated as remaining in such regerve.”

(C) Section 593 is amended by striking out subsection (d)
(relating to taxable years beginning in 1962 and ending in
1963), and by redesignating subsections (e) and (f) as sub-
sections (d) and (e), respectively.

(D) Section 593(b) (2) (E) (1) is amended by striking out
‘Esg.gsection (£f)” and inserting in lieu thereof “subsection

e)”.

(85) RepeAL oF sEcTION 601.—Subchapter H of chapter 1 relat-
ing to banking institutions) is amende; b%lstriking out part ITT
(relating to special deduction for bank affiliates).



PUBLIC LAW 94-455—O0CT. 4, 1976 90 STAT. 1779

(86) AMENDMENTS OF SECTION 613A— !
(A) Section 813A(l:1]}B 1) (C) (relating to exemption for 26 USC613A.
certain domestic gas wells) 1s amended by striking out “within
the meaning of section 613 (b) (1) (A)”._ L il
(B) Section 613A (c)( )(? lﬁre ating to limitations on
sercentage depletion in case of oil and gas wells) is amended
y striking out “determined with” and inserting in lieu
thereof “determined without”.

(87) AMENDMENTS OF SECTION 614.— :

(A) (i) Section 614 (c) (relating to aggregation of mineral 26 USC 614.
interests in mines) is amended by striking out pu._mgrap!'n (4)
(rvelating to special rule as to exploration deductions prior to
aggregation). )

ii) The amendment made by clause (i) shall apply with 26 USC 614
respect to elections to form aggregations of operating min- note.
eral interests made under section 614(c) (1) of the Internal
Revenue Code of 1954 for taxable years beginning after
December 31, 1976.

(B) The third sentence of section 614(c) (2) (relating to
election to treat a single interest as more than one property)
is amended to read as follows: “A separate property so
formed may, under regulations preseribed by the Secretary,
be included as a part of an aggregation in accordance with
paragraphs (1) and 32 i

(C) éection 614(c)(3) (relating to manner and scope of
election) is amended to read as follows:

“(3) Manner anD score or eLeEcTioN.—The elections provided
by paragraphs (1) and (2) shall be made, in accordance with
regulations preseribed by the Secretary, not later than the time
prescribed for filing the return (including extensions thereof) for
the first taxable year—

“(A) in which, in the case of an election under paragraph
(1), any expenditure for development or operation in respect
of the separate operating mineral interest is made by the
taxpayer after the acquisition of such interest, or
“(B) in which, in the case of an election under paragraph
(2), expenditures for development or operation of more than
one mine in respect of a property are made by the taxpayer
after the acquisition of the property.
An election made under paragraph (1) or (2) for a taxable year
shall be binding upon the taxpayer for such year and all subse-
uent taxable years, except that the Secretary may consent to a
ifferent, treatment of any interest with respect to which an elec-
tion has been made.”

(88) REPEAL OF SECTION 615.—Section 615 (relating to deduc- 26 USC 615.
tion of pre-1970 exploration expenses) is repealed.

(89) AMENDMENT OF SECTION 617.—Section 617(a)(2)(13) 26 USC617.
(relating to time and scope of clection to deduct certain mining
exploration expenditures) is amended by striking out “may not be
revoked after the last day of the third month following the month
in which the final regulations issued under the authority of this
subsection are published in the Federal Register, unless” and
inserting in lieu thereof “may not be revoked unless”.

(90) Rerrawn or secTiON 632—Section 632 (relating to tax in 26 USC 632.
case of sale of oil and gas properties) is repealed.

(91) AMENDMENT OF SECTION 691.—Section 691(c) (1) (B) 26 USC 691.

relating to deduction for estate tax) is amended by striking out
the last sentence.
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(92) Asexpment or secrion 692.—The heading of section 692
(relating to income taxes of members of Armed Forces who die
in a combat zone) is amended by striking out “ON” the first time
it appears in the section heading and inserting in lieu thereof
SOR,

(93) AMENDMENT OF SECTION Tm.-—bier@m} 751 (¢) (relating to
unrealized receivables) is amended by striking out “1254(a), or
1250 (a),” and inserting in lieu thereof “1245(a), 1250(a),”.

(94) Rerean or sectioN 771.—Part 1V of subchapter K of
chapter 1 (relating to effective date of subchapter K) is repealed.
(95) AMENDMENTS OF SECTION 802.— . )

(A) Section 802(a)(1) (relating to tax imposed on life
insurance companies) is amended by striking out “beginning
after December 31, 1957, )

(B) Section 802(a) (2) (relating to alternative tax in case
of capital gains) is amended by striking out “beginning after
December 31, 1961,”.

(C) Section 802(a) is amended by striking out paragraph
(3) (relating to special rules for 1959 and 1960).

(96) AMENDMENTS OF SECTION 804,—

(A) Section 804(a) is amended by striking out paragraph
(6) (relating to certain exceptions).

(B) Section 804(b)(2) (relating to short-term capital
gains) is amended by striking out “In the case of a taxable

ear beginning after December 31, 1958, the” and inserting in
ieu thereof “The”,

(97) AMENDMENTS OF SECTION B05.—

(A) Section 805(b) (3) (B) (relating to average earnings
rate) is amended to read as follows:

“(B) Sercian ruLe—For purposes of subparagraph (A),
the current earnings rate for any taxable year of any compan
which, for such year, is an insurance company (but not a life
insurance company) shall be determined as if this part
applied to such company for such year.”

(B) Section 805(b) (4) (B) (relating to basis of assets) is
amended by striking out “(determined without regard to fair
market value on December 31, 1958)”,

(C) Section 805(d) (relating to pension plan reserves) is
amended to read as follows:

“(d) Pexsion Pran Reserves—For purposes of this part, the
term ‘pension plan reserves’ means that portion of the life insurance
reserves which is allocable to contracts—

(1) ﬁmrchnsed under contraets entered into with trusts which
(as of the time the contracts were entered into) were deemed to be
(A) trusts described in section 401 (a) and exempt from tax under
section 501 (a), or (B) trusts exempt from tax under section 165 of
the Internal Revenue Code of 1939 or the corresponding provi-
sions of prior revenue laws;

e Eurcllased under contracts entered into under plans which
(as of the time the contracts were entered into) were deemed to be
plans described in section 403(a), or plans meeting the require-
ments of paragraphs (3), (4), (5), and (6) of section 165(a) of
the Internal Revenue Code of 1939;

“(3) provided for em;iloyees of the life insurance company
n;xder a planhwh(igh, f&r) t. Eastjaxaz.lg;e y(e;a)r, me)ets the requirements
of paragraphs . 4 g ) y (8); (11 12), (13
s (1) (16), (19), and (20) of sect-ion(éﬁl’.(g) ;)’ (10
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# gt) purchased to provide retirement annuities for its employ-
ees by an organization which (as of the time the contracts were
pure ) was an organization described in section 501(c)(3)
which was exempt from tax under section 501(a) or was an orga-
nization exempt from tax under section 101(6) of the Internal
Revenue Code of 1939 or the corresponding provisions of prior
revenue laws, or purchased to provide retirement annuities for
employees described in section 403 (b) (1) (A) (ii) by an employer
which is a State, a political subdivision of a State, or an agency
or mstmmentall? of any one or more of the foregoing; or

“(5) purchased under contracts entered into with trusts which
(at the time the contracts were entered into) were individual
retirement accounts described in section 408(a) or under contracts
entered into with individual retirement annuities described in
section 408(b).”

(98) AMENDMENTS OF SECTION 809.—

(A) Section 809(b) (relating to definition of gain and loss
from operations) is amended by striking out paragraph (4).
(IB) (1) Section 809(d) (relating to life insurance compan
deductions) is amended by sttl?iiing out paragraph (11
rellatx_ng tt?u mutualizatioﬁl (dlstri-butions before 1963), and by

redesignating paragra 12) as paragraph (11).
(ii) Section 809 (e) 11; amended gy strik&g out “subsection
(d) élQé” and inserting in lien thereof “subsection (d) (11)”.
(C) Section 809 (relating to computation of gain and loss
from operations) is amended by eri.k:inF out stﬁection (g)
(relating to deduction for certain mutualization distributions
before 1963).

(99) AMENDMENT OF SECTION 812.—Section 812(b) (1) (relat-
ing to years to which operating losses of an insurance company
may be carriedz, other than the last sentence thereof, as added by
section 806(d) (1) (A) of this Act, is amended to read as follows:

“(1) YEARS TO WHICH LOSS MAY BE CARRIED.—The loss from
operations for any taxable year (hereinafter in this section
referred to as the ‘loss year') shall be—

“(A) an operations loss carryback to each of the 3 taxable
years preceding the loss year,

“(B) an operations loss carryover to each of the 5 taxable
years following the loss year, and

“(C) subject to subsection (e), if the life insurance com-
pany is a new company for the loss year, an operations loss
carryover to each of the 3 taxable years followmg the 5 tax-
able years described in subparagraph (B).” :

(100) AMENDMENTS OF SECTION 817.—Section 817 (relating to
rules applicable to certain gains and losses) is amended by strik-
ing out subsection (c) {relatin to treatment of pre-1959 capital
losses) and subsection (e) (relating to certain 1958 reinsurance
transactions). J

(101) AMENDMENT OF SECTION 818.—Section 818 (relating to
life insurance accounting provisions) is amended by striking out
subsection (e) (relating to certain rules applicable to taxable
years 1957, 1958, and 1959), and by redesignating subsections (f)
and (g) as subsections (e) and (f), respectively.

(102; AMENDMENTS OF SECTION 819.— )
(A) The first sentence of section 819(a) (2) (A) (relating
to definition of minimum figure for foreign life insurance
companies) is amended to read as follows: “The minimum
figure is the amount determined by multiplying the tax-
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payer’s total insurance liabilities on United States business
by a percentage for the taxable year to be determined and
proclaimed by the Secretary.”

26 USC 819. (B) The second sentence of section 819(a)(2)(A) is
amended by striking out “under clause (ii)” and inserting in
lieu thereof “under the preceding sentence”.

(C) Clause (i) of section 819(%)) (2) (B) (relating to dis-
tributions lpursuant. to certain mutualizations) is amended to
read as follows:

“(i) the minimum figure for 1958 determined under
subsection (a) (2) (A) computed by using a percentage of
9 percent in lieu of the percentage determined and pro-
claimed by the Secretary, or”.
(103) AMENDMENTS OF SECTION 820.—

26 USC 820. (A) Section 820(c) (relating to optional treatment of cer-
tain reinsured policies) is amended by striking out pa ph
(6) (relating to reimbursement for 1957 income ts.xesg , and

by redesignating paragraph (7) as paragraph (6).

(B) The last sentence of section 820((3 is amended by
striking out “(5), and (6) and the rules prescribed under
paragraph (7)” and inserting in lieu thereof “and (5) and
the rules prescribed under paragraph (6)”.

(104) AMENDMENTS OF SECTION 821.—

26 USC 821. (A) Section 821(a) (relating to imposition of tax on cer-
tain mutual insurance companies) is amended by striking out
“beginning after December 31, 1963,”.

(B) Section 821(c) (1) (relating to alternative tax for
certain small insurance companies) is amended by striking
out “In the case of taxable years beginning after December 31,
1963, there is” and inserting in lieu thereof “There is”,

(C) Section 821 (relating to tax on certain mutual insur-
ance companies) is amended by striking out subsection (e)
(relating to 1962 transitional rules) and by redesignating
subsection (f) as subsection (e).

(105) AMENDMENTS OF SECTION 822,—

26 USC 822. (A) Section 822(c) (5) (relating to deduction of interest)
is amended by striking out “(other than obligations of the
United States issued :ﬁer September 24, 1917, and originally
subscribed for by the taxpayer)”.

(B) The last sentence of section 822(d) (2) (relating to
amortization of premium and accrual of discount) is amend
by striking out “For taxable years beginning after Decem-
ber 31, 1962, no accrual” and inserting in lieu thereof “No
accrual”.

26 USC 825. (106) AMENDMENTS OF SECTION 825.—Section 825(g) (relating
to unused loss deduction of certain insurance companies) 1s
amended by striking out paragraph (1) and by redesignating
paragraphs (2) and (3) as paragraphs (1) and (2), respectively.

26 USC 831. (107) AMENDMENT OF sECTION 831.—Section 831(a) (relating
to tax on certain insurance companies) is amended by striking out
“or the taxable income™ and inserting in lieu thereof “on the tax-
able income.”

(108) AMENDMENTS OF sEcTION 832.—Paragraphs (1) and (6)

26 USC 832. of section 832(b) (definitions relating to insurance company tax-
able income) are each amended by striking out “Convention” and
inserting in lieu thereof “Association”.
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(109) AMENDMENTS OF SECTION 851,— -
(A) Section 851(a)(1) (relating to definition of regu- 26 USC 851.
lated investment company) is amended by striking out
“54 Stat. 789;". :
(B) Section 851(b) (1) (relating to regulated investment
companies) is amended by striking out “which began after
December 31, 19417,
(110) AMENDMENTS OF SECTION 852.— )
(A) Subparagraph (Cf) of section 852(b)(3) (relating 26 USC852.
to method of taxation of regulated investment companies
and their shareholders) is amended by striking out the third
sentence. .
(B) (i) Section 852(b)(3) (D) (iii) is amended by strik-
ing out “by 75 percent of so much of such amounts as equals
the amount subject to tax in accordance with section 1201
(a) (t})(A) and by 70 percent (72 percent in the case of a Poss p. 1786.
taxable year beginning after December 31, 1969, and before
January 1, 1971) of so much of such amounts as equals the
amount subject to tax in accordance with section 1201 (a)
(1) (B) or (2)” and inserting in lieu thereof “by 70 1[);ve:rcenl:
of so much of such amounts as equals the amount subject to
tax in accordance with section 1201(a)”.
(ii) The amendment made by clause (i) shall not be con- 26 USC 852
sidered to affect the amount of any increase in the basis note.
of stock under the provisions of section 852(b) (3) (D) (iii)
of the Internal Revenue Code of 1954 which is based upon
amounts subject to tax under section 1201 of such Code in
taxable years beginning before January 1, 1975.
(C) Section 852(d) is amended by inserting after “Invest-
ment Company Act of 1940" the following: “(15 U.S.C.
80a-1 and following)?”.
(111) AMENDMENTS OF SECTION 856.—
(A) Section 856(c) (1) (relating to real estate investment 26 USC 856.
trusts) is amended by striking out “which began after
December 31, 1960
(B) Section 856(c) (6) (D) (relating to definition of other
terms) is amended by inserting after *Investment Company
Act of 1940, as amended” the following: “(15 U.S.C. 80a-1
and following)”.
(112) AMENDMENT OF SECTION 857.—Section 857(b) gs) (C) 26 USC 857.
(relating to the taxation of capital gains in the case of real estate
investment trusts) is amended by striking out the last sentence,
(113) AMENDMENTS OF SECTION 864.—
(A) Subsection (a) of section 864 (definitions relating to 26 USC 864.
determinations of sources of income) is amended to read
as follows:
“(a) Propucep.—For purposes of this part, the term ‘produced’ “Produced.”
includes created, fabricated, manufactured, extracted, processed,
cured, or aged.”
(B) Clauses (ig and (iii) of section 864(c)(4)(B) and
subparagraph (C) of section 864(c)(5) (relating to effec-
tively connected income) are each amended by striking out
“sale” each place it appears and inserting in lieu thereof “sale
or exchange”.
(C) Section 864(c)(4)(B)(iii) (relating to effectively
connected income) is amended by striking out “sold” and
inserting in lieu thereof “sold or exchanged™.
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(114) AMENDMENT OF ReCTION 905.—Section 905(b) (relating
to proof of foreign tax credits) is amended by striking out the last
sentence (relating to the treatment of certain royalty payments).

(115) AMENDMENT OF SECTION 811.—Section 911(c¢) (relati
to earned income from sources without the United States) 1s
amended by striking out paragraph (7) (relating to taxable years
ending in 1963, 1964, or 1965).

116) AMENDMENT OF SECTION 921.—Section 921 (relating to
definition of Western Hemisphere Trade Corporation) is amended
llag sitnkm ing out the last sentence (relating to taxable years before

(1?‘17) AMENDMENTS OF SECTION 931.—Section 931 (relating to
income from sources within possession) is amended by striking out
subsection (h) (relating to certain persons taken as prisoners of
war while working in a possession), and by redesignating sub-
section (i) assubsection (h).

(118) AMENDMENT OF SECTION 934.—Section 934(b) (relating
to gross income received by a corporation from the Virgin
Islands) is amended by striking out the last sentence.

(119) AMENDMENT OF SECTION 851.—Section 951 (a) (3{ (relat-
ing to treatment of subpart F income) is amended by striking out
“beginning after December 31, 1962”.

(120) RepeAL orF sECcTION 972.—Section 972 (relating to con-
solidation of export trade corporations) is repealed.

(121) AMENDMENT OF SECTION 1001.—Section 1001(c) (relat-
ing to recognition of gain or loss) is amended to read as follows:

“(e) RecoanrtrioN oF GAIn or Loss—Except as otherwise provided
in this subtitle, the entire amount of the gain or loss, determined under
this section, on the sale or exchange of property shall be recognized.”

(122) AMENDMENTS OF SECTION 1015.—

(A) Subparagraph (A) of section 1015(1:!2 (12J (relating
to inc basis for gift tax paid) is amended by striking
out “the date of the enactment of the Technical Amendments
Act ,?f 1958” and inserting in lieu thereof “September 2,
1958,

(B) Subparagraph (B) of section 1015(d) (1) is amended
by striking out “the date of the enactment of the Technical
Amendments Act of 1958” and inserting in lieu thereof
“September 2, 1958,”.

(123) AMENDMENT OF SECTION 1016.—Section 1016(a) (relat-
:}ng)bo adjustments to basis) is amended by striking out paragraph

19).

(124) AmuNDMENT OF SECTION 1018.—Section 1018 (relating to
adjustment of capital structure before September 22, 1938) is
amended by striking out “54 Stat. 709;”.

(125) REPEAL OF SECTION 1020.—Section 1020 (relating to elec-
tion in respect of depreciation allowed before 1952) is repealed.

(126) REPEAL OF SECTION 1022.—

(A) Section 1022 (relating to the basis of certain foreign

nal holding company stockg is repealed.

(B) The repeal made by subparagraph gA) shall apply
with respect to stock or securities acquired from a decedent
dying after the date of the enactment of this Act.

(127) NDMENT OF SECTION 1024.—Section 1024 (containing
cross references) is amended by striking out paragraph (4).
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(128) AMENDMENTS OF SECTION 1033.— )

(A) Section 1033(a) (relating to involuntary conversions) 26 USC 1033.
is amended by striking out paragraph (2) and by redesig-
nating paragraph (3) as paragra h (2). ¢ \

(B) Section 1033(a)(2) (relating to conversion into
money ), as redesignated by subparagraph (A) of this para-
graph and as amended by this Act, is amended—

(i) by striking out “wWHERE DISPOSITION OCCURRED AFTER
1050” in the paragraph heading;
(ii) by striking out “(i)” each place it appears and
inserting in lieu thereof “(h)”;
(iiiJ y striking out “and the disposition of the con-
verted property (as defined in paragraph (2)) occurred
after December 31, 1950,” in the text; and
(iv) by adding at the end thereof the following new
subparagraph :
“(E) Derixrrions.—For purposes of this paragraph—
“(i) CoxrtroL.—The term ‘control’ means the owner-
ship of stock possessing at least 80 percent of the total
combined voting power of all classes of stock entitled to
vote and at least 80 percent of the total number of
shares of all other classes of stock of the corporation.
“(ii) DisposITION OF THE CONVERTED PROPERTY.— Lhe
term ‘disposition of the converted property’ means the
destruction, theft, seizure, requisition, or condemnation
of the converted property, or the sale or exchange of
such property un(fc-:r threat or imminence of requisition
or condemnation.”
(C) Section 1033 (relating to involuntary conversions) is
amended by striking out subsection (b{} (relating to certain
y

conversions occurring before 1954) and by redesignating sub-
sections (c), (d), (¢), (£), (g), und (h), as subsections (b),
(c), (d), (¢}, (), and (g), respectively. , _
(D) first sentence of section 1033(b) (relating to basis
of a property acquired through involuntary conversions), as

redesignated by sub aph (C) of thi T8, h, is
amemfe?l& by strgl(ﬁ gt:‘.rﬁg: 2)” am)i insart.ing?:liegl.:glfemf
“or section 112(f) (2) of the Internal Revenue Code of 1939”.
(E) Section 1033(f) (2) (relating to condemnation of real
property ), as redesignated by subparagraph (C) of this par-
agraph, is amended to read as follows:
“(zﬁxmanon.—Pamgmph (1) shall not apply to the pur-
chase of stock in the acquisition of control of a corporation
described in subsection (a)(2)(A).”
(F) Section 1033(g) (4) (relating to condemnation of real
property), as amended by section 2140(a) of this Act, is
amended by striking out “(a)(3) (B) (i)” and inserting in
Tieu thereof (a) (2) (B) (i)™
129) AMENDMENTS OF SECTION 1034,—
~ (A) Section 1034(a) (relating to gain on sale of residence) 26 USC 1034.
is amended by strikinﬁ out “after December 81, 1953,”.
(le ege‘t?ho:l 11103-1( )t (definin ?gut(;tetlia sales pr&m) is
amen y striking out paragra relating to effective
date of subsection (E) : 2y %
(C) Section 1034(d) (relating to certain limitations) is
amended by striking out “or section 112(n) of the Internal
Revenue Code of 1939".
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(D) Section 1034(i) (relating to involuntary conversions)
is amended to read as follows:

*(ii) SeeciaL Rrie For CoxpEMNATION.—In the case of the seizure,
requisition. or condemnation of a residence. or the sale or exchange of
a residence under threat or imminence thereof, the provisions of this
section, in lieu of section 1033 (relating to involuntary conversions),
shall be applicable if the taxpayer so elects. If such :ﬂaction is made,
such seizure, requisition. or condemnation shall be treated as the sale
of the residence. Such election shall be made at such time and in such
manner as the Secretary shall preseribe by regulations.”

(E) Section 1034(j) (relating to statute of limitations)
is amended by striking out “after December 31, 1950,”.

(]130) AMENDMENT OF SECTION 1037.—Section 1037(b) (1)
(relating to certain exchanges of United States obligations) is
amended by striking out “section 1232(a) (2) (A)” and inserting
in lieu thereof “section 1232 (a) (2) (B)”.

(131) AMENDMENT OF SECTION 1051.—Section 1051 (relating to
property acquired before 1929 during affiliation) is amendetf by
striking out the last two sentences.

(132% AMENDMENTS OF SECTION 1081.—

(A) Subsection (c¢) of section 1081 (relating to distribu-
tions required by the SEC) is amended to read as follows:

“(c) DistriBrTION OF STOCK OR SECURITIES ONLY.—If there is dis-
tributed, in obedience to an order of the Securities and Exchange
Commission, to a shareholder in a corporation which is a registered
holding company or a majority-owneﬁpsubsidiary company, stock or
securities (other than stock or securities which are nonexempt prop-
erty), without the surrender by such shareholder of stock or securities
in such corporation, no gain to the distributee from the receipt of the
stock or securities so distributed shall be recognized.”

(B) Section 1081(f) (relating to conditions for applica-
tion of section) is amended by striking out “Except in the case
of a distribution described in subsection (c¢)(2), the provi-
sions” and inserting in lieu thereof “The provisions”, and by
striking out “49 Stat. 820:".

(C) Section 1081 Eig) (relating to applicability of other
provisions) is amended by striking out “If a distribution
described in subsection (e)(2). or an™ and inserting in lieu
thereof “If an”, and by striking out the comma after “Com-
mission”.

(133) AMENDMENTS OF SECTION 1083.—

2(;!},) Section 1083 (a) is amended by striking out “49 Stat.
820;".

(B,) Section 1083(b) is amended by striking out “49 Stat.
804 :".

(C) Section 1083(e) (4) is amended by striking out “49
Stat. 820;,

(134) RepeAL oF sectioN 1111.—Part IX of subchapter O of
chapter 1 (relating to distributions pursuant to orders enforcing
the antitrust laws) is repealed.

(135) AMENDMENTS OF SECTION 1201.—

(A) Section 1201(a) (relating to the alternative tax on
capital gain) is amended to read as follows:

“(a) CorporaTioNs.—If for any taxable year a corporation has a
net capital gain, then, in lien of the tax imposed by sections 11, 511,
821 (a) or (c¢) and 831(a), there is hereby imposed a tax (if such tax
is less than the tax imposed by such sections) which shall consist of
the sum of—
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“(1) a tax computed on the taxable income reduced by the
amount of the net capital gain, at the rates and in the manner as
if this subsection had not enacted, plus

“(2) a tax of 30 percent of the net capital gain.”

(B) Section 1201(ec) (relating to computation of alterna- 26 USC 1201.
tive tax) is amended to read as follows:

“(c¢) CompuraTion oF Tax Waere Carrrar Garx Exceeps $50,000.—
The tax computed for purposes of subsection (b)(3) shall be the
amount by which a tax determined under section 1 or 511 on an amount
equal to the taxable income (but not less than 50 percent of the net
capital gain) for the taxable year exceeds a tax determined under
section 1 or 511 on an amount e%ual to the sum of (A) the amount
subject to tax under subsection (b) (1) plus (B) an amount equal to
50 percent of the sum referred to in subsection (b) (2) (A).”

(C) (i) Section 1201 is amended by stri out subsection
(d) (defining subsection (d) gain) and by redesignating sub-
section (e) assubsection (d).

(ii) Section 1201(b) (2) (A) (relating to alternative tax
on noncorporate taxpayers) is amended by striking out “the
amount of the subsection (d) gain” and inserting in lien
thereof “the sum of the long-term capital gains for the taxable
year, but not to exceed $50,000 ($25,000 in the case of a
married individual filing a separate return)?.

(iii) Seection 1201(b)(3) is amended by striking out “the
amount of the subsection (d) gain” and insert,inﬁ in lieu
thereof “the sum referred to in subparagraph (A)”.

(136) AMENDMENTS OF SECTION 1222, —

(A) Paragraph (9) of section 1222 (relating to definition 26 USC 1222.
of terms applicable to capital gains and losses) is amended
to read as follows:

“(9) Carprran eary Ner 1NcomE—The term ‘capital gain net
income’ means the excess of the gains from sales or exchanges of
capital assets over the losses from such sales or exchanges.”

(B) Paragraph (11) of section 1222 (relating to definition
of terms applicable to capital gains and 103395% is amended
to read as follows:

“(11) Ner caprran gain.—The term ‘net capital gain’ means ‘“Net capital
the excess of the net long-term capital gain for the taxable year gain.”
over the net short-term capital loss for such year.”

(137) AMENDMENT OF SECTION 1233.—Section 1233 (c) grelating 26 USC 1233.
to certain options to sell) is amended by striking out “the date
of enact,r,nent of this title” and inserting in lieu thereof “August
16, 1954”.

’( 138) AMENDMENT OF SECTION 1237.—Section 1237 (relating 26 USC1237.
to real property subdivided for sale) is amended by striking out
subsection (d) (relating to effective date).

(139) RePEAL OF SECTION 1240.—Section 1240 (relating to tax- 26 USC 1240,
ability to employee of certain termination payments) is repealed.

(140) AMENDMENT OF SECTION 1245.—Section 1245(b) 8; ) (B)
(relating to transfers to tax-exempt organization where property
will be used in unrelated business) is amended by striking out
“such organization acquiring such property,”.

(141) AMENDMENT OF SECTION 1240.—Section 1246 (f) (relating 26 USC 1246.
to gain on foreign investment company stock) is amended by
striking out “beginning after December 31, 1962”.

26 USC 1245.
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142) AMENDMENT OF SECTION 1811.—Paragraphs (2) (A), (2)
(B),and (3) of section 1311 (b) (relating to mitigation of effect of
limitations) are each amended by striking out “Tax Court of the
United States” and inserting in lieu thereof “Tax Court”,

(143) RepeAL oF sECTION 1315.—Section 1315 (relating to effec-
tive date of part II of subchapter Q of cha{)ter 1) is brggealed.

(144) Repear or sEctioN 1321.—Part III of subchapter Q of
chapter 1 (relating to involuntary liquidation of LIFO inven-
tories) is repealed.

(145) REPEAL OF SECTIONS 1331 THROUGH 1337.—

(A) Part IV of subchapter Q of chapter 1 (relating to war
loss recoveries) is re ealeg.

(B) The repeal by subparagraph (A) shall apply with
respect to war loss recoveries in taxable years beginning after
December 31, 1976. .

(146) AMENDMENT OF SECTION 13841.—Section 1341 ?b) (2)
(relating to claim of right) is amended by striking out the last
sentence.

(147) RePEAL OF S8ECTION 1342.—Section 1342 (relating to com-
putation of tax on certain amounts recovered as a result of a patent
infri ent suit) is repealed.

(148) RepEAL OF SECTION 1346.—Section 1346 (relating to
recovery of unconstitutional Federal taxes) is repealed.

(149) AMENDMENTS OF SBECTION 1372.—

(A) Section 1372(b) (1) (relating to effect of election
under subchapter S) is amended by striking out “(other than
the tax imposed by section 1378)” and inserting in lieu there-
of “(other than as provided by section 58(d) (2) and by sec-
tion 1378)",

(B) Section 1372(c) (relating to subchapter S elections by
small business corporations) is amended to read as follows:

“(c) WaEre axp How E—An election under subsection (a)
may be made by a small business corporation for any taxable year at
any time during the first month of such taxable year, or at any time
during the month preceding such first month. Such election shall be
made in such manner as the Secretary shall prescribe by regulations.”

(C) Section 1372 is amended by striking out subsection
(g) )relsting to certain elections for years beginning before
1961).

(150) AMENDMENTS OF SECTION 1374.—

(A) Section 1374(b) (relating to net operating losses of
subchapter S corporations) is amended by adding at the end
thereof the following new sentence: “The deduction allowed
by this subsection shall, for purposes of this chapter, be con-
sidered as a deduction attributable to a trade or business car-
ried on by the shareholder.”

(B) Subsection (d) of section 1374 (relating to treatment
of net operating losses of subchapter S corporations) is

repealed.
(15lgm.lhmmnmxw OF SECTION 1375,—

(A) The heading of subsection (b) of section 1375 is
amended by striking out “Rrcrivep Cremt Nor ArLowen”
and inserting in lieu thereof “Nor TREATED As SUCH FOR
Cerrain Purroses”.

(B) Section 1375 Sf) SJrela.ting to elections as to certain dis-
tributions) is amended by striking out paragraph (3).
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(152) AmENpMENT OF sECTION 1878.—Section 1378(b) (relat- 26 USC 1378.
ing to the taxation of capital gain in the case of electing small
business corporations) is amended by striking out the last sentence.
(153) AMENDMENTS OF SECTION 1388.—
(A) Section 1388(c)(2)(B) (i) (relating to patronage 26 USC 1388.
dividends) is amended by strikmg out “the date of the enact-
ment of the Revenue Act of 1962” and inserting in lieu there-
of “October 16, 1962”,
(B) Section 1388(h) (2) (B) (i) (relating to per-unit retain
certificates) is amended by striking out “the date of the enact-
ment of this subsection” and inserting in lieu thereof “Novem-
ber 13, 1966”.
(154) AMENDMENTS OF SECTION 1401.—
(A) Section 1401(a) (relating to rate of tax on self- 26 USC 1401
employment income) is amended to read as follows:
“(a) Orp-Age, SurvIvors, AND Disasmrry INsurance.—In addition
to other taxes, there shall be imposed for each taxable year, on the
self-employment income of every individual, a tax equal to 7.0 percent
of the amount of the self-employment income for such taxable year.”
(B) Section 1401 (E) (relating to rate of tax on self-employ-
ment income for hospital insurance) is amended by st&n' o
out paragraphs (1) and (2) and by redesignating paragraphs
(3), (4), (5), and (6)., as paragraphs (1), (2), (3) and (4),
respectively.
(155) AMENDMENTS OF SECTION 1402.—
(A) Paragraph (1) of section 1402(b) (relating to defini- 26 USC 1402.
tion of self-employment income) is amended to read as follows:
(1) that part of the net earnings from self-employment which
is in excess of (i) an amount equal to the contribution and benefit
base (as determined under section 230 of the Social Security Act) 42 USC 430.
which is effective for the calendar year in which such taxable year
begins, minus (ii) the amount of the wages paid to such individual
during such taxable years; or”.
(B) Section 1402 amended by striking out subsection (g) 26 USC\1402.
(relating to treatment of self-employment income for years
prior to 1962), and by redesignating subsections (h) and (i)
as subsections (g) ang (h), respectively.
(C) Section 1402(g)(2) (relating to self-employment
income of members ofg certain religious faiths), as redesig-
nated by subparagraph (B) of this paragraph, is amended to
read as follows:
“(2) TIME FOR FILING APPLICATIONS.—For purposes of this sub-
section, an %hcatlon must be filed on or before the time pre-
seribed for the return (including any extension thereof)
for the first taxable year for which the individual has self-employ-
ment income { determined without regard to this subsection or
subsection (cf) 6) ), except that an application filed after such date
but on or before the last day of the third calendar month follow-
ing the calendar month in which the taxpayer is first notified in
writing by the Secretary that a timely application for an exemp-
tion from the tax imposed by this chapter has not been filed by him
shall be deemed to be filed timely.”
(156) RePEAL OF SECTION 1465.—Section 1465 (relating to defini- 26 USC 1465.
tion of withholding agent) is repealed.
(1572 AMENDMENTS OF SECTION 1481.—
A) Section 1481(a) (1(; (A) (relating to mitigation of 26 USC 1481.

effect of renegotiation of Government contracts) is amended

89-194 O—78—pt. 2——21
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by striking out “within the meaning of the Federal renegotia-
tion act applicable to such transaction” and inserting in lieu
thereof “within the meaning of the Rem(aigmiation Act of
1951, as amended (50 U.S.C. Apf). 1211 and following)”.
(B) Section 1481(a)(1) (relating to renegotiation) is
amended by striking out subpars.gr:g)h (D).
(C) Suhpmgraghs (B) and (C) of section 1481(a) (1)
are each amended by striking out “applicable Federal rene-
tiation act” and inserting in lieu thereof “Renegotiation
ct of 1951, as amended”.

( 158{ AMENDMENT OF S8ECTION 1551,—Section 1551 (a) (relating
to disallowance of surtax exemption) is amended by striking out
“determined under subsection d}” and inserting in lieu thereof
“determined under subsection (c¢)”,

(159) AMENDMENT OF sECTION 1552.—The first sentence of sec-
tion 1552(a) (relating to earnings and profits of an affiliated
group) is amended by striking out “beginning after December 31,
1953, and ending after the date of enactment of this title,”.

(b) ConroryMiNg AND CLERICAL AMENDMENTS.—

(1) AMENDMENTS CONFORMING TO REPEAL OF SECTIONS 35 AND
242.—

(A) Section 36, as amended by this Act, is amended by
striking out “sections 32 and 35” and inserting in lieu thereof
“gection 32",

. (B) Section 41(b) (2) is amended by striking out “section
35 (relating to parti tax-exemdpt interest),”.

(C) Section 46(a) (3§r is amended by striking out sub-
pamﬁm h (B), by inserting “and” at the end of subpara-
grap FA), and by redesignating subparagraph (C) as

subpa ph (B).

(D) Eectmn 50A (a) (3) is amended by striking out sub-
paragraph (B) and redesignating subparagraphs (C), (D),
and (E), as subparagraphs (B), (C), and (Df,_respectw ly.

(E) (1) The heading of paragraph (1) of section 171(a) 18
amended to read “(1) TaxasrLe BoNDs.—".

(ii) The heading of paragraph (2) of section 171(a) is
amended to read “(2) Tax-exempr BoND8.—",

(iii) Section 171(a) is amended b{ striking out paraﬁraph
(3) and by redesignating paragraph (4) as paragraph (3).

(iv) Section 171(b) (1) (B) (i1) is amended by stnkmg out
“guhsection (c) (1) (B)” and inserting in lieu thereof “sub-
section (a)(1)”. :

(v) So much of section 171(c) as precedes paragraph (2)
is amended to read as follows:

“(e) EreorioN As To TAxABLE BONDS.—

“(1) ELIGIBILITY TO ELECT; BONDS WITH RESPECT TO WHICH ELEC-
T10N PERMITTED.—In the case of bonds the interest on which is not
excludible from gross income, this section shall apply only if
the taxpayer has so elected.” ‘e )

F) (i) Section 551 is amended by striking out subsection
(c), and by redesi ing subsections (d), (e), (f), and (g),
as subsections (c), d;, e), and (f), respectively. ‘

(ii) Section 1016(a) (13) is amended by striking out *sec-
tion 551(f)” and inserting in lieu thereof “section 551(e)”.
(G) Section 584 (c) (2) 1s amended to read as follows:

“(2) DivibEnps recErvEp.—The proportionate share of each

participant in the amount of dividends received by the common
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trust fund and to which section 116 applies shall be considered
for purposes of such section as having been received by such
participant.” _ JE 26 USC 642
(H) (i) Section 642(a) is amended by striking out para- .
graph (1), and by redesignating paragraphs (2) and (3)
as phs (1) and (2), respectively. .
%ii) ection 41(d) is amended by striking out “section 26 USC 41.
642(a) (3)" and inserting in lieu thereof “section 642(a) (2)”.

(iii) Section 901(g)(3), as amended by this Act, is 26 USC 901.
amended by striking out “section 642(a)(2)”
in lieu thereof “section 642(a) (1)”.

(IL(i) Section 702(a) is amended by striking out para- 26 USC 702.
graph (7) and by redesignating paragraphs (8) and (9) as
pa phs (7) and (8), respectively.

(ui Section 702(b) is amended by striking out “paragraphs
El; through (8)” and inserting in lieu thereof “paragraphs

1) through (7)”.

(iii) Section 1402(a) is amended by striking out “702(a) 26 USC 1402.
EQ}” each place it appears and inserting in lieu thereof “702
a

and inserting

8)”.
(} ) (i) Section 804(a) is amended by striking out para- 26 USC 804.
graph (3{1, and by redesignating paragraphs (4) and (5) as

pa s (3) and (4), respectively.
(iii &ction 243(b) (3) (C) (iii), as redesignated by para- 26 USC 243.
graph (21)(A) of this subsection, is amended by striking
out “sections 804(a) (4)” and inserting in lien thereof “sec-
tions 804(a) (3)".
(iii) Section 804(a)(2) is amended by striking out “para-
gmdph (5)” and inserting in lieu thereof “paragraph (4)”,
and by striking out “paragraph (4)” and inserting in lieu
thereof “paragraph (3)”.
(iv) Section 809(d) (10) is amended by striking out “sec- 26 USC 809.
t(.io)n(B;);J;(u) (4)”, and inserting in lieu thereof “section 804
a)(3)".
(v) Section 1561(a)(3) is amended by striking out “sec- 26 USC 1561.
t(io;a?aﬁo;i(a) (4)” and inserting in lieu thereof “sections 804
a it
(vi) Section 1564(a) (1) (C) is amended by striking out 26 USC 1564.
“sections 804(a) (4)” inserting in lien thereof “sections 804

(8) (3)".

(l&) Section 804(a)(2)(A) is amended by striking out

clause (ii), by inserting “and” at the end of clause (i), and
by redesignating clause (iii) as clause (ii).

(L) (i) Section 809(d) (8) éA) is amended by striking out
clause (ii), by inserting “and” at the end of clause (i), and
by redesignating clause (iii) as clause (ii).

(ii) Section 809(d) 88) (B) is amended by strikin% out
“subpara.ﬁmph (A)(i1i)” and inserting in lieu thereof “sub-
parsgIap: (A) (ii)™.

(M) Sections 804(a) (1), 804 () (2), 809(s) (1), 808 (b) (1)
(A) and 809(b)(2)(A) are each amended by striking out
“, partially tax-exempt interest.”.

o) ) gegtiol:;dsoq( e) tfis;l amended bjlrl sﬁ?}nng out pamﬁmph
, and by redesignating para; as paragra 6).

(O) Section 815(b) (2) FA)?iii)pis amended by sft.ri ) 26 USC 815.

out “the deduction for partially tax-exempt interest provide
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by section 242 (as modified b;y section 804(a)(3)),” and by
striking out the comma after “809(d) (8) (B))”.

‘P) tion 822(c) (2) is amended by striking out “par-
tially tax-exempt interest and”.

((5) Section 822(c) (6) (A) is amended by striking out “or
to the deduction provided in section 242 for partially tax-
exempt interest”.

nSR Section 822(c) (7) is amended by striking out “par-
tially tax-exempt interest and to”.

AS} Section 822(d) (2) is amended by striking out “, the
deduction provided in subsection (¢) ( 1{, and the deduction
allowed by section 242 (relating to partially tax-exempt
interest)” and inserting in lieu thereof “and the deduction
provided in subsection (¢) (1)”.

(T) Section 832(c) (53( ) is amended by striking out “or
to the deductions provided in section 242 for partially tax-
exempt interest”.

S Section 832(c) (12) is amended by striking out “par-
tially tax-exempt interest and to”.

(‘?) Sections 852(b) (1) and 857(b) (1) are each amended
by striking out the last sentence.

(W) Section 1244(c) (1) (E) is amended by striking out
“;egt:t;zg,s’ 172, 242, 243" and inserting in lieu thereof “sections
1 g

(X) Section 1402(a) (2) is amended by striking out “(other
than interest described in section 35)*.

(Y) Section 1503(b) (3) is amended by striking out sub-

h (C).
P (ZJ}; ‘:Fhe (taZvle of sections for subpart A of part IV of
subchafter A of chapter 1 is amended by striking out the
item relating to section 35.
(AA) The table of sections for part VIII of subchapter B
of chapter 1 is amended by striking out the item relating to
section 242.

(2) AMENDMENT CONFORMING TO REPEAL OF SECTION 51.—The
table of parts for subchapter A of chapter 1 is amended by
striking out the item relating to part V.

(3) NDMENTS CONFORMING TO ADDITIONS OF SECTIONS 64 AND
65—

(A) Paragraphs (1)(C), (5)(A), (6)(D), and (122 of
section 341(e) are each amended by striking out “gain from
the sale or exchange of %l:) rty which is neither a capital
asset nor property descri (Pe in section 1231(b)” each place
it appears and inserting in lieu thereof “ordinary income”.

(S) Section 483(f) (3) is amended by striking out “no
part of any gain on such” and inserting in lieu thereof “all of
the gain, if any, on such” and by striking out “gain from the
sale or exchange of a capital asset or pro described in
section 1231” and inserting in lieu thereof “ordinary income”.

(C) Section 707(b)(2) is amended by striking out “as
gain from the sale or exchange of progert_v other than a capi-
tal asset” and inserting in lieu thereof “as ordinary income”.

(D) Paragraphs (1) and (2) of section 735(a) are each
amended by striking out “gain or loss from the sale or
ex: o pmpeny other than a capital asset” and inserting
in lieu thereof “as ordinary income or as ordinary loss, as the
case may be”.
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(E) Section 1236 (b% is amended by striking out “loss from 26 USC 1236.
the sale or exchange o prope:ct?- which is not a capital asset”
and inserting in lieu thereof ‘““ordinary loss”.

(F) Sections 1242 and 1243 are each amended by striking 26 USC 1242,
out “a loss from the sale or exchange of property which is 1243.
not a capital asset” each place it appears and inserting in
lieu thereof “an ordinary loss”.

(G) Section 1244 is amended by striking out “a loss from 26 USC 1244.
the sale or exchange of an asset which is not a capital asset”
each plac’a it appears and inserting in lieu thereof “an ordi-
nary loss”.

(H) Section 1248(g) (3) (B), as redesignated by this Act, 26 USC 1248.
is amended by striking out “gain from the sale of an asset
which is not a capital asset” and inserting “ordinary income”.

(I) The following provisions are each amended by striking
out “gain from the sale or exchange of property which is not
a capital asset” each place it appears and inserting in lieu
thereof “ordinary income”: sections 341(a), 871(a) (1) (C)
(i) and (ii), 881(a)(3) gA) and (B), 996(d) gl) and 2;,
1037 (b) (1) (A), 1232(a) (2) (A) and (B), 1232(c), 1246(a),
and 1385(¢) (2) (C).

(J) The following provisions are each amended by strik-
ing out “gain from the sale of property which is not a capital
asset” and inserting in lieu thereof “ordinary income”: sec-
tions 306 (a) (1) (A),306(a) (1) (B),and 306(f).

(K) The following provisions are each amended by striking
out “gain from the sale or exchan(fa of property which is
neither a capital asset nor property described in section 1231”
each place it appears and inserting in lieu thereof “ordina
income”: sections 80(c) (1), 163(d) (3) and (5), 613(a), 61
(d) (1), 995(b) (1) (C), 1238, 1245(a) (1), 1249(a), 1250 (f;
snd (g), 1251 (b) (3) (B), (2) (1), and (¢) 2), and 1252(a

(4) CLERICAL AMENDMENTS CONFORMING TO ADDITIONS OF SEC-
TIONS 64 AND 65.—

(A) The table of sections for part I of subchapter B of
chapter 1 is amended by adding at the end thereof the
following new items:

“Sec. 4. Ordinary income defined.
“Sec. 65. Ordinary loss defined.”

(B) The heading for part I of subchapter B of chapter 1
is amended by striking out “AND TAXABLE INCOME”
;.}n'I(‘ICinserting in lieu thereof “TAXABLE INCOME, ETC.”

(C) The table of parts for subchapter B of chapter 1 is
amended by striking out “and taxable income.” in the item
relating to part I and inserting in lieu thereof “taxable
income, etc.”

(5) AMENDMENT CONFORMING TO REPEAL OF SECTION 76.—The
table of sections for part II of subchapter B of chapter 1 is
amended by striking out the item relating to section 76.

(6) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 103.—

(A) Section 6049(b) (2) (A) is amended by striking out 26 USC 6049.
“section 103(a) (1) or (3)” and inserting in lieu thereof
“section 103(a)”.
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Post, p. 1930. (B) Section 852(a)(1)(B), as added by this Act, is
amended by striking out “section 103(a) (1)” and inserting in

lieu t.hereo¥ “section 103 (a)”.
(7) AMENDMENTS CONFORMING TO AMBNDMENT OF SECTION 143.—

(A)(d Sml]?art. V of subchapter B of chapter 1 is amended

26 USC 153, by stri out section 153 (relating to determination of

154. marital Bt:atua) and by redesignating section 154 as section
153.

(ii) The table of sections for part V of subchapter B of
chapter 1 is amended by striking out the items relating to
sections 153 and 154 and inserting in lieu thereof the

following :
“Sec. 153. Cross references,”

26 USC 152. (B) Section 152(a) i9) is amended by striking out “section
153” and inserting in lieu thereof “sect.lon 1437,

26 USC 153. (C) Section 153, as redes B‘fnmted by subparagraph (A)
of this paragraph, is amended by adding at the end thereof
the following new paragraph:

“(5) For determination of marital status, see section 143."

(8) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION 151,—
(A) The following provisions are each amended by strik-

ing out “educational Institution (as defined in section 151
{e& (4))” each place it appears and inserting in lieu thereof

ucational organization described in section 17 g: gl
26 USC 117, (A) (ii)”: sections 117(a)(1)(A_) llT(b)(l), 117(b) (2),
152, 170, 403. 152(d), 170(g 2(1)(13 (as redesigna y subsection (a)

(ESESA (i) of this section a.nd 403(b) (]EeéA) (ii).
ectxon 103(c) (3)( , 88 redeelg-na by subsection

(a) (17) of this section, is amende by striking out “educa-

tional mstltutlon (within the meaning of section 151(9) (4))”

and inserting in lieu thereof “educational organization

described in section 170(b) (1) (A) ((ie(;

26 USC 163. (C) Section 163 (be (1) is amended by striking out “edu-
cational institution (as defined in aectmn 151(e)(4)) and
which is provided for a student of such institution” and
inserting in lieu thereof “educational organization described
in section 170(b) (1)(A)(u) and which is provided for a
student of such organization”.

(D) (i) Subparagraphs (A) B),a.nd of section 415

26 USC 415. (¢) (4) are each amended by striking out ‘ educational insti-
tution” each place it appears and msertmg in lieu thereof

i . “e(}uc)atlsoli)a.l orga.mz}t:t.lc?:g f
“Educational | 1) Subparagra ii) of section 415(c) (4 is
organization. amended to read as ollows)( ) i)
“(ii) For purposes of this paragraph the term ‘edu-
cational organization’ means an educational organiza-
tion described in section 170(b) ( 3 (A)(ii).”
(iii) Section 415(c) (4) is amended by striking out “rpu-
CATIONAL INSTITUTIONS” from the paragraph heading and
inserting in lieu thereof “EpucaTIONAL ORGANIZATIONS”.

26 USC 508. ( E t:on 508 ﬁc) (2) (A) is amended to read as follows:

) educational organizations described in section 170

(b) (1) (A) (ii), and”.
26 USC 512. (F) Sectlon '512 b) (15) (B), as redesignated by section
1951(b) (8) (A) of this Act, is amended by striking out “edu-

26 USC 103.
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cational institution (as defined in section 151(e) (4))” and
inserting in lien thereof “educational organization described
in section 170(b) (1) (A) (i)™ o2

(Gr? Section 1303(d) is amended by striking out “educa- 26 USC 1303.
tional institution (as defined in section 151(e) (4))” each
place it appears and inserting in lieu thereof “educational
organization described in section 170(b) (1) (A) (ii)”.

(H) Sections 4941(d) (2) (G) (ii) and 4945(g) (1) each 26 USC 4941,
are amended by striking out “educational institution 4945.
described in section 151(e) (4)” and inserting in lieu thereof
“educational organization described in section 170(b) (1)

(AAii)”.
(9) ENDMENTS CONFORMING TO THE AMENDMENTS OF SECTION
152.—Section 2£b) (3) (B) is amended by striking out clause (ii), 26 USC2.
by adding “or” at the end of clause (1), and by redesignating
ciy;use (ii1) as clause (ii).
(10) AMENDMENT CONFORMING TO THE AMENDMENT OF SECTION
172.—
(A) Section 374(e) (2) is amended by striking out “sec- Ante, p. 296.
tion 172(j)” and inserting in lieu thereof “172(g)”.
(B) Section 904(f) (2) (B) (i) and 904(f) (5(B)(i), as Ante, p. 1624.
amended by this Act, are each amended by striking out
“gection 172(k) (1)” and inserting in lieu thereof “section
172(h)”,
(11) AMENDMENTS CONFORMING TO REPEAL OF SECTION 187.—
(A) Section 48(a) (8) (relating to section 38 property) is 26 USC 48.
amended by striking out “187,”.
(B) The table of sections for part VI of subchapter B of
chapter 1 is amended by striking out the item relating to sec-

tion 187.

(C) Section 1082(a) (2) (B) (relating to basis for deter- 26 USC 1082.
mining g:itn or loss) is amended by striking out “187,”.

(D) )

tions of certain depreciable property) is am
out “187,” each place it appears.
{12) AMENDMENTS CONFORMING TO THE REPEAL OF BECTION 342.—
(A) Section 551(f), as redesignated by paragraph (1) iF) 26 USC 551.
of this subsection, is amended by striking out paragraph (3).
(B) The table of subparts for part II of subchapter C of
chapter 1 is amended by striking out the item rei'ating to
subpart C and inserting in lieu thereof :
“Subpart C. Collapsible corporations.”

(C) The table of sections for sub%nrt C of part II of sub-
chapter C of chapter 1 is amended by striking out the item
relatingrto section 342,

(D) The heading of subpart C of part IT of subchapter
C of chapter 1 is amended to read as follows:

“Subpart C—Collapsible Corporations”.

(13) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 363.,—
The table of sections for sub%rt C of part ITI of subchapter C of
%pter 1 is amended by striking out the item relating to section

ion 1245(a)(2) (relating to gain from i- 26 USC 1245.
i ended by :Mg

(.14) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 373.—
(bgA) ”Sectmn 372(b) (1) is amended by striking out “373 26 USC 372.
or”,
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(B) Section 374(b) is amended to read as follows:

“(b) Basts.—

“(1) Ramroap corroratioNs.—If the property of a railroad
corporation, as defined in section 77(m) of the Bankruptey Act
(11 U.S.C. 205(m) ), was acquired after December 31, 1938, in
pursuance of an order of the court having jurisdiction of such
corporation—

“(A) in a receivership proceeding, or

A“ B) in a proceeding under section 77 of the Bankruptcy

ct

and the acquiring corporation is arailroad corporation (as
defined in section 77(m) of the Bankruptey Act) organized or
made use of to effectuate a plan of reorganization approved by the
court in such proceeding, the basis shall be the same as it would be
in the hands of the railroad corporation whose property was so
acquired, increased in the amount of gain recognized under sub-
section (a) (2) to the transferor on such transfer.

“(2) PROPERTY ACQUIRED BY STREET, SUBURBAN, OR INTERURBAN
ELECTRIC RAILWAY CORPORATION.—If the property of any street,
suburban, or interurban electric railway corporation engaged as
a common carrier in the transportation of persons or property in
interstate commerce was acquired after December 31, 1934, in
pursuance of an order of the court having jurisdiction of such
corporation in a proceeding under section 77 of the Bankruptcy
Act (11 U.S.C. 501 and following), and the acquiring corpora-
tion is a street, suburban, or interurban electric railway engaged
as a common carrier in the transportation of persons or property
in interstate commerce, organized or made use of to effectuate a
plan of reorganization approved by the court in such proceeding,
then, notwithstanding the provisions of section 270 of the Ball'nf-
ruptey Act (11 U.S.C. 670), the basis shall be the same as it would
be in the hands of the corporation whose property was so
acquired.”

(C) Section 374(c) (3) is amended by striking out “sub-
siec)ti,en (b)” and inserting in lieu thereof “subsection (b)

 § L
(D) Section 1232(b) (2) is amended by striking out “sec-
tion 371, 373, or 374" and inserting in lieu thereof “section

371 or 374".

(E) The table of sections for part IV of subchapter C of
chapter 1 is amended by striking out the item relating to sec-
tion 373.

(15) AMENDMENT CONFORMING TO REPEAL OF SECTIONS 381
TaroUGH 395.—The table of parts for subchapter C of chapter 1
is amended by striking out the item relating to part VII.

(16) AMENDMENT CONFORMING TO THE AMENDMENTS OF SECTION
481.—Section 381 (c) is amended by striking out paragraph (21).

17) AMENDMENT CONFORMING TO THE AMENDMENTS OF SECTION
545.—9ection 381 (c) (15) is amended by striking out “subsections
(b) (7) and (e¢)” and inserting in lieu thereof “subsection (c)”.

(18) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 583,—
The table of sections for part I of subchapter H of chapter 1 is
amended by striking out tﬁe item relating to section 583.

(19) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 592.—
The table of sections for part IT of subchapter H of chapter 1 is
amended by striking out the item relating to section 592,
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(20) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 601.—
(A) Section 535(b) is amended by striking out paragraph 26 USC 535.
8

(B) (i) Section 545(b) is amended by striking out para- 26 USC 545.
grap? ( (;), and by redesignating paragraph (E) as para-
graph (6).
(?Iﬂ ection 545(b) (2) is amended by striking out “para-
graph (8)” and inserting in lieu thereof “paragraph gG)”.
(1ii) Section 545(c) (5) is amended by st.riking out “sub-
sebc)tior; (b)(8)” and inserting in lieu thereof “subsection
6)”.
{ (é‘-) The table of parts for subchapter H of chapter 1 is
amended by striking out the item relating to part II1.
(21) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 615,—
(A) (i) Section 243(b) (3) (C) is amended— 26 USC 243.
(I) by striking out elauses (ii) and (iii) and inserting
in lieu thereof the following:
“(i1) $400,000 limitation for certain exploration
expenditnres under section 617 (h) (1),”, and
(II) by redesignating clauses (iv) and (v) as clauses
(iit) and (iv), respectively.
(ii) Section 1564(b)(2) (C) is amended by striking out 26 USC 1564.
“section 243 8}) (3) (‘C) v)"” and inserting in lieu thereof
“243(b) (3) (C) (iv)".
(B) Section 881(c) (10) is amended to read as follows: 26 USC 381.
“(10) TREATMENT OF CERTAIN MINING DEVELOPMENT AND EXPLO-
RATION EXPENSES OF DISTRIBUTOR OR TRANSFEROR CORPORATION.—
The acquiring corporation shall be entitled to deduct, as if it were
the distributor or transferor corporation, expenses deferred under
section 616 (relating to certain development expenditures) if the
distributor or transferor corporation has so elected. For the pur-
pose of ag?lying the limitation provided in section 617 (h), if, for
alﬁy taxable year, the distributor or transferor corporation was
allowed a deduction under section 617 (a), the acquiring corpora-
tion shall be deemed to have been allowed sucmeductmn.”
(C) Seection 617(h) (1) is amended by striking out “and 26 USC 617.
section 615(a) and the amounts which are or have been
treated as deferred expenses under section 615(b)” and insert-
ing in lien thereof “and subsection (a}‘:f section 615 (as in
effect before the enactment of the Tax Reform Act of 1976) 7.
(D) Section 617(h)(3) is amended to read as follows:
“(3) APPrLICATION OF PARAGRAPH (2)(B).—Paragraph (2? (B)
shall apply with respect to all amounts deducted before the latest
such transfer from the individual or corporation to the taxpayer.
Paragraph (QL( B) shall apply only if—
“(A) the taxpayer acquired any mineral property from
the individual or corporation under circumstances which
make paragraph (7), (8), (112, (15), (17), (20), or (22)
of section 113(a) of the Internal Revenue Code of 1939 apply
to such transfer; or
“(B) the taxpayer acquired any mineral property from
the individual or corporation under circumstances which
make section 334(b), 362 (a) and (b), 372(a), 374(b) (1),
1051, or 1082 apply to such transfer.”
(E) Section 617 is amended by adding at the end thereof
the following new subsection :
“(i) Cerraix Pre-1970 Exproration Expenprrures.—If—
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“(1) the taxpayer receives mineral property in a transaction as
a result of which the basis of such property in the hands of the
transferee is determined by reference to the basis in the hands
of the transferor,

“(2) an election made by the transferor under subsection (e)
of section 615 ée) (as in effect before the enactment of the Tax
Reform Act of 1976) applied with respect to expenditures which
were made by him and which were properly chargeable to such
property, and

. “(38 )the taxpayer has made or makes an election under subsec-
tion (a),
then in the application of this section with respect to the transferee,
the amounts allowed as deductions under such section 615 to the
transferor, which (but for the transferor’s election) would be reflected
in the adjusted basis of such property in the hands of the transferee,
shall be treated as expenditures allowed as deductions under subsection
(a) to the transferor,”

26 USC 703. (F) Section T03(b) is amended by striking out “under sec-

tion 615 (relating to pre-1970 exploration expenditures),”.

26 USC 1016. ( (()}) Section 1016 (a) is amended by striking out paragraph
10).

(H) The table of sections for part I of subchapter I of
chapter 1 is amended by striking out the item relating to sec-
tion 615.

(22) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION 632,—
(A) The table of sections for part ITI of subchapter I of
chapter 1 is amended by striking out the item relating to

section 632.
26 USC 5. (B) Section 5(b) is amended by striking out paragraph

1

(23) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 771.—
The table of parts for subchapter K of chapter 1 is amended by
striking out the item relating to part I'V.

(24) AMENDMENT CONFORMING TO THE AMENDMENT OF SECTION

26 USC 815. g02.—Section 815(e) (3) (B) is amended by striking out “(deter-

mined without regard to section 802(a) (3))".

(25) AMENDMENT CONFORMING TO THE AMENDMENT OF SECTION

26 USC 844. s12.—Section 844(b)(2) is amended by striking out “section

812(b) (1) (A) (i1i)” and inserting in lieu thereof “section 812
(b) (1) (C)™.

(26) AMENDMENTS CONFORMING TO THE AMENDMENTS OF SECTION
864,—

26 USC 861. (A) Paragraphs (5) and (6) of section 8%;({3% (relating
to items treated as income from within Uni tates) are
each amended by striking out in the heading “sare” and
inserting in lieu thereof “sALE or ExcHANGE”, and by striking
out “sale” in the text and inserting in lieu thereof “sale or
exchange”.

(B) Section 861(e) (1) (relating to income from certain
aircraft and vessels) is amended by strikjng out “sale or other
disposition” and inserting in lieu thereof “sale, exchange, or
other disposition”.

26 USC 862. (C) Paragraphs (5) and (6) of section 862(a) (relatin
to items treated as income from without the United States

26 USC 863. and paragraphs (2) and (3) of section 863(b) (relating to
sources ogrinoome) are each amended by striking out “sale”

and inserting in lieu thereof “sale or exchange”.
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(D) Paragraph (2) of section 863(b) (relating to sources 26 USC 863.
of income) 1s amended by striking out “sold” each place it
appears and inserting in lieu thereof “sold or exchanged”.

(27) AMENDMENTS CONFORMING TO THE REPEAL GF SECTION
972, —

(A) Section 97(;&b) (1) (relating to inclusion of certain 26 USC 970.
previously excluded amounts of subpart F income) is
amended by striking out “application of section 972" and
inserting in lieu thereof “treatment (under section 972 as in
effect before the date of the enactment of the Tax Reform
Act of 1976) of two or more controlled foreign corporations
which are export trade corporations as a single controlled
foreign corporation”.

(B) The table of sections for subpart G of part IIT of
subchapter N of chapter 1 is amended by striking out the
item relating to section 972.

(28) AMENDMENTS CONFORMING TO THE AMENDMENT OF SECTION
1001.—

sA) Subsection (c¢) of section 331 is amended to read as 26 USC 331.
follows:

“(e¢) Cross REFERENCE.—

“For general rule for determination of the amount of gain or loss
recognized, see section 1001.”

(B) (1) Section 1002 (relating to recognition of gain or 26 USC 1002.
loss) is repealed.

(i) The table of sections for part I of subchapter O of
chapter 1 is amended by striking out the item relating to sec-
tion 1002.

(29) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION
1020.—

(A) The third sentence of subsection (a) of section 1016 is 26 USC 1016,
amended by striking out “under section 1020” and inserting =4
in lieu thereof “under section 1020 (as in effect before the !
date of the enactment of the Tax Reform Act of 1976)”.  4ne, p. 152(1.

(B) The table of sections for part II of subchapter O of ;
chapter 1 is amended by striking out the item relating to
section 1020.

(30) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION
1022.— |
(A) Section 1016(a) is amended— 26 USC 1016,
El) by striking out paragraph (21), and !
i1) by redesignating paragraphs (20) and (22) as ;
pa.rlgﬁ'mphs 19) and fzcg, resg)ectively.

(B) The amendment made by subparagraph (A) (2-:11&]1 26 USC 1016
apply with respect to stock or securities acquired from a note. .
decedent dying after the date of the enactment of this Act.

(C) The table of sections for part IT of subchapter O
of chapter 1 is amended by striking out the item relating
to section 1022,

(31) AMENDMENTS CONFORMING TO AMENDMENTS OF SECTION
1033.—

(A) Section 1250(d) (4) (B) is amended by striking out 26 USC 1250.

“}&03,? (a) (8) (A)” and inserting in lieu thereof “1033(a) (2)

B) Section 1250(d) (42 (C) and (D) are each amended
by striking out “1033(a) (3)” and inserting in lieu thereof
“1033(a) (2)".
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26 USC 6212. 30) Section 6212(c) (2) (B) is amended by striking out
“1033(a) (8) (C) and (D)” and inserting in lieu thereof

“1033 (a 23 (C) and (D).

26 USC 6504. (D) Section 6504 (4& is amended by striking out “1033{3;
%(3;) (G()1 ?t]l)dj ,gD) ” and inserting in lieu thereof “1033(a) (2

an 5

26 USC 1071, 3E) Sections 1071(b) and 1250(d) (4) (D) are each

1250. amended by striking out “10383(c)” and inserting in lieu
thereof “1033 (b)”.

(82) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION
1111.—

26 USC 301. A) Section 301 is amended by striking out subsection (f),
and by redesignating subsection é%} as subsection (e).

26 USC 312. (B) (i) Section 312 is amended by striking out subsection
(k), and by redesignating subsections (1) and (m) as subsec-
tions (j) and (k), respectively.

26 USC 1246. ii) tion 1246 (g) is amended by striking out “312(1)”
and inserting in lieu thereof “312(j)”.

26 USC 964, (iii) Sections 964 (a) and 1248(c) (1) are each amended by

1248. ?];lrﬂfm ’out. “312(m) (3)” and inserting in lieu thereof “312

3)"

Ante, p. 1608. %iv)) Subsection (d) of section 1377, as added by this Act,
is amended by striking out “312(m)” and inserting in lieu
thereof “312 (k)”.

26 USC 535. (9%0) (?tz«‘itci’on 535(b) is amended by striking out paragraphs

an :

26 USC 543, (D) Sectl)on 543(a) (1) is amended by inserting “and” at
the end of subparagraph (A), and by striking out sub-

aragraphs (B) and ( g) and inserting in lieu thereof the
ollowing :
“(B) interest on amounts set aside in a reserve fund under
section 511 or 607 of the Merchant Marine Act, 1936 (46
U.S.C. 1161 or 1177) "
(E) Section 545 (b) is amended by striking out paragraphs

( lo%and (11).

26 USC 553. ( ]3 Section 558(a) (1) is amended to read as follows:

“(1) Divipenps, Erc.—Dividends, interest, royalties, and
annuities.”

26 USC 556. (7§G) éﬁ'y?ctiion 556(b) is amended by striking out paragraphs

and (8).

26 USC 561. (H) Section 561(b) is amended to read as follows:

“(b) SercraL RuLes AppricABLE—In determining the deduction for
dividends paid, the rules provided in section 562 (relating to rules
applicable in determining dividends el(iigible for dividends paid deduc-
tion) and section 563 (relating to dividends paid after the close of the
taxable year) shall beall:]plicable.”

(I) The table of parts for subchapter O of chapter 1 is
amended by striking out the item relating to part IX,
(83) AMENDMENTS CONFORMING TO AMENDMENT OF BECTION
1222.—

26 USC 57. (A) Section 57(a) (9) (A) is amended by striking out “the
amount by which the net long-term capital gain exceeds the
net short-term capital loss” and inserting in lieu thereof “the
net capital gain®.

(B) So much of the first sentence of section 57(a) (9) (B)
ag precedes “by a fraction” is amended to read as follows: “In
the case of a corporation having a net capital gain for the

26 USC 545.
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taxable year, an amount equal to the product obtained by
multiplying the net capital gain”.

(Cf ection 527(b)(2) is amended by striking out “net
sacj.ign 1201 gain” and inserting in lieu thereof “net capital

T

(D) Sections 535 (b) (6) and 545 (b) (5) are each amended—

(1) by striking out from the paragm h heading
“Lona-teErM” and inserting in lieu thereof “Ner”,

(2) by striking out from the text “the excess of the net
long-term capital gain for the taxable year over the net
short-term capitaf loss for such year” each place it
appears and inserting in lieu thereof “the net capital gain
for the taxable year”, and

(8) by striking out from the text “such excess” each
place it appears and inserting in Lieu thereof “such net
capital gain”,

(E) Section 802(a) (2) is amended—

(i) by striking out “the net long-term capital gain of
any life insurance company exceeds the net short-term
capital loss” and inserting in lieu thereof “any life insur-
ance company has a net capital gain”, and

(ii) by striking out “‘such excess” each place it appears
and inserting in lieu thereof “such net capital gain”.

(F') Section 804(a)(2) is amended by striking out “by
which the net long-term capital gain exceeds the net short-
term capital loss” and inserting in lieu thereof “of the net
capital gain”.

(G) Sections 809(b) (1) (B) and 809(b) (2) (B) are each
amended by striking out “by which the net long-term capital

ain exceeds the net short-term capital loss” and inserting in
ieu thereof “of the net capital gain”.

(H) Section 815(b) (2) (A) (ii) is amended by striking out
“by which the net long-term capital gain exceeds the net short-
term capital loss” and inserting in lieu thereof “of the net
capital gain”.

(1) g:ct.inn 852(h) (2) (A% is amended by striking out
“the excess, if any, of the net long-term capital gain over the
net short-term capital loss” and inserting in lieu thereof “the
amount of the net capital gain, if any”.

(J) (i) Section 852 (I:SE(P)) (A) is amended to read as
follows:

“(A) Imposrrion or Tax.—There is hereby imposed for
each taxable year in the case of every regulated investment
company a tax, determined as provided in section 1201(a). on
the excess, if any, of the net capital gain over the deduction
for dividends paid (as defined in section 561) determined
with reference to capital gain dividends only.”

(ii) The second sentence of section 852(b)(3)(C) is
amended by striking out “excess of the net long-term capi-
tal gain over the net short-term capital loss” each place it
appears and inserting in lieu thereof “net capital gain”.

K) The second sentence of section 857(b)(3)(C) is
amended by striking out “excess of the net long-term capital
gain over the net short-term capital loss” each place it appears
and inserting in lieu thereof “net capital gain”.

(L) Section 1201 (b) is amended by striking out “net sec-
tion 1201 gain” each place it appears and inserting in lieu
thereof “net capital gain®.

90 STAT. 1801
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gM The first sentence of section 1202 is amended to read
as follows: “If for any taxable year, a taxpayer other than a
corporation has a net caﬁital gain, 50 percent of the amount of
the net capital gain shall be a deduction from gross income.”

(N) Sections 38120) (3)(B), 381(c (3{)(0), 852(d), 4940
(¢) (1),and 4940(c) (4) are each amended by striking out “net
capi ga.in” and inserting in lieu thereof “capital gain net
income”,

(O) Section 1212(a) (1) is amended by striking out “net
capital gain” each place it appears and inserting in lieu
thereof “capital gain net income”, and by striking out “net
capital gains” and inserting in lieu thereof “capital gain net
ingome”.

(P) Section 1247(a) (1) (B) is amended by striking out
“the excess (determined as if such corporation were a domestic
corporation) of the net long-term capital gain over the net
short-term capital loss” and inserting in lieu thereof “the
amount (determined as if such corporation were a domestic
corporation) of the net capital gain”.

x('IC?}) (i) Section 1375(a) (1) is amended by stri]ri;nig out
“the excess of the corporation’s net long-term capital gain
over its short-term capital loss” and inserting in lieu thereof
“the corporation’s net capital gain”.

(ii) The second sentence ofu section 1375(a) (1) is amended
by striking out “such excess” and inserting in lien thereof
“such net capital gain”.

(iii) Section 1375(a) (3) is amended by striking out “the
excess of an electing small business corporation’s net long-
term capital gain over its net short-term capital loss” and
inserting in lieu thereof “an electing small business corpora-
tion’s net capital gain”,

(R) The following provisions are each amended by strik-
ing out “the excess of the net long-term capital gain over the
net short-term capital loss,” and inserting in lieu thereof “the
net capital gain”; Sections 1247 (a) (2) (A) (1), 1247(a) (2)

C),31247(d) (1) and (2),1378(a) (1),1378(b) (1), and 1378
c .

(34) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 1240.—
The table of sections of part IV of subchapter P of chapter 1 is
amended by striking out the item relating to section 1240.

(35) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 1315,—
The table of sections for part IT of subchapter Q of chapter 1 is
amended by striking out the item relating to section 1315.

(36) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION
1321.—

(A) Section 472 is amended bg striking out subsection (f).
(B) Section 6422, as amended by this Act, is amended by
striking out paragraph (2), and by redesignating paragraphs
(3) through (13) as paragraphs (2) through (12),

ectively.
:es)f('.‘-) Section 6504 is amended by striking out paragraph
1).
(D) Section 6515 is amended by striking out paragraph
1

s
(E) The table of parts faor subchapter Q of chapter 1 is
amended by striking out the item relating to part ITL

(87) AMENDMENTS CONFORMING TO THE REPEAL OF SECTIONS 1331
THROUGH 1337.—
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(A) The third sentence of section 901(a) is amended by
striking out ‘“under section 1333 (relating to war loss
recoveries) or”. g )

(B) Section 936(a)(2), as added by this Act, is
amended—

Si) by inserting “or” at the end of subparagraph (C),

ii) by striking out subparagraph (D).
(C) tign 6212(¢) (2) is a.mendag by striking out sub-
paragraph .
(D) gect.mn 6515 is amended by striking out paragraph
6 :

)' .

(E) Section 8515, as amended by this Act, is amended by
striking out par: ragh (2),and by redeaignntinf ;)Jara raphs
(B, @, ®), (6), ), and (8) as paragraphs (1), (2), (3),

4), (5),and (6) res ectivelg.
(F) The table of parts for subchapter Q of chapter 1 is
amended by striking out the item relating to part IV.

(38) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 1842.—
The table of sections for part V of subchapter Q of chapter 1 is
amended by striking out the item relating to section 1342.

(39) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION
1346.—

(A) The table of sections for part VI of subchapter Q of
chapter 1 is amended by striking out the item relating to sec-
tion 1346.

7( B) Section 6504 is amended by striking out paragraph

an

(40) AMENDMENT CONFORMING T0 AMENDMENT OF SECTION
1372.—Section 58(d) (2) is amended bv striking out “, notwith-
standing the provisions of section 1371(b) (1),”.

(41) AMENDMENT CONFORMING TO THE REPEAL OF BECTION
1465.—The table of sections for subchapter C of chapter 3 is
amended by striking out the item relating to section 1465.

(¢) AmeNpmENTS TO PrOvisioNs REFERRING TO TERRITORIES.—

(1) Section 87(f) is amended by striking out “a Territory,”.

(2) Sections 105 (e) (2), 273, and 454(b) (2) are each amended
by striking out “, a Territog 2

(8) Section 117(b) (2) (A} (iv) is amended by striking out “a
territclge,:%

54% ion 162(a) is amended by striking out “territory”.

5) Section 581 is amended by striking out “, of any State, or
of any Territory” and inserting in lieu thereof “or of any State”,
and by striking out “hTerritqrin.l,”.

Tef-gi}toiscﬂt’g?n 801(b)(3) is amended by striking out “or

.. (7) Section 861(a) (1) is amended by striking out %, any Ter-
ntor;r, any political subdivision of a Territory,”.

(8) Paragraphs (6) and (7) of section 1014(b) are each

amended by striking out “Territory,”.

(9) Section 1221(5) is amended by striking out “or Territory,”.

(d) Errecrive Date.—Except as otherwise expressly provided in

this section, the amendments made by this section shall a ply with

respect to taxable years beginning after December 81, 1976. The amend-

ments made by subsections (a) gt%) and (b) &10) shall apply with

ﬁ?ﬁd‘. to taxable years ending after the date of the enactment of this

90 STAT. 1803
26 USC 901.

26 USC 936.

26 USC 6212.

26 USC 6515.

Post, p. 1829.

26 USC 58.

Ante, p. 1559.
26 USC 105,

273, 454.

26 USC 117.
26 USC 162.
26 USC 581.
26 USC 801.
26 USC 861.
26 USC 1014.

26 USC 1221.
26 USC 2 note.
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SEC. 1902. AMENDMENTS OF SUBTITLE B; ESTATE AND GIFT TAXES.
(a) In GENERAL.—
(1) AMENDMENTS OF SECTION 2012.— ; 3 )
26 USC 2012. (A) Section 2012(b) (relating to credit for gift tax) is
amended— S mer Z .

i) by striking out “(b) In applying,” and inserting
inﬁje tiereof “(b) Varvarion Repuortons.—In apply-
ing,”, and “

%ii) by striking out in paragraphs (2) and (3) “deduc-
tion)—then” and inserting in lieu thereof “deduction),
then”. .
(B) Section 2012(c) (relating to gift by spouse or thlrg
party) is amended by striking out “(c) Where the decedent
and inserting in lieu thereof “(¢c) WaerE Grrr CoONSIDERED
Mape One-Harr By Spouse—Where the decedent”.
(C) Section 2012(d) (1) (relating to computation of
amount of gift tax) is amended by striking out (](}) (1) For
_purposes of” and inserting in lieu thereof the following:
“(d) Compurarion oF AMounT OF Girr Tax Pam.—
~ %(1) Amount or Tax.—For purposes of”. d
(D) Section 2012(d) (2) Ere ating to credit for gift tax)

- is amended by striking out “(2) For purposes” and inserting
o in lieu thereof: “(2) AmouxT oF crrr.—For purgoses“. .
26 USC 2013. (2) AMENDMENTS OF SECTION 2013.—Section 2013(d)(8) is
amended by striking out “, or the corresponding provision of
rior law,”.
26 USC 2038.

(8) AmenDpMENT OF SECTION 2038.—Section 2038 (relating to
revocable transfers) is amended by striking out subsection (c)
(relating to effect of disability in certain cases).

(4) AMENDMENTS OF SECTION 2055.—

26 USC 2055. (A) Section 2055(b) (relating to powers of appointment)
is amended to read as follows: .

“(b) Powers or ArporntMENT.—Property includible in the dece-
dent’s gross estate under section 2041 (relating to powers of appoint-
ment) received by a donee described in this section shall, for purposes
of this section, be considered a bequest of such decedent.”

(B) Section 2055(f) (relating to cross references) is
amended to read as follows:

(f) Cross REFERENCES.—

“(1) For option as to time for valuation for purpose of deduction
under this section, see section 2032.

“(2) For exemption of gifts and bequests to or for the benefit of
Librai of Congress, see section 5 of the Act of March 3, 1925, as
amended (2 U.S.C. 161).

“(3) For treatment of gifts and bequests for the benefit of the Office
of Naval Records and History as gifts or bequests to or for the use
of the United States, see section 7222 of title 10, United States Code.

“(4) For treatment of gifts and bequests to or for the benefit of
National Park Foundation as gifts or bequests to or for the use of the
United States, see section 8 of the Act of December 18, 1967 (16

16 USC 19L U.5.C. 191). 3

“(5) For treatment of gifts, devises, or bequests accepted by the
Secretary of State under the Foreign Service Act of 1946 as gifts,
devices, or bequests to or for the use of the United States, see section
1021(e) of that Act (22 U.S.C. 809(e)) .

“(6) For treatment of gifts or bequests of money accepted by the
Attorney General for credit to ‘Commissary Funds, Federal s’
as gifte or bequests to or for the use of the United States, see section

2 of the Act of May 15, 1952, as amended by the Act of July 9, 1952
(31 U.S.C. 7255-4).
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“(7) For payment of tax on gifts and bequests of United States obli-
gations to the United States, see section 24 of the Second Liberty
Bond Act (31 US.C. 757e).
“(8) For treatment of gifts and bequests for benefit of the Naval
Academy as gifts or bequests to or for the use of the United States,
see section 6973 of title 10, United States Code.
“(9) For treatment of gifts and bequests for benefit of the Naval
Academy Museum as gifts or bequests to or for the use of the United
States, see section 6974 of title 10, United States Code.
“(10) For exemption of gifts and bequests received by National
é;ﬁhi:es Trust Fund Board, see section 2308 of title 44, United States
e,
(5) AMENDMENTS OF SECTION 2106.—
(A) Section 2106(32’(2) (F) (relating to cross references 26 USC 2106.
concerning the charitable deduction for estate tax purposes)
isamended to read as follows:
“(F) Cross REFERENCES.—
“(1) For option as to time for valuation for purposes of deduc-
tion under this section, see section 2032.
“(2) For exemption of certain bequests for the benefit of the United
States and for rules of construction for certain bequests, see sec-
tion 2055(f).”
(B% Section 2106 (relating to taxable estate of nonresi-
dents) is amended by striking out subsection (¢) (relating to
treatment of United States bonds).
(6) AMENDMENT OF SECTIONS 2107 AND 2108.—Section 2107 (a)
(relating to estate tax on expatriates) and section 2108(a) (relat- 26 USC 2107,
ing to application of pre-1967 estate tax provisions) are each 2108.
amended by striking out “the date of enactment of this section”
and inserting in lieu thereof “November 13, 1966".
(7) AMENDMENT RELATING TO SECTION 2201.—
(A) Section 6(b) (1) of the Act of January 2, 1975 (Pub-
lic Law 93-597; 88 Stat. 1950) is amendedrg striking out 26 USC 2201.
“Section 2210” and inserting in lieu thereof ‘%ection 22017,
(B) The amendment made by subsection (A) is effective 26 USC 2201
July 1,1973. note.
(8) REPEAL OF sECTION 2202.—Section 2202 (relating to mis- 26 USC 2202
sionaries in foreign service) is repealed.
(9) AMENDMENT OF SECTION 2204,—The last sentence of sec-
tion 2204(b) (relating to the discharge from personal liability of 26 USC 2204.
a fiduciary other than the executor) is amengeed by striking out
“has not been” and inserting in lieu thereof “has been”.
(10) AMENDMENT OF SECTION 2501.-—Section 2501 (a) (1) (relat- 26 USC 2501.
ing to imposition of gift tax) is amended to read as follows:
‘(1) GeNERAL RULE—A tax, computed as provided in section
2502, 1s hereby imgosed for each calendar quarter on the transfer
of property by gift during such calendar quarter by any individ-
ual, resident or nonresident.”
(11) AMENDMENT OF SECTION 2522.—Subsection (d) of section 26 USC 2522.
2522 (relating to cross references) is amended to read as follows:
“(d) Cross REFERENCE.—
“For exemption of certain gifts to or for the henefit of the United
States and for rules of construction with respect to certain gifts, see
section 2055(f).”
(12) AMENDMENTS TO SECTIONS REFERRING TO TERRITORIES.—
(A) The following provisions are each amended by strik-
ing out “Territory,”: sections 2055(a) (1), 2056(c) (2) (B), 26 USC 2055,
and 2106(a) (2) (iz) (i). 2056, 2106.

89-1%4 O—T78—pt. 2——22
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2053.

26 USC 2016.
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(B) The following provisions are each amended by strik-
ing out “or Territory”: sections 2011(a), 2011(e), and 2053
(d).
T(’ C) Section 2016 is amended by striking out “Territory

(D) Sections 2522(a)(1) and 2522(b)(1) are each
amended by striking out “Territory,”.
(E) Section 2523 (£) (1) is amended by striking out “Ter-
ritory, or”.
(b) ConrorMiNg AND CLERICAL AMENDMENTS,—

(1) AMENDMENT CONFORMING TO REPEAL OF SECTION 2202.—1Lhe
table of sections for subchapter C of chapter 11 is amended by
striking out the item relating to section 2202.

(2) AMENDMENTS CONFORMING TO AMENDMENT OF BECTION 2055.—

(A) Section 6503, as amended by this Act, is amended by
striking out subsection (e), and by redesignating subsections
(f), (g), (h), and (i) as subsections (e), (f), (g), and (h),
respectively.
(B) Section 6167(h) (2) is amended by striking out “sec-
tion 6503 (f)” and inserting in lieu thereof “section 6503 (e)”.
(¢) Errecrive DATES.—

(1) Esrate Tax ameENpMENTS.—The amendments made b;
paragraphs (1) through (10),and paragraphs (14) (A), (B),an
(C), of subsection (a), and by subsection (b) shall apply in the
case of estates of decedents dying after the date of the enactment
of this Act, and the amendment made by paragraph (11) of sub-
section (a) shall apply in the case of estates of decedents dying
after December 31, 1970.

(2) Grrr TAx AMENDMENTS.—The amendments made by para-
graphs (12), (13), and (14) (D) and (E) of subsection (a) shall
apply with respect to gifts made after December 31, 1976.

or

SEC. 1903. AMENDMENTS OF SUBTITLE C; EMPLOYMENT TAXES.

(a) In GENERAL.—

(1) AMENDMENTS OF SECTIONS 3101 AND 8111.—

(A) Section 3101(a) (relating to rate of tax on employees
for old-age, survivors, and disability insurance) and section
8111(a) (relating to rate of tax on employers for such insur-
ance) are each amended by striking out paragraphs (1), (2),
(8), and (4), and by redesignating paragraphs (5) and (6)
as paragraphs (1) and (2), respectively.

B) Section 3101(b) (relating to rate of tax on employees
for hospital insurance) and section 3111(b) (relating to rate
of tax on employers for such insurance) are each amended
by striking out paragraphs (1) and (2), and by redesignat-
ing paragraphs (3), (4), (5), and (6) as paragraphs (1),
‘(132% (3), and (4), respectively.

(2) Repear or sectioN 3113.—Section 3113 (relating to appli-
cation of social security tax on District of Columbia credit unions)
is repealed.

(8) AMENDMENTS OF SECTION 3121.—

(A) Section 3121(b) (relating to employment) is
amended—

(i) by stril.ing out “performed after 1936 and prior to

19556 which was employment for purposes of subchapter

A of chapter 9 of the Internal %evenue Code of 1939

" " under the law Iia'.fl:v;:vlicable to the period in which such
service was performed, and any service, of whatever

- e —
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nature, performed after 1954” and inserting in lieu
thereof “, of whatever nature, performed”, and

(i1) by striking out “, in the case of service performed
after 1954,”.

(B) Section 3121(b) (1) is amended by striking out “65
Stat. 119;”.

(C) Section 3121(b) (6) (B)(v) is amended by strilc'ln%
out “Secretary of the Treasurg” and inserting in lieu thereo:
“Secretary of Transportation”.

(D) Section 3121(g) (32 (relating to agricultural labor)
is amended by striking out “46 Stat. 1550, § 3;”.

(E) Section 3121&) (1) (relating to exemption of certain
organizations) is amended by striiing out subparagraphs
(F) and (H) and by redesignating subpamgmphriFG) as
subparagraph (F).

(g‘) ngectlon 3121(1) (2) (relating to employees of foreign
subsidiaries) is amended by striking out *, but 1n no case prior
to January 1, 1955%.

(G) Section 3121(m) (1) (relating to service in the uni-
formed services) is amended by striking out “after Decem-
ber 1956".

(4) AMENDMENTS OF 8ECTION 3122.—The last sentence of section
3122 (relating to Federal service) is amended by striking out
“Secretary” each place it appears and inserting in lieu thereof
“Secretary of Transportation”.

(5) AMENDMENT OF SECTION 3125.—Section 3125(c) (relating
to returns in the case of Governmental employees in the District
of Columbia) is amended by striking out “Commissioners of the
District of Columbia or such agents as they may designate” and
by inserting in lieu thereof “Mayor of the District of Columbia
or such agents as he may designate”,

(6) AMENDMENT OF SECTION 3201.—Section 3201 (relating to
rate of tax on railroad employees) is amended—

(A) by striking out “of the Internal Revenue Code of 1954”
each place it appears;

(B; by striking out “of such Code”;
(C) by striking out “after September 30, 1973, as is” and
inserting in lieu thereof “as is”; and

(D) by striking out “any month after September 30, 1973”
and inserting in lien thereof “any month”,

(7) AMENDMENTS OF SECTION 3202.—

" (A) The second sentence of section 3202(a) (relating to
reduction of tax by railroad employer) is amended—

(i) by striking out “after September 30, 1973,” each
place it appears;

(ii) by striking out “after September 30, 1973 and
the aggtr:gate” and inserting in lieu thereof “and the
aggre 2

(iii) by striking out “of the Internal Revenue Code of
1954" each place it appears; and

(iv) by inserting a comma immediately after “for any
month” each place it appears.

(B) Section 3202(b) (relating to indemnification of
employer) is amended by striking out “made”.

(8) AMENDMENTS OF SECTION 3211.—Section 3211(a) (relating
to rate of tax on railroad employee representatives) is amended—

90 STAT. 1807

26 USC 3121.

26 USC 3122.

26 USC 3125.

26 USC 3201.

26 USC 3202.

26 USC 3211.
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(A) by striking out “3111(a), 3111(b)” and inserting in
lieu thereof “3111(a), and 3111(b)”;
(B) by striking out “of the Internal Revenue Code of
19547 each place it appears;
(C) by striking out “rendered by him after September 30,
1973,” and inserting in lieu thereof “rendered by him”; and
(D) by striking out “after September 30, 1973”.
(9) AMENDMENTS OF S8ECTION 3221.—
26 USC 3221. (A) The first sentence of section 3221 (a) (relating to rate
of tax on railroad employers) is amended—
(1) by striking out “after September 30, 1973,” each
place it appears;
(ii) by striking out “after September 30, 1973 ; except
that” and inserting in lieu thereof “, except that’;;
(iii) by striking out “after September 30, 1973 of
the aggragate” and inserting in lieu thereof “of the

a, ate”;
g%’lr;s% by striking out “of the Internal Revenue Code
of 1954” each place it appears; and
(v) by inserting a comma before “the tax imposed”.
(B) Section 3221(b) (relating to rate of tax on railroad
employers) is amended to read as follows:
“(b) The rate of tax imposed by subsection (a) shall be inereased
by the rate of tax imposed with respect to wages by section 3111(a)
plus the rate imposed by section 3111 (b).”
(C) Section 3221(c) (relating to additional railroad
retirement tax) is amended—
(1) bg striking out “(1) at the rate of 2 cents for the
period beginning November 1, 1966, and ending March
31, 1970, and (2) commencing April 1, 1970,” and
(ii) by striking out “commencing with the quarter
beginning April 1, 1970”.
(10) AMENDMENTS OF SECTION 3231.—
26 USC 3231. (A) Section 3231(a) (defining employer) is amended by
striking out “44 Stat. 577:".

(B) Section 3231(b) (defining employee) is amended by
striking out “50 Stat. 312;".

(C) Section 3231(c) (defining employee representative) is
amended by striking out “44 Stat. 577;”.

(D) Section 3231(d) (T) (’deﬁning service) is amended by
striking out “50 Stat. 308;”.

26 USC 3301. (11) AMENDMENTS OF SECTION 3301.—Section 3301 (relating to
Federal unemployment tax rate) is amended—

(A) by striking out “the calendar year 1970 and each calen-
dar year thereafter” and inserting in lieun thereof “‘each calen-
dar year”, and

(B) by striking out the last sentence,

(12) AMENDMENTS OF SECTION 3302, —
26 USC 3302. (A) Section 3302(a) (relating to credits against tax) is
amended by striking out “(10-month period in the case of
October 31, 1972)".

(B) Section 3302(b) (relating to additional credit) is
amended—

(i) by striking out “(10-month period in the case of
October 81, 1972)", an
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(ii) by striking out “12 or 10-month period, as the

case may be,” and inserting in lieu thereof “12-month

riod”. .

(Cl;e (i) Section 3302(c) (relating to limitation on credits 26 USC 3302.
against unemployment tax) is amended by striking out para-

raph (2) and the unnumbered paragraph immediately fol-
Fowmg such ;l)a.ra.grnph (2) (relating to advances made to a
State unemployment account before September 13, 1960),
and by redesignating paragraphs (3) and (4) as paragraphs
(2) and (3), respectively.

(ii) Section 3302(c) (2) (relating to advances made to a
State unemployment account after September 12, 1960), as
redesignated by clause (i) of this subparagraph, is amended
by striking out “on or after the date of the enactment of the

mployment Security Act of 1960”, and by striking out
“paragraphs 1} and (2)” and inserting in lieu thereof
“paragraph (1)”.

(iil) Section 3302(c)(8) (relating to reductions with
respect to certain agreements under the Trade Act of 1974), as
redesignated by clause (i) of this subparagraph, is amended
by striking out “paragraphs (1), (2), and (3)” and inserting
in lieu thereof “paragraphs (1) and (2)".

(iv) Section 3302(d)(8) (relating to effect of repayment
of advances) is amended by striking out “or (3)”,

(v) Section 3302(d) (4), (5), and (6) (relating to special
rules) are each amended by striking out “subsection (c) (8)”
?a(;h( 2p)lgce it appears and inserting in lieu thereof “subsection

c %

(vi) Section 3302(d) (7) (relating to determination and
certification of ercentnges is amended by striking out “sub-
section cg ES% {lli) or ( C) ” and inserting in lieu thereof “sub-
section (e) (2) (B) or ?

(D) Section 3302(d) (relating to special rules for credits
against the unemployment tax) is amended by striking out
gamgmph (8) (a cross reference).

(13) AMENDMENTS TO SECTION 3303.—Section 3303(b) ( relating 26 USC 3303.
to certification with respect to additional credit allowance) is
amended—

(A) by striking out “(10-month period in the case of
October 31, 1972)” each place it appears,

(B) by striking out “12 or 10-month period, as the case may
be,” each place it appears in paragraphs (1) and (2), and
inserting in lieu thereof “12-month period”, and

(C) b}r_ striking out “12 or 10-month period, as the case
may be,” in Ogaragraph (3) and inserting in lieu thereof “12-
month period,”.

(14) AMENDMENTS TO SECTION 3304.—

(A) Section 8304(a)(3) (relating to requirements) is 26 USC 3304.
amended by striking out “49 Stat. 640; 52 Stat. 1104, 1105;”.

(B)_Section 3304 (c) (relating to certification) is amended
Ing'ngt)r’l’klng out “(10-month period in the case of October 31,

(15) AMENDMENTS OF SEOTION 3305.—

(A) Section 3305(g) (relating to vessels operated by 26 USC 3305.
general agents of the United States) is amended by striking
out “on or after July 1, 1953,”.
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26 USC 3305. (B) Section 3305 (h) (relating to certain contributions to
St:at?s) is amended by striking out *“on or after July 1, 1953,
an ¥

(C) Section 3305(j) (relating to denial of credits in cer-
ta.::lzn gases) is amended by striking out “after December 31,
1971,

(16) AMENDMENTS OF SECTION 3306,—

26 USC 3306. (A) Section 3306(c) (9) (relating to the exclusion of serv-
ice performed by certain employees and employee representa-
tives from the definition of employment) is amended by
striking out “52 Stat. 1094, 1095 ;”.

(B) Section 3306(c) (18) ( reiating to the exclusion of cer-
tain service performed by nonresident aliens from the defini-
tion of employment) is amended by insertinlg after the
“Immigration and Nationality Act, as amended” the follow-
ing:“FBU.S.C. 1101(a) (15) (F) or (J))".

(C) Section 3306(f) (relating to the definition of an
unemployment fund) is amended by striking out “49 Stat.
640; 52 Stat. 1104, 1105;".

(D) Section 3306(n) (relating to vessels operated by gen-
eral agents of the United States) is amended by striking out
“on or after July 1, 1953,".

26 USC 3402. (17) AMENDMENT OF SECTION 3402.—Section 3402(1) }3) (B)

(relating to marital status) is amended by striking out “section
2(b)” and inserting in lieu thereof “section 2(a)”.

b) AmunomexT CoNForMING TO THE REPEAL OF SECTION 3113.—
The table of sections for subchapter B of chapter 21 is amended by
striking out the item relating to section 3113.

(¢) AmexpMmENTS TO Provisions ReFerriNG To TERRITORIES.—Sec-

26 USC 3401,  tions 3401(c) and 3404 are each arnended by striking out “Territory,”

3404. each place it appears.
26 USC 3101 (d) Errecrive Dates.—The amendments made by this section shall
Tote: apply with respect to wages paid after December 31, 1976, except that

the amendments made to chapter 22 of the Internal Revenue Code of
26 USC3201. 1954 shall apply with respect to compensation paid for services ren-
dered after December 31, 1976.

SEC. 1904. A¥E¥ggﬂms OF SUBTITLE D; MISCELLANEOUS EXCISE

(a) In GENERAL—
(1) AMENDMENTS OF CHAPTER 31.—
(A) So much of chapter 31 (relating to retailers excise
taxes) as precedes section 4041 is amended to read as follows:

“CHAPTER 31—SPECIAL FUELS

“Sec, 4041, Imposition of tax.”

26 USC 4041. (Bg Section 4041(g) (relating to exemptions from fuel
taxes) is amended to read as follows:
“(g) Orrer Exemerions.—Under regulations prescribed by the
Secretary, no tax shall be imposed under this section—

“(1) on any liquid sold for use or used as supplies for vessels
or aircraft (within the meaning of section 4221(d) (3) } :

“(2) with respect to the sale of any liquid for the exclusive use
of any State, any political subdivision of a State, or the District
of Columbia, or with respect to the use by any of the foregoing of
any liquid as a fuel;
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“(3) upon the sale of any liquid for export, or for shipment to
a possession of the United States, and in due course so exported
or shipped ; and
“(4? with respect to the sale of any liquid to a nonprofit educa-
tional organization for its exclusive use, or with respect to the use
by a nonprofit educational organization of any liquid as a fuel.
For purposes of paragraph (4), the term ‘nonprofit educational orga-
nization’ means an educational organization described in section 170 (b)
(1) (A) (ii) which is exempt from income tax under section 501 (a).
The term also includes a school operated as an activity of an organiza-
tion described in section 501 (c) (l.')i(; which is exempt from income tax
under section 501(a), if such school normally maintains a regular
faculty and curriculum and normally has a regularly enrolled body of
pupils or students in attendance at the place where its educational
activities are regularly carried on.”

(C) Section 4041 (relating to tax on fuels) is amended by
adding at the end thereof the following new subsection:

“(i) Sarues Y Unrrep Startes, Erc.—The taxes imposed by this sec-
tion shall apply with respeet to liquids sold at retail by the United
States, or by any agency or instrumentality of the United States,
unless sales gy such agency or instrumentality are by statute specifi-
cally exempted from such taxes.”

(D) Chapter 31 is amended by striking out section 4042
(a cross reference) and subchapter F (special provisions
applicable to retailers taxes).

(2) AMENDMENTS OF SECTION 4216,—

(A) Section 4216 (relating to definition of price) is
amended by redesignating subsections (e), (f), and (g) as
subsections (d), (e), and (f), respectively.

(B) Paragraphs (3), (4), and (5) of section 4216(b)
(relating to constructive sales price) are each amended by
striking out “subsections (a) and (f)” each place it appears
and inserting in lieu thereof “subsections (a) and (a()’ s

(3) AMENDMENT OF SECTION 4217.—Section 4217(d) (relatin
to lease treated as sale) is amended by striking out paragraph (4:%
(relating to certain 1958 transitional rules),

(4) REePEAL oF sECTION 4226.—Section 4226 (relating to floor-
stock taxes imposed before 1967) is repealed.

(5) AMENDMENT OF SECTION 4227.—Section 4227 (relating to
cross references) is amended to read as follows:

“SEC. 4227. CROSS REFERENCE.
“For credit for taxes on tires and inner tubes, see section 6416(c).”

(6) AMENDMENT OF SECTION 4253.—Section 4253 (relating to
exemptions from the tax on communications services) is amended
by adding at the end thereof the following new subsections:

“(i) Srate axp Locar GoverNMENTAL Exemprion.—Under regula-
tions prescribed by the Secretary, no tax shall be imposed under
section 4251 upon any payment received for services or facilities
furnished to the government of any State, or any political subdivision
thereof, or the District of Columbia.

“(j) Exemeriox ror NoNprOFIT EpucATioNAL ORGANIZATIONS.—
Under regulations prescribed by the Secretary, no tax shall be
imposed under section 4251 on any amount gla.id by a nonprofit educa-
tional organization for services or facilities furnished to such organiza-
tion. For purposes of this subsection, the term ‘nonprofit educational
organization’ means an educational organization described in section
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170(b) (1) (A) (ii) which is exempt from income tax under section
501(a). The term also includes a school operated as an activity of an
organization deseribed in section 501(c) (3) which is exempt from
income tax under section 501(a), if such school normally maintains
a regular faculty and curriculum and normally has a re rly
enrolled body of pupils or students in attendance at the place where its
educational activities are regularly carried on.”

(7) AMENDMENTS OF SECTION 4261.,—

(A) Subsections (a) and (b) of section 4261 (relating to
tax on transportation of persons by air) are each amended by
striking out “which begins after June 30, 1970,”.

(B) Section 4261(c) is amended by striking out “and
begins after June 30, 1970".

(8) AMENDMENT OF SECTION 4271.—Section 4271(a) (relating to
tax on transportation of property by air) is amended by striking
out “which begins after June 30, 1970,”,

(9) REPEAL oF SECTION 4292.—Section 4292 (relating to State
and local governmental exemption from the tax on communica-
tions services) is repealed.

(10) Repean oF SECTION 4204.—Section 4294 (relating to
exemption of nonprofit educational organizations from the tax on
communieations services) is repealed.

(11) REPEAL OF SECTION 4205.—S¢ction 4295 (a cross reference)
is repealed.

(12) AsExpMENT OF cHAPTER 34,—Chapter 34 (relating to doe-
umentary stamp taxes) is amended to read as follows:

“CHAPTER 34—POLICIES ISSUED BY FOREIGN
INSURERS

“Sec, 4371, Imposition of tax.

“Sec. 4372, Definitions.

“See. 4373. Exemptions,

“Sec. 4374, Liability for tax.
“SEC. 4371. IMPOSITION OF TAX.

“There is hereby imposed, on each policy of insurance, indemnity
bond, annuity contract, or policy of reinsurance issued by any foreign
insurer or reinsurer, a tax at the following rates:

“(1) CASUALTY INSURANCE AND INDEMNITY BONDS.—4 cents on
each dollar, or fractional part thereof, of the premium paid on
the policy of casualty insurance or the indemnity bond, if issued
to or for, or in the name of, an insured as defined in section
4372(d) ;

“(2) LIFE INSURANCE, SICKNESS AND ACCIDENT POLICIES, AND
ANNUITY coNTRACTS.—1 cent on each dollar, or fractional part
thereof, of the premium paid on the policy of life, sickness, or
accident insurance, or annuity contract, unless the insurer is sub-
ject to tax under section 819; and

“(3) Rrinsurance.—1 cent on each dollar, or fractional part
thereof, of the premium paid on the policy of reinsurance cover-
ing any of the contracts taxable under paragraph (1) or (2).

“SEC. 4372. DEFINITIONS.

“(a) Foreien INsURER OR REINsURER.—For purposes of section 4371,
the term ‘foreign insurer or reinsurer’ means an insurer or reinsurer
who is a nonresident alien individual, or a foreign partnership, or a
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foreign corporation. The term includes a nonresident alien individual,
foreign partnership, or foreign corporation which shall become bound
by an obligation of the nature of an indemnity bond. The term does
not include a foreign government, or municipal or other corporation

exercising the ta power. )
“(b) Poricy or %!ASUALTY Insurance.—For purposes of section

4371(1), the term ‘policy of casualty insurance’ means any policy
(other than life) or other instrument by whatever name called whereby
a contract of insurance is made, continued, or renewed.

“(c) InpEmMNITY Boxp.—For purposes of this chapter, the term
‘indemnity bond’ means any instrument by whatever name called
whereby an obligation of the nature of an indemnity, fidelity, or surety
bond is made, continued, or renewed. The term includes any bond for
indemnifying any person who shall have become bound or engaged as
surety, and any bond for the due execution or performance of any con-
tract, obligation, or requirement, or the duties of any office or position,
and to account for money received by virtue thereof, where a premium
is charged for the execution of such bond.

“(d) Insurep.—For purposes of section 4371(1), the term ‘insured’
means—

« &1) a domestic corporation or partnership, or an individual
resident of the United States, against, or with respect to, hazards
risks, losses, or liabilities wholly or partly within the United
States, or

“(2) a foreign corporation, foreign partnership, or nonresident
individual, engaged in a trade or business within the United
States, against, or with respect to, hazards, risks, losses, or lia-
bilities within the United States.

“(e) Pouicy or Lire, SICKNEsS, 0rR ACCIDENT INSURANCE, OR ANNTU-
rry CoxtracT.—For purposes of section 4371(2), the term ‘policy of
life, sickness, or accident insurance, or annuity contract’ means any
policy or other instrument by whatever name called whereby a contract
of insurance or an annuity contract is made, continued, or renewed
with respect to the life or hazards to the person of a citizen or resident
of the United States.

“(f) Poricy or Reinsurance—For purposes of section 4371(3),
the term ‘policy of reinsurance’ means any policy or other instrument
by whatever name called whereby a contract of reinsurance is made,
continued, or renewed against, or with respect to, any of the hazards,
risks, losses, or liabilities covered by contracts taxable under paragraph
(1) or (2) of section 4371.

“SEC. 4373. EXEMPTIONS,

“The tax imposed by section 4371 shall not apply to—

“(1) Domestic aceNnT.—Any policy, in(i)emnity bond, or annu-
ity contract signed or countersigned by an officer or agent of the
insurer in a State, or in the District of Columbia, within which
such insurer is authorized to do buginess; or

“(2) InpEMNTTY BOND.—Any indemnity bond required to be
filed by any {)erson to secure payment of any pension, allowance,
allotment, relief, or insurance by the United States, or to secure
a duplicate for, or the payment of, any bond, note, certificate
of indebtedness, war-saving certificate, warrant, or check, issued
by the United States.

“SEC. 4374. LIABILITY FOR TAX.

“The tax imposed by this chapter shall be paid, on the basis of a
return, by any person who makes, signs, issues, or sells any of the
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documents and instruments subject to the tax, or for whose use or

benefit the same are made, signed, issued, or sold, The United States

or any agency or instrumentality thereof shall not be liable for the

tax,
(13) AMENDMENT OF SECTION 4493.—

(A) Section 4493(b) (1) (relating to certain persons

engaged in foreign air commerce) is amended by striking out
“beginning on or after July 1,1970”,

(%) Section 4493(b) (2) is amended by striking out the

last sentence.
(14) AMENDMENT OF CHAPTER 37.—S0 much of chapter 37 as
precedes section 4501 (relating to tax on sugar) is amended to read

as follows:
“CHAPTER 37—SUGAR

“*Sec. 4501. Imposition of tax.,

“Sec. 4502. Definitions.

“Sec. 4503. Exemptions for sugar manufactured for home
consumption.”

(15) REPEAL OF SECTIONS 4591 THROUGH 4597.—Chapter 38
(relating to import taxes on oleomargarine) is repealed.

(16) REPEAL OF SECTIONS 4801 THROUGH 4806.—Subchapter B
of chalq:iber 39 (relating to tax on white phosphorus matches) is
repealed.

(17) REPEAL OF SECTIONS 4811 THROUGH 4826.—Subchapter C of
chapter 39 (relating to tax on unadulterated butfxé) is repealed.
*(18) REPEAL OF SECTIONS 4881 THROUGH 4886.—Subchapter E of
chapter 39 (relating to tax on circulation other than of national
banks) is repealed.

(19) AMENDMENT OF SECTION 4901.—Section 4901 (relating to
pay;nent( o)f occupational taxes) is amended by striking out sub-
section (c¢).

(20) AMENDMENT OF SECTION 4905.—Section 4905 (a) (relatin%
to liability for occupational taxes in case of death or change o
location) is amended by striking out “wife” and inserting in lieu
thereof “spouse”.

(21) REPEAL OF SECTION 4911 THROUGH 4931.—

(A) Chapter 41 (relating to interest equalization tax) is
repealed.

(B) The repeal made by subparagraph (A) shall apply
with respect to acquisitions of stock and debt obligations
made after June 30, 1974.

(22) AMENDMENTS OF SECTION 4073.—

(A) So much of section 4973(a) (relating to tax on excess
contributions) as follows “of any individual,” in paragraph
(3) thereof is amended to read as follows:

“there is imposed for each taxable year a tax in an amount equal
to 6 percent of the amount of the excess contributions to such
individual’s accounts, annuities, or bonds (determined as of the
close of the taxable year). The amount of such tax for any taxable
year shall not exceed 6 percent of the value of the account,
annuity, or bond (determined as of the close of the taxable yea.r}.
In the case of an endowment contract described in section 408(b),
the tax imposed by this section does not apply to any amount
allocable to life, health, accident, or other insurance under such
goggrg‘:iz-t-. T,i}e tax imposed by this subsection shall be paid by such
individual.
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(B) Section 4973(c) is amended by striking out “subsec- 26 USC 4973.
t,ion” (a)(3)” and inserting in lieu thereof “subsection (a)
2

(b) ConrorminGg AND CLERICAL AMENDMENTS.—

(1) AMENDMENTS CONFORMING TO AMENDMENT OF CHAPTER 31.—

(A) Section 6416(a)(1l) is amended by striking out 26 USC 6416.
;‘u(rlt;ta;l;lers taxes)” and inserting in lieu thereof “(special

els)”,

(B) Sf?::tion 6416 (e) is amended by striking out “subchap-
ter I of”.

(2) AMENDMENT CONFORMING TO AMENDMENT OF SECTION
4216,—Section 6416(b) (1) is amended by striking out “section
4216}:5% (2) and §3)” and inserting in lieu thereof “section 4216
(e) (2) and (3)".

(8) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 4226.—
The table of sections for subchapter G of chapter 32 is amended
by striking out the item relating to section 4226.

(4) AMENDMENT CONFORMING TO THE REPEAL OF SECTIONS 4292,
4204, AND 4295.—The table of sections for subchaptet E of chapter
33 is amended by striking out the items relating to sections 4292,
4294, and 4295.

(5) AMENDMENTS CONFORMING TO THE AMENDMENT OF CHAPTER

34—
(A) Section 7270 is amended by striking out “the affixing 26 USC 7270.
of stamps on insurance policies, etc.” and inserting in lien
thereof “liability for tax on policies issued by foreign
insurers”,
( B) Section 6808 is amended by striking ont paragraph 26 USC 6808.
4).
(6) AMENDMENTS CONFORMING TO THE AMENDMENT OF CHAPTER
37—
" (%) Section 7240 is amended by striking out “subchapter 26 USC 7240.
o

(B) Section 7655(a) is amended— 26 USC 7655.
(i) by striking out “Subchapter A of chapter 37” in
paragraph (5) and inserting in lieu thereof “Chapter
37", and
(3§ii) by redesignating paragraph (5) as paragraph
(7) AMENDMENTS CONFORMING TO REPEAL OF SECTIONS 4501
THROUGH 4597.—
(A) Section 6808 is amended by striking out paragraph 26 USC 6808.

(B) (i) Section 7234 (relating to violations of laws con- 26 USC 7234.
aern:llgd oleomargarine or adulterated butter operations) is
repealed.

(ii) The table of sections for part II of subchapter A of
chapter 75 is amended by striking out the item relating to
section 7234.

(C) (i) Section 7265 (relating to other offenses concerning 26 USC 7265.
oleomargarine or adulterated butter operations) is repealed.

(ii) The table of sections for subchapter B of chapter 75 is
amended by striking out the item relating to section 7265.

(D) Section 7611(a), as redesignated by this Act, is Ante p. 1699.
amended by strikin§ out paragraph (1).

(E) The table of chapters for subtitle D is amended by
striking out the item relating to chapter 38,
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(8) AMENDMENTE CONFORMING TO REPEAL OF SECTIONS 4801
THROUGH 4806.—
26 USC 4905. (A) Section 4905(b) is amended to read as follows:
“(b) REGISTRATION.—

“For registration in case of wagering, see section 4412.”

26 USC 6808. (B) Section 6808 is amended by striking out paragraph
12).

26 USC 7012. (C) Section 7012 is amended by striking out subsection
(e).

26 USC 7239. (D) (i) Section 7239 (relating to violations of laws con-

cerning white phosghorus matches) is repealed.

(ii) The table of sections for part IT of subchapter A of
chapter 75 is amended by striking out the item relating to
section 7239,

26 USC 7267, (E) (i) Sections 7267 and 7274 (relating to offenses and
7274. penalties concerning white phosphorus matches) are each
repealed.

(ii) The table of sections for subchapter B of chapter 75
is amended by striking out the items relating to sections 7267

and 7274. )
26 USC 7272, (dg F;,) Section 7272(b) is amended by striking out “4804
26 USC 7303. ( (,?r) Section 7303 is amended by striking out paragraph
6).
(H) (i) Part IT of subchapter C of chapter 75 (relating
26 USC 7201. to provisions common to forfeitures) is amended by striking
out section 7328 (relating to confiscation of white phosphorus
26 USC 7328, matches), and by redesignating section 7329 (relating to cross
7329. references) as section 7328,

(ii) The table of sections for part IT of subchapter C of
chapter 75 is amended by striking out the last two 1tems and
inserting in lieu thereof the following:

“Sec. 7328. Cross references.”

(9) AMENDMENTS CONFORMING TO EEPFAL OF SECTIONS 4811
THROUGH 4826.—

26 USC 6808. (A) Section 6808 (relating to cross references) is amended
by striking out paragraph (10).

26 USC 7235. (B) (i) Section 7235 (relating to violations of laws con-
cerning ]agulteramd butter and process or renovated butter)
is repealed.

(i1) The table of sections for part II of subchapter A of
chapter 75 is amended by striking out the item relating to

section 7235.
26 USC 7264. (C) (i) Section 7264 (relating to offenses concerning reno-

vated or adulterated butter) is repealed.
(ii) The table of sections for subchapter B of chapter 75
is amended by striking out the item relating to section 7264,
26 USC 7303. (D) Section 7803 is amended by striking out aragrapha
{3;, (4),and (5), and by redesignating paragraphs (7) and
8) as paragraphs (2) and (3), respectively. .

Ante, p. 1699. (E) Section 7611(a), as redesignated by this Act, is
amended by striking out paragraph (2), and by redesignat-
ing paragraphs (5) and (6) as paragraphs { 1) and (2),

respectively.
(10) AMENDMENTS CONFORMING TO THE REPEAL OF SECTIONS

4911 THROUGH 4931.—
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(A) (i) (T) Section 263, as amended by this Act, is amended
by striking out subsections (a) (3) and (d) (relating to the
allowance of deductions for payment of interest equalization
tax), and by redesignating subsections (e), (f), and (g) as
subsections (d), (e), and (f), respectively.

(IT) Section 263(d), as redesignated by clause (i) (I) of
this sub,lmmgmph, is amended by striking out “subsection
(f)” and inserting in lien thereof “subsection (e)”.

(ii) Section 6011 (relating to requirement of return, state-
ment, or list) is amended by striking out subsection (d)
(relating to interest equalization tax returns, ete.), and by
redesignating subsections (e) and (f) as subsections (¢) and
(d), respectively.

(ii1) (I) Section 6076 (relatingl to time for filing interest
equalization tax returns) is repealed

(II) The table of sections for part V of subchapter A of
chapter 61 is amended by striking out the item relating to
section 6076.

(iv) Section 6611 (relating to interest on overpayments)
is amended by striking out subsection (h) (relating to over-
payments of interest equalization tax) and by redesignating
subsection (1) as subsection (h).

(v) Section 6651 (relating to failure to file tax return
or to pay tax) is amended by striking out subsection (e)
(relating to certain interest equalization tax returns).

(vi) (%) Section 6680 (relating to failure to file interest
equalization tax returns) is repealed.

(IT) The table of sections for subchapter B of chapter 68
is amended by striking out the item relating to section 6680.

(vii) The amendments made by this su paragraph shall
apply with respect to acquisitions of stock or debt obligations
made after June 30, 1974, except that the repeal of paragraph
(2) of section 6011(d) under clause (ii) shall apply with
respect to loans and commitments made after such date.

B) Section 861(a)(1)(G) (relating to income from
sources within the United States) is amended—

(1) by striking out “section 4912(c)” and inserting in
lieu thereof “su ion (c¢) of section 4912 (as in effect
before July 1,1974)"; and _

(lii) by striking out “section 4912 (¢) (2)” and inserting
in lien thereof “subsection (c) (2) of such section”.

(C) The second sentence of section 1232(b) fj'lﬂ) (relating
to the definition of the issue price of bonds and other evidences
of indebtedness) is amended by striking out “section 4911”
and inserting in lieu thereof “section 4911, as in effect before
July 1, 1974".

(%) (i) Section 6681 (relating to false equalization tax
certificates) is repealed.

(i1) The table of sections for subchapter B of chapter 68
is amended by striking out the item relating to section 6681.

(iii) The amendments made by this subparagraph shall
apply with respect to actions occurrinf after June 30, 1974.

F]g) (1) Section 6689 (relating to failure by certain foreign
issuers and obligors to comply with United States investment
equalization tax requirements) is repealed.

(i1) The table of sections for subchapter B of chapter 68
is amended by striking out the item relating to section 6689.
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(iii) The amendments made by this subparagraph shall

apply with respect to stock or debt obligations issued after
une 30, 1974,

(F) (i) Section 7241 (relating to penalty for fraudulent
equalization tax certificates) is repealed.

(ii) The table of sections for part IT of subchapter A of
chapter 75 is amended by striking out the item relating to
section 7241.

(iii) The amendments made by this subparagraph shall
agply with respect to statements and certificates executed
after June 30, 1974, b

(G) The table of chapters for subtitle D is amended by
striking out the item relating to chapter 41.

(c) AmeNpDMENT TO ProvisioN REFERRING TO TERRITORIES.—Section
§482 (c),(l) is amended by striking out “, a Territory of the United

tates,”.

(d) "ErrEcTIVE Dare.—Except as otherwise provided in this section,
the amendments made by this section shall take effect on the first day
of the first month which {egins more than 90 days after the date of the
enactment of this Act.

SEC. 1905. AMENDMENTS OF SUBTITLE E; ALCOHOL, TOBACCO, AND

CERTAIN OTHER EXCISE TAXES.

(a) In GENERAL—

(1) AMENDMENT OF SECTION 5005.—Section 5005 (c) (QL (relat-
ing to transfers in bond of distilled spirits) is amended by strik-
ing out the last two sentences and inserting in lieu thereof the
following: “Such relief from Iiabihty shall%)e effective from the
time of removal from the transferor’s bonded premises, or from
the time of divestment of interest, whichever is later.”

(2) AMENDMENTS OF SECTION 5008.—

(A) Section 5008(b) (1) (relating to abatement, remission,
refund, and allowance for loss of destruction of distilled
spirits) is amended by inserting immediately after “the tax
im by this chapter” the following : “or by section 7652".

B) Section 5008(b) (2) is amended by striking out “the
taxes imposed under section 5001 (a) (1)” and all that follows
and inserting in lieu thereof the following: “the taxes
imposed under section 5001 (a) (1), under subpart B of this
part, or under section 7652 on the spirits so destroyed, to the
gropriator of the distilled spirits plant who withdrew the

istilled spirits on payment or determination of tax.”

(C) Su}]):-sections (¢) (1) and (d) (1) of section 5008 are
each amended by inserting immediately after “under section
5001(a) (1) the following : “or under section 7652”.

(D) Section 5008 gd) (1) is amended by striking out ¥, on
or after July 1, 1959,”.

(3) AMENDMENT OF SECTION 5000.—Section 5009(b)(3) is
amended by striking out “46 Stat. 694 ;.

(4{ AMENDMENT OF SECTION 5025.—Section 5025(j) (relating to
stabilization of distilled spirits) is amended by striking out “the
bottling of distilled spirits,” and inserting in lieu thereof “the
bottling of distilled spirits, or preparatory to exportation,”.

(5) AMENDMENT OF SBECTION 5054.—Section 5054 (relating to
determination and collection of tax on beer) is amended by strik-
ing out subsection (¢) (relating to stamps or other devices as
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evidence of payment of tax) and by redesignating subsection (d)
as subsection (¢).
(6) AMENDMENTS OF SECTION 5061.— ,
(A) Section 5061(a) (relating to collections of alcohol 26 USC 5061.
taxes) is amended by striking out the last sentence.
(B) Section 5061 (% (relating to methods of collection) is
amended to read as follows: ‘ .
“(b) Exceprions.—Notwithstanding the provisions of subsection
(a),any taxes im on, or amounts to be paid or collected in respect
of, distilled spirits, wines, rectified distilled spirits and wines, and
beer under—
(1) section 5001 (a) (5), (6),0r (7),
“(2) seetion 5006 (c) or (d),
“(3) section 5026(a) (2),
“(4) section 5041(d),
“(5) section 5043 (a) (3),
“(6) section 5054 (a) (3) or (4),or
“(7) section 5505(a),
shall be immediately due and payable at the time provided by such
provisions (or if no specific time for payment is provided, at the time
the event referred to in such provision occurs). Such taxes and amounts
shall be assessed and collected by the Secretary on the basis of the
information available to him in the same manner as taxes payable
by return but with respect to which no return has been filed.”
(C) Section 5061 (c) (relating to applicability of other pro-
visions of law) is amended to read as follows:
“(c) Inrrort DuTiEs.—The internal revenue taxes imposed by this
part shall be in addition to any import duties unless such duties are
specifically designated as being in lieu of internal revenue tax.”
(7) AMENDMENT OF S8ECTION 5113.—Section 5113 (f) (1) Sra]at- 26 USC 5113.
ing to retail dealers in liquors) is amended by striking out “wines
g:e bger” and inserting in lieu thereof “distilled spirits, wines, or
Y,
(8) AMENDMENTS OF SECTION 5117.—Section 5117 (relating to 26 USC 5117.
prohibited gurchases by dealers) is amended by redesignating
subsection (b) as subsection (¢) and by inserting after subsection
(a) the following new subsection :
“(b) Loyrrep Rerarn Deavers.—A limited retail dealer may law-
lf_ully p,l’lrchase distilled spirits for resale from a retail dealer in
iquors,
! (9) AMENDMENT OF SECTION 5121.—Section 5121 (c) (relating 26 USC 5121.
to limited retail dealers) is amended to read as follows:
“(e) Limrrep Reramn Deavers.—Every limited retail dealer shall
pay a special tax of $4.50 for each calendar month in which sales are
made as such dealer; except that the special tax shall be $2.20 for each
calendar month in which only sales of beer or wine are made.”
(10) AMENDMENT OF SECTION 5122.—Section 5122(¢) fralating 26 USC 5122.
to definition of limited retail dealer) is amended by striking out
“beer or wine” each place it appears and inserting in lien thereof
“distilled spirits, wine, or beer”,
(11) AMENDMENT OF SECTION 5131.—Section 5131(a) (relating 26 USC 5131.
to eli‘fibility for drawback) is amended by striking out “produ
in a domestic registered distillery or industrial alcohol plant and
withdrawn from bond, or using distilled spirits withdrawn from
the bonded premises of a distilled spirits plant,”.
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(12) AMENDMENT OF SECTION 5142.—Section 5142(c) (relating

. tc)i ﬂ;yment of occupational taxes) is amended to read as follows:
3 (c

ow Pam.—

! (1{ PaymeNT BY RETURN.—The special taxes imposed by this
part shall be paid on the basis of a return under such regulations
as the Secretary shall prescribe.

“(2) STaMP DENOTING PAYMENT OF TAX.—A fter receiving a prop-
erly executed return and remittance of any special tax imposed
by this subpart, the Secretary shall issue to the taxpayer an
appropriate stamp as a receipt denoting payment of the tax. This
paragraph shall not apply in the case of a return covering liability
for a past period.”

(13) AMENDMENTS OF SECTION 5171.—Section 5171(b) (relating
to permits for operation of business as distillers, ete.) is
amended—

{A; in paragraph (1), by striking out “49 Stat. 978;”, and

B) by striking out paragraph (3? (relating to continuance

of blgs;ness after June 30, 1959, pending application for
rmit).

(ll}r)5 AMENDMENT OF SECTION 5174.—Oection 5174(a) (2) (A)
(relating to withdrawal bonds for distilled spirits) is amended by
striking out “such spirits” and inserting in lieu thereof “distilled
spirits from bond”.

(15) AMENDMENT OF S8ECTION 5232.—Section 5232 (a) (relating
to transfer of imported distilled spirits) is amended by striking
out “and the importer” and ins;ert’.in%l in lieu thereof “and the
importer, or the person bringing such distilled spirits into the
United States,”.

(16) AMENDMENT OF SECTION 5233.—Section 5233 Elg_?n(‘i) (relat-
isng toTI’;oE.’tljng requirements) is amended by striking out “49

tat. 977",

(17) AMENDMENT OF SECTION 5234.— The first sentence of section
5234(a) (2) (relating to the mi glin of distilled spirits) is
amended by striking out “8 years’ ang ingerting in lieu thereof
“20 years”.

(18) AMENDMENT OF SECTION 5314.—Section 5314 (a) (2) (relat-
ing to a}{)plication of certain provisions to Puerto Rico) is
amended by striking out “section 5001(a)(4)” and inserting in
lieu thereof “section 5001 (a) (10)”.

(19) RepEAL OF BECTION 5315.—Section 5315 (relating to the
status of certain distilled spirits on July 1, 1959) is repealed.

(20) AMENDMENTS OF SECTION 5368.—

g 1{;11) The heading of section 5368 is amended to read as
ollows:

“SEC. 5368. GAUGING AND MARKING.”

(B) Section 5368(b) (relating to removal of wines) is
amended to read as follows:

“(b) Marking.—Wines shall be removed in such containers (includ-
ing vessels, vehicles, and pipelines) bearing such marks and labels,
evidencing compliance with this chapter, as &
ulations prescribe.”

e Secretary may by reg-
(21) AMENDMENT OF S8ECTION 5392.—Section 5392(f) (defining

+ own production) is amended by striking out “49 Stat. 990;”.

(22) AMENDMENTS OF SECTION 5601.—Section 5601 (b) (relating
to presumptions in the case of criminal penalties) is amended to
read as follows:
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“(b) PresumprioN—Whenever on trial for violation of subsection
(a) (4) the defendant is shown to have been at the site or place where,
and at the time when, the business of a distiller or rectifier was so
engaged in or carried on, such presence of the defendant shall be
deemed sufficient evidence to authorize conviction, unless the defendant
explains such presence to the satisfaction of the jury (or of the court
‘when tried without jury).”

(23) AMENDMENTS OF SECTION 5685.—

(A) Section 5685(a) (relating to penalty for possession
of devices for emitting gas, smoke, etc.) is amended by strik-
ing out “gection 5848” and inserting in lieu thereof “section
58457,

(B) Section 5685(c) (relating to forfeiture of firearms,
devices, ete.) is amended by str'Ei:ﬂg out “section 5862” and
inserting in lieu thereof “section 5872”.

(C) Section 5685(d) (relating to the definition of machine
gun) is amended to read as follows:

“(d) DerintrioNn oF MacHiNe Gun.—As used in this section, the
term ‘machine gun’ means a machinegun as defined in section 5845( ! i

(24) AMENDMENT OF SECTION 5701.—Section 5701 (e) {(relat.ing
to imported tobacco produects, ete.) is amended by striking out
“such articles” and inserting in lieu thereof “such articles, unless
such import duties are imposed in lieu of internal revenue tax”.

(25) AMENDMENTS OF SECTION 5703, —

(A) Section 5703(a) (2) (relating to transfer of liability
for tobacco taxes) is amended b nﬁ'ding at the end thercof
the following new sentence: * ﬁ provisions of this chapter
applicable to tobacco products and cigarette papers and tubes
in bond shall be applicable to such articles returned to bond
upon withdrawal from the market or returned to bond after
previous removal for a tax-exempt purpose.”

(B) The second sentence of section 5708(b) (relating to
method of payment of tobacco taxes) is amended by striking
out *, except that the taxes shall continue to be paid by stamp
until the Secretary or his delegate provides, by regulations,
for the payment of the taxes on the gasm of a return”.

(C) E;:wtion 5703 is amended by striking out subsection (c)
(relating to stamps to evidence tobacco taxes) and b
redesignating subsections (d) and (e) as subsections (c) a.ng
(d), respectively.

(26) AMENDMENTS OF SECTION 5704.—Subsections (¢) and (d)
of section 5704 (relating to exemPtions from tobacco taxes) are
each amended by inserting after “to a manufacturer of tobacco
products or cigarette papers and tubes” the following: “or to the
proprietor of an export warehouse”.

(27) AMENDMENT OF SECTION 5712.—Section 5712 (relating to
application for permit) is amended by striking out the last
sentence.

(28) AMENDMENTS OF SECTION 5723.—

(A) The heading of section 5728 is amended by striking
out “NOTICES, AND STAMPS” and inserting in lieu thereof
“AND NOTICES".

(B) Section 5723(b) (relating to marks, and so forth, on
packages) is amended to read as follows:

“(b) Marxs, Larers, anp Norroes.—Every package of tobaceo prod-
ucts or cigarette papers or tubes shall, before removal, bear the marks,
labels, and notices, if any, that the Secretary hy regulation prescribes,”
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(b) ConrormMING AND CLERICAL A MENDMENTS,—
(1) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION
5054, —

(A% Section 5676 (relating to beer stamp penalties) is
repealed.

(B) The table of sections for part IIT of Bubcha,ﬁ.er J of
chapter 51 is amended by striking out the item relating to
section 5676.

(2) AMENDMENTS CONFORMING TO AMENDMENTS OF SECTION
5061, —

(A) Section 5007(b) (1) is amended by striking out the
second sentence,

(B) Section 5026(b) is amended by striking out “Except
as provided in subsection (a)(2), the taxes” and inserting
in lieu thereof “The taxes”.

(C) Section 5043(b) is amended by striking out “Except
as provided in subsection (a)(3), the taxes” and inserting
in lieu thereof “The taxes”.

(D) Section 5662 is amended by striking out “stamp,”
each place it appears.

(Eg(i) Section 5689 (relating to penalty and forfeiture
for tampering with a stamp machine) 18 repealed.

(ii) The table of sections for part IV of subch:gl)ter J of
chapter 51 is amended by striking out the item relating to
section 5689.

(iii) Section 5061 is amended by striking out subsec-
tion (d).

(3) AMENDMENTS CONFORMING TO AMENDMENT OF SECTION
5142.—

(A) (i) Section 5104 (relating to method of payment of
tax on stills) is repealed.

(i1) The table of sections for subpart C of part II of sub-
chapter A of chapter 51 is amended by striking out the item
relating to section 5104.

(B) Section 5111(a) is amended by striking out the second

sentence.

(C) Section 5121(a) is amended by striking out the second
sentence,

(D) (i) Section 5144 (relating to supply of stamps) is
repealed.

(ii) The table of sections for suel::})art G of part IT of sub-
chapter A of chapter 51 is amended by striking out the item
relating to section 5144,

E]?%ection 5148(3) is amended by striking out “penalties”

and inserting in lieu thereof “penalties, authority for
assessments,”.

(4) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 5315.—
The table of sections for part III of subchapter E of chapter 51
is amended by striking out the item relating to section 5315.

(5) AMENDMENT CONFORMING TO THE AMENDMENT OF SECTION
s368.—The item relating to section 5368 in the table of sections
iofl part IT of subchapter F of chapter 51 is amended to read as

ollows:

“Sec. 5368, Gauging and marking.”

(6) AMENDMENTS CONFORMING TO THE AMENDMENT OF BECTION
5601.—
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(b()‘%)) Section 5105(b) (2) is amended by striking out ¢, 5601
(B) Section 5177(b) (2 is amended by striking out “5601

( bz é ” and insertin ieu thereof “5601 (b),".

el Section 5179 (b (1) is amended by s g out “, 5601

( D) Sectlon 5222(d) is amended by striking out “5601(b)
(3), 5601(b) (4),”.
(E) Section 5505 (i) is amended by striking out “5601 (b)

(1) AMENDMENTS CONFORMING TO THE AMENDMENT OF SECTION
5723, —

(A) Paragraphs (2) and (3) of section 5751(&. are each
amended by striking out “notices, and stamps” and inserting
in lieu thereof “and notices”.

(B) (i) Section 5752 is amended to read as follows:

“SEC. 5752. RESTRICTIONS RELATING TO MARKS, LABELS, NOTICES,
AND PACKAGES,

“No person shall, with intent to defraud the United States, destroy,
obliterate, or detach any mark, label, or notice preseribed or authorized,
by this chapter or regulat.mns thereunder, to appear on, or be affixed
to, any package of tobacco products or cigarette papers or tubes, before
such pncka%e 1)3 E‘?»g]ct ptied. ”;6 (a) i S i ke

11 ion 5762(a) 18 amen y stri out para
(6), (7),(8), (9), (10),and (11) and msertm.gmfzn gareof
the followmg
“(6) DesTROYING, OBLITERATING, OR DETACHING MARKS, LABELS,
OR NOTICES BEFORE PACKAGES ARE EMPTIED.—V iolates any provision
of section 5752;".

(iii) The item relating to section 57562 in the table of sec-
tions for subchapter E of chapter 52 is amended to read as
follows:

“Sec. 5752. Restrictions relating to marks, labels, notices, and
packages."”

(C) (i) Section 5763(a)(2) is amended by striking out

nntme?, and stamps” and inserting in lieu thereof “and
notices”.

(i) Section 5763(b) is amended by striking out “internal
revenue stampa, .

(D) The item relating to section 5723 in the table of sections
for subchapter C of chapter 52 is amended to read as follows:
“Sec. 5723, Packages, marks, labels, and notices.”

(¢) AwmenpmENTS To PrOvisions ReFerriNG T0 TERRITORIES.—
(}}) Section 5114(b) is amended by stnkn’ig out “or Teml:ory"
eac out

place it appears and by stnk:lxc!F
(2) Section %214(3) (2) 1s amended by stnlnng out “or Ter-
each place it appears.
rgr Section 5272(b) is amended by striking out “and

Terrltones”

&4) Section 5362(c) (9) is amended by striking out “and
erritories”.

(5) Section 5551(b) (2) is amended by striking out “Territory,

or”
56) Section 5685(a) is amended by striking out “Territory
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(d) Errecrive Dare.—The amendments made by this section shall
take effect on the first day of the first month which begins more than
90 days after the date of the enactment of this Act.

SEC. 1906. AMENDMENTS OF SUBTITLE F; PROCEDURE AND ADMIN-
ISTRATION.

(a) In GENERAL—

(1) AMENDMENTS OF SECTION 6013.—

(A) Section 6013(b) (2) (C) (relating to petition to the
Tax (’}’ourt) is amended by striking out “of the United
States”.

(Bl) The heading of section 6013(d) is amended to read
as follows:

“(d) Smcéa)z. lS:{ms.—”. @) (el .

( ection 6013 1) (relating to joint return after
death of one spouse) i)s amended by st:nﬂﬂng out “and” at
the end of subparagraph (A) and inserting in lieu thereof
“or”,hal(ld by striking out “and” at the end of the subpara-

-aph (B).

(2) AMENDMENT OF SECTION 6015.—Section 6015 (relating to
declaration of estimated tax by individuals) is amended by strik-
ing out subsection (j) (relating to an effective date provision).

AMENDMENT OF S8ECTION 6037.—Section 6037 (relating to
returns of subchapter S corporations) is amended by striking out
“section 1371(a) (2)” and inserting in lieu thereof “section 1371

b ”

(4) AMENDMENT OF SECTION 6046.—Section 6046 (e) (relating to
information as to organization of foreign corporation) is
amended to read as follows:

“(e) Lamrration.—No information shall be required to be furnished
under this section with respect to any foreign corporation unless such
information was required to be furnished under regulations which
have been in effect for at least 90 days before the date on which the
United States citizen, resident, or person becomes liable to file a return
required under subsection (a).”

(5) AMENDMENT OF SECTION 6051.—Section 6051(a) (relating
to mformation required to be furnished to employees) is amended
by striking out “and” where it appears at the end of paragraph

6).
(6) AMENDMENTS OF SECTION 6065.—Section 6065 (relating to
verification of returns) is amended by striking out subsection (b)
relatin¥to verification by oath), and by striking out in subsection
a) the following: “(a) PENALTIES OF Y. —",
7) RepeAn oF sEcTION 6105.—Section 6105 (relating to com-
pilation of data for certain excess profits tax cases) is repealed.
(8) AMENDMENT OF SECTION 6111.—Section 6111 (relating to
cro?sli‘eferences), as redesignated by this Act, is amended to read
as follows:

“SEC. 6111. CROSS REFERENCE.

“For inspection of records, returns, etc, concerning gasoline or
lubricating oils, see section 4102.”

(9) AMENDMENT OF SBECTION 6152.—Section 6152(a) (1) (relat-
ing to installment payments by corporations) is amended to read
as follows:

“(1) CorproraTiONs.—A corporation subject to the taxes imposed
by chapter 1 may elect to pay the unpaid amount of such taxes in
two equal installments.”
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(10) AMENDMENTS OF SECTION 6154.— 4 )
(ég Section 6154 (c) (1) (B) (relating to definition of esti- 26 USC 6154.
mated tax) is amended—
(i) by adding “and” after the comma at the end of

clause (}i'), and

&ii) by striking out clauses (ii) and (iii) and inserting
in lieu thereof the following:

“(i1) in the case of a taxable year beginning before
January 1, 1977, the amount of the corporation’s tempo-
rary estimated tax exemption for such year.”

(B) Section 6154(c) (2) FA) (ii) (relating to temporary
estimated tax Payments) is amended by striking out “clauses
(i1) and (iii)” and inserting in lieu thereof “clause (ii)”.

(C) Section 6154(c) (2) (B) l(lrelgting to estimated tax)

is amended by striking out the following :

#1968, 1969, 1970, 1971, and 1972 100 percent
1973 80 percent
1974 —-e—— &0 percent”.

(D) Section 6154(c) (relatini to estimated tax) is
amended by striking out paragraph (3) (relatin% to transi-
tional exemption for taxable years beginning before 1972).

(11) AMENDMENTS OF SECTION 6157.—

(A) Section 6157 (relating to payment of Federal unem- 26 USC 6157.
ployment tax) is amended by striking out subsection (c)
(refrating to special rules for 1970 and 1971), and by redesig-
nating subsection (d) as subsection (¢).

(B) Section 6157(a) is amended by striking out “subsec-
tion’,? (¢) and (d)” and inserting in lieu thereof “subsection
e

(12) RepEAL oF sECTION 6162.—Section 6162 (relating to pay- 26 USC 6162.
ment of tax on gain on liquidation of certain personal holding
companies) is repealed.

(13) AMENDMENT OF SECTION 6205.—Section 6205(a) (4) (relat- 26 USC 6205.
ing to District of Columbia as employexg is amended by striking
out “Commissioners of the District of Columbia and each agent
designated by them” and inserting in lieu thereof “Mayor of the
District of Columbia and each agent designated by him”.

(14) AMENDMENT OF SECTION 6207.—Section 6207 (relating to 26 USC 6207.
cross references) is amended by striking out paragraph (7%

(15) AMENDMENT OF SECTION ezm.—gection 6213 (a) (relating Ante, p. 1698.
to time for filing petition with the Tax Court) is amended b?'
striking out “States of the Union and the District of Columbia”
and inserting in lieu thereof “United States”.

(16) AMENDMENT OF SECTION 6215.—Section 6215(b) (5) (a 26 USC 6215.
cross reference) is amended by striking out “60 Stat. 48:”,

(17) AMENDMENT OF SECTION 6302.—Section 6302(b) ( relating 26 USC 6302.
to collection of certain excise taxes) is amended by striking out
“sections 4501 (a) or 4511 of chapter 37, or section 4701 or 4721 of
:gla%t?e’}' 39” and inserting in lieu thereof “section 4501 (a) of chap-

3T

(18) RepPEAL OF SECTION 6304—Section 6304 (relating to a cross 26 USC 6304.
reference) is repealed,

(19) AMENDMENT OF SECTION 6313.—Section 6313 (relating to 26 USC 6313.
fractional parts of a cent) is amended by striking out “not pay-
able by stamp”.

(20) AMENDMENTS OF SECTION 6326.—
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(A) Paragraph (2) of section 6326 (cross references) is
amended by striking out “52 Stat. 851;”.

(B) Paragraph (3) of section 6326 is amended by striking
out “52 Stat. 867 ;".

(C) Paragraph (4) of section 6326 is amended by striking
out “52 Stat. 867-877;”.

(D) Paragraph (5) of section 6326 is amended by striking
out “52 Stat. 938;”.

(21) AMENDMENT OF SECTION 6365.—Section 6365(b) (relating
to definition of governor) is amended by striking out “Commis-
sioner of the District of Columbia” and inserting in lieu thereof
“Mayor of the District of Columbia”.

(22) AMENDMENT OF S8ECTION 6412.—Section 6412(a) (relating
to floor stock refunds) is amended by redesignating paragraphs
(2) and (4) as paragraphs (1) and (2), respectively.

(23) AMENDMENTS OF S8ECTION 6413,—

(A) Section 6413(a) (4) (relating to District of Columbia
as employer) is amended by striking out “Commissioners of
the District of Columbia and each agent designated by them”
and inserting in lieu thereof “Mayor of the District of Colum-
bia and each agent designated by him”.

(B) (i) Section 6413 (c) (1) (relating to refunds of certain
employment taxes) is amended to read as follows:

“(1) In GeneraL—If by reason of an emi)loyee receiving wages
from more than one employer during a calendar year the wages
received by him during such year exceed the contribution and
benefit base (as determined under section 230 of the Social
Security Act) which is effective with respect to such year, the
employee shall be entitled (subject to the provisions of section 31
(b)) to a credit or refund of any amount of tax, with respect to
such wages, imposed by section 3101 or section 3201, or by both such
sections, and deducted from the employee’s wages (whether or
not paid to the Secretary), which exceeds the tax with respect
to the amount of such wages received in such year which is equal
to such contribution and benefit base. The term ‘wages’ as used
in this paragraph shall, for purposes of this paragraph, include
‘compensation’ as defined in section 3231 ge 54

(i1) So much of section 6413(c) 2% (A) (relating to Fed-
eral employees) as follows “and the term ‘wages’ includes”
is amended to read as follows: “for purposes of this sub-
section the amount, not to exceed an amount equal to the
contribution and benefit base (as determined under section
230 of the Social Security Act) for any calendar year with
respect to which such contribution and benefit base is effective,
determined by each such head or agent as constituting wages
paid to an employee.”

(iii) The amendments made by clauses (i) and (iig)eshall
itg%y with respect to remuneration paid after December 81,

(C) Section 6413(c)(2) (F) (relating to government
employees in the District of Columbia) is amended by striking
out “Commissioners of the District of Columbia and each
agent designated by them” and inserting in lieu thereof
“Mayor of the District of Columbia and each agent desig-
nated by him”.
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(D) Section 6413(c) £3) (relating to special refunds) is
amended by striking out “after 1967”.
(24) AMENDMENTS OF SECTION 6416.— y
(A) Section 6416(a)(3) (relating to special rules for
refund of overpayment of tax) is amended by redesxgnat.mg
subparagraphs (C) and (D) as subparagraphs (A) an

(Beﬁj'e(s‘;))ecstgtelly 6416(b) (2) (relating to overpayments of
1 ion 64
certain 3:&1{3,3 taxes), as ame:l;ded by smﬁ,;o(!a 2)10(8 ]f) t(hﬁ A
is ameny striking out subparagrap ; an
J), and byymdesis;natiug subparagraphs (iE, (K), ’(L),
M%' (R), (8), and (T) as subparagraphs (E), (F), (G),
H), (1), (J), and (K), respectively. _
(1) The repeals made by clause (i) shall apply with
regrpect to the use or resale for use of liquids after December 31,
1976.
(25) RrpeAL OF SECTION 6417.—Section 6417 (relating to coco-
nut and palm oil) is repealed.
(26) ENDMENTS OF SECTION 6420.—
(A) Section 8420(b) (relating to time for filing refund
claims on gasoline) 1s amended to read as follows:
“(b) Time ror Frune Crarms; Prriop Coveren.—Not more than

one claim may be filed under this section by any person with respect
to line used during his taxable year, and no claim shall be allowed
under this section with respect to gasoline used during any taxable year
unless filed by such person not later than the time preseribed by law for
filing a claim for credit or refund of overpayment of income tax for
such taxable year. For purposes of this su ion, a person’s taxable
year shall be his taxable year for purposes of subtitle A.”

(B) Section 6420(e) (1) (relating to application of other
laws) is amended by striking out “apply in in respect” and
inserting in lieu thereof “app%y in respect”.

( C)u(lﬁ Section 6420 is amended by striking out subsection
(g) (relating to effective date) and by redesignating sub-
sections (h) and (i) as subsections (g) and (h), respectively.

(i) Section 6420(a) is amended% striking out “subsec-
tion (h)” and inserting in lieu thereof “subsection g)”.

(D) Section 6420 ( gg (relating to income tax credit in lieu

of this paragraph, is amended by striking out “with res to

gasoline used after June 30, 1%65,” and “for gasulingeﬁtsed

after June 30, 1965”.

(27) AMENDMENTS OF SECTION 6421.—

. (A) (i) Subsections (a) and (e) (3) of section 6421 (relat-

ing to nonhighway use of gasoline) are each amended by

striking out “after June 30, 1970,”.

(ii) The amendments made by clause (i) shall only apply

with respect to gasoline used as a fue] after June 30, 1970.

_ (B) Section 6421 (c) (relating to nonhighway use of gaso-

line) is amended to read as follows:

“(e) Trme ror Frune Cramus ; Periop CovERED.—

“(1) Ix eeneraL.—Except as provided in paragraph (2), not
more than one claim may be filed under subsection (a), and not
more than one claim may be filed under subsection (b), by any
person with res to gasoline used during his taxable year; and
no claim shall be allowed under this paragraph with respect to
gasoline used during any taxable year unless ﬁ?ed by such person

90 STAT. 1827

26 USC 6413.

26 USC 6416.

Post, p. 1904.

26 USC 6416
note.

26 USC 6417.

26 USC 6420.
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26 USC 6421.
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not later than the time prescribed by law for filing a claim for
credit or refund of overpayment of income tax for such taxable
year. For purposes of this subsection, a person’s taxable year shall
be his taxable year for purposes of subtitle A. )

“(2) Excerrion.—If $1,000 or more is payable under this
section to any person with respect to gasoline used durin ang]of
the first three quarters of his taxable year, a claim may ed
under this section by such person with respect to gasoline used
during such quarter. No claim filed under this paragraph shall be
allowed unless filed on or before the last day of the first quarter
following the quarter for which the claim is filed.”

((%) Section 6421(h) (relating to effective dates) is
amended by striking out “after June 30, 1956, and”.

(D) Section 6421 (2 (relating to income tax credit in lien
of refund) is amended—

(i) by striking out, in paragraph (1), “with respect to

gasoline used after June 30, 1965,”,

(11) b‘}; striking out, in psr‘agraﬁh (2), “subsection %c;
( 3)’{’13)‘d and inserting in lieu thereof “subsection (c
2)”, an
( %iii} by striking out, in paragraph (3), “for gasoline
used after June 30, 1965.”
(28) AMENDMENTS OF SECTION 8422.—

(A) Paragraph (9) of section 6422 (relating to cross ref-
erences), as redesignated by section 1901 (b% (36) (B), is
amended by striking out “60 Stat. 48 ;”.

(B) Paragraph (11) of section 6422, as so redesignated, is
amended by striking out “47 Stat. 1516;".

(29) AMENDMENTS OF SECTION 6423.—

(A) Section 6423(b) (relating to filing of refund claim in
case of alecohol and tobacco taxes) is amended to read as
follows:

“(b) Fiune or cramms.—No credit or refund of any amount to
which subsection (a) applies shall be allowed or made unless a claim
therefor has been filed by the person who paid the amount claimed,
and unless such claim is filed within the time prescribed by law and in
accordance with regulations prescribed by the Secretary. All evidence
relied upon in support of sucﬁ claim shall be clearly set forth and sub-
mitted with the claim.”

(B) Section 6423 is amended by striking out subsection (c)
(relating to suits barred on April 30, 1958) and by redesig-
nating subsections (d) and (e) as subsections (¢) and (d%,
respectively. ;

C) Section 6423 (c) (relating to application of section), as
redesignated by su ?amgraph (B) of this paragraph, is
amended by addinﬁ “and” at the end of paragraph (1), by
strikingf out “, and” at the end of paragraph g) and insert-
i(n%' in lieu thereof a period, and by striking out paragraph

3).
(30) AMENDMENTS OF SECTION 6424.—

(A) The last sentence of section 6424(b) (1) (relating to
refund claims with respect to lubricating oil) is amended by
striking out ¢, except that a person’s first taxable year begin-
ning after December 31, 1965, shall include the period after
December 31, 1965, and before the beginning of such first
taxable year”.
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B) Section 6424 (relating to lubricating oil not used in 26 USC 6424.
highway motor vehicles) is amended by str%kit.:g out subsec-
tion (fj)’ (relating to effective date of section), and by
redesignating subsections (g) and (h) as subsections (f) and
(g), respectively.
(81) AMENDMENTS OF SECTION 6427.— )
(A) Subsections (a), (b),and (c) of section 6427 (relatmﬂg 26 USC 6427.
to fuels not used for taxable 3Eurposea) are each amend
by striking out “, after June 30, 1970,”.
(B) The amendments made i)y subparagraph (A) shall 26 USC 6427
ap?ly only with respect to fuel used or resold after June 30, note.
1970.

(32) AMENDMENTS OF SECTION 6504.—
(A) Section 6504 (relating to cross references) is amended 26 USC 6504.
by strikina out paragraphs (13) and (14) and inserting in
lieu thereof:

“(13) Assessments to recover excessive amounts paid under section
6420 (relating to gasoline used on farms), 6421 (relating to gasoline
used for certain nonhighway purposes or by local transit systems),
6424 (relating to lubricating oil not used in Eighway motor vehicles),
or 6427 (relating to fuels not used for taxable purposes) and assess-
ments of civil penalties under section 6675 for excessive claims under
section 6420, 6421, 6424, or 6427, see section 6206.”

(B) Section 6504, as amended by this Aect, is further
amended by redesignating paragraphs (2), (35, (4), (5),
(9;, (10), (11), (12), (13), and (15) as paragraphs (1),

(2), (3), (4), (5), (6), (7), (8), (9),and (10), respectively.
33) INDMENTS OF SECTION 6511.—
(A) Section 6511(d)(2)(A) {iiL (relating to net oper- 26 USC6511.
ating loss carryback) is amended Y striking out “Septem-
ber 1, 1959, or” and by striking out “, whichever is the later”.
(B) Section 6511(d) 35) is amended by striking out “the
later of the following dates: (A)”, and by striking out ,
or (B) December 31, 1965”.

(34) AMENDMENT OF SECTION 6601.—Section 660}:5}1) (relating 26 USC 6601.
to interest on estimated tax payments) is amended by striking
out “(or section 59 of the Internal Revenue Code of 1939)”. 53 Stat. 32.

(35) AMENDMENT OF SBECTION 6654.—Section 6654 (relating to 26 USC 6654.
payment of estimated income tax{’ ig amended by striking out
subsection (h) (relating to applicability of section).

(36) AMENDMENT OF SECTION 6302.—§6(}t\i011 6802(2) (relating 26 USC 6802.
to supply and distribution of stamps) is amended by striking
out; tge semicolon at the end and inserting in lieu thereof a

eriod.
2 (87) AMENDMENT OF SECTION 6803.—Section 6803 grela.ting to 26 USC 6803.
accounting and safeguarding is amended to read as follows:

“SEC. 6803. ACCOUNTING AND SAFEGUARDING.

“(a.% Boxp.—In cases coming within the provisions of paragraph
(2) of section 6802, the Secretary may require a bond, witllz sufficient
sureties, in a sum to be fixed by the Secretary, conditioned for the
faithful return, whenever so required, of all quantities or amounts
undisposed of and for the payment monthly for all quantities or
amounts sold or not remaining on hand.

“(b) Recurarions.—The Secretary may from time to time make
such regulations as he may find necessary to insure the safekeeping or

revent the illegal use of all adhesive stamps referred to in paragraph
?2) of section 6802.”
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(38) AMENDMENT OF EECTION 6863 —Section 6863(b)(3)
(relating to stay of sale of seized property pending Tax Court
decision) is amended by striking out suggaragraph (gC) (relating
to effective date).

(39) AMENDMENT OF SECTION 7012.—Section 7012 (relating to
cross references), as amended by section 1904(b) (8) (C) of this
Act, is amended to read as follows:

“SEC. 7012. CROSS REFERENCES.

“(1) For provisions relating to registration in connection with fire-

arms, see sections 5802, 5841, and 5861.

“(2) For special rules with respect to registration by persons engaged

in receiving wagers, see section 4412,

“(3) For provisions relating to registration in relation to the produe-

tion or importation of gasoline, see section 4101.

“(4) For provisions relating to registration in relation to the manu-

facture or production of lubricating oils, see section 4101,

“(5) For penalty for failure to register, see section 7272,
“(6) For other penalties for failure to register with respect to wager-

ing, see section 7262.”

(40) AMENDMENT OF SECTION 7103.—Section 7103 (relating to
cross references regarding bonds) is amended by striking out sub-
section (d).

(41) DMENTS OF SECTION 7271.—Section 7271 (relating to
penalties for offenses concerning stamps) is amended by striking
out paragraph (2), and by redesignating paragraphs (3) and
(4) as paragraphs (2) and (3), respectively.

(42) AMENDMENT OF SECTION 7272.—Section 7272 (b) (relating
to cross references) is amended by striking out “4722, 4753,”.

(43) AMENDMENTS OF SECTION 7326.—Section 7326 (relating to
disposal of forfeited property) is amended—

(A) by striking out “section 5862(b)” and inserting in
lieu thereof “section 5872(b)”, and

(B) by redesignating subsection (c) as subsection (b).

(44) AMENDMENTS OF SECTION 7422, tion 7422 (c) (relating
to suits against collection officers) is amended by striking out
“instituted after June 15, 1942,”, and by striking out “where the
petition to the Tax Court was filed after such date”.

(45) AMENDMENTS OF SECTION 7428.—

SA) Paragraph (1) of section 7428 (cross references)z as
redesignated by this Act, is amended by striking out “52
Stat. 851,

(B) Para.graph (2) of such section 7428 is amended by
striking out “52 Stat. 867;".

(C) Paragraph (3) of such section 7428 is amended by
striking out “52 Stat. 876-877;".

D) ars.gmph (4) of such section 7428 is amended by
striking out “52 Stat, 938;".

(46) AMENDMENTS OF SECTION 7448.—

(A) Subsection (a) (6{} of section 7448 (relating to
annuities to widows and dependent children of Tax Court
judges) is amended—

(i) by striking out “The term ‘widow’ means a surviv-
ing wife of” and inserting in lieu thereof “The term
‘surviving spouse’ means a surviving spouse of”’; and

(ii) by striking out “the mother of issue” and insert-
ing in lieu thereof “a parent of issue”.

(B) gSeazi:ion 7448(h) is amended—
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éi) by striking out “surviving widow or widower”
and inserting in lieu thereof “surviving spouse”;

Sii) by strlk.in% out “such widow” each place it appears
and inserting in lien thereof “such surviving spouse”;
(iii) by striking out “a widow” each place it appears
and inserting in lieu thereof “a surviving spouse';

&iv) by striking out “widow’s” each piace it appears
and inserting in lieu thereof “surviving spouse’s”; and

(v) by striking out “surviving her” and inserting in
lieu thereof “surviving such spouse”.

(C) Sections 7448 (h) and (o) are each amended by strik-
ing out “she” and inserting in lieu thereof “such spouse”.

(D) Section 7448(0) is amended by striking out “her” and
inserting in lieu thereof “such spouse’s”.

(E) Sections 748 (), (3), (m), (), (0), and () are
each amended by striking out “widow” each place it
appears and inserting in lieu thereof “surviving spouse”.

(F) The section heading for section 7448 is amandedulgr
striking out “WIDOWS” and inserting in lieu thereof “SUR-
VIVING SPOUSES".

(47) AMENDMENTS OF SECTION T471.—

(A) Subsection (a) of section 7471 (relating to Tax Court
employees) is amended by striking out “is authorized in ac-
cordance with the civil service laws to appoint, and in ac-
cordance with the Classification Act of 1949 (63 Stat. 954;
5 U.S.C. chapter 21), as amended, to fix the compensation
of,” and inserting in lieu thereof “is authorized to appoint,
in accordance with the provisions of title 5, United States
Code, governing appointment in the competitive service, and
to fix the basic pay of, in accordance with chapter 51 and
subchapter 111 0? cf‘:a ter 53 of such title,”.

(B) Subsection (bg) of section 7471 is amended by striking
out “as provided in the Travel Expense Act of 1949 (63 Stat.
166; 5 U.S.C. chapter 16).” and inserting in lieu thereof “as
provided in chapter 57 of title 5, United States Code.”

(48) AMENDMENT OF S8ECTION 7476.—Section 7476(a) (relating
to declaratory judgments) is amended by striking out so much
thereof as follows paragraph (2)(B) and inserting in lieu
thereof the following:

“upon the filing of an appropriate pleading, the Tax Court may
make a declaration with respect to such initial qualification or con-
tinuing qualification. Any such declaration shall have the force and
eﬁe}t:t;, of a decision of the Tax Court and shall be reviewable as
such,

(49) AMENDMENT OF SECTION 7502 —Section 7502(b) (relating
to timely mailing treated as timely filing and paying) is amended
by striking out “United State Post ? and inserting in lieu
thereof “United States Postal Service”.

(50) AMENDMENTS OF SECTION 7507.—Paragraphs (2) and (38)
of section 7507 (¢) (relating to insolvent banks) are each amended
by striking out “after May 28, 1938,".

(561) AMENDMENTS OF SECTION 7508.—

(A) The heading of section 7508 (relating to time for
performing certain acts) is amended by striking out “BY
REASON OF WAR” and inserting in lien thereof “BY REASON
OF SERVICE IN COMBAT ZONE”,
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_ (B) Section 7508(a) (relating to time to be disregarded)
is amended by striking out “Sgtates of the Union and the
Districet of Columbia” each ’pla.ce it appears and inserting in
lieu thereof “United States”.

(62) AMENDMENTS OF SECTION 7509.—Section 7509 (relating to
expenditures incurred by the Post Office Department) is
amended—

(A) in the section heading, by striking out “POST OFFICE
DEPARTMENT” and inserting in lieu thereof “UNITED STATES

POSTAL SERVICE";

(B) by striking out “Post Office Department” each place it
appears and inserting in lieu thereof “United States Postal
Service”;

(C) by striking out “such Department” and inserting in
lieu thereof “such Service”; and

(132) by striking out “, together with the receipts required
to be deposited under section 6803(a),”.

53) AMENDMENT OF S8ECTION 7621. tion 7621(b) (relati

to boundaries of internal revenue districts) is amended to rea

as follows:

“(b) Bounparms.—For the purpose mentioned in subsection (a),
the President may subdivide any State or the District of Columbia, or
may unite into one district two or more States.”

54) RepeAL oF sECTION 7641.—Subchapter C of chapter 78
(relating to supervision of operations of certain manufacturers)
is repealed.

(55) AMENDMENTS OF SECTION 7652.—Section T652(b)(3)
(relating to disposition of internal revenue collections) is
amended—

(A) by striking out subparagraph (B) and by redesignat-
ing subparagraph (C) as subparagraph (B).

&B) by striking out “approved emergency relief purposes
and essential public projects as provided in subparagraph
(B)” and inserting in lieu thereof “emergency relief purposes
and essential Eubhc projects, with the prior approval of the
President or his designated representative”, and

(C) by striking out *, including payments under subpara-
graph (B),”. !

(56) AMENDMENT OF SECTION 7653.—Section 7653(d) (a cross
reference) is amended by striking out “c. 512, 64 Stat. 392,
section 303",

(57) AMENDMENTS OF SECTION 7701.—

(A) Section 7701(a) (11) (relating to definitions of Sec-
retalg) is amended to read as follows:
“(11) SECRETARY OF THE TREASURY AND SECRETARY.—

1&:&) SECRETARY OF THE TREASURY.—The term ‘Secretary
of the Treasury’ means the Secretary of the Treasury, per-
sonally, and shall not include any delegate of his.

“(B) SecreTary.—The term ‘Secretary’ means the Secre-
tary of the Treasury or his delegate.”.

) Section 7701(a)(12) (A) (relating to definition of

Secretary or his delegate) is amended to read as follows:

& (A)r%N GENERAL—The term ‘or his delegate—

“(i) when used with reference to the Secretary of the
Treasury, means any officer, employee, or agency of the
Treasury Department duly authorized by the Secretary
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of the Treasury directly, or indirectly by one or more
redelegations of authority, to perform the function
mentioned or described in the context; and
“(ii) when used with reference to any other official of
the United States, shall be similarly construed.”
(58) AMENDMENT OF SECTION 7803.—Section 7803 (relating to 26 USC 7803.
other personnel) is amended by redesignating subsection (d% as
subsection (¢).
&59) AMENDMENT OF SECTION 7809.—Section 7809(3% (ralating 26 USC 7809.
to deposit of collections) is amended by striking out “4735, 4762,”.
(b) Conrorming AND CLERICAL AMENDMENTS.—
(1) AMENDMENT CONFORMING TO THE REPEAL OF SECTION
6105—The table of sections for subchapter B of chapter 61 is
amended by striking out the item relating to section 6105,
(2) AMENDMENT CONFORMING TO AMENDMENT OF SECTION 6111.—
The 1tem relating to section 6111 in the table of sections for sub-
chapter B of chapter 61 is amended to read as follows:

“See, 6111. Cross reference,”

(83) AMENDMENTS CONFORMING TO AMENDMENTS OF SECTION
G154.—
(A) Paragraph (1) (B) of section 6655(e) is amended: 26 USC 6655.
(i) by adding “and” at the end of clause (i), and
(i1) by striking out clauses (ii) and (iii) and insert-
ing in lien thereof the followin%:
(i1) in the case of a taxable year beginning before
January 1, 1977, the amount of the corporation’s tempo-
rary estimated tax exemption for such year.”

(B) Paragm})h (2) (B) of section 6655 (e) is amended by
striking out “clauses (ii) and (iii)” and inserting in lieu
thereof “clause (ii)”.

(C) (i) Section 6655(e) is amended by striking out para-

3a,ph (3) and by redesignating paragraph (4) as paragraph

(i1) Section 243(b) (3) (C) (iv), as redesignated by section A4nte, p. 1797.
1901(b) (20) (A) of this Act, is amended by striking out “sec-
tions 6154 (c) (2) and (3)” and inserting in lieu thereof “sec-
tion 6154(c) (2)”, and by striking out “sections 6655(e) (2)
and (3)” and inserting in lieu thereof “section 6655 (e) (2)”.

(4) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 6162,—
The table of sections for subchapter B of chapter 62 is amended
by striking out the item relating to section 6162.

(5) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 6304.—
The table of sections for subchapter A of chapter 64 is amended
by striking out the item relating to section 6304.

(6) AMENDMENTS CONFORMING TO THE AMENDMENT OF SEC-
TION 6416.—

(A) Subparagraph (A) of section 6420(c) (3) is amended 26 USC 6420,
to read as follows:

“(A) by the owner, tenant, or operator of a farm, in con-
nection with eultivating the soil, or in connection with raising
or harvesting any agricultural or horticultural commodity,
including the raising, shearing, feeding, caring for, training,
and management of livestock, bhees, poultry, and fur-bearing
animals and wildlife, on a farm of which he is the owner.
tenant, or operator; except that if such use is by any person
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other than the owner, tenant, or operator of such farm, then
for purposes of this subparagraph, in applying subsection
(]?) to this subparagraph, the owner, tenant, or operator of
the farm on which gasoline or a liquid taxable under section
4041 issued shall be treated as the user and the ultimate pur-
chaser of such gasoline or liquid ;”.

(B) The amendments made by subparagraph (A) shall
apply with respect to the use of liquids after December 31,
1970.

(7) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 6417.—
The table of sections for subchapter B of chapter 65 is amended
by striking out the item relating to section 6417.

(8) AMENDMENT CONFORMING TO AMENDMENT OF SECTION 6420,—
Section 39(a) (1) is amended by striking out “section 6420(h)”
and inserting in lieu thereof “section 6420(g)”.

(9) AMENDMENT CONFORMING TO AMENDMENT OF SECTION 6424,—
Section 39(a) (3) is amended by striking out “section 6424 (g)”
and inserting in lieu thereof “section 6424 (£)™.

(10) AMENDMENT CONFORMING TO AMENDMENT OF SECTION
7448.—The item relating to section 7448 in the table of sections
iofl part T of subchapter C of chapter 76 is amended to read as

ollows:

“See, 7448, Annuities of surviving spouses and dependent children.”,

(11) AMENDMENT CONFORMING TO AMENDMENT OF SECTION
7508.—The item relating to section 7508 in the table of sections
for chapter 77 is amended to read as follows:

“See. 7508, Time for performing certain acts postponed by reason of
service in combat zone.".

(12) AMENDMENT CONFORMING TO AMENDMENT OF SECTION
7509.—The item relating to section 7509 in the table of sections
for chapter 77 is amended to read as follows:

“See. 7509. Expenditures incurred by the United States Postal
Service.”.

(13) AMENDMENT CONFORMING TO REPEAL OF SECTION 7641,—
The table of subchapters for chapter 78 is amended by striking
out the item relating to subchapter C.

(A) The Internal Revenue Code of 1954, as amended by
this Act, is amended by striking out “Secretary or his
delegate” each place it appears and inserting in lieu thereof
“Secretary”.

(B) The following provisions are each amended by strik-
ing out “Secretary” each place it appears and inserting in
lieu thereof “Secretary of the Treasury”: sections 4293, 4483
(b), 5551, 7801 (b), 7802 (a), 9006(a), 9006(b), and 9007 (d).

(C) The following grovisums are each amended by striking
out “to the Secretary” each place it appears and inserting in
lieu thereof “to the gecretar of the Treasury”: sections 3121
sb) (12) (B), 3303 (b), 3304 (a) (3), 3304 (c), 3305(j), 3306(c)

12) (B), 9005(a), 9007 (b), 9010(b), and 9012(e) (3).

(D) Section 31(b) (1) is amended by striking out “(or his
deleﬁabe) &

(E) The last sentence of section 3304(c) is amended by
striking out “the Secretary shall” and inserting in lieu thereof
“the Secretary of Labor shall”,
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(¥) Section 3310(d) (2) is amended by striking out “the
Secratal"‘y’s action” ea it appears and inserting in lieu
thereof “the Secretary of Labor’s action”.

(G) Section 3221(a) and 3221(c) are each amended by

ing out “of the Treasury” each place it appears.

(H) Section 3310(e) is amended by striking out “of the
SL:'cretg,ry” and inserting in lieu thereof “of the Secretary of

bor”.

(I) Section 4412(c) is amended by striking out “he or his
delegate” and inserting in lieu thereof “the Secretary”.

(J) Section 5845(f) is amended by striking out “of the
Treasury or his delegate”.

(K) Section 6402(b) is amended by striking out “(or his
delegate)”.

(L) Section 7458 is amended by striking out “nor his
delegate”.

(M) Section 7514 is amended by striking out “functions of
the Secretary” and inserting in lieu thereof “functions of the
Secretary of the Treasury”.

(¢) AmMENDMENTS TO SECTIONS REFERRING TO TERRITORIES.—
1) Section 6871(a) is amended by striking out “or Territory”.
2) Section T622(b) is amended by striking out *, Territory,”.
3) Section 7701(a)(4) is amended by striking out “or
Territory”.
(d) ErFEorivE DaTE—

(1) Generar rurE—Exeept as otherwise expressly provided
in this section, the amendments made by this section s}l;a.l] take
effect on the first day of the first month which begins more than
90 days after the date of the enactment of this Act.

(2) AMENDMENTS RELATING TO INCOME TAX.—The amendments
made by this section, when relating to a tax imposed by chapter
1 or chapter 2 of the Internal Revenue Code of 1954, shall take
ﬁg}egt with respect to taxable years beginning after December 31,

SEC. 1907. AMENDMENTS OF SUBTITLE G; THE JOINT COMMITTEE ON
INTERNAL REVENUE TAXATION,
“(a) In GENERAL.—

(1) AMENDMENT OF SBECTION 8001.—Section 8001 (relating to
creation of the Joint Committee) is amended b? striking out
“Joint Committee on Internal Revenue Taxation” and inserting
in lieu thereof “Joint Committee on Taxation”.

(2) AMENDMENT OF SECTION 8004.—Section 8004 (relating to
compensation of staff) is amended by striking out “compensation
of a clerk” and inserting in lieu thereof “compensation of the
Chief of Staff of the Joint Committee”.

(3) AMENDMENT OF SECTION 8021.—Section 8021(d) (relating
to authority to make expenditures) is amended to read as follows:

“(d) To Maxe Exeexvrrures.—The Joint Committee, or any
subcommittee thereof, is authorized to make such expenditures as it
deems advisable.”.

(4) AMENDMENT OF SECTION 8023.—Section 8023(c) (relating
to reorganization plans) is amended to read as follows:

“(BL ArpricaTioN OF SuBsEcTIONS (a) AND (b).—Subsections (a)

and (b) shall be applied in accordance with their provisions without

rd to any reorganization plan becoming effective on, before, or
after the date of the enactment of this subsection.”.
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(5) All references in any other statute, or in any rule, regula-
tion, or order, to the Joint Committee on Internal Revenue Taxa-
tion shall be considered to be made to the Joint Committee on
Taxation.

(b) AnxcenpyenTs CONFORMING TO THE AMENDMENT OF SECTION
8001.—
(1) The heading of subtitle G is amended by striking out

“Internal Revenue”.

(2) The table of subtitles for the Internal Revenue Code of
1954 is amended by striking out the item relating to subtitle G
and inserting in lieu thereof the following:

“SvusTIrLE G. The Joint Committee on Taxation.”.

(¢) Errective Dare—The amendments made by this section shall
take effect on the first day of the first month whicg’ begins more than
90 days after the date of the enactment of this Act.

SEC. 1908. EFFECTIVE DATE OF CERTAIN DEFINITIONS AND DESIGNA-
TIONS

For purposes of any amendment made by any provision of this Act
(other than this title)—
(1) which contains a term the meaning of which is defined in or
modified by any provision of this title, and
(2) which has an effective date earlier than the effective date of
the provision of this title defining or modifying such term,
that definition or modification shall be considered to take effect as of
such earlier effective date.

Subtitle B—Amendments of Code Provisions
With Limited Current Application; Repeals
and Savings Provisions

SEC. 1951. PROVISIONS OF SUBTITLE A.

(a) Rererexces To INTERNAL RevEnue CobeE.—Except as otherwise
expressly provided, whenever in this section a reference is made to a
section or other provision, the reference shall be considered to be made
to a section or other provision of the Internal Revenue Code of 1954.

(b) AMENDMENTS.—

(1) AMENDMENT OF SECTION 72.—

(A) RepeaL—Section T2 (relatinfi to annuities) is
amended by striking out subsection (i) (relating to joint and
survivor annuities where first annuitant died in 1951, 1952,
or 1953).

(B) Savines provision.—Notwithstanding subparagraph
(A), if the provisions of section 72(i) applied to amounts
received in taxable years beginning before January 1, 1977,
under an s.nnuii;¥t contract, then amounts received under such
contract on or after such date shall be treated as if such pro-
visions were not repealed.

(2) AMENDMENTS OF SECTION 108.—

(A) Repear.—Section 108 (relating to income from dis-
charge of indebtedness) is amended by striking out subsection
(b) (relating to certain railroad corporations) and by strik-
ing out of subsection (a) the following: “(a) SercraL RuLe
or ExcrLusron.—".
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(B) Savines provision.—If any discharge, cancellation, 26 USC 108
or modification of indebtedness of a railroad corporation 1ot
occurs in a taxable year beginning after December 31, 1976,
pursuant to an order of a court in a proceeding referred to in
section 108(b) (A) or (B) which commenced before Janu-
ary 1, 1960, then, notwithstanding the amendments made by
subparagraph (A), the provisions of subsection (b) of see-
tion 108 shall be considered as not repealed with respect to
such discharge, cancellation, or modification of indebtedness.

(3) AMENDMENTS OF SECTION 164.—

(A) RepeaL.—Section 164 ﬁrelating to taxes) is amended 26 USC 164.
by striking out subsection (f) (relating to payments for
municipal services in atomic energy communities) and by
redesignating subsection (g) as subsection (f).

(B) Savines provisioN—Notwithstanding subparagraph 26 USC 164
(A), any amount paid or accrued in a taxable year beginning note.
after December 31, 1976, to the Atomic Energy Commission
or its successors for municipal-type services shall be allowed
as a deduction under section 164 if such amount would have
been deductible by reason of section 164 (f) (as in effect for
a taxable year ending on December 31, 1976{ and if the
amount is paid or accrued with respect to real property in
a community (within the meaning of section 21 b. of the
Atomie Energ}‘y; Community Act of 1955 (42 U.S.C. 2304
('b)(}) in which the Commission on December 31, 1976, was
rendering municipal-type services for which it received com-
pensation from the owners of property within such
community.

(4) REPEAL OF SECTION 168.—

(A) Repear.—Section 168 (relating to amortization of 26 USC 168.
emergency facilities) is repealed.

(B) Sivinas provistoN.—Notwithstanding the repeal 26 USC 168
made by subparagraph (A), if a certificate was issued before note.
January 1, 1960, witﬁ respect to an emergency facility which
is or has been placed in service before the date of the enact-
ment of this Act, the provisions of section 168 shall not, with
respect to such %a.cility, be considered repealed. The benefit
of deductions by reason of the preceding sentence shall be
allowed to estates and trusts in the same manner as in the
case of an individual. The allowable deduction shall be
apportioned between the income beneficiaries and the fidu-
g}i}ar(y} ;n accordance with regulations prescribed under section

2(f).

(5) AMENDMENT OF SECTION 171.—

(A) RepEAL—

(i) Section 171(b)(1)(B) (relating to amount of 26 USC171.
bond premium) is amended by striking out clause (iii)
(relating to certain bonds acquired before 1958).

(ii) Section 171(b) (1) (B) (i) is amended by striking
out “clause (i) or (iii) applies,” and inserting in lieu
thereof “clause (ii) applies, or”, and by inserting
“and” at the end thereof.

(iii) Section 171(b) (1) (B)(ii) is amended by strik-
ing out “, or” and inserting “, and” in lieu thereof.

(iv) The second sentence in section 171(b)(2) is
amended by striking out “or (iii)”.

89-194 O—78—pt. 2——24
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(B) Savines provision.—Notwithstanding the amend-
ments made by subparagraph éA), in the case of a bond the
interest on which is not excludable from gross income—

(i) which was issued after January 22, 1951, with a
call date not more than 3 years after the date of such
issue, and

(ii) which was acquired by the taxpayer after Janu-
ary 22, 1954, and before January 1, 1958,

the bond premium for a taxable year beginning after Decem-
ber 31, 1975, shall not be determined under section 171(b)
(1) (B) (i) but shall be determined with reference to the
amount payable on maturity, and if the bond is called before
its maturity, the bond premium for the year in which the
bond is called shall be determined in accordance with the
provisions of section 171(b) (2).

(6) AMENDMENT OF SECTION 333.—

(A) Repean.—Section 333 (relating to election as to recog-
nition of gain in certain liquidations) is amended by striking
out subsection (g) (relating to the liquidation of certain
personal holding companies).

(B) Savings provision.—Nothwithstanding subparagraph
(A), if any corporation meets all the requirements c‘% sec-
tion 333(g) (2) (B), as in effect before its repeal by this Aect,
the liquidation of such corporation shall lt)gll;reatecl as if
paragra(tiphs (2), (3),and (4) of section 333(g) had not been
repealed.

(C) PHASE-IN OF 12-MONTH HOLDING PERIOD REQUIRE-
MENT.—For purposes of subparagraph (B), the period for
holding of stock specified in section 333(g) (2) (A) (ii), as in
effect before such repeal, shall—

(i) in the case of taxable years beginning in 1977, be
considered to be “9 months”; and

(i) in the case of taxable years beginning after De-
cember 31, 1977, be considered to be “1 year”.

(7) AMENDMENT OF SECTION 453.—

(A) Repear.—Section 453(b%1(2 (relating to limitation
on use of installment sales method) 1s amended to read as
follows:

“(2) Lourrarion.—Paragraph (1) shall apply only if in
the taxable year of the sale or other disposition—

& gA) there are no payments, or

“(B) the payments (exclusive of evidences of indebted-
ness of the purchaser) do not exceed 30 percent of the selling
price.”.

(B) Savinegs provistoN.—Notwithstanding subparagraph
(A), in the case of installment payments received during tax-
able years beginning after December 31, 1976, on account of
a sale or other disposition made during a taxable year begin-
ning before January 1, 1954, subsection (lb) (1) of section
453 (relating to sales of realty and casual sales of person-
alty) shall apply only if the income was éby reason of sec-
tion 44(b) of the Internal Revenue Code of 1939) returnable
on the basis and in the manner prescribed in section 44(a)
of such Code.
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(8) AMENDMENTS OF SECTION 512,— )

(A) RepeaL.—Section 512(b) (relating to unrelated busi- 26 USC 512.
ness taxable ineomez) is amended by striking out paragraphs
(13) and (14) and by redesignating paragraphs (15), 516),
and (17) as paragraphs (13), (14), and (15), respectively.

(B vINGS PROVISION.—Notwithstanding subparagraph 26 USC 512
A), income received in a taxable year inning after note.

ber 81, 1975, shall be excluded from gross income in
determini unrelated business taxable income, if such
income would have been excluded by paragraph (13) or (14)
of section 512(b) if received in a taxable year beginning
before such date. Any deductions directly connected with
income excluded under the preceding sentence in determining
unrelated business taxable income shall also be excluded for
such purpose.

(9) AMENDMENT OF SECTION 545.— )

(A) RepeaL.—Section 545(b) (relating to adjustments in 26 USC 545.
computing undistributed personal holding company income)
is amended by striking out paragraph (9) (relating to deduc-
tions on account of certain liens in favor of the United
States).

(B) Savines provision.—Notwithstanding subparagraph 26 USC 545
(A), if any amount was deducted under paragraph (9) of note.
section 545(b) in a taxable year beginning before January 1,

1977, on account of a lien which is satisfied or released in a
taxable gear beginning on or after such date, the amount so
deducted shall be included in income, for purposes of section
545, as provided in the second sentence of such paragraph.
Shareholders of any corporation which has amounts included
in its income by reason of the preceding sentence may elect
to compute the income tax on dividends attributable to
amounts io included as provided in the third sentence of such
aph.
(10) Amgnurm'rs OF SECTION 691.—

(A) Rerearn.—Section 691 (relating to income in respect 26 USC 691.
of decedents) is amended by striking out subseection (e)
(relating to certain installment obligations transmitted at
death) and by redesignating subsection (f(g as subsection (e)l;

(B) Savines provision.—Notwithstanding subparagraph 26 USC 691
(A), any election made under section 691(e) to have subsec- note.
tion (a) (4) of such section a%r;ly in the case of an installment
obligation shall continue to be effective with respect to tax-
able years beginning after December 31, 1976, Section 691 (c)
shall not apply in respect of any amount included in gross
income by reason of the pmcecﬁng sentence. The liability
under bond filed under section 44 (d) of the Internal Revenue
Code of 1939 (or corresponding provisions of prior law) in 53 Stat. 24.

t of which such an election applies is hereby released
with respect to taxable years to which such election applies.
(11) AMENDMENTS OF BECTION 817.—

(A) Repear—Section 817 is amended by striking out 26 USC 817.
subsection (d) (relating to certain gains occurring before
1959).

(B) Savings proviston.—Notwithstanding subparagraph 26 USC 817
(A), any gain in a taxable year beginning after Decem- note.
ber 31, 1976, from any sale or other dlsgositlon of property
prior to January 1, 1959, would be excluded or not taken into



90 STAT. 1840 PUBLIC LAW 94-455—0CT. 4, 1976

account for puxzposes of part 1 of subchapter L of chapter

Ante, p. 1839, 1 if subsection (d) of section 817 of such Code were still in
effect for such taxable year, such gain shall be excluded for
urposes of such part.
(1}2)) lﬁm’m OF SECTION 1347.—
26 USC 1347. (A) RepearL.—Section 1347 (relating to certain claims filed
against the United States before January 1, 1958) is repealed.
26 USC 1347 B) Savinas erovisioN.—Notwithstanding subparagraph
note. A), if amounts received in a taxable year%e inning after

ecember 31, 1976, would have been subject to the provisions
of section 1347 if received in a taxable year beginning before
such date, the tax imposed by section 1 attributable to such
recei[it shall be computed as if section 1347 had not been
repealed.

(13) REPEAL OF SECTION 1471,—

26 USC 1471. (A) Repear.—Subchapter A of chapter 4 (relating to
recovery of excessive profits on certain Government con-
tracts) is repealed.

26 USC 1471 (B) Savines provisioN.—If the amount of profit required

note. to be paid into the Treasury under section 2382 or 7300 of
title 10, United States Code, is not voluntarily paid, the Sec-
retary of the Treasury or his delegate shall collect the same
under the methods employed to collect taxes under subtitle
A. All provisions of law (including penalties) applicable
with respect to such taxes and not inconsistent wit{; section
2382 or 7300 of title 10 of such Code, shall apply with respect
to the assessment, collection, or payment of excess profits to
the Treasury as provided in the preceding sentence, and to
refunds by the Treasury of overpayments of excess profits
into the Treasury.

(14) AMENDMENT OF SECTION 1481.—

26 USC 1481. (A) Repear—Section 1481 (relating to mitigation of
effect of renegotiation of Government contracts) is amended
by striking out subsection (d) (relating to renegotiation for

years prior to 1954).
26 USC 1481 (B) Savines provision.—If, during a taxable year begin-
note. ning after December 31, 1976, a recovery of excessive profits
through renegotiation which relates to profits of a taxable
53 Stat. 1. year subject to the Internal Revenue Code of 1939, the

adjustments in respect to such renegotiation shall be made
under section 3806 of such Code.
(¢) ConrorMING AND CLERICAL AMENDMENTS.—
(1) AMENDMENT CONFORMING TO THE AMENDMENT OF SECTION

26 USC 1017. 108.—Section 1017 is amended by striking out “section 108(a)”
each time it appears therein and 1nserting in lieu thereof “section
108”.
(2) AMENDMENTS CONFORMING TO REPEAL OF SECTION 168.—
26 USC 1238. (A) Section 1238 is amended by striking out “(relating to

amortization deduction of emergency facilities)” and insert-
ing in lieu thereof “ (,:,13 in effect before its repeal by the Tax

Ante, p. 1520. Reform Act of 1976)”,
26 USC 642, (B) Sections 642(f2 and 1082(a) (2) (B) are each amended
1082. by striking out “168,”.
Ante, p. 1837. (C) Sections 1245 (a) (2Land 1250(b) (3) are each amended
26 USC 1245, by striking out “168,” each place it appears and inserting in
1250. lieu thereof “168 (as in effect before its repeal by the Tax

Reform Act of 1976),”.
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(D) The table of sections for part VI of subchapter B of
chapter 1 is amended by striking out the item relating to
section 168.

(3) AMENDMENTS CONFORMING TO THE REPEAL OF SECTION
1347.—

(A) Section 5(b) is amended by striking out paragraph
(5) and by redes.(lgnatm pnragmghs (2), (3), agd (4), as
paragraphs (1), (2), and (3), respectively.

(B) The table of sections for part VI of subchapter Q of
chapter 1 is amended by striking out the item relating to
section 1347,

(C) The heading of part VI of subchapter Q of chapter 1
is amended to read as follows:

“PART VI—-MAXIMUM RATE ON PERSONAL SERVICE
INCOME.”

(D) The table of parts for subchapter Q of chapter 1 is
amended by striking out the item relating to part VI and
inserting in lieu thereof the following:

“Part VI. Maximum rate on personal service income."”

(4) AMENDMENT CONFORMING TO THE REPEAL OF SECTION 1471.—
The table of subchapters for chapter 4 is amended by striking
out the item relating to subchapter A.
(d) Errective Date—Except as otherwise expressly provided, the
amendments made by this section shall apply with respect to taxable
years beginning after December 31, 1976.

SEC. 1952. PROVISIONS OF SUBCHAPTER D OF CHAPTER 39; COTTON
FUTURES.

(a) Suorr Trrue.—This section may be cited as the “United States
Cotton Futures Act”.

(b) Rerear oF Tax ox Corrox Furures.—Subchapter D of chap-
ter 39 (relating to tax on cotton futures) is repealed.

(¢) Derixtrions.—For purposes of this section—

(1) Corrox FuTURES CONTRACT.—The term “cotton futures con-
tract” means any contract of sale of cotton for future delivery
made at, on, or in any exchange, board of trade, or similar institu-
tion or place of business which has been designated a “contract
market” by the Commodity Futures Trading Commission pur-
suant to the Commodity Exchange Act and the term “contract of
sale” as so used shall be held to include sales, agreements of sale,
and agreements to sell.

(2) Furure peuivery.—The term “future delivery” shall net
include any cash sale of cotton for deferred shipment or delivery.

(3) Person.—The term “person” includes an individual, t
estate, partnership, association, company, or corporation.

(4) Secrerary.—The term “Secretary” means thé Séctétary
of iculture of the United States. sl i

(5) Staxparps.—The term “standards” me,s.n’ieié 'g?” al cotton
standards of the United States established By the Séc - pur-
suant to the United States Cotton Standdrds Act, as hded.

(d) Boxa Fme Seor Markers ANp COMMERGIAL DivFERENCES.—

(1) DerixrTioN.—For gummgsﬂf&niﬂ%iﬁ%hﬁé.bﬁ markets
which shall be considered bona 'fide -'éawﬁmﬁ ets' shall be those
which the Secretary shall, f¥forn i t6'time, after ihvtstigation,
determine and designate to be $uth, whd of WhicK He shall give
public notice.
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(2) DetermiNaTiON.—In determining, pursuant to the provi-
sions of this section, what markets are bona fide spot markets, the
Secretary is directed to consider only markets in which spot cotton
is sold in such volume and under such conditions as customarily
to reflect accurately the value of middling cotton and the differ-
ences between the prices or values of middling cotton and of other

ades of cotton for which standards shall have been established

y the Secretary; except that if there are not sufficient places, in
the markets of which are made bona fide sales of spot cotton of
grades for which standards are established by the ecretag-,nto
enable him to designate at least five spot markets in accordance
with subsection (f{((3), he shall, from data as to spot sales col-
lected by him, make rules and regulations for determining the
_ actual commercial differences in the value of spot cotton of the
grades established by him as reflected by bona fide sales of spot
cotton, of the same or different grades, in the market selected and
designated by him, from time to time, for that purpose, and in
that event differences in value of cotton of various grades involved
in contracts made pursuant to subsection (f) (1) and (2) shall be
determined in compliance with such rules and regulations. It shall
be the duty of any person engaged in the business of dealing in
cotton, when requested by the Secretary or any agent acting under
his instructions, to answer correctly to the best of his knowledge,
under oath or otherwise, all questions touching his knowledge of
the number of bales, the classification, the price or bona fide price
offered, and other terms of purchase or sale, of any cotton involved
in any transaction dparticipated in by him, or to produce all books
letters, papers, or documents in his possession or under his control
relating to such matter,

(3) WITHHOLDING INFORMATION.—Any person engaged in the
business of dealing in cotton who shall, within a reasonable time
prescribed by the Secretary or any agent acting under his instruc-
tions, willfully fail or refuse to answer questions or to produce
books, letters, papers, or documents, as reciuired under paragraph
(2) of this subsection, or who shall willfully give any answer
that is false or misleading, shall, upon conviction thereof, be fined
not more than $500.

(e) Form axp Vaumiry or Corron Furures Coxtracrs.—Each
cotton futures contract shall be a basis grade contract, or a tendered
de contract, or a specific grade contract as specified in subsections
%?)!, (g), or (h) and shall be in writing plainly stating, or evidenced
)y written memorandum showing, the terms of such contract, includ-
g the quantity of the cotton involved and the names and addresses
e seller and buyer in such contract, and shall be signed by the
y t5 charged, or by his agent in his behalf. No cotton futures
mﬁ %v ’“‘:j}'l does not conform to such requirements shall be enforce-

, Or O

behalf of, any party to such contract or his privies.
RADE CoNTRACTS.—

ig.—Each basis grade cotton futures contract shall
yof the following conditions :
s e MITY, WiTH REGULATIONS.—Conform to the

Tegula ;g‘ggi '.-, de pursuant to this section.
SCrkeinl

efodanm vIH
ozord} ad |ig

G eAT (0N, fiF GRADE, PRICE, AND DATES OF SALE AND

4 oo s SETTLED —8pécify is grade for the cotton involved
f;_:(? m}?‘;:!g' dﬂfzﬁ HT%‘ ¥ %{g&%&; ne of the grades for which
4L standards are established by e‘gecretary, except grades pro-

hibited from being delivered on a contract made under this
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subsection by subparagraph (E), the price per pound at
which the cotton of such basis grade is contracted to be bought
or sold, the date when the purchase or sale was made, and
the month or months in which the contract is to be fulfilled
or settled; except that middling shall be deemed the basis
gade incorporated into the contract if no other basis grade

specified either in the contract or in the memorandum
evidencing the same.

(C) PROVISION FOR DELIVERY OF STANDARD GRADES ONLY.—
Provide that the cotton dealt with therein or delivered there-
under shall be of or within the grades for which standards
are established by the Secretary except grades prohibited
from being delivered on a contract made unﬁ;r this subsection
by sub}is:.ragraph (E) and no other grade or grades.

(D) ProviSION FOR SETTLEMENT ON BASIS OF ACTUAL COMMER-
CIAL DIFFERENCES.—Provide that in case cotton of grade other
than the basis grade be tendered or delivered in settlement
of such contract, the differences above or below the contract
price which the receiver shall pay for such grades other than
the basis grade shall be the actual commercial differences,
determined as hereinafter provided.

(E) PrOHIBITION OF DELIVERY OF INFERIOR COTTON.—PTo-
vide that cotton that, because of the presence of extraneous
matter of any character, or irregularities or defects, is
reduced in value below that of low middling, or cotton that is
below the grade of low middling, or, if tinged, cotton that is
below the e of striet middling, or, if yellow stained, cot-
ton that is below the grade of gtﬁ middling, the grades men-
tioned being of the official cotton standards of the United
States, or cotton that is less than seven-eighths of an inch in
length of staple, or cotton of perished staple, or of imma-
ture sta?le, or cotton that is “gin cut” or reginned, or cotton
that is “repacked” or “false packed” or “mixed packed” or
“water packed”, shall not be delivered on, under, or in settle-
ment of such contract.

(F) ProviSIONS FOR TENDER IN FULL, NOTICE OF DELIVERY
DATE, AND CERTIFICATE OF GRADE.—Provide that all tenders of
cotton under such contract shall be the full number of bales
involved therein, except that such variations of the number
of bales may be permitted as is necessary to bring the total
weight of the cotton tendered within the provisions of the
contract as to weight; that, on the fifth business day prior
to delivery, the person making the tender shall give to the

erson receiving the same written notice of the date of
ge]ivery, and that, on or prior to the date so fixed for delivery,
and in advance of final settlement of the contract, the person
making the tender shall furnish to the person receiving the
sam> a written notice or certificate stating the grade of each
individual bale to be delivered and, by means of marks or
numbers, identifying each bale with its grade,

(G) PRroviSION FOR TENDER AND SETTLEMENT IN ACCORDANCE
WITH GOVERNMENT CLASSIFICATION.—Provide that all tenders
of cotton and settlements therefor under such contract shall
be in accordance with the classification thereof made under
the regulations of the Secretary by such officer or officers of
the Government as shall be designated for the purpose, and
the costs of such classification shall be fixed, assessed, col-
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lected, and paid as provided in such regulations. The Secre-
tary is authorized to prescribe regulations for carrying out
the purposes of this subparagraph and the certificates of the
officers of the Government. as to the classification of any cot-
ton for the purposes of this subparagraph shall be accepted
in the courts ome United States in all suits between the
garties to such contract, or their privies, as prima facie evi-
ence of the true classification of the cotton mvolved.

(2) INCORPORATION OF CONDITIONS IN CONTRACTS.—The provi-
sions of paragraphs (1) (C), (D), (E), (F). and (G) shall be
deemed fully incorporated into any such contract if there be
written or printed thereon, or on the memorandums evidencing
the same, at or prior to the time the same is signed, the phrase
“Subject to United States Cotton Futures Act, subsection (f).”

(3) DeLivery ALLowANCES.—F or the purpose of this subsection,
the differences above or below the contract price which the
receiver shall pay for cotton of grades above or below the basic
grade in the settlement of a contract of sale for the future
delivery of cotton shall be determined by the actual commercial
differences in value thereof upon the sixth business day prior to
the day fixed, in accordance with paragrash (1) (F), for the
delivery of cotton on the contract, established by the sale of spot
cotton in the spot markets of not less than five places designated
for the purpose from time to time by the Secretary, as such values
were established by the sales of spot cotton, in such designated
five or more markets. For purposes of this paragraph, such values
in the such spot markets shall be based upon the standards for
grades of cotton established by the Secretary. Whenever the value
of one grade is to be determined from the sale or sales of spot cot-
ton of another grade or grades, such value shall be fixed in accord-
ance with rules and regulations which shall be prescribed for the
purpose by the Secretary.

(g) TeNDpERED GRADE CONTRACTS.—

(1) Conprrions.—Each tendered grade cotton future contract
shall comply with each of the following conditions:

(A) Compriance wrth sUBSECTION (f).—Comply with all
the terms and conditions of subsection (f) not inconsistent
with this subsection ; and

(B) PRrOVISION FOR CONTINGENT SPECIFIC PERFORMANCE.—
Provide that, in case cotton of grade or grades other than the
basis grade specified in the contract shall be tendered in per-
formance of the contract, the parties to such contract may
agree, at the time of the tender, as to the price of the grade
or grades so tendered, and that if they shall not then agree
as to such price, then, and in that event, the buyer of said
contract shall have the right to demand the specific fulfill-
ment of such contract by the actual delivery of cotton of
the basis grade named therein and at the price specified for
such basis grade in said contract,

(2) INCORPORATION OF CONDITIONS IN coNTRACT.—Contracts
made in compliance with this subsection shall be known as “sub-
section (g) Contracts”. The provisions of this subsection shall be
deemed fully incorporated into any such contract if there be
written or printed thereon, or on the memorandum evidencing the
same, at or prior to the time the same is signed, the phrase
“Subject to United States Cotton Futures Act, subsection (g)”.



PUBLIC LAW 94-455—O0CT. 4, 1976

(3) AppricatioN oF sussecTioN.—Nothing in this subsection
ghall be so construed as to authorize any contract in which, or in
the settlement of or in respect to which, any device or arr -
ment whatever is resorted to, or any ement is made, for
determination or adjustment of the price of the grade or grades
tendered other than the basis grade specified in the contract by
any “fixed difference” system, or by arbitration, or by any other
method not provided for by this section.

(h) Sercrric GrapE CONTRACTS.—

(1) Conprrions.—Each specific grade cotton futures contract
shall comply with each of the following conditions:

(A) CoNFORMITY WITH RULES AND mmmons:—()or}form
to the rules and regulations made pursuant to this section.

(B) SPECIFICATION OF GRADE, PRICE, DATES OF SALE AND DELIV-
ErY.—Specify the grade, type, sample, or description of the
cotton involved in the contract, the price per pound at which
such cotton is contracted to be bought or sold, the date of
the purchase or sale, and the time when shipment or delivery
of such cotton is to be made.

(C) PROHIBITION OF DELIVERY OF OTHER THAN SPECIFIED
orapE.—Provide that cotton of or within the grade or of the
type, or according to the sample or description, specified in
the contract shall be delivereg thereunder, and that no cot-
ton which does not conform to the type, sample, or descrip-
tion, or which is not of or within the grade specified in the
contract shall be tendered or delivereﬁr thereunder.

(D) ProvisioN FOR SPECIFIC PERFORMANCE.—Provide that
the delivery of cotton under the contract shall not be effected
by means of “setoff” or “ring” settlement, but only by the
actual transfer of the specified cotton ment_ioneg in the
contract.

(2) INCORPORATION OF CONDITIONS IN cONTRACT.—The provisions
of paragraphs (1) (A), (C),and (D) shall be deemed fully incor-
porated into any such contract if there be written or printed
thereon, or on the document or memorandum evidencing the same,
at or prior to the time the same is entered into, the words “Sub-
ject to United States Cotton Futures Aect, subsection {h)”.

(3) Arprrcartion or sussecTioN.—This subsection shall not be
construed to apply to any contract of sale made in compliance

_with subsection (f) or (g).

(1) Lrasmary or PriNcrpar For Acrs oF AGENT.—When construing
and enforcing the provisions of this section, the act, omission, or fail-
ure of any oflicial, agent, or other person acting for or emploved by any
association, partnership, or corporation within the scope of his employ-
ment or office shall, in every case, also be deemed the act, omission, or
failure of such association, partnership, or corporation, as well as that
of the person.

(1) Rraurarrons.—The Secretary is authorized to make such regu-
lations with the force and effect of law as he determines may be
necessary to carry out the provisions of this section and the powers
vested in him by this section.

. (k) Viorarrons.—Any person who knowingly violates any regula-
tion made in E)ursuance of this section, shall, upon conviction thereof,
be ﬁned. not less than $100 nor more than $500, for each violation
thereof, in the discretion of the court, and, in case of natural persons,
may, in addition be punished by imprisonment for not less than 30
days nor more than 90 days, for each violation, in the diseretion of the

90 STAT. 1845
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court except that this subsection shall not apply to violations subject
to subsection (d)(3).

(1) Arpricapiuity 1o CoNtrRACTS PrIoR 1o Errecrive Date.—The
provisions of this section shall not apply to any cotton futures contract
entered into prior to the effective date of this section or to any act or
failure to act by any person prior to such effective date and all such
prior contracts, acts or failure to act shall continue to be governed by
the applicable provisions of the Internal Revenue Code of 1954 as in
effect prior to the enactment of this section. All designations of bona
fide spot markets and all rules and regulations issued by the Secretary
pursuant to the applicable provisions of the Internal Revenne Code of
1954 which were in effect on the effective date of this section, shall
remain fully effective as designations and regulations under this
section nntif superseded, amended, or terminated by the Secretary.

(m) AvrnorizatioN.—There are authorized to appropriated
such sums as may be necessary to carry out this section.

(n) CoxrorMING AND CLERICAL AMENDMENTS.—

1) Section 6808 (relating to cross references) is amended by
striking out paragraph (2), and by redesignating paragraphs
(8), (6), and (11) as paragraphs (1), (2), and (3), respectively.

(2) (A) Section 7233 (relating to failure to pay tax on cotton
futures) is repealed.

(B) The table of sections for part II of subchapter A of
ghapter 75 is amended by striking out the item relating to section

233.

(3) (A) Section 7263 (relating to penalties concerning cotton
futures )ris repealed.

(B) The table of sections for subchapter B of chapter 75 is
amended by striking out the item relating to section 7263.

(4) (A) Subchapter E of chapter 76 (relating to miscellaneous
provisions regarding cotton futures contracts) is repealed.

(B) The table of subchapters for chapter 76 is amended by
striking out the items relating to subchapter E.

(5) Chapter 39 (relating to regulatory taxes) is amended by
striking out the chapter heading and the table of subchapters.

(6) The table of chapters for subtitle D is amended by striking
out the item relating to chapter 39,

(o) Errecrive Date—The provisions of this section shall take
effect on the 90th day after the date of the enactment of this Act.

TITLE XX—ESTATE AND GIFT TAXES

SEC. 2001. UNIFIED RATE SCHEDULE FOR ESTATE AND GIFT TAXES;
UNIFIED CREDIT IN LIEU OF SPECIFIC EXEMPTIONS.
(a) Cmaxces v Estate Tax.—
(1) ImrosrrioN oF Tax; Rare ScaEpuLE.—Section 2001 (relat-
ing to rate of tax) is amended to read as follows:

“SEC. 2001. IMPOSITION AND RATE OF TAX.

“(a) InsrposrTion.—A tax is hereby imposed on the transfer of the
taxable estate of every decedent who is a citizen or resident of the
United States.

“(b) ComruratioN oF Tax.—The tax imposed by this section shall
be the amount equal to the excess (if any) of—

“(1) a tentative tax computed in accordance with the rate
schedule set forth in subsection (c) on the sum of—
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s A; the amount of the taxable estate, and

“(B) the amount of the adjusted taxable gifts, over

“(2) the aggregate amount of tax payable under chapter 12
with respect to gifts made by the decedent after December 31,
1976.

For purposes of paragraph (1) (B), the term ‘adjusted taxable gifts’

means the total amount of the taxable gifts (within the meaning of

section 2503) made by the decedent after December 31, 1976, other

than gifts which are includible in the gross estate of the decedent.

“(¢) RATE SCHEDULE.—
“If the amount with respect to which the The tentative taxis:

tentative tax to be computed is:
Not over $10,000 18 percent of such amount.

Over $10,000 but not over $20,000- ... $1,800, plus 20 percent of the excess
of such amount over $10,000.

Over $20,000 but not over $40,000.______- $3,800, plus 22 percent of the excess
of such amount over $20,000.

Over $40,000 but not over $60,000.___.__._ $8,200, plus 24 percent of the excess
of such amount over §40,000.

Over $60,000 but not over $80,000-.__.___ $13,000, plus 26 percent of the excess
of such amount over $60,000.

Over $80,000 but not over $100,000_______ $18,200, plus 28 percent of the excess
of such amount over $80,000.

Over $100,000 but not over $150,000..._-- $23,800, plus 30 percent of the excess
of such amount over $100,000.

Over $150,000 but not over $250,000__---. $38,800, plus 32 percent of the excess
of such amount over $150,000.

Over $250,000 but not over $500,000_ _____ #70,800, plus 31 percent of the excess
‘of such amount over $250,000.

Over $500,000 but not over $750,000______ $155,800, plus 37 percent of the excess

of such amount over $500,000.
Over $750,000 but not over $1,000,000_____ $248,300, plus 39 percent of the ex-
cess of such amount over $750,000.
Over $1,000,000 but not over $1,250,000__.- $345,800 plus 41 percent of the excess
of such amount over $1,000,000.
Over $1,250,000 but not over §1,600,000_--- $448,300, plus 43 percent of the excess
of such amount over $1,250,000.
Over $1,500,000 but not over $2,000,000____ $555,800, plus 45 percent of the excess
of such amount over $1,500,000.
Over $2,000,000 but not over §2,600,000-__- $780,800, plus 49 percent of the excess
of such amount over $2,000,000.
Over §2,500,000 but not over $3,000,000__ $1,025,800, plus 53 percent of the ex-
cess of such amount over $2,500,000.
Over $3,000,000 but not over $3,500,000__ $1,200,800, plus 57 percent of the ex-
cess of such amount over $3,000,000.
Over $3,500,000 but not over $4,000,000__ $1,575,800, plus 61 percent of the ex-
cess of such amount over $3,500,000.
Over $4,000,000 but not over $4,500,000__ $1,880,800, plus 65 percent over the ex-
cess of such amount over $4,000,000.
Over $4,500,000 but not over $5,000,000__ $2,205,800, plus 69 percent of the ex-
cess of such amount over $4,500,000.
Over $5,000,000. = $2,550,800, plus 70 pereent of the ex-
cess of such amount over $5,000,000.

“(d) ApsusTmenT ror Grrr Tax Pam sy Spouse—For purposes
of subsection (b) (2), if—

#(1) the decedent was the donor of any gift one-half of which
was considered under section 2513 as made by the decedent’s
spouse, and

“(2) the amount of such gift is includible in the estate
of the decedent, o8 ey

any tax payable by the spouse under chapter 12 on such gift (as
determined under section 2012(d)) shall be treated as a tax payable
with respect to a gift made by the decedent.”

90 STAT. 1847
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(2) AvLowaxce or untFreEp crEpIT.—Part 1T of subchapter A of
chapter 11 (relating to credits against the estate tax) is amended
by inserting before section 2011 the following new section :

“SEC. 2010. UNIFIED CREDIT AGAINST ESTATE TAX.

“(a) GenEraL RuLe—A credit of $47,000 shall be allowed to the
estate of every decedent against the tax imposed by section 2001.
“(b) PHASE-IN OF $47,000 CREDIT.—

Subsection (a) shall be applied by sub-
stituting for ‘§47,000" the following

“In the case of decedents dying in: amount :
1977 .. 2 $30, 000
1978 34, 000
1979 38, 000
1080 42, 500

“(c) ApsustmeENT To CrEDIT FOR CERTAIN Grrrs Mape Berore
1977.—The amount of the credit allowable under subsection (a) shall
be reduced by an amount equal to 20 percent of the aggregate amount
allowed as a specific exemption under section 2521 (as in effect before
its repeal by the Tax Reform Act of 1976) with respect to gifts made
by the decedent after September 8, 1976.

“(d) Lamrration Basrp on AmMouNT oF Tax.—The amount of the
credit allowed by subsection (a) shall not exceed the amount of the
tax imposed by section 2001.”

(3) TERMINATION OF CREDIT FOR GIFT TAX.—Section 2012 (relat-
ing to credit for gift tax) is amended by adding at the end thereof
the following new subsection :

“(e) Section InappricaBrLE To Grrrs Mape Arrer DreceEmeer 31,
1976.—No credit shall be allowed under this section with to
the amount of any tax paid under chapter 12 on any gift made after
December 31, 1976.”

(4) REPEAL OF SPECIFIC FXEMPTION.—Section 2052 (relating to
exemption for purposes of the estate tax) is hereby repealed.

(5) ADJUSTMENTS FOR GIFTS MADE WITHIN 3 YEARS OF DEATH.—
Section 2035 (relating to transactions in contemplation of death)
is amended to read as follows:

“SEC. 2035. ADJUSTMENTS FOR GIFTS MADE WITHIN 3 YEARS OF
DECEDENT’S DEATH.

“(a) Incrusion or Grrrs Mape BY DEcEDENT.—Except as provided
in subsection (b), the value of the gross estate shall include the value
of all property to the extent of any interest therein of which the dece-
dent has at any time made a transfer, by trust or otherwise, during
the 3-year period ending on the date of the decedent’s death.

“(b) Exceprions.—Subsection (a) shall not apply to—

“(1) any bona fide sale for an adequate and full consideration
in money or money’s worth, and

“(2) any gift excludable in computing taxable gifts by reason
of section 2503 (b) (relating to $3.000 annual exclusion for pur-
poses of the gift tax) determined without regard to section 2513

a).
“(c) IncrLusion oF GrFr Tax oN Cerrary Grrrs Mape Durine 3
Yrars Berore Decepent’s Deara—The amount of the gross estate
(determined without regard to this subsection) shall be increased b,
the amount of any tax paid under chapter 12 by the decedent or his
estate on any gift made by the decedent or his spouse after Decem-
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ber 31, 1976, and during the 3-year period ending on the date of the
decedent’s death.”
(b) CraneEs ¥ Grer Tax.—

(1) Rare or max.—Subsection (a) of section 2502 (relating
to rate of gift tax) is amended to read as follows:

“(a) Compurarion or Tax.—The tax imposed by section 2501 for
each calendar quarter shall be an amount equal to the excess of —

“(1) a tentative tax, computed in accordance with the rate
schedule set forth in section 2001(c), on the aggregate sum of
the taxable Ffts for such calendar quarter and for each of the
preceding calendar years and calendar quarters, over

“(2) a tentative tax, computed in accordance with such rate
schedule, on the a.ggrega,te sum of the taxable gifts for each of
the preceding calendar years and calendar quarters.”

512) Unrrrep cnnnrr.——Suhchs]ﬁter A of chapter 12 (relating
to determination of gift tax liability) is amended by adding at the
end thereof the following new section :

“SEC. 2505. UNIFIED CREDIT AGAINST GIFT TAX.

“(a) Generan Rure.—In the case of a citizen or resident of the
United States, there shall be allowed as a credit against the tax
imposed by section 2501 for each calendar quarter an amount equal

“(1) $47,000, reduced by

“(2) the sum of the amounts allowable as a credit to the
individual under this section for all preceding calendar quarters.

“(b) Prase-IN oF $47,000 CrepIT.—

Subsection (.)?) shall be applied by
substituting for ‘§47,000° the follow-

“In the case of gifts made: ing amount :

After December 31, 1976, and before July 1, 1977 $6, 000
After June 30, 1977, and before January 1, 1978 $30, 000
After December 31, 1977, and before January 1, 1979__________________ $34, 000
After December 31, 1978, and before January 1, 1980 ________________ $38, 000
After December 31, 1979, and before January 1, 1981 $42, 500

“(¢) AprustmenT To CrEpIT FOR CERTAIN Girrs Mape Brrore
1977.—The amount allowable under subsection (a) shall be reduced
by an amount equal to 20 percent of the aggregate amount allowed as
a specific exemption under section 2521 (as in effect before its repeal
by the Tax Reform Act of 1976) with respect to gifts made by the
individual after September 8, 1976.

“(d) LrmrratioNn Basep oN Amount oF Tax.—The amount of the
credit allowed under subsection (a) for any calendar quarter shall
not exceed the amount of the tax imposed by section 2501 for such
calendar quarter.”

(3) REPEAL OF SPECIFIC EXEMPTION.—Section 2521 (relating to
specific exemption in the case of the gift tax) is hereby repl;ﬁed.

(¢) Trecawnican, Crericar, Axp CoNrorMING CHANGES.—

(1) CHANGES IN ESTATE TAX.—
(A) CREDIT FOR STATE DEATH TAXES.—Section 2011 (relat-
ing to credit for State death taxes) is amended—

(i) by striking out “taxable estate” each place it
appears in subsection (b) (including the heading to the
t.able)” and inserting in lieu thereof “adjusted taxable
estate” ;

(ii) by adding at the end of subsection (b) the follow-
ing new sentence:

90 STAT. 1849
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“Adjusted
taxable estate.”

26 USC 2012.
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26 USC 2013.

26 USC 2101.

“For purposes of this section, the term ‘adjusted taxable estate’ means
the taxable estate reduced by é60,000.”,

(iii) by striking out “taxable estate” each place it
appears in subsection (e) and inserting in lieu thereof
“B.g'usted taxable estate”; and :

(1v) by adding at the end thereof the following new
subsection :

“(f£) Lovrrarion Basep oN Amount oF Tax.—The credit provided
by this section shall not exceed the amount of the tax imposed by sec-
tion 2001, reduced by the amount of the unified credit provided by
section 2010.” :

(B) Creprr For Grer TAx.—Subsection (a) of section 2012
gre]ating to credit for gift tax) is amended by striking out
“provided by section 2011” and inserting in lien thereof
“provided by section 2011 and the unified credit provided by
section 20107,

(C) CrEDIT FOR TAX ON PRIOR TRANSFERS.—

(i) The first sentence of section 2013(b) is amended
by striking out “and increased by the exemption provided
for by section 2052 or section 2106(a) (3), or the corre-
sponding provisions of prior laws, in determining the
ta.xg.ble estate of the transferor for purposes of the estate
tax”.

(i) Subpuragragh (A) of section 2013(e)(1) is
amended to read as follows:

“(A) the estate tax imposed by section 2001 or section 2101
(after deducting the credits provided for in sections 2010,
2011, 2012, and 2014) computed without regard to this section,
exceeds”.

(D) RATE OF TAX IN CASE OF NONRESIDENTS NOT CITIZENS,—
Section 2101 (relating to tax imposed in the case of estates
of nonresidents not citizens) is amended to read as follows:

“SEC. 2101. TAX IMPOSED.

“(a) InreosiTion.—Except as provided in section 2107, a tax is
hereby imposed on the transfer of the taxable estate (determined as
provided in section 2106) of every decedent nonresident not a citizen
of the United States.

“(b) Coareurarion oF Tax—The tax imposed by this section shall
be the amount equal to the excess (if aﬂ) of—

“(1) a tentative tax computed in accordance with the rate
schedule set forth in subsection (d) on the sum of—

“(A) the amount of the taxable estate, and

“(B) the amount of the adjusted taxable gifts, over

“(2) a tentative tax computed in accordance with the rate
schedule set forth in subsection (d) on the amount of the adjusted
taxable gifts.

“(c) AprusrmEeNTs For TAxABLE Grers.—

“(1) ADpJUSTED TAXABLE GIFTS DEFINED.—For purposes of this
section, the term ‘adjusted taxable gifts’ means the total amount
of the taxable gifts (within the meaning of section 2503 as modi-
fied by section 2511) made by the decedent after December 31
1976, other than gifts which are includible in the gross estate of
the decedent.

“(2) ADpJUSTMENT FOR CERTAIN GIFT TAX.—For purposes of this
section, the rules of section 2001 (d) shall apply.
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“(d) RaTE SCHEDULE.—

“If the amount with respect to which
the tentative tax to be computed is:  The tentative tax is:

Not over $100,000 69 of such amount.
Over $100,000 but not over $500,000____. $6,000, plus 129, of excess over
100,000

00,000.
Over $3500,000 but not over $1,000,000_-. $54,000, plus 189 of excess over

$500,000.
Over $1,000,000 but not over $2,000,000-. $144,000, plus 249, of excess over

Over 2,000,000 . - et il 3384:000: plus 309, of excess over
$2,000,000.”
(E) CrEDIT IN CASE OF ESTATE OF NONRESIDENTS NOT
CITIZENS.—

(i) Section 2102 (relating to credits against tax in 26 USC 2102.
cage of estates of nonresidents not citizens) 1s amended by
adding at the end thereof the following new subsection :

“(c) UnrFrep CrEprT.—

“(1) I~ eeneraL—A credit of $3,600 shall be allowed against Ante, p. 1850.
the tax imposed by section 2101.

“(2) RESIDENTS OF POSSESSIONS OF THE UNITED STATES,—In the
case of a decedent who is considered to be a ‘nonresident not a
citizen of the United States’ under section 2209, the credit under
this subsection shall be the greater of—

“EA) $3.600, or

“(B) that proportion of $15,075 which the value of that
part of the decedent’s s estate which at the time of his
death is situated in the United States bears to the value of his
entire gross estate wherever situated.

“(3) PHASE-IN OF PARAGRAPH (2) (B) AMOUNT.—In the case of
a ch?ident dying before 1981, paragraph (2)(B) shall be
applied—

“(A) in the case of a decedent dying during 1977, by sub-
stituting ‘68,480’ for ‘$15,075’,

“(B) in the case of a decedent dying during 1978, by sub-
stituting ‘$10,080° for ‘15,075’

“(QC) in the case of a decedent dying during 1979, by sub-
stituting ‘$11,680° for ‘$15.075%, and

“(D) in the case of a decedent dying during 1980, by sub-
stituting ‘$13,388’ for ‘§15,075.

“(4) LiMITATION BASED ON AMOUNT oF TAX.— The credit allowed
under this subsection shall not exceed the amount of the tax
im by section 2101.

“(5) APPLICATION OF OTHER CREDITS.—For purposes of subsec-
tion (a), sections 2011 to 2013, inclusive, shall be applied as if
the credit allowed under this subseetion were allowed under sec-
tion 2010.”

(i1) Subsection (c) of section 2107 (relating to expa- 26 USC 2107.
triation to avoid tax) is amended to read as follows:

“(¢) CreprTs.—

“(1) UNrFIED CREDIT,—

“(A) In eeENERAL—A credit of $13,000 shall be allowed
against the tax imposed by subsection (a).

“(B) LIMITATION BASED ON AMOUNT OF TAX.—The credit
allowed under this paragraph shall not exceed the amount of
the tax imposed by subsection (a).

“(2) Ormer crEpiTs.—The tax imposed by subsection (a) shall
be credited with the amounts determined in accordance with sub-
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sections (a) and (b) of section 2102. For purposes of subsection
(a) of section 2102, sections 2011 to 2013, inclusive, shall be
applied as if the eredit allowed under paragraph (1) were allowed
under section 2010.”

(F) Repear or speciFic EXEMPTION.—Paragraph (3) of
section 2106(a) (relating to specific exemption in case of
decedents nonresidents not citizens) is hereby repealed.

(G) CREDIT FOR FOREIGN DEATH Taxes.—Paragraph (2) of
section 2014 (b) (relating to limitations on credit) is amended
by striking out “sections 2011 and 2012” and inserting in lieu
thereof “sections 2010, 2011, and 2012”.

(H) LIABILITY OF LIFE INSURANCE BENEFICIARTES.— The first
sentence of section 2206 érelatin to liability of life insurance
beneficiaries) is amended by striking out “the sum of the tax-
able estate and the amount of the exemption allowed in com-
puting the taxable estate, determined under section 2051” and
mserting in lieu thereof “the taxable estate”.

(I) LiaBILITY OF RECIPIENTS OF CERTAIN PROPERTY.—The
first sentence of section 2207 (relating to liability of recipient
of property over which decedent had power of a?pointmenrt)
is amended by striking out “the sum of the taxable estate and
the amount of the exemption allowed in computing the tax-
able estate, determined under section 2052, or seetion 2106(a),
as the case may be” and inserting in lieu thereof “the taxable
estate”.

(J) Rerury BY ExecuTorR—Subsection (a) of section 6018
(relating to estate tax returns by executor) is amended—

(i) by striking out “$60,000” in paragraph (1) and
inserting in lieu théreof “$175,000”;
(ii) by striking out “$30,000” in paragraph (2) and
inserting in lieu thereof “$60,000”; and
(iii) by adding at the end thereof the following new
aragraphs: )

“(3) IPHAB‘E-IN OF FILING REQUIREMENT AMOUNT.—In the case of
a decedent dying before 1981, paragraph (1) shall be applied—

“(A) 1in the case of a decedent dying during 1977, by sub-
stituting ‘$120,000” for ‘$175,000’,

“(B) in the case of a decedent dying during 1978, by sub-
stituting ‘$134,000° for ‘$175,000°,

“(C) in the case of a decedent dying during 1979, by sub-
stituting ‘$147,000" for ‘$175,0007, and )

“(D) in the case of a decedent dying during 1980, by sub-
stituting ‘$161,000’ for ‘$175,000".

“(4) ADJUSTMENT FOR CERTAIN GIFTS.—The amount applicable
under paragraph (1) and the amount set forth in paragraph (2)
shall each be reduced (but not below zero) by the sum of—

“(A) the amount of the adjusted taxable gifts (within the
meaning of section 2001(b)) made by the decedent after
December 31, 1976, plus r

“(B) the aggregate amount allowed as a specific exemption
under section 2521 (as in effect before its repeal by the Tax
Reform Act of 1976) with respect to gifts made by the dece-
dent, after September 8, 1976.”

(K) REVOCABLE TRANSFERS.— )

(i) Paragraph (1) of section 2038(a) (relating to
revocable transfers) is amended by striking out “in con-
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templation of decedent’s death” and inserting in lieu
thereof “during the 3-year period ending on the date of
bhez dfcafc)ient’s efh(”.) f ) (oel

ii) Paragra 2) of section 2038(a) (relating to
revocable tmnsgar) is amended by strikgng out “in l%c-n-
templation of his death” and inserting in lieu thereof
“during the 3-year period ending on the date of the
decedent’s death”.

(L) PROPERTY WITHIN THE UNITED STATES.—Subsection (b)
of section 2104 (relating to revocable transfers and transfers
in contemplation of death) is amended by striking out “anp
Transrers IN ContEMPLATION OF DEATH” in the subsection
heading and inserting in lieu thereof “Axp TraNsrers WiTHIN
3 YEeARs or DeaTn™.

(M) Prior iNTeresTs.—Section 2044 (relating to prior
interests) is amended by striking out “specifically provided
{;}herain” and inserting in lieu thereof “specifically provided

law”,

y(N'} CLERICAL AMENDMENTS.—
(i) The item relating to section 2001 in the table of
sections for part I of subchapter A of chapter 11 is
amended to read as follows:

“Sec. 2001. Imposition and rate of tax.”
(i) The table of sections for part II of subchapter
A of chapter 11 is amended by inserting before the item
relating to section 2011 the following new item:

“See. 2010. Unified credit against estate tax.”

(iii) The table of sections for part IIT of subchapter
A of chapter 11 is amended by striking out the item
relating to section 2035 and inserting in lieu thereof the
following new item :
“See. 2035. Adjustments for gifts made within 8 years of decedent's
death.”
(iv) The table of sections for part IV of subchapter
A of chapter 11 is amended by striking out the item
relating to section 2052.
CHANGES IN GIFT TAX.—

A) TAXABLE GIFTS FOR PRECEDING YEARS AND QUARTERS.—
Subsection (a) of section 2504 (relating to taxable gifts for
?recedin years and quarters) is amended by striking out
“except that” and all that follows and inserting in lieu thereof
“except that the specific exemption in the amount, if any.
allowable under section 2521 (as in effect before its repeaj
by the Tax Reform Act of 1976) shall be applied in all com-
putations in respect of calendar tyears or calendar quarters
ending before January 1, 1977, for purposes of computing
the tax for any calendar quarter.”

(B) CLERICAL AMENDMENTS.—

(i) The table of sections for subchapter A of chapter
12 is amended by adding at the end thereof the following
new item:

“Sec. 2505. Unified credit against gift tax.”

(ii) The table of sections for subchapter C of chapter
12 is Eggllended by striking out the item relating to sec-
tion .
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(d) Errecrive DaTes.—
26 USC 2001 (1) The amendments made by subsections (a) and (c¢) (1) shall
note. apply to the estates of decedents dying after December 31, 1976
except that the amendments made by subsection (a) (5) and sub-
paragraphs SK and (L) of subsection (c¢) (1) shall not apply to
transfers made before January 1, 1977.
26 USC 2502 (2) The amendments made by subsections (b) and (c)(2)
note. shall apply to gifts made after December 31, 1976.

SEC. 2002. INCREASE IN LIMITATIONS ON MARITAL DEDUCTIONS;

FRACTIONAL INTERESTS OF SPOUSE.

(a) IncreasE 1N Estate Tax Marrran Devvcrion.—Paragraph (1)
26 USC 2056.  of section 2056(c) (relating to limitation on marital deduction) is
amended to read as follows:

“(1) LimrraTion.—

“(A% In geExeraL—The aggregate amount of the dedue-
tions allowed under this section (computed without regard to
this subsection) shall not exceed the greater of—

“&i‘) $250,000, or
“(11) 50 percent of the value of the adjusted gross
estate (as defined in paragraph (2)).

“(B) ApDJUSTMENT FOR CERTAIN GIFTS To SPOUSE—If a
deduction is allowed to the decedent under section 2523 with
respect to any gift made to his spouse after December 31,
1976, the limitation provided by subparagraph (A) (deter-
mined without regard to this subparagra %) shall be reduced

(but not below zero) by the excess (if any) of—

“(i) the aggregate of the deductions allowed to the
decedent under section 2523 with respect to gifts made
after December 31, 1976, over

“(ii) the aggregate of the deductions which would
have been allowable under section 2523 with respect to
gifts made after December 31, 1976, if the amount deduc-
tible under such section with respect to any gift were
50 percent of its value.

“(C) CoMMUNITY PROPERTY ADJUSTMENT.—The $250,000
amount set forth in subparagraph (A) (i) shall be reduced by
the excess (if any) of—

“(i) the amount of the subtraction determined under
clauses (i), (ii), and (iii) of paragraph (2)(B), over

“(ii) the excess of the aggregate of the deduections
allowed under sections 2053 and 2054 over the amount
taken into account with respect to such deductions under
clause (iv) of paragraph (2) (B).” 4

(b) Increase v Grrr Tax Marrrar DepuorioNn.—Subsection é a(; of
26 USC 2523.  section 2523 (relating to deduction for gift to spouse) is amended to
read as follows:
“(a) AuLowaNce or DEpuorioN.—

“(1) In cENERAL—Where a donor who is a citizen or resident
transfers during the calendar quarter by gift an interest in prop-
erty to a donee who at the time of the gift is the donor’s spouse,
there shall be allowed as a deduction in computing taxable gifts
for the calendar quarter an amount with respect to such interest
equal to its value.

“(2) Lrmrration.—The aggregate of the deductions allowed
under paragraph (1) for any calendar quarter shall not exceed
the sum of—
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“(Ag $100,000 reduced (but not below zero) by the aggre-
gate of the deductions allowed under this section for preced-
ing calendar quarters beginning after December 31, 1976 ; plus
(B) 50 percent of the lesser of —

“(i) the amount of the deductions allowable under
paragraph (1) for such calendar quarter (determined
without regard to this paragraph) ; or

“(ii) the amount (if any) by which the aggregate of
the amounts determined under clause (i) for the calen-
dar quarter and for each preceding calendar quarter

inning after December 31, 1976, exceeds $200,000.”
(¢) FracrioNaL INTEREST OF SPOUSE.—

(1) I~ eENErAL—Section 2040 (relating to joint interests) is 26 USC 2040.
amended by adding at the end thereof the following new
subsection :

“(b) Cerrain JoinT INTERESTS OF HUSBAND AND WIFE.—

“(1) INTERESTS OF SPOUSE EXCLUDED FROM GROSS ESTATE.—Not-
withstanding subsection (;f, in the case of any qualified joint
interest, the value included in the gross estate with respect to
such interest by reason of this section is one-half of the value of
such qualified joint interest.

“(2) QUALIFIED JOINT INTEREST DEFINED.—For purposes of
paragraph (1), the term ‘qualified joint interest’ means any
interest in property held by the decedent and the decedent’s
spouse as joint tenants or as tenants by the entirety, but only if—

“(A) such joint interest was created by the decedent, the
decedent’s spouse, or both,

“(B) (i) 1n the case of personal property, the creation of
such joint interest constituted in whole or in part a gift for
purposes of chapter 12, or

‘f?ii) in the case of real property, an election under section
25‘115 applies with respect to the creation of such joint interest,
an

“(C) in the case of a joint tenancy, only the decedent and
the decedent’s spouse are joint tenants.”

(2) AMENDMENT OF RELATED GIFT TAX PROVISION.—Subsection
(¢) of section 2515 (relating to election with respect to tenancies 26 USC 2515.
by the entirety) is amended to read as follows:

“(c{ Exercise oF ELecTion.—

“(1) I~ generaL.—The election provided by subsection (a)
shall be exercised by including such creation of a tenancy by the
entirety as a transfer by gift, to the extent such transfer consti-
tutes a gift (determined without regard to this section), in the
gift tax return of the donor for the calendar quarter in which
such tenancy by the entirety was created, filed within the time
prescribed by law, irrespective of whether or not the gift exceeds
the exclusion provided by section 2503 (b).

“(2) SUBSEQUENT ADDITIONS IN VALUE.—IT the election provided
by subsection (a) has been made with ect to the creation of
any tenancy by the entirety, such election shall also apply to each
addition made to the value of such tenancy by the entirety.

“(3) CERTAIN ACTUARIAL COMPUTATIONS NOT REQUIRED.—In the
case of any election under subsection (a) with respect to any
property, the retained interest of each spouse shall be treated as
one-half of the value of their joint interest.”
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26 USC 2040. (8) CrEricAL AMENDMENT.—Section 2040 is amended by strik-
ing out “The value” and inserting in lieu thereof the following:
o &a) GeNErRaL Rure.—The value”.
(d) Errecrive DaTEs.—

26 USC 2056 (1) (A) Except as provided in subparagraph (B), the amend-
note. ment made by subsection (a) shall apply with respect to the
est?gaf oi decedents dying after December 31, 1976.
If—

(1) the decedent dies after December 31, 1976, and before
January 1, 1979,

(i1) by reason of the death of the decedent property passes
from the decedent or is acquired from the decedent under a
will executed before January 1, 1977, or a trust created before
such date, which contains a formula expressly providing
that the spouse is to receive the maximum amount of property
iquslifying for the marital deduction allowable by Federal
aw,

(ii.iJ the formula referred to in clause (ii) was not
amended at any time after December 31, 1976, and before

the death of the decedent, and
(iv) the State does not enact a statute applicable to such
estate which construes this tyge of formula as referring to the
marital deducton allowable by Federal law as amended by
subsection (a),
then the amendment made by subsection (a) shall not apply to the
estate of such decedent.

26 USC 2523 (2) The amendment made by subsection (b) shall apply to gifts
s made after December 81, 1976,

26 USC 2040 (8) The amendments made by subsection (c¢) shall apply to
note. joint interests created after December 31, 1976.

SEC. 2003. VALUATION FOR PURPOSES OF THE FEDERAL ESTATE TAX
OF CERTAIN REAL PROPERTY DEVOTED TO FARMING OR
CLOSELY HELD BUSINESSES.

(a) Geverar RurLe—Part IT1 of subchapter A of chapter 11 (relat-
in% to gross estate) is amended by inserting after section 2032 the
following new section:

26 USC 2032A. “SEC. 2032A. VALUATION OF CERTAIN FARM, ETC., REAL PROPERTY.

“(a) Varue Basep ox Ust Unper WHicH PRoPERTY QUALIFIES.—

“(1) GenerAL RULE—If—

“(A) the decedent was (at the time of his death) a citizen
or resident of the United States, and
“(B) the executor elects the application of this section and
files the agreement referred to in subsection (d} g2) y
then, for purposes of this chapter, the value of qualified real prop-
erty shall be its value for the use under which it qualifies, under
subsection (b), as qualified real property.

“(2) LiaprratioNn.—The aggregate decrease in the value of
&mliﬁed real property taken into account for purposes of this

apter which results from the application of paragraph (1) with
respect to any decedent shall not exceed $500,000.

“(b) Quarrrrep REAL, PROPERTY.—

“(1) Ix cexeraL.—For purposes of this section, the term ‘quali-
fied real property’ means real property located in the United
States which, on the date of the gecedent’s death, was being used
for a qualified use, but only if—
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“(A) 50 percent or more of the adjusted valuc of the gross
astagze t):onsmts of the adjusted value 3f real or personal prop-
erty which—

# rii} on the date of the decedent’s death, was being
used for a qualified use, and

‘(i1) was acquired from or passed from the decedent to
a qualified heir of the decedent.

“(B[g 25 percent or more of the adjusted value of the gross
estate consists of the adjusted value of real property which
meets the requirements of subparagraphs (A) (i1) and (C),

“(C) during the 8-year period ending on the date of the
decedent’s death there have been periods aggregating 5 years
or more during which—

(1) such real dpro rty was owned by the decedent or
a member of the decedent’s family and used for a qualified
use, and

“(ii) there was material participation by the decedent
or a member of the decedent’s family in the operation of
the farm or other business, and

“(D) such real property is designated in the agreement
referred to in subsection (d) (2).

“S_Qin Quaririep UsE—For purposes of this section, the term
‘qualified use’ means the devotion of the property to any of the
following :

“(Ag use as a farm for farming purposes, or
“(B) use in a trade or business other than the trade or
business of farming.

“(3) Apsustep vanue—For purposes of paragraph (1), the
term ‘adjusted value’ means—

“z A) in the case of the gross estate, the value of the gross
estate for purposes of this chapter (determined without

ard to this section), reduced by any amounts allowable as
a deduction under paragraph (4) of section 2053 (a), or

“(B) in the case of any real or personal property, the value
of such property for purposes of this chapter (determined
without regard to this section), reduced by any amounts
allowable as a deduction in respect of such property under
paragraph (4) of section 2053 (a).

“(c) Tax TrearMeENT oF Disposrrions axp Famures To Use ror
Quarrrep Use.—

(1) IMPOSITION OF ADDITIONAL ESTATE TAX.—If, within 15 years
ift_er the decedent’s death and before the death of the qualified

eir—

“(A) the qualified heir disposes of any interest in qualified
real property (other than by a disposition to a member of his
family), or

“(B) the qualified heir ceases to use for the qualified use
the qualified real property which was acquired (or passed)
from the decedent,

then, there is hereby imposed an additional estate tax.

“(2) AMOUNT OF ADDITIONAL TAX.—

“(A) In ceNEranL—The amount of the additional tax
imposed by paragraph (1) with respeet to any interest shall
be the amount equal to the lesser of—

“(i) the adjusted tax difference attributable to such
interest, or
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“(ii) the excess of the amount realized with respect
to the interest (or, in any case other than a sale or
exchange at arm’s length, the fair market value of the
interest) over the value of the interest determined under
subsection (a).

“(B) ADJUSTED TAX DIFFERENCE ATTRIBUTABLE TO INTER-
esT.—For purposes of subparagraph (A), the adjusted tax
difference attributable to an interest is the amount which
bears the same ratio to the adjusted tax difference with
respect to the estate (determined under subparagraph (C))
as—

“(1) the excess of the value of such interest for r;}:'lu'-
poses of this chapter (determined without regard to
subsection (a)) over the value of such interest deter-
mined under subsection (a), bears to

“(ii) a similar excess determined for all qualified real
property.

“(C) ApJUSTED TAX DIFFERENCE WITH RESPECT TO THE
ESTATE.—For purposes of subparagraph (B), the term
‘adjusted tax difference with respect to the estate’ means the
excess of what would have been the estate tax liability but
for subsection (a) over the estate tax liability. For purposes
of this subparagraph, the term ‘estate tax liability’ means
the tax imposed by section 2001 reduced by the credits allow-
able against such tax.

“(D) Parriar pisposiTions.—For purposes of this para-
graph, where the qualified heir disposes of a portion of the
interest acquired by (or passing to) such heir (I:)r a predeces-
sor qualified heir) or there is a cessation of use of such a
portion—

“(1) the value determined under subsection (a) taken
into account under subparagraph (A) (i) with respect
to such portion shall be its pro rata share of such value of
such interest, and

“(ii) the adjusted tax difference attributable to the
interest taken into acecount with respect to the transaction
involving the second or any succeeding portion shall be
reduced by the amount of the tax imposed by this subsec-
tion with respect to all prior transactions involving por-
tions of such interest.

“(3) PHASEOUT OF ADDITIONAL TAX BETWEEN 10TH AND 15TH
years.—If the date of the disposition or cessation referred to in
paragraph (1) occurs more than 120 months and less than 180
months after the date of the death of the decedent, the amount of
the tax imposed by this subsection shall be reduced (but not below
zero) by an amount determined by multiplying the amount of
such tax (determined without regard to this paragraph) by a
fraction—

“(A) the numerator of which is the number of full months
after such death in excess of 120, and

“(B) the denominator of which is 60.

“(4) ONLY 1 ADDITIONAL TAX IMPOSED WITH RESPECT TO ANY 1
rorTION.—In the case of an interest acquired from (or passing
from) any decedent, if subparagraph (cg) or (B) of paragraph
(1) applies to any portion of an interest, subparagraph (g or



PUBLIC LAW 94-455—O0CT. 4, 1976 90 STAT. 1859

(A), as the case may be, of paragraph (1) shall not apply with
respect to the same portion of such interest.

“(5) Due pate.—The additional tax imposed by this subsec-
tion shall become due and payable on the day whijl is 6 months
after the date of the disposition or cessation referred to in para-

aph (1).
gr“?ﬁ) (Lz_mmm'nr ror TAx—The qualified heir shall be pe-raonallﬁ
liable for the additional tax imposed by this subsection wit

resPecl; to his interest.

“(7) Crssarion or quaLiFiep Use.—For purposes of paragraph
(1) (B), real property shall cease to be used for the qualified use
1 ——

i %A) such property ceases to be used for the qualified use
set. forth in subparagraph (A% or (B) of subsection (b%(?)
under which the property qualified under subsection (b), or

“(B) during any period of 8 years ending after the date of
the decedent’s death and before the date of the death of the
qualified heir, there had been periods aggregating 3 years or
more during which—

“(i) in the case of periods during which the property
was held by the decedent, there was no material partici-
pation by the decedent or any member of his family in
the operation of the farm or other business, and

wy 11% in the case of ﬁperiods during which the property
was held by any qualified heir, there was no materia]pgar-
ticipation tﬁ, such qualified heir or any member of his
family in the operation of the farm or other business.

“(d) ELECcTION; AGREEMENT.—

“(1) Erecrion.—The election under this section shall be made
not later than the time prescribed by section 6075(a) for filing 26 USC 6075.
the return of tax imposed by section 2001 (including extensions Ante, p. 1846.
thereof), and shall be made in such manner as the Secretary shall
by regulations prescribe.

“(2) AcreemeNnT—The agreement referred to in this paragraph
is a written agreement signed by each person in being who has an
interest (whether or not in possession) in any property desig-
nated in such agreement consenting to the appﬁcation of subsec-
tion (c) with respect to such property.

“(e) DerintrioNs; SrEcian Rures.—For purposes of this section—

“(1) Quarrriep neEmR—The term ‘qualified heir’ means, with
respect to any property, a member of the decedent’s family who
acquired such property (or to whom such Fmperty passed) from
the decedent. Tf a qualified heir disposes of any interest in quali-
fied real property to any member of his family, such member
shall thereafter be treated as the qualified heir with respect to
such interest.

“(2) Memser oF FAMILY.—The term ‘member of the family’
means, with respect to any individual, only such individual’s
ancestor or lineal descendant, a lineal descendant of a grand-
parent of such individual, the spouse of such individual, or the
sponse of any such descendant. For purposes of the preceding
sentence, a legally adopted child of an individual shall be treated
as a child of such individual by blood.

“(3) CERTAIN REAL PROPERTY INCLUDED.—In the case of real
property which meets the requirements of subparagraph (C)
of subsection (b) (1), residential buildings and related improve-
ments on such real property occupied on a regular basis by the
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owner or lessee of such real property or by persons employed by
such owner or lessee for the purpose of operating or maintaining
such real property, and roads, buildings, and other structures
and improvements functionally related to the qualified use shall
be treated as real property devoted to the qualified use.

“(4) Farm.—The term ‘farm’ includes stock, dairy, poultry,
fruit, furbearing animal, and truck farms, plantations, ranches,
nurseries, ranges, greenhouses or other similar structures used
primarily for the raising of agricultural or horticultural com-
modities, and orchards and w ands.

“(5) Farmine purroses.—The term ‘farming purposes’ means—

“(A) cultivating the soil or raising or harvesting any agri-
cultural or horticultural commodity (inecluding the raising,
shearing, feeding, caring for, training, and management of
animals) on a farm;

“(B) handling, drying, packing, grading, or storing on a
farm any agricultural or horticultural commodity in its
unmanufactured state, but only if the owner, tenant, or oper-
ator of the farm regularly produces more than one-half of
the commodity so treated ; and

“(C) (i) the planting, cultivating, caring for, or cutting
of trees, or

“(ii) the preparation (other than milling) of trees for
market.

“(6) MatErIAL PARTICIPATION.—Material participation shall be
determined in a manner similar to the manner used for purposes
of paragraph (1) of section 1402(a) (relating to net earnings
from self-employment).

“(7) METHOD OF VALUING FARMS.—

“(A) In eexerAL—Except as provided in subparagraph
(B), the value of a farm for farming purposes shall be
determined by dividing—

‘(i) the excess of the average annual gross cash rental
for comparable land used for farming purposes and
located in the locality of such farm over the average
annual State and local real estate taxes for' such com-
parable land, by

“(ii) the average annual effective interest rate for all

new Federal Land Bank loans.
For purposes of the preceding sentence, each average annual
computation shall be made on the basis of the 5 most recent
calendar years ending before the date of the decedent’s death.

“(B) Exceprion.—The formula provided by subpara-
graph (A) shall not be used—

“(i) where it is established that there is no compa-
rable land from which the average annual gross cash
rental may be determined, or

“(i1) where the executor elects to have the value of
the farm for farming purposes determined under para-
graph (8).

“(8) METHOD OF VALUING CLOSELY HELD BUSINESS INTERESTS,
ETC.—In any case to which paragraph (7) (A) does not apply,
the following factors shall apply in determining the value of any
qualified real property :

“(A) The capitalization of income which the grope.rty can

be expected to yield for farming or closely held business pur-
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poses over a reasonable period of time under prudent manage-
ment using traditional cropping patterns for the area, taking
into account soil capacity, terrain configuration, and similar
factors,

“(B) The capitalization of the fair rental value of the land
for farm land or closely held business purposes,

“(C) Assessed land values in a State which provides a dif-
ferential or use value assessment law for farmland or closely
held business,

“(D) Comparable sales of other farm or closely held busi-
ness land in the same geographical area far enough removed
from a metropolitan or resort area so that nonagricultural
use is not a significant factor in the sales price, an

“(E) Any other factor which fairly values the farm or
closely held business value of the property.

“(f) Srature oF Limrrarrons.—If qualifll)ed real property is dis-
posed of or ceases to be used for a qualified use, then—

“(1) the statutory period for the assessment of any additional
tax under subsection (c¢) attributable to such disposition or ces-
sation shall not expire before the expiration of 3 years from the
date the Secretary is notified (in such manner as the Secretary
m::iy by regulations prescribe) of such disposition or cessation,
an

“(2) such additional tax may be assessed before the expiration
of such 3-year period notwithstanding the provisions of any other
law or rule of law which would otherwise prevent such assessment.

“(g) ArprLicaTioN oF THis SecTion AND SEcTION 6324B To INTERESTS
1N Parrnersuips, CorroraTioNs, AND Trusts.—The Secretary shall
prescribe regulations setting forth the application of this section and
section 63248 in the case of an interest in a partnership, corporation,
or trust which, with respect to the decedent, is an interest in a closely
giaflscé (E;})siness (within the meaning of paragraph (1) of section

(b) Specran Lien.—Subchapter C of chapter 64 (relating to lien
for taxes) is amended by inserting after section 6324A the following
new section:

“SEC. 6324B. SPECIAL LIEN FOR ADDITIONAL ESTATE TAX ATTRIBUT-
ABLE TO FARM, ETC., VALUATION.

“(a) GeExeraL RurLe—In the case of any interest in qualified real
pro[]:erty (within the meaning of section 2032A (b)), an amount equal
to the adjusted tax difference attributable to such interest (within the
meaning of section 2032A (c) (2) (B)) shall be a lien in favor of the
United States on the property in which such interest exists.

“(b) Periop or Liex.—The lien imposed by this section shall arise
at the time an election is filed under section 2032A and shall continue
with respect to any interest in the qualified farm real property—

“(Plef until the liability for tax under subsection (c) of section
2032A with respect to such interest has been satisfied or has become
unenforceable by reason of lapse of time, or

“(2) until it is established to the satisfaction of the Secreta
that no further tax liability may arise under section 2032A (3
with respect to such interest.

“(e) Crrraiy Rures Mape Arpricasie—The rules set forth in
paragraphs (1), (3), and (4) of section 6324A (d) shall apply with
respect to the lien imposed by this section as if it were a lien imposed
by section 6324A.

90 STAT. 1861

Regulations.

26 USC 6324B.

Ante, p. 1856.

Post, p. 1868.
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_ “(d) SusstrruTiox or SecuriTy For Lien.—To the extent provided
in regulations prescribed by the Secretary, the furnishing of security
may be substituted for the lien imposed by this section.”

(¢) Creprr For Tax on Prior TransFers.—Section 2013 (relatin,
to credit for tax on prior transfers) is amended by adding at the en
thereof the following new subsection :

“(f) TrearmeEnT oF ApprrioNan Tax Imrposep Uxper SectioNn
2032A.—If section 2032A applies to any property included in the
gross estate of the transferor and an additional tax is imposed with
respect to such property under section 2032A (c) before the date which
is 2 years after the date of the decedent’s death, for purposes of this
section—

“(1) the additional tax imposed by section 2032A (¢) shall be
treated as a Federal estate tax payable with respect to the estate of
the transferor; and

“(2) the value of such property and the amount of the taxable
estate of the transferor shall be determined as if section 2032A did
not apply with respeet to such property.”

(d) CrericAl AMENDMENTS.—

(1) The table of sections for part ITI of subchapter A of
chapter 11 is amended by inserting after the item relating to sec-
tion 2032 the following new item :

“See, 2082A. Valuation of certain farm, ete, real property.”

(2) The table of sections for subchapter C of chapter 64 is
amended by inserting after the item relating to section 6324 A the
following new item:

“See, 6324B. Special lien for additional estate tax attributable to farm,
ete,, valuation.”
(e) Errective Date—The amendments made by this section shall
apply to the estates of decedents dying after December 31, 1976.

SEC. 2004. EXTENSION OF TIME FOR PAYMENT OF ESTATE TAX.

(a) Generan Rure—Subchapter B of chapter 62 (relating to
extensions of time for payment of tax) is amended by redesignating
section 6166 as section 6166A and by inserting after section 6165 the
following new section :

“SEC. 6166. ALTERNATE EXTENSION OF TIME FOR PAYMENT OF
ESTATE TAX WHERE ESTATE CONSISTS LARGELY OF
INTEREST IN CLOSELY HELD BUSINESS.

“(a) 5-Yrar Dererrav; 10-YeAr INsTALLMENT PAYMENT.—

“(1) In cenerar.—If the value of an interest in a closely held
business which is included in determining the gross estate of a
decedent who was (at the date of his death) a eitizen or resident
of the United States exceeds 65 percent of the adjusted gross
estate, the executor may elect to pay part or all of the tax imposed
by section 2001 in 2 or more (but not exceeding 10) equal
installments,

“(2) Limrrarion.—The maximum amount of tax which may
be paid in installments under this subsection shall be an amount
which bears the same ratio to the tax imposed by section 2001
(reduced by the credits against such tax) as—

“(A) the closely held business amount, bears to
“(B) the amount of the adjusted gross estate.

“(3) DATE For PAYMENT OF INSTALLMENTS.—If an election is
made under paragraph (1), the first installment shall be paid on
or before the date selected by the executor which is not more than
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5 years after the date prescribed by section 6151 (a) for payment 6151.
of the tax, and each succeeding in{%tallment shall )be pall)dy;g or ni
before th?'n dfate which is lfytel.;:: after the date prescribed by this

para or payment o receding installment.

i (4%m£ucmu£rr FOR EI.ECTIONF'—-NO election may be made under
this section by the executor of the estate of any decedent if an
election under section 6166A applies with respect to the estate Ante, p. 1862.
of such decedent.

“(b) DrrFiNrrioNs axp Specian Runes.—
“(1) INTEREST IN CLOSELY HELD BUSINESS.—F or purposes of this
section, the term ‘interest in a closely held business’ means—
“(A) an interest as a proprietor in a trade or business
carried on as a proprietorship;
“(B) an interest as a partner in a partnership carrying on
a trade or business, if—

“(1) 20 percent or more of the total capital interest in
such partnership is included in determining the gross
estate of the decedent, or

“(ii) such partnership had 15 or fewer partners; or

“(_(%) stock in a corporation carrying on a trade or busi-
ness if—

“(1) 20 percent or more in value of the voting stock of
such corporation is included in determining the gross
estate of the decedent, or

“(ii) such corporation had 15 or fewer shareholders.

“(2) RULES FOR APPLYING PARAGRAPH (1).—For purposes of
paragraph (1)—

% ?A) IME FOR TESTING.—Determinations shall be made as
of the time immediately before the decedent’s death.

“(B) CERTAIN INTERESTS HELD BY HUSBAND AND WIFE.—
Stock or a partnership interest which—

“(i) is community property of a husband and wife (or
the income from which is community income) under the
ap‘p]ica,ble community property law of a State, or

‘(i) is held by a husband and wife as joint tenants,
tenants by the entirety, or tenants in common,

shall be treated as owned by one shareholder or one partner, as
the case may be.

“(C) InpirEcT owNErsHIP.—Property owned, directly or
indirectly, by or for a corporation, partnership, estate, or trust

¥ by rpo tip

shall be considered as being owned proportionately by or for
its shareholders, partners, or beneficiaries. For purposes of
the preceding sentence, a person shall be treated as a bene-
ficiary of any trust only if such person has a present interest
in the trust.

“(3) FARMHOUSES AND CERTAIN OTHER STRUCTURES TAKEN INTO
AccouNT.—For purposes of the 65-percent requirement of sub-
section (a) (1), an interest in a closely held business which is the
business of farming includes an interest in residential buildings
and related improvements on the farm which are occupied on a
regular basis by the owner or lessee of the farm or by persons
employed by such owner or lessee for purposes of operating or
maintaining the farm.

“(4) Varuve—For purposes of this section, value shall be yalue
determined for purposes of chapter 11 (relating to estate tax).

“(5) CLOSELY HELD BUSINESS AMOUNT.—For purposes of this
section, the term ‘closely held business amount’ means the value of
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the interest in a closely held business which qualifies under sub-
section (8) (1). e

“(6) ApsusTED GrROSS ESTATE.—For purposes of this section, the
term, ‘adjusted gross estate’ means the value of the gross estate
reduced by the sum of the amounts allowable as a deduction under
section 2053 or 2054. Such sum shall be determined on the basis of
the facts and circumstances in existence on the date (including
extensions) for filing the return of tax imposed by section 2001
(or, if earlier, the date on which such return is filed).

“(¢) Seectan Rure ror INTEresTs IN 2 oR More CroseLy Hewp
Businesses.—For purposes of this section, interests in 2 or more
closely held businesses, with respect to cach of which there is included
in determining the value of the decedent’s gross estate more than 20

reent of the total value of each such business, shall be treated as an
interest in a single closely held business. For purposes of the 20-percent
requirement of the preceding sentence, an interest in a closely held
business which represents the surviving spouse’s interest in property
held by the decedent and the surviving spouse as community property
or as joint tenants, tenants by the entirety, or tenants in common shall
be treated as having been included in determining the value of the
decedent’s gross estate.

“(d) ErecrioNn.—Any election under subsection (a) shall be made
not later than the time preseribed by section 6075(a) for filing the
return of tax imposed by section 2001 (including extensions thereof),
and shall be mage in such manner as the Secretary shall by regula-
tions prescribe. If an election under subsection (a) is made, the pro-
visions of this subtitle shall apply as though the Secretary were
extending the time for payment of the tax.

“(e) PRORATION OF cIENOY TO InsTALLMENTS.—If an election is
made under subsection (a) to pay any part of the tax imposed by
section 2001 in installments and a deficiency has been assessed, the
deficiency shall (subject to the limitation provided by subsection (a)
(2)) be prorated to the installments payable under subsection (a).
The part of the deficiency so prorated to any installment the date for
payment of which has not arrived shall be collected at the same time
as, and as a part of, such installment. The part of the deficiency so
prorated to any installment the date for payment of which has arrived
shall be Eaid upon notice and demand from the Secretary. This sub-
section shall not apply if the deficiency is due to negligence, to inten-
tional disregard of rules and regulations, or to fraud with intent to
evade tax.

“(f) Toe ror PaymenT oF INTEREST.—I{ the time for payment of
any amount of tax has been extended under this section—

“(1) INTEREST FOR FIRST 5 YEARS.—Interest payable under sec-
tion 6601 of any unpaid portion of such amount attributable to the
first 5 years after tﬁe date prescribed by section 6151 (a) for pay-
ment of the tax shall be paig annually.

“(2) INTEREST FOR PERIODS AFTER FIRST 5 YEARS.—Interest pay-
able under section 6601 on any unpaid portion of such amount
attributable to any period after the 5-year period referred to in
paragraph (1) shall be paid annually at the same time as, and as
a part of, each installment payment of the tax.

“(3) INTEREST IN THE CASE OF CERTAIN DEFICTENCIES.—In the
case of a deficiency to which subsection (e) applies which is
assessed after the close of the 5-year period referred to in para-
graph (1), interest attributable to such 5-year period, and interest
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assigned under paragraph (2) to any installment the date for
payment of which has arrived on or before the date of the assess-
ment of the deficiency, shall be paid upon notice and demand from
the Secretary.

“(4) SELECTION OF SHORTER PERIOD.—If the executor has selected
a period shorter than 5 years under subsection (a)(3), such
shorter period shall be substituted for 5 years in paragraphs (1),
(2),and (3) of this subsection.
COELERATION OF PAYMENT.—

“(1) DISPOSITION OF INTEREST; WITHDRAWAL OF FUNDS FROM
BUSINESS.—

“(A) If—

“(i) one-third or more in value of an interest in a
closely held business which qualifies under subsection
(a) (1) is distributed, sold, exchanged, or otherwise dis-
posed of, or

“(ii) aggregate withdrawals of money and other pro]i-
erty from the trade or business, an interest in which qual-
ifies under subsection (a) (1), made with respect to such
interest, equal or exceed one-third of the value of such
trade or business,

then the extension of time for payment of tax provided in
subsection (a) shall cease to apply, and any unpaid portion
of the tax payable in installments shall be paid npon notice
and demand from the Secretary.

“(B) In the case of a distribution in redemption of stock
to which section 303 (or so much of section 304 as relates to
section 303) applies—

“(i) subparagraph (A) (i) does not apply with respect
to the stock redeemed ; and for purgos of such subpara-
graph the interest in the closely held business shall be
considered to be such interest reduced by the value of the
stock redeemed, and

“(ii) subparagraph (A)(ii) does not apply with
respect to withdrawals of money and other property dis-
tributed; and for purposes of such subparagraé)i the
value of the trade or business shall be considered to be
such value reduced by the amount of money and other
property distributed.

This sug;aragmgh shall apply only if, on or before the
date prescribed by subsection (a) (g) for the payment of
the first installment which becomes due after the date of the
distribution (or, if earlier, on or before the day which is
1 year after the date of the distribution), there is paid an
amount of the tax imposed by section 2001 not less than
the amount of money and other property distributed.

“(C) Subparagraph (A) (i) does not apply to an exchange
of stock pursuant to a plan of reorganization described in
subparagraph (D), (E), or (F) of section 368(a) (1) nor
to an exchange to which section 355 (or so much of sec-
tion 356 as relates to section 355) applies; but any stock
received in such an exchange shall be treated for purposes of
subparagraph (A) (i) as an interest qualifying nnder sub-
section (a) (1).

“(D) Subparagraph (A) (i) does not apply to a trans-
fer of property of the decedent to a person entitled by rea-
son of the decedent’s death to receive such property under

90 STAT. 1865
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the decedent’s will, the applicable law of descent and dis-

tribution, or a trust created by the decedent.
“(2) UNDISTRIBUTED INCOME OF ESTATE—

“(A) If an election is made under this section and the
estate has undistributed net income for any taxable year
ending on or after the due date for the first installment, the
executor shall, on or before the date prescribed by law for
filing the income tax return for such taxable year (including
extensions thereof), pay an amount equal to such undis-
tributed net income in liquidation of the unpaid portion of the
tax payable in installments.

“(B) For purposes of subparagraph (A), the undistrib-
uted net income of the estate for any taxable year is the
amount by which the distributable net income of the estate
for such taxable year (as defined in section 643) exceeds
the sum of—

“(i) the amounts for such taxable year specified in
paragraphs (1) and (2) of section 661(a) (relating to
deductions for distributions, ete.) ;

“(i1) the amount of tax imposed for the taxable year
on the estate under chapter 1; and

“ﬂii? the amount of the tax imposed by seetion 2001
(including interest) paid by the executor during the tax-

able year (other than any amount paid pursuant to this

paragraph). :

“(3) FaLure 10 pAY INSTALLMENT.—ILf any installment under
this section is not paid on or before the date fixed for its pay-
ment by this section (including any extension of time for the
payment of such installment), the unpaid portion of the tax
¥rayable in installments shall be paid upon notice and demand

om the Secretary.

#(h) Ececrion 1y Case or CerTAIN DEFICIENCIES.—

“(1) I~ GENERAL—If—
“(A) a deficiency in the tax imposed by section 2001 is

a )
“(B) the estate qualifies under subsection (a) (1), and
“(C) the executor has not made an election under sub-

section (a),
the executor may elect to pay the deficiency in installments. This
subsection shall not apply if the deficiency is due to negligence,
to intentional disregard of rules and regulations, or to fraud with
intent to evade tax.

“(2) Trae or eLECTION.—An election under this subsection shall
be made not later than 60 days after issuance of notice and
demand by the Secretary for the payment of the deficiency, and
shall be made in such manner as the S%?retary shall by regulations
prescribe,

“(3) ErrecT OF ELECTION ON PAYMENT.—If an election is made
under this subsection, the deficiency shall (subject to the limita-
tion provided by subsection (a)(2)) be prorated to the install-
ments which would have been due if an election had been timely
made under subsection (a) at the time the estate tax return was
filed. The part of the deficiency so prorated to any installment
the date for payment of which would have arrived shall be paid
at the time of the making of the election under this subsection.
The portion of the deficiency so prorated to installments the date
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for payment of which would not have so arrived shall be paid at
the time such installments would have been due if such an election
had been made.

“(i) RecuraTions.—The Secretary shall prescribe such regulations
as may be necessary to the application of this section.

“(j) Cross REFERENCES.—

“(1) Security—
“For authority of the Secretary to require security in the case
“(2)05?;’ extension under this section, see section 6165.
“For special lien (in lieu of bond) in the case of an extension
under this section, see section 6324A.
“(3) Period of limitation—
“For extension of the period of limitation in the case of an
extension under this section, see section 6503(d).
“(4) Interest.—
“For provisions relating to interest on tax payable in install-
ments under this section, see subsection (j) of section 6601,”

(b) 4-PrrcENT INTEREST RATE.—Section 6601 (relating to interest 26 USC 6601.
on underpayment, nonpayment, or extension of time for payment of
tax) is amended by redesignating subsection (j) as subsection (k)

by inserting after subsection (1) the following new subsection :

“(j) 4-PercenT Rate ox Cerrain Portion or Estate Tax ExXTENDED
UnbpER SEcTION 6166.—

“(1) In geNEraL—If the time for payment of an amount of
tax imposed by chapter 11 is extended as provided in section 26 USC 2001.
6166, interest on the 4-percent portion of such amount shall (in
lien of the annual rate provided by subsection (a)) be paid at the
rate of 4 percent. For purposes of this subsection, the amount of
any deficiency which 1s prorated to installments payable under
section 6166 shall be treated as an amount of tax payable in install-
ments under such section.

“(2) 4-PERCENT PORTION.—For purposes of this subsection, the
term ‘4-percent portion’ means the lesser of—

“(A) $345.800 reduced by the amount of the credit allow-

able under section 2010(a) ; or Ante, p. 1848.
“(B) the amount of the tax imposed by chapter 11 which

isextended as provided in section 6166.

“(3) TrREATMENT OF PAYMENTS.—If the amount of tax imposed
by chapter 11 which is extended as provided in section 6166
exceeds the 4-percent portion, any payment of a portion of such
amount shall. for purposes of computing interest for periods after
such payment, be treated as reducing the 4-percent portion by an
amount which bears the same ratio to the amount of such pay-
ment as the amount of the 4-percent portion (determined with-
out regard to this paragraph) bears to the amount of the tax
which is extended as provided in section 6166.”

(¢) Reasonasre Cause SusstrruTep For UNpue HarpsHIP 1IN DETER-
MINING Evrieminity ror ExteEnsions o Payment or Estate Tax.—

(1) Paragraph (2) of section 6161(a) (relating to extension 26 USC 6161.
of time for paying estate tax) is amended to read as follows:

“(2) Estate Tax.—The Secretary may, for reasonable cause,
extend the time for payment of—

“(A) any part of the amount determined by the executor
as the tax imposed by chapter 11, or

“(B) any part of any installment under section 6166 or
6166A (including any part of a deficiency prorated to any
installment under such section),
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for a reasonable period not in excess of 10 years from the date pre-
seribed by section 6151 (a) for payment of the tax (or, in the case
of an amount referred to in subparagraph ( B(;, if later, not
beyond the date which is 12 months after the due date for the last
installment).”

(2) Subsection (b) of section 6161 (relating to extension of time
for payment of certain deficiencies) is amended to read as follows:

“(b) AxouNT DETERMINED A8 DEFICIENCY.—

“(1) INCOME, GIFT, AND CERTAIN OTHER TAXES.—Under regula-
tions preseribed by the Secretary, the Secretary may extend the
time for the payment of the amount determined as a deficiency of a
tax imposed by chapter 1, 12, 41, 42, 43, or 44 for a period not to
exceed 18 months E-om the date.fixed for the payment of the
deficiency, and in exceptional cases, for a further period not to
exceed 12 months. An extension under this paragraph may be
granted only where it is shown to the satisfaction of the Seeretary
that payment of a deficiency upon the date fixed for the payment
thereof will result in undue hardship to the taxpayer in the case
of a tax imposed by chapter 1, 41, 42, 43, or 44, or to the donor in
the case of a tax imposed by chapter 12.

“(2) Estate TaAx.—Under regulations prescribed by the Secre-
tary, the Secretary may, for reasonable cause, extend the time for
the payment of any deg::ien{'.y of a tax imposed by chapter 11 for a
reasonable period not to exceed 4 years from the date otherwise
fixed for the payment of the deficiency.

“(3) No EXTENSION FOR OERTAIN DEFICIENCIES.—No extension
shall be granted under this subsection for any deficiency if the
deficiency is due to negligence, to intentional disregard of rules
and lations, or to g‘aud with intent to evade tax.”

(3;eglbsectiﬂn (b) of section 6163 (relating to extension to pre-
vent undue hardship in case of reversionary or remainder interest)
is amended to read as follows:

“(b) ExteEnsion For REasoNABLE CAvse.—At the expiration of the
period of postponement provided for in subsection (a), the Secretary
may, for reasonable cause, extend the time for payment for a reasonable
period or periods not in excess of 3 years from the expiration of the
period of postg;mement provided in subsection Sa) b

(4) Subsection (d) of section 6503 (relating to extensions of
time for E)s.yment of estate tax) is amended by striking out “sec-
tion JE’I’SG ' and inserting in lieu thereof “section 6163, 6166, or
6166A.7,

(d) Seeciar Laen ror EstaTe Tax Dererrep UNpER SECTION 6166.—

(1) Ix cExERAL.—Subchapter C of chapter 64 (relating to lien
for taxes) is amended by inserting after section 6324 the follow-
ing new section:

“SEC. 6324A. SPECIAL LIEN FOR ESTATE TAX DEFERRED UNDER SEC-
TION 6166 OR 6166A.

“(a) GeneranL RuLe—In the case of any estate with respect to
which an election has been made under section 6166 or 6166A, if the
executor makes an election under this section (at such time and in
such manner as the Secretary shall by regulations prescribe) and files
the agreement referred to in subsection (¢), the deferred amount (plus
any interest, additional amount, addition to tax, assessable penalty,
and costs attributable to the deferred amount) shall be a lien in favor
of the United States on the section 6166 lien property.

“(b) Secrron 6166 LieNn PrOPERTY.—
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“(1) In ceNErRaL.—For purposes of this section, the term ‘sec- *‘Section 6166
tion 6166 lien property’ means interests in real and other property lien property.”
to the extent such interests—

“(A) can be expected to survive the deferral period, and
“(B) are designated in the agreement referred to in sub-
section (c).

“(2) MaxiMUM VALUE OF REQUIRED PROPERTY.—The maximum
value of the property which the Secretary may require as section
6166 lien property with respect to any estate shall be a value which
is not greater than the sum of—

“(A) the deferred amount, and
“(B) the agFregute interest amount.
For purposes of the preceding sentence, the value of any prop-
erty shall be determined as of the date preseribed by section 6151 26 USC 6151.
éa,) for payment of the tax imposed by chapter 11 and shall be
etermined by taking into account any encumbrance such as a lien
under section 6324B. Ante, p. 1861.
“(3) PARTIAL SUBSTITUTION OF BOND FOR LIEN.—If the value
required as section 6166 lien property pursuant to paragraph (2) Ante, p. 1862.
exceeds the value of the interests in property covered by the agree-
ment referred to in subsection (¢), the Secretary may accept E?:led
in an amount equal to such excess conditioned on the payment
of the amount extended in accordance with the terms of such
extension.

“(c) AcrEeMENT.—The agreement referred to in this subsection is
a written agreement signed by each person in being who has an interest
(whether or not in possession) in any property designated in such
agreement—

“(1) consenting to the creation of the lien under this section
with respect to such property, and

“(2) designating a responsible person who shall be the agent
for the beneficiaries of the estate and for the persons who ﬁave
consented to the creation of the lien in dealings with the Secretary
on matters arising under section 6166 or 6166A or this section. Ante, p. 1862.

“(d) Seectan Runes.—

“(1) REQUIREMENT THAT LIEN BE FILED.—The lien imposed by
this section shall not be valid as against any purchaser, holder of
a security inferest, mechanic’s lien, or judgment lien creditor
until notice thereof which meets the requirements of section 6323
(f) has been filed by the Secretary. Such notice shall not be
reqluired to be refiled.

“(2) Pertoo oF tieNn.—The lien imposed by this section shall
arise at the time the executor is discharged from liability under
section 2204 (or, if earlier, at the time notice is filed pursuant to
paragraph (1)) and shall continue until the liability for the
deferred amount is satisfied or becomes unenforceable by reason of
]a?se of time.

‘(3) Prrorrries.—Even though notice of a lien imposed by
this section has been filed as provided in paragraph (1), such lien
shall not be valid—

“(A) REAL PROPERTY TAX AND SPECTAL ASSESSMENT LIENS,—
To the extent provided in section 6323(b) (6).

“(B) REAL PROPERTY SUBJECT TO A MECHANIC'S LIEN FOR
REPAIRS AND IMPROVEMENTS.—In the case of any real property
subject to a lien for repair or improvement, as against a
mechanie's lienor.

89-194 O—78—pt. 2——26
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“(C) REAL PROPERTY CONETRUCTION OR IMPROVEMENT
FINANCING AGREEMENT.—AS against any security interest set
forth in paragraph (3) of section 6323 (c) (whether such secu-
rity interest came into existence before or after tax lien filing).

Subparagraphs (B) and (C) shall not apply to any security
interest which came into existence after the date on which the
Secretary filed notice (in a manner similar to notice filed under
section 6328(f{) that payment of the deferred amount has been
accelerated under section 6166 (g) or 6166A (h).

“(4) LIEN TO BE IN LIEU OF SECTION 6324 LIEN.—Lf there is a lien
under this section on any property with respect to any estate, there
shall not be any lien under section 6324 on such property with
respect to the same estate.

“(5) ADDITIONAL LIEN PROPERTY REQUIRED IN CERTAIN CASES.—
If at any time the value of the property covered by the agree-
ment is less than the unpaid portion of the deferred amount
and the aggregate interest amount, the Secretary may require the
addition of property to the agreement (but he may not require
under this paragraph that the value of the property covered by
the agreement exceed such unpaid portion). If property having
the required value is not added to the property covered by the
agreement (or if other security equal to the required value 1s not
furnished) within 90 days after notice and demand therefor by the
Secretary, the failure to comply with the preceding sentence shall
be treated as an act accelerating payment of the installments under
section 6166 (g) or 6166a(h).

“(6) Laiexn 10 BE IN LIEU OF BoND.—The Secretary may not
require under section 6165 the furnishing of any bond for the
payment of any tax to which an agreement which meets the
requirements of subsection (e) apglim.

of this section—

“(1) DererreEp amouNT.—The term ‘deferred amount' means
the aggregate amount deferred under section 6166 or 6166A
(determined as of the date prescribed by section 6151 (a) for pay-
ment of the tax imposed by chapter 11).

“(2) AGGREGATE INTEREST AMOUNT.—The term ‘aggregate inter-
est amount’ means the aggregate amount of interest which will be
payable over the deferral period with respect to the deferred
amount (determined as of the date preseribed by section 6151 (a)
for payment of the tax imposed by cha?ter 1L

“(3) DererrAL PERIOD.—The term ‘deferral period’ means the
period for which the payment of tax is deferred pursuant to the
election under section 6166 or 6166A.

“(4) APPLICATION OF DEFINITIONS IN CASE OF DEFICIENCIES.—In
the case of a deficiency, a separate deferred amount, aggregate
interest amount, and deferral period shall be determined as of the
due date of the first installment after the deficiency is prorated
to installments under seetion 6166 or 6166.A."

(2) DISCHARGE OF EXECUTOR FROM PERSONAL LIABILITY.—Section
2204 (relating to discharge of fiduciary from personal liability)
is amended by adding at the end thereof the following new sub-
section :

“(e¢) Seecian Liex Unper Secrion 6324A.—For purposes of the
second sentence of subsection (a) and the last sentence of subsection
(b), an agreement which meets the requirements of section 6324A
(relating to special lien for estate tax deferred under section 6166 or
6166A) shall be treated as the furnishing of bond with respect to the
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amount for which the time for payment has been extended under Ante p. 1862.
section 6166 or 6166A."
(e) AmENDMENTS OF SECTION 303.—

(1) ExTENSION OF PERIOD FOR DISTRIBUTION.—Paragraph (1) of
section 303 S;)) (relating to distributions in redemption of stock 26 USC 303.
to pay death taxes) is amended by striking out “or" at the end
of subparagraph (A), by striking out the period at the end of
sul()]paragmph (B) and inserting in lieu thereof “, or ”, and by
adding at the end thereof the following new subparagraph :

“(C) If an election has been made under section 6166 or
6166 A and if the time prescribed by this subparagraph expires
at a later date than the time prescribed by subparagraph
(B) of this paragraph, within the time determined under
section 6166 or 6166 A for the payment of the installments.”

(2) RELATIONSHIP OF STOCK TO DECEDENT'S ESTATE.—

(A) Subparagraph (A) of section 303(b) (2) is amended
to read as follows:

“(A) In gExEraL.—Subsection (a) shall apply to a distri-
bution by a corporation only if the value (for Federal estate
tax pu ) of all of the stock of such corporation which is
included in determining the value of the decedent’s gross
estate exceeds 50 percent of the excess of—

(1) the value of the gross estate of such decedent, over
“(i1) the sum of the amounts allowable as a deduction
under section 2053 or 2054.”
B) The first sentence of subparagraph (B) of section 303
(b) (2) is amended b?' striking out “tge 35 percent and 50
percent requirements” and inserting in lieu thereof “the 50
ercent requirement”.

(3) RELATIONSHTP OF SHAREHOLDER TO ESTATE TAX.—Subsection
(b) of section 303 is amended by adding at the end thereof the
following new paragraphs:

g3 TIONSHIP OF SHAREHOLDER TO ESTATE TAX.—Subsection
(a) shall apply to a distribution by a corporation only to the
extent that the interest of the shareholder is reduced directly (or
through a binding obligation to contribute) by any payment of
an amount described in paragraph (1) or (2) of subsection (a).

“(4) ADDITIONAL REQUIREMENTS FOR DISTRIBUTIONS MADE MORE
THAN 4 YEARS AFTER DECEDENT'S DEATH.—In the case of amounts
distributed more than 4 years after the date of the decedent’s
death, subsection (a) shall apply to a distribution by a corpora-
tion only to the extent of the lesser of —

“(A) the aggregate of the amounts referred to in para-
graph (1) or (2) of subsection (a) which remained unpaid
immediately before the distribution, or

“(B) the aggregate of the amounts referred to in para-
graph (1) or 52) of subsection (a) which are paid during
the 1-year period beginning on the date of such distribution.”

(4) STOCK WITH SUBSTITUTED BASIS.—Subsection (c¢) of section
303 (relating to stock with substituted basis) is amended by strik-
ing out “limitation specified in subsection (b)(1)” and inserting
in lieu thereof “limtations specified in subsection (b)?”.

(f) Tecunicar, CrerrcAL, AND ConForMING CHANGES.—

(1) The table of sections for subchapter C of chapter 64 is
amended by inserting after the item relating to section 6324 the
following new item:
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“See, B324A. SI??G&}&. 1,1Ien for estate tax deferred under section 6166 or

(2) Section 7403(a) (relating to action to enforce lien or to
subject property to payment of tax) is amended by adding at the
end thereof the following new sentence: “For purposes of the pre-
ceding sentence, any acceleration of payment under section 6166
(g) or 6166A (h) shall be treated as a neglect to pay tax.”

(3) Paragraph (2) of section 2011(c) (relating to credit for
State death taxes) 1s amended by striking out “section 6161” and
inserting in lieu thereof *section 6161, 6166 or 6166A”.

(4) The last sentence of section 2204 (Sb) is amended by striking
out “has not been extended under” and inserting in lieu thereof
“has been extended under”.

(5) The table of sections for subchapter B of chapter 62 is
amended by striking out the item relating to section 6166 and
inserting in lieu thereof the following :

“Sec. 6166. Alternate extension of time for payment of estate tax where

estate consists largely of interest in closely held business.

“See. 6166A. Extension of time for payment of estate tax where estate

tax consists largely of interest in closely held business.".

(6) Subsections (a) and (b) of section 2204 (relating to dis-
charge of fiduciary from personal liability) are as amended by
striking out “or 6166” and inserting in lieu thereof “6166 or
6166A".

(%) Errecrive Date.—The amendments made by this section shall
apply to the estates of decedents dying after December 31, 1976.

SEC. 2005. CARRYOVER BASIS,

(a) Generan Rure—

(1) AMENDMENT OF SECTION 1014.—Subsection (d) of section
1014 (relating to basis of property acquired from a decedent) is
amended to read as follows:

“(d) DrcepEnts Dyine Arrer DECEMBER 31, 1976.—In the case of a
decedent dying after December 31, 1976, the section shall not apply to
any property for which a carryover basis is provided by section 1023.”

(2) Carryover Basis.—Part I1 of subchapter O of chapter 1
(relating to basis rules of general application) is amended by
redesignating section 1023 as section 1024 and by inserting after
section 1022 the following new section :

“SEC. 1023. CARRYOVER BASIS FOR CERTAIN PROPERTY ACQUIRED
FROM A DECEDENT DYING AFTER DECEMBER 31, 1976.

“(a) GrNeraL RuLeE.—

“(1) Carrvover Basis.—Except as otherwise provided in this
section, the basis of carryover basis property acquired from a
decedent dying after December 31, 1976, in the hands of the person

S0 aoq{:;mng it shall be the adjusted basis of the property immedi-
ately before the death of the decedent, further adjusted as pro-
vided in this section.

“(2) Loss ON PERSONAL AND HOUSEHOLD EFFECTS.—In the case
of any carryover basis property which, in the hands of the
decedent, was a personal or household effect, for purposes of deter-
mining loss, the basis of such property in the hands of the person
acquiring such property from the decedent shall not exceed its fair
market value.

“(b) Carrvover Basis ProrerTY DEFINED.—

“(1) I~ eenerarL.—For purposes of this section, the term ‘carry-

over basis property’ means any property which is acquired from
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or passed from a decedent (within the meaning of section
10121(;))) and which is not excluded pursuant to paragraph (2)
or (3).

o 2) CERTAIN PROPERTY NOT CARRYOVER BASIS PROPERTY.—The
term ‘carryover basis property’ does not include—

“(A) any item of gross income in respect of a decedent
described in section 691 ;

“(B) property described in section 2042 (relating to pro-
ceeds of life insurance) ;

“(C) a joint and survivor annuity under which the surviv-
ing annuitant is taxable under section 72, and payments and
distributions under a deferred compensation plan deseribed
in part I of subchapter D of chapter 1 to the extent such pay-
ments and distributions are taxable to the decedent’s bene-
ficiary under chapter 1;

“(D) property included in the decedent’s gross estate by
reason of section 2035, 2038, or 2041 which has been disposed
of before the decedent’s death in a transaction in which gain
or loss is recognizable for purposes of chapter1;

“(E) stock or a stock option passing from the decedent to
the extent income in respect of such stock or stock option is
includable in gross income under section 422(c) (1), 423(c),
or 424(c) (1) ; and

“(F) property described in seetion 1014 (b) (5).

“(3) $10,000 EXCLUSION FOR CERTATIN ASSETS.—

“(A) Excrusion.—The term ‘carryover basis property’
does not include any asset—

(1) which, in the hands of the decedent, was a per-
sonal or household effect, and

“(ii) with respect to which the executor has made an
election under this paragraph.

“(B) Limrrarron.—The fair market value of all assets
designated under this subsection with respeet to any decedent
shalﬁmt exceed $10,000.

“(C) ErectioNn.—An election under this paragraph with
respect to any asset shall be made by the executor not later
than the date prescribed by section 6075(a) for filing the
return of the tax imposed by section 2001 or 2101 (ineluding
extensions thereof), and shall be made in such manner as
the Secretary shall by regulations prescribe.

“(e) Increase 1IN Basis For Feperan anp State Estate Taxes
ArrriBurasre To AppreEciaTioN.—The basis of appreciated carryover
basis property (determined after any adjustment under subsection
(h)) which is subject to the tax imposed by section 2001 or 2101 in the
hands of the person aequiring it from the decedent shall be increased
by an amount which bears the same ratio to the Federal and State
estate taxes as—

“(1) the net appreciation in value of such property, bears to
“(2; the fair market value of all property which is subject to

the tax imposed by seetion 2001 or 2101.

“(d) $60,000 MiNtarus For Bases or Carryover Basis PROPERTIES.—
“(1) In eeNEraL—If $60,000 exceeds the aggregate bases (as
determined after any adjustment under subsection ﬁrl‘} or (¢)) of
all carryover basis property, the basis of each appreciated carry-
over basis property (after any adjustment under subsection (h) or

(¢)) shall be increased by an amount which bears the same ratio

tothe amount of such excess as—

90 STAT. 1873

26 USC 1014.

Ante, pp. 1846,
1850.
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Ante, pp. 1846,
1850.

26 USC 2055,
2056, 2106.

“(A) the net appreciation in value of such property, bears

~ “(B) the net appreciation in value of all such property.

“(2) SPECIAL RULE FOR PERSONAL OR HOUSEHOLD EFFECT.—For
purposes of pam%lmf)h %1), the basis of any property which is a
personal or household effect shall be treated as not greater than
the fair market value of such property.

“ﬁa) NONRESIDENT NOT crrizeN.—This subsection shall not
apply to any carryover basis property acquired from any decedent
who was (at the time of his death) a nonresident not a citizen of
the United States.

“(e) Furraer INcreASE IN Basts FoR CERTAIN STATE SUCCESSION
Tax Pam By TransFEReE oF ProprrTY.—If—

“(1) any person acquires appreciated carryover basis property
from a decedent, and

“(2) such person actually pays an amount of estate, inheritance,
legacy, or succession taxes with respect to such property to any
State or the District of Columbia for which the estate is not liable.

then the basis of such property (after any adjustment under subsec-
tion (h), (e), or Sd)) shall be increased by an amount which bears
the same ratio to the aggregate amount of all such taxes paid by such
person as—
o %A the net appreciation in value of such property, bears to
“(B) the fair market value of all property acquired by such
erson which is subject to such taxes.

“(lf?) SpecIAL RULES AND DEFINITIONS FOR APPLICATION OF SUBSEC-
110N8 (¢), (d), anp (e).—

“(1) FAIR MARKET VALUE LIMITATION.—The adjustments nnder
subsections (¢), (d), and (e) shall not increase the basis of prop-
erty above its fair market value.

“(2) Ner appreciatioN.—For purposes of this section, the net
appreciation in value of any property is the amount by which
the fair market value of such property exceeds the adjusted basis
of such property immediately before the death of the decedent
(as determined after any adjustment under subsection (h)).
For purposes of subsection (d), such adjusted basis shall be
increased by the amount of any adjustment under subsection {c),
and, for purposes of subsection (eJ), such adjusted basis shall be
incrflased by the amount of any adjustment under subsection (¢)
or (d).

“((3 FEDERAL AND STATE ESTATE TAXES.—For purposes of sub-
section (¢), the term ‘Federal and State estate taxes’ means—

“(A) the tax imposed by section 2001 or 2101, reduced by
the credits against such tax, and

“(13) any estate, inheritance, legacy, or succession taxes, for
which the estate is liable, actually paid by the estate to any
State or the District of Colunbia.

“(4) CERTAIN MARITAL AND CHARITABLE DEDUCTION PROPERTY
TREATED A8 NOT SUBJECT TO TAX.—For Imrgoses of subsections (c¢)
and (e), property shall be treated as not subject to a tax—

“(A) with respect to the tax imposed by section 2001 or
2101, to the extent that a deduction is allowable with respect
to sueh property under section 2055 or 2056 or under section
2106(a) (2). and

“(B) with respect to State estate taxes and with respect
to the State taxes referred to in subsection (e)(2), to the
extent that such property is not subject to such taxes.
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“(5) APPRECIATED CARRYOVER BASIS PROPERTY.—For purposes of
this section, the term ‘appreciated carryover basis property’ means
any carryover basis propertj' if the fair market value of such
property exceeds the adjusted basis of such property immediately
before the death of the decedent.

“(g) Orner Seecian, Runes axp DeFINTTIONS.—

“(1) Famr marger vaLue.—For purposes of this section, when
not otherwise distinctly expressed, the term ‘fair market value’
means value as determined under chapter 11.

“(2) PROPERTY PASSING FROM THE DECEDENT.—For purposes of
this section, property passing from the decedent shall be treated
as property acquired from the decedent.

(3) DecepenT’s Basis UNKENowN.—If the facts necessary to
determine the basis (unadjusted) of carryover basis property
immediately before the deatL of the decedent are unknown to the
person acquiring such property from the decedent, such basis shall
be treated as being the fair market value of such property as of
the date (or approximate date) at which such property was
acquired by the decedent or by the last preceding owner in whose
hands it did not have a basis determined in whole or in part by
reference to its basis in the hands of a prior holder.

“(4) CerrarNy morTeAGES.—For purposes of subsections (c),
(d),and (e),if—

“(A) there is an unpaid mortgage on, or indebtedness in
respect of, property,
“(B) such mortgage or indebtedness does not constitute a
liability of the estate, and
“(C) such property is included in the gross estate undi-
minished by such mortgage or indebtedness,
then the fair market value of such property to be treated as
included in the gross estate shall be the fair market value of such
roperty, diminished by such mortgage or indebtedness.
V“ (?1) ApsustmENT T0 Basis ror DeceEMBEr 31, 1976, Farr MarkeTr
ALUE.—

“(1) MARKETABLE BONDS AND SECURITIES.—If the adjusted basis
immediately before the death of the decedent of any property
which is carryover basis property reflects the adjusted basis of any
marketable bond or security on mber 31, 1976, and if the fair
market value of such bond or security on December 31, 1976,
exceeded its adjusted basis on such date, then, for purposes of
determining gain, the adjusted basis of such property shall be
increased by the amount of such excess.

“(2) PROPERTY OTHER THAN MARKETABLE BONDS AND SECURITIES,—

“(A) In gENERAL—If—

(i) the adjusted basis immediately before the death
of the decedent of any property which is carryover basis
property reflects the adjusted basis on December 31,
1976, of any property other than a marketable bond or
security, and

“(i1) the value of such carryover basis property (as
determined with respect to the estate of the decedent
without regard to section 2032) exceeds the adjusted 26 USC 2032.
basis of such property immediately before the death of
the decedent (determined without regard to this sub-
section),

then, for purposes of determining gain, the adjusted basis of

such property immediately before the death of the decedent
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(determined without regard to this subsection) shall be
increased by the amount determined under subparagraph (B).
“(B) Amount or iNcreasE.—The amount of the increase
under this subparagraph for any property is the sum of—
“(i) the excess referred to in subparagraph (A) (ii),
reduced by an amount equal to all agjuﬁtments for
depreciation, amortization, or depletion for the holding
period of such property, and then multiplied by the
?%plicagle fraction determined under subparagraph

, an

“(i1) the adjustments to basis for depreciation, amor-
tization, or depletion which are attributable to that por-
tion of the hol ing period for such property which occurs
before January 1, 1977.

“(C) ArprricaBLeE FracrioN.—For purposes of subpara-
graph (B) (i), the term ‘applicable fraction’ means, with
respect to any property, a fraction—

(i) the numerator of which is the number of days in
the holding period with respect to such property which
occurs before January 1, 1977, and

“(ii) the denominator of which is the total number of
days in such holding period.

“(D) SuBsTANTIAL IMPROVEMENTS.—Under regulations
prescribed by the Secretary, if there is a substantial improve-
ment of any property, such substantial improvement shall be
treated as a separate property for purposes of this paragraph.

“(E) Derinrrions.—For purposes of this paragraph—

“(i) The term ‘marketable bond or security’ means
any security for which, as of December 1976, there was a
market on a stock exchange, in an over-the-counter mar-
ket, or otherwise.

‘(ii) The term ‘holding period’ means, with respect to
any carryover basis property, the period during which
the decedent (or, if any other person held such property
immediately before the death of the decedent, such other
person) held such property as determined under section
1223 ; except that such period shall end on the date of the
decedent’s death.

“(i) ReeurarioNs.—The Secretary shall preseribe such regulations
as may be necessary to carry out the purposes of this section.”

26 USC 1016. (8) AMENDMENT OF SECTION 1018.—Section 1016(a) (relating
to adjustments to basis) is amended by striking out the period at
the end thereof and by inserting in lieu thereof a semicolon and
by adding at the end thereof the following new paragraph:

“(23) to the extent provided in section 1023, relating to carry-
over basis for certain property acquired from a decedent dying
after December 31, 1976.”

(4) AMENDMENTS OF SECTION 691.—

26 USC 691. (A) Section 691(c)(2)(A) (relating to deduction for
estate tax in case of income in respect of decedents) is
amended to read as follows:

“Estate tax.” “(A) The term ‘estate tax’ means Federal and State estate
taxes (within the meaning of section 1023(f) (3)).”

QBC): Section 691 (¢) (2) %C) is amended to read as follows:

“(C) The estate tax attributable to such net value shall be
an amount which bears the same ratio to the estate tax as
such net value bears to the value of the gross estate.”
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(5) RePEAL OF SECTION 1246 (e).—Section 1246 (relating to gain
on foreign investment company stock) is amend l}y striking out
subsection (e) and by redesignating subsections (f) and (g) as
subsections (e) and (f), respectively.

(b) NonrecoentTION OF GAIN WHERE CERTAIN APPRECIATED CARRY-
over Basis Property Is UseEp IN SATISFACTION OF A PECUNIARY
RequustT,—Part IIT of subchapter O of chapter 1 (relating to common
nontaxable exchanges) is amended by adding at the end thereof the
following new section:

“SEC. 1040. USE OF CERTAIN APPRECIATED CARRYOVER BASIS PROP-
ERTY TO SATISFY PECUNIARY REQUEST.

“(a) Generav Rure.—If the executor of the estate of any decedent
satisfies the right of any person to receive wcumary bequest with
appreciated carryover basis pmpert{ (as defined in section 1023(f)
(5) ), then gain on such exchange shall be recognized to the estate only
to the extent that, on the date of such exchange, the fair market value
of such property exceeds the value of such property for purposes of
chapter 11.

“(b) Snomrar Rure ror CerraiNy Trusts.—To the extent provided
in regulations prescribed by the Secretary, a rule similar to the rule
provided in subsection (a) Jmll apEly where—

“(1) by reason of the death of the decedent, a person has a
right to receive from a trust a specific dollar amount which is the
equivalent of a pecuniary bequest, and

“(2) the trustee of the trust satisfies such right with carryover
basis property to which section 1023 applies,

“(c) Basis or ProperTy AcqQuirep IN Excnanee DEsoriBep 1N Sus-
secTIoN (a) or (b).—The basis of property acquired in an exchange
with res to which gain realized is not recognized by reason of sub-
section F:?Lur (b) shall be the basis of such property immediately
before the exchange, increased by the amount of the gain recognized
to the estate or trust on the exchange.”

(¢) Lamrrarion or INCREASE 1N Basis ror Girr Tax Pam 1o THaT
Porrion o Girr Tax Arrrisurasre 1o NET APPRECIATION IN VALUE.—
Subsection (d) of section 1015 (relating to increased basis for gift tax
paid) is amended by adding at the end thereof the following new
paragraph:

“Fﬁ) SPECIAL RULE FOR GIFTS MADE AFTER DECEMBER 31, 1976,—

(A) In eenerar.—In the case of any gift made after
December 31, 1976, the increase in basis provided by this
subsection with respect to any gift for the gift tax paid under
chapter 12 shall be an amount (not in excess of the amount
of tax so paid) which bears the same ratio to the amount of
tax so l;‘w._id as—

(1) the net appreciation in value of the gift, bears to
“(i1) the amount of the gift.

“(B) Ner appreciaTioN.—For purposes of paragraph (1),
the net appreciation in value of any gift is the amount b?r
which the fair market value of the gift exceeds the donor’s
adjusted basis immediately before the gift.”

(d) InvorMATION REQUIREMENT.—

(1) Ix eeEneraL.—Subpart A of part III of subchapter A of
chapter 61 (relating to information concerning persons subject to
:Eec.lal provisions) is amended by inserting after section 6039

e following new section:

90 STAT. 1877

26 USC 1246.

26 USC 1040.

Ante, p. 1872.

26 USC 1015.
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26 USC 6039A. “SEC. 6039A, INFORMATION REGARDING CARRYOVER BASIS PROPERTY
ACQUIRED FROM A DECEDENT.
v l&a In GeneraL—Every executor (as defined in section 2203)
shall furnish the Secretary such information with respect to carryover
Ante, p. 1872.  basis property to which section 1023 applies as the Secretary may by
regulations preseribe.
‘(b) Starements To Br FurnimisHED T0 PERsons Wuo Acquime
ProrerTY From A Decepent.—Every executor who is required to fur-
nish information under subsection (a) shall furnish in writing to each
person acquiring an item of such property from the decedent (or to
whom, the item passes from the decedent) the adjusted basis of such
item.’

(2) Penavries.—Subchapter B of chapter 68 (relnt.ing to
assessable penalties) is amended by adding at the end thereof the
following new section :

26 USC 6694, “SEC. 6694. FAILURE TO FILE INFORMATION WITH RESPECT TO CARRY-
OVER BASIS PROPERTY.
“(a) InrvormaTioN ReQuUREp To Br FurNISHED TO THE SECRE-
Penalties. rarY.—Any executor who fails to furnish information required under
Supra. subsection (a) of section 6039A on the date prescribed therefor (deter-
mined with regard to any extension of time for filing), unless it is
shown that such failure is due to reasonable cause and not to willful
neglect, shall pay a penalty of $100 for each such failure, but the total
amount imposed for all such failures shall not exceed $5,000.
“(b) InrormaTION REQUIRED To BE FURNISHED T0 BENEFICIARIES.—
Any executor who fails to furnish in writing to each person described
in subsection (b) of section 6039A the information required under
such subsection, unless it is shown that such failure is due to reasonable
cause and not to willful neglect, shall pay a penalty of $50 for each
such failure, but the total amount imposed for all such failures shall
not exceed $2,500.”
(e) CLERICAL AMENDMENTS.—

(1) The table of sections for part IT of subchapter O of chapter
1 is amended by striking out the item relating to section 1023 and
ingerting in lieu thereof the following:

“Sec. 1023. Carryover basis for certain property acquired from a
decedent dying after December 81, 1976.
“See, 1024. Cross references.”

(2) The table of sections for LEart‘. III of subchapter O of chap-

ter 1 is amended by adding at the end thereof the following:
“Sec. 1040. Use of certain appreciated carryover basis property to sat-
isfy pecuniary bequest.”

(8) The table of sections for part IIT of subchapter A of
chapter 61 is amended by inserting after the item relating to
section 6039 the following:

“Sec. 6039A. Information regarding carryover basis property acquired
from a decedent.”

(4) The table of sections for subchapter B of chapter 68 is
amended by adding at the end thereof the following :

“Sec. 6694, Failure to flle information with respect to carryover basis

property.”
(f) Errecrive DAates.—
26 USC 1023 (1) Except as provided in paragraph (2), the amendments
note. made by this section shall apply in respect of decedents dying

after December 31, 1976.
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(2) The amendment made by subsection (¢) shall apply to gifts
made after December 31, 1976.

SEC. 2006. CERTAIN GENERATION-SKIPPING TRANSFERS.

(a) Inreosrrion or Tax.—Subtitle B (relating to estate and gift
taxes) is amended by adding at the end thereof the following new
chapter:

“CHAPTER 13—TAX ON CERTAIN GENERATION-SKIPPING
TRANSFERS

“SuscHAPTER A. Tax imposed.
“SuscHAPTER B, Definitions and special rules.
“SuscHAPTER (. Administration.

“Subchapter A—Tax Imposed

“See. 2601, Tax imposed.
“See, 2602, Amount of tax.
“See. 2608. Liability for tax.
“SEC. 2601. TAX IMPOSED.
“A tax is hereby imposed on every generation-skipping transfer in
the amount determined under section 2602,

“SEC. 2602, AMOUNT OF TAX.

“(a) Generar Rure—The amount of the tax imposed by section
2601 with respect to any transfer shall be the excess of—

“(1) a tentative tax computed in accordance with the rate
schedule set forth in section 2001(c) (as in effect on the date
of transfer) on the sum of—

“(A; the fair market value of the property transferred
determined as of the date of transfer ?or in the case of an
election under subsection (d), as of the applicable valuation
date prescribed by section 2032), .

“(B) the aggregate fair market value (determined for
purposes of this chapter) of all prior transfers of the deemed
transferor to which this chapter applied,

“(C) the amount of the adjusted taxable gifts (within
the meaning of section 2001(b)) made by the deemed trans-
feror before this transfer, and

“(DL if the deemed transferor has died at the same time
as, or before, this transfer, the taxable estate of the deemed
transferor, over

“(2) a tentative tax (similarly computed) on the sum of the
amounts determined under subparagraphs (B), (C), and (D)
of paragraph (1).

“(b) MurrteLe StmurranNeous TransFers.—If two or more transfers
which are taxable under section 2601 and which have the same deemed
transferor occur by reason of the same event, the tax imposed by sec-
tion 2601 on each such transfer shall be the amount which bears
the same ratio to—

*(1) the amount of the tax which would be imposed by section
2601 if the aggregate of such transfers were a single transfer, as

*(2) the fair market value of the property transferred in such
transfer bears to the aggregate fair market value of all property
transferred in such transfers,

“(c) Depucrions, Creprts, Erc.—

90 STAT. 1879

26 USC 1023
note.

26 USC 2601.

26 USC 2602.

Ante, p. 1846.

Supra.
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“(1) Gexeran rRULE—Except as otherwise provided in this
subsection, no deduction, exclusion, exemption, or credit shall be
allowed against the tax imposed by section 2601, '

“(2) CHARITABLE DEDUCTIONS ALLOWED.—The deduction under
section 2055, 2106 (a) (2), or 2522, whichever is appropriate, shall
be allowed in determining the tax imposed by section 2601,

“(3) UNUSED PORTION OF UNIFIED CREDIT.—If the generation-
skipping transfer occurs at the same time as, or after, the death
of the deemed transferor, then the portion of the credit under
snacticmf 2010(a) (relating to unified credit) which exceeds the
sum of—

“(A) the tax imposed by section 2001, and

“(B) the taxes theretofore imposed by section 2601 with
respect to this deemed transferor,

shall be allowed as a credit against the tax imposed by section
2601. The amount of the credit allowed by the preceding sentence
shall not exceed the amount of the tax imposed by section 2601.

“(4) CreEbIT FOor TAX ON PRIOR TRANSFERS.—The credit under
section 2013 (relating to credit for tax on prior transfers) shall
be allowed against the tax imposed by section 2601. For purposes
of the preceding sentence, section 2013 shall be applied as if so
much of the property subject to tax under section 2601 as is not
taken into account for purposes of determining the credit allow-
able by section 2013 with respect to the estate of the deemed trans-
feror passed from the transferor (as defined in section 2013) to
the deemed transferor.

“(5) COORDINATION WITH ESTATE TAX.—

“(A) ADJUSTMENTS TO MARITAL DEDUCTION.—If the genera-
tion-skipping transfer occurs at the same time as, or within
9 months after, the death of the deemed transferor, for pur-
poses of section 2056 (relating to bequests, etc., to surviving
spouse ), the value of the gross estate of the deemed transferor
sgall be deemed to be increased by the amount of such
transfer.

“(B) CERTAIN EXPENSES ATTRIBUTABLE TO GENERATION-SKIP-
PING TRANSFER.—If the generation-skipping transfer occurs
at the same time as, or after, the death of the deemed trans-
feror, for purposes of this section, the amount taken into
account with respect to such transfer shall be reduced—

“(1) in the case of a taxable termination, by any item
referred to in section 2053 or 2054 to the extent that a
deduction would have been allowable under such section
for such item if the amount of the trust had been includi-
ble in the deemed transferor’s gross estate and if the
deemed transferor had died immediately before such
transfer, or

“(ii) in the case of a taxable distribution, by any
expense incurred in connection with the determination,
collection, or refund of the tax imposed by section 2601
on such transfer.,

“(C) CREDIT FOR STATE INHERITANCE TAX.—If the genera-
tion-skipping transfer occurs at the same time as, or after,
the death of the deemed transferor, there shall be allowed
as a credit against the tax imposed by section 2601 an amount
equal to that portion of the estate, inheritance, legacy, or
succession tax actually paid to any State or the District of
Columbia in respect of any property included in the genera-
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tion-skipping transfer, but only to the extent of the lesser
SRS
“(i) that portion of such taxes which is levied on such
transfer, or
“(ii) the excess of the limitation applicable under sec-
tion 2011 (b) if the adjusted taxable estate of the decedent
had been increased by the amount of the transfer and all
prior generation-skipﬂing transfers to which this sub-
aragraph applied which had the same deemed trans-
eror, over the sum of the amount allowable as a credit
under section 2011 with respect to the estate of the
decedent plus the aggregate amounts allowable under this
subparagraph with respect to such prior generation-
skipping transfers.

“(d) ALTERNATE VALUATION.—

(1) I~ eenErRAL—In the case of—

“(A) 1 or more generation-skipping transfers from the
same trust which have the same deemed transferor and which
are taxable terminations occurring at the same time as the
death of such deemed transferor; or

“(B) 1 or more generation-skipping transfers from the
same trust with different deemed transferors—

“(1) which are taxable terminations occurring on the
same day; and
“(ii) which would, but for section 2613(b) (2), have
occurred at the same time as the death of the individuals
who are the deemed transferors with respect to the
transfers;
the trustee may elect to value all of the property transferred in
such transfers in accordance with section 2032.

“(2) Sll:E(Em Bp:hm.—lf the trustee makes an ll;esllection under
paragra 1) with respect to any generation-skipping trans-
fer, sect?on 2032 shall be a};)plied by &n into awg&ntlgiin lieu
of the date of the decedent’s death) the fcﬁlowiug date:

“(A) in the case of any generation-skipping transfer
deseribed in paragraph (1) (A), the date of the death of the
deemed transferor described in such paragraph, or

“(B) in the case of any generation-skipping transfer
described in paragraph (1) (%) , the date on which such trans-
fer occurred.

“(e) Transrers WitHIN 3 Ymars oF Deatr oF Deemep Trans-
rrroR.—Under regulations preseribed by the Secretary, the principles
of section 2035 shall applﬁ with respect to transfers made during the
3-year period ending on the date of the deemed transferor’s death. In
the case of any transfer to which this subsection applies, the amount
of the tax imposed by this chs;pter shall be determined as if the trans-
fer oceurred after the death of the deemed transferor and appropriate
adjustments shall be made with respeet to the amount of any prior
transfer which is taken into account under subparagraph (B) or (C)
of subseetion (a)(1).

“SEC. 2603. LIABILITY FOR TAX. 26 USC 2603.

“(a) PersoNarL Liasrniry.—

*(1) Ix eeneran—If the tax imposed by section 2601 is not Ante, p. 1879.
paid, when due then—

“(A) except to the extent provided in para h (2), the
trustee shall_%e personally liable for any gortigll;ﬂgf sslc%l tax
which is attributable to a taxable termination, and
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L SB) the distributee of the property shall be personally
liable for such tax to the extent provided in paragraph (3).

“(2) LIMITATION OF PERSONAL LIABILITY OF TRUSTEE WHO RELIES
ON CERTAIN INFORMATION FURNISHED BY THE SECRETARY.—

“(A) INFORMATION WITH RESPECT TO RATES.—The trustee
shall not be personally liable for any increase in the tax
imposed by section 2601 which is attributable to the applica-
tion to the transfer of rates of tax which exceeds the rates of
tax furnished by the Secretary to the trustee as being the rates
at which the transfer may reasonably be expected to be taxed.

“(B) AMOUNT OF REMAINING EXCLUSION.—The trustee shall
not be personally liable for any inerease in the tax imposed by
section 2601 which is attributable to the fact that—

“(i) the amount furnished by the Secretary to the
trustee as being the amount of the exclusion for a trans-
fertoa dchild of the grantor of the trust which may
reasonaﬁly be expected to remain with respect to the
deemed transferor, is less than

“(ii) the amount of such exclusion remaining with
respect to such deemed transferor.

“(3) LIMITATION ON PERSONAL LIABILITY OF DISTRIBUTEE.—The
distributee of the property shall be personally liable for the tax
imposed by section 2601 only to the extent of an amount equal to
the fair market value (determined as of the time of the distribu-
tion) of the property received by the distributee in the
distribution,

“(b) Lrex.—The tax imposed by section 2601 on any transfer shall
be a lien on the property transferred until the tax is paid in full or
becomes unenforceable by reason of lapse of time.

“Subchapter B—Definitions and Special Rules

“Sec. 2611. Generation-skipping transfer.
“Sec. 2612. Deemed transferor.

“Sec. 2613, Other definitions.

“Sec. 2614. Special rules,

“SEC. 2611. GENERATION-SKIPPING TRANSFER.

“(a) GeENeraTION-SkrepiNG Transrer Derinep—For purposes of
this chapter, the terms ‘generation-skipping transfer’ and ‘transfer’
mean any taxable distribution or taxable termination with respect to a
generation-skipping trust or trust equivalent.

“(b) GexeraTION-SKIPPING TrRUST.—For purposes of this chapter,
the term ‘gtmera.i;u:m-slnpplrﬁI trust’ means any trust having younger
generation beneficiaries (within the meaning of section 2613 (c) (1))
who are assigned to more than one generation.

“(c) ASCERTAINMENT OF GENERATION.—For pur of this chapter,
the generation to which any person (other than the grantor) belongs
shall be determined in accordance with the following rules:

“(1) an individual who is a lineal descendent of a dparent
of the grantor shall be assigned to that generation which results
from comparing the number of generations between the grandpar-
ent and such individual with the number of generations between
the grandparent and the grantor,

2 g ) an individual who has been at any time married to a per-
gon described in paragraph (1) shall be assigned to the generation
of the person so described and an individual who has been at any
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time married to the grantor shall be assigned to the grantor’s
generation,

“(3) a relationship by the half blood shall be treated as a rela-
tionship by the whole blood,

“(4) a relationship by legal adoption shall be treated as a rela-
tionship by blood,

“(5) an individual who is not assigned to a generation by rea-
son of the foregoing paragraphs shall be assigned to a generation
on the basis of the date of such individual’s birth, with—

“(A) an individual born not more than 1215 years after
the date of the birth of the grantor assigned to the grantor’s
generation,

“(B) an individual born more than 12:,1%I years but not
more than 3714 years after the date of the birth of the grantor
assigned to the first generation younger than the grantor, and

“(C) similar rules for a new generation every 25 years,

“(6) an individual who, but for this paragraph, would be
assigned to more than one generation shall be assigned to the
youngest such generation, and

“(7) if any beneficiary of the trust is an estate or a trust, part-
nership, corporation, or other enti(tiy (other than an organization
described in section 511(a)(2) and other than a charitable trust
deseribed in section 511(b)(2)), each individual having an
indirect interest or power in the trust through such entity shall be
treated as a beneficiary of the trust and shall be assigned to a gen-
eration under the foregoing provisions of this subsection.

“(d) GeNerATION-SEIPPING TRUST EQUIVALENT.—

“(1) In eeneraL.—For purposes of this chapter, the term
‘generation-skipping trust equivalent’ means any arrangement
which, although not a trust, has substantially the same effect as a
generation-skipping trust.

“(2) ExAMPrLES OF ARRANGEMENTS TO WHICH SUBSECTION
RELATES.—Arrangements to be taken into account for purposes of
determining whether or not paragraph (1) applies include (but
are not limited to) arrangements involving life estates and
remainders, estates for years, insurance and annuities, and split
interests.

“(3) REFERENCES TO TRUST INCLUDE REFERENCES TO TRUST EQUIV-
ALENTS.—Any reference in this chapter in respect of a generation-
skipping trust shall include the appropriate reference in respect
of a generation-skipping trust equivalent.

“SEC. 2612. DEEMED TRANSFEROR.
“(ag Gexerar Rure—For purposes of this chapter, the deemed
transferor with respect to a transfer is—

“(1) except as provided in paragraph (2), the parent of the
transferee of the property who is more closely related to the

antor of the trust than the other parent of such transferee (or
1f neither parent is related to such grantor, the parent having a
closer affinity to the grantor), or

“(2) if the parent described in paragraph (1) is not a younger
generation beneficiary of the trust but 1 or more ancestors of the
transferee is a younger generation beneficiary related by blood or
adoption to the grantor of the trust, the youngest of such ancestors,

“(b) DETERMINATION OF RELATIONBHIP.—IK'or urposes of subsection
(a), a parent related to the grantor of the trust by blood or adoption is
more closely related than a parent related to such grantor by
marriage.

90 STAT. 1883

26 USC 2612.
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“SEC. 2613. OTHER DEFINITIONS.

“(a) TaxasLe Distrisurion.—For purposes of this chapter—

“(1) I~ eeEneraL.—The term ‘taxable distribution’ means any
distribution which is not out of the income of the trust (within
the meaning of section 643(b)) from a generation-skipping trust
to any younger generation beneficiary who is assigned to a genera-
tion younger than the generation assignment of any other person
who is a younger generation beneficiary. For purposes of the pre-
ceding sentence, an individual who at no time has had anything
other than a future interest or future power (or both) in the trust
shall not be considered as a younger generation beneficiary.

#(2) Source oF pisTRIBUTION.—If, during the taxable year of
the trust, there are distributions out of the income of the trust
£within the meaning of section 643 (b)) and out of other amounts,

or purposes of paragraph (1) the distributions of such income
shall be deemed to have been made to the beneficiaries (to the
extent of the aggregate distributions made to each such benefici-
ary during such year) in descending order of generations, begin-
ning with the beneficiaries assigned to the oldest generation.

“(3) PaymenT oF Tax.—If any portion of the tax imposed by
this chapter with respect to any transfer is paid out of the income
or corpus of the trust, an amount equal to the portion so paid
shall be deemed to be a generation-skipping transfer.

“(4) CERTAIN DISTRIBUTIONS EXCLUDED FROM TAX.—The term
‘taxable distribution’ does not include—

“(A) any transfer to the extent such transfer is to a grand-
child of the grantor of the trust and does not exceed the
limitation provided by subsection (b)(6), and

“(B) nng transfer to the extent such transfer is subject to
tax imposed by chapter 11 or 12,

“(b) TaxapLe TerminaTioN.—For purposes of this chapter—

“(1) I~ cExeran—The term ‘ta.xal[;le termination’ means the
termination (by death, lapse of time, exercise or nonexercise, or
otherwise) of the interest or power in a generation-skipping trust
of any younger generation beneficiary who is assigned to any
generation older than the generation assignment of any other
person who is a younger generation beneficiary of that trust. Such
term does not include a termination of the interest or power of
any person who at no time has had anything other than a future
interest or future power (or both) in the trust.

“(2) TIME CERTAIN TERMINATIONS DEEMED TO OCCUR.—

“(A) WHERE 2 OR MORE BENEFICIARIES ARE ASSIGNED TO
SAME GENERATION.—In any case where 2 or more younger
generation beneficiaries of a trust are assigned to the same
generation, excgpt to the extent provided in regulations pre-
scribed by the Secretary, the transfer constituting the termi-
nation with respect to each such beneficiary shall be treated
as occurring at the time when the last such termination oeccurs.

“(B) SAME BENEFICIARY HAS MORE THAN 1 INTEREST OR
rowER.—In any case where a younger generation beneficiary
of a trust has {oth an interest and a power, or more than 1
interest or power, in the trust, except to the extent provided
in regulations prescribed by the Secretary, the termination
with respect to each such interest or power shall be treated as
occurring at the time when the last such termination oceurs.

“(C) UNUSUAL ORDER OF TERMINATION.,—

“(i) In GENERAL—If—
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“(I) but for this subparagraph, there would have
been a termination (determined after the applica-
tion of subparagraphs (A) and (B)) of an interest
or power of a yo r generation beneficiary (here-
inafter in this subparagraph referred to as the
‘younger beneficiary’), and

#(II) at the time such termination would have
occurred, a beneficiary (hereinafter in this subpara-
graph referred to as the ‘older beneficiary’) of the
trust assigned to a higher generation than the gener-
ation of &a younﬁr neficiary has a present inter-
est or power in the trust,

then, except to the extent provided in regulations pre-
scribed by the Secretary, the transfer constituting the
termination with respect to the younger beneficiary shall
be treated as occurring at the time when the termination
of the last present interest or power of the older bene-
ficiary occurs.

“(i1) Specian rures—If clause (i) applies with
respect to any younger beneficiary—

“(I) this chapter shall be applied first to the termi-
nation of the interest or power of the older bene-
ficiary as if such termination occurred before the
termination of the power or interest of the younger
beneficiary; and

“(IT) the value of the property taken into account
for purposes of determining the tax (if any)
imposed by this chapter with respect to the termi-
nation of the interest or power of the younger bene-
ficiary shall be reduced by the tax (if any) imposed

bgv this chapter with respect to the termination of
the interest or power of the older beneficiary.

“(D) SeecraL m—gubpamgmphs (A) and (C) shall
also apply where a person assigned to the same generation as,
or a higher generation than, the person whose power or inter-
est terminates has a present power or interest immediately
after the termination and such power or interest arises as a
result of such termination.

“(3) DEEMED TRANSFEREES OF CERTAIN TERMINATIONS.—W here,
at the time of any termination, it is not clear who will be the
transferee of any portion of the property transferred, except to
the extent provided in regulations prescribed by the Secretary,
such portion shall be deemed transferred pro rata to all ben:g'-
ciaries of the trust in accordance with the amount which each of
them would receive under a maximum exercise of discretion on
their behalf. For purposes of the preceding sentence, where it is
not clear whether discretion will be exercised per stirpes or per
capita, it shall be presumed that the discretion will be exercised
per sti s

o (4)rl,)[?1@8mﬂ1\rmrzon oF PoWER.—In the case of the termination of
any power, the property transferred shall be deemed to be the
property subject to the power immediately before the termination
(determined without the application of paragraph (2)).

“(5) CERTAIN TERMINATIONS EXCLUDED FROM TAX.—The term
‘taxable termination’ does not include—

“(A) any transfer to the extent such transfer is to a grand-
child of the grantor of the trust and does not exceed the
limitation provided by paragraph (6), and

AS-184 O—TRA—nt 2—_27
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“(B) any transfer to the extent such transfer is subject

26 USC 2001, to a tax imposed by chapter 11 or 12.

2501. “(6) $250,000 LIMIT ON EXCLUSION OF TRANSFERS TO GRANDCHIL-
pREN.—In the case of any deemed transferor, the maximum
amount excluded from the terms ‘taxable distribution’ and ‘tax-
able termination’ by reason of provisions exempting from such
terms transfers to the grandchildren of the grantor of the trust
shall be $250,000. The preceding sentence shall be applied to
transfers from one or more trusts in the order in which such
transfers are made or deemed made.

“(7) COORDINATION WITH SUBSECTION (a).—

“(A) TERMINATIONS TAKE PRECEDENCE OVER DISTRIBU-
TIoONS.—If—

(1) the death of an individual or any other occurrence
is 3 taxable termination with respect to any property,
an

“(ii) such occurrence also requires the distribution of
part or all of such property in a distribution which would
(but for this subparagraph) be a taxable distribution,

then a taxable distrigution shall be deemed not to have
occurred with respect to the portion described in clause (i).
“(B) Cerrain prior TRANSFERS.—To the extent that—

“(i) the deemed transferor in any prior transfer of
the property of the trust being transferred in this trans-
fer was assigned to the same generation as (or a lower
generation than) the generation assignment of the
deemed transferor in this transfer,

“(ii) the transferee in such prior transfer was
assigned to the same generation as (or a higher generation
than) the generation assignment of the transferee in this
transfer, and

“(ii1) such transfers do not have the effect of avoiding
tax under this chapter with respect to any transfer,

the terms ‘taxable termination’ and ‘taxable distribution’ do
not include this later transfer.
“(c) YounaeEr GENERaTION BENEFICIARY; BENEFICIARY.—For pur-
poses of this chapter—

“(1) YOUNGER GENERATION BENEFICIARY.—The term ‘younger
generation beneficiary’ means any beneficiary who is assigned to a
generation younger than the grantor’s generation.

“(2) TIME FOR ASCERTAINING YOUNGER GENERATION BENEFI-
CIARIES.—A person is a younger generation beneficiary of a trust
with respect to any transfer only if such person was a younger
feneration beneficiary of the trust immediately before the trans-

er (or, in the case of a series of related transfers, only if such
person was a younger generation beneficiary of the trust imme-
diately before the first of such transfers).

“(3) Benericiary.—The term ‘beneficiary’ means any person
who has a present or future interest or power in the trust.

#(d) InTEREST OR Power—For purposes of this chapter—

“(1) InrteresT.—A person has an interest in a trust if such

person— [ Ty
/ “(tA) has a right to receive income or corpus from the
rust, or
e §ﬁ) is a germissible recipient of such income or corpus.

“(2) Power—The term ‘power’ means any power to estab?ish

or alter beneficial enjoyment of the corpus or income of the trust.
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“(e) Lovarep Power To Arpornt AMoNG LaNean DESCENDANTS OF
Grantor Nor Taxen Into Account ix Cerrainy Cases.—For purposes
of this chapter, if any individual does not have any present or future
power in the trust other than a power to dispose of the corpus of the
trust or the income therefrom to a beneficiary or a class of beneficiaries
who are lineal descendants of the grantor assigned to a generation

0 r than the generation assignment of such individual, then such
individual shall be treated as not having any power in the trust.

“(f) Errecr or AvorrioN.—For purposes of this chapter, a relation-
ship by legal adoption shall be treated as a relationship by blood.
“SEC. 2614. SPECIAL RULES.

“(a) Basis ApsustMENT.—If property is transferred to any person
pursuant to a generation-skipping transfer which occurs before the
death of the deemed transferor, the basis of such property in the
hands of the transferee shall be increased (but not above the fair
market value of such property) by an amount equal to that portion of
the tax imposed by section 2601 with respect to the transfer which is
attributable to the excess of the fair market value of such property
over its adjusted basis immediately before the transfer. If property
is transferred in a generation-skipping transfer subject to tax under
this chapter which occurs at the same time as, or r, the death of
the deemed transferor, the basis of such groperty shall be adjusted in
a manner similar to the manner provided by section 1023 without
regard to subsection (d) thereof (relating to basis of property passing
from a decedent dying after December 31, 1976).

“(b) Nonresmexts Nor Crrizens or THE Unrrep Srates—If the
deemed transferor of any transfer is, at the time of the transfer, a
nonresident not a citizen of the United States and—

“(1) if the deemed transferor is alive at the time of the trans-
fer, there shall be taken into account only property which would
be taken into account for purposes of chapter 12, or

“(2) if the deemed transferor has died at the same time as, or
before, the transfer, there shall be taken into account only prop-
erty which would be taken into account for purposes of chapter 11.

“(e) {hscmmms.—-

“For provisions relating to the effect of a qualified disclaimer for pur-
poses of this chapter, see section 2518,

“Subchapter C—Administration

“Sec. 2621. Administration.
“Hec. 2622, Regulations.

“SEC. 2621. ADMINISTRATION.
“(a) Gewerar Rure—Insofar as applicable and not inconsistent
with the provisions of this chapter—
, i i lt{le deemed trgnsfgtmf i% IZOt a;live at thaltime of the
ransfer, all provisions of subtitle F (including penalties) appli-
cable to chaEJter 11 or section 2001 are hereby made appliz:abgfin
respect of this chapter or section 2601, as the case may be, and
¢ (2{l if the deemed transferor is alive at the time of the trans-
fer, all provisions of subtitle F (including penalties) applicable
to chapter 12 or section 2501 are hereby made applicable in respect
of this chapter or section 2601, as the case may %e
“(b) Secrrons 6166 anp 6166A Nor ArpLicasLE—For purposes of
this chapter, sections 6166 and 6166A (relating to extensions of time

90 STAT. 1887

26 USC 2614.

Ante, p. 1872.

26 USC 2501.

26 USC 2001.

26 USC 2621.

Ante, p. 1846.

26 USC 6001.
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for payment of estate tax where estate consists largely of interest in
closely held business) shall not apply.
“(c) ReTurN REQUIREMENTS.—

“(1) In GeNeEraL.—The Secretarishall prescribe by regulations
the person who is required to make the return with respect to
the tax imposed by this chapter and the time by which any such
return must be filed. To the extent practicable, such regulations
shall provide that—

“(A) the person who is required to make such return

shall be—
“(i) in the case of a taxable distribution, the dis-
tributee, or

“(ii) 1n the case of a taxable termination, the trustee;

an
“(B) the return shall be filed—

“(i) in the case of a generation-skipping transfer
occurring before the death of the deemed transferor, on
or before the 90th day after the close of the taxable
year of the trust in which such transfer occurred, or

“(ii) in the case of a generation-gkipping transfer
occurring at the same time as, or after, the death of
the deemed transferor, on or before the 90th day after the
last day preseribed by law (including extensions) for
ﬁli.nf the return of tax under chapter 11 with respect
to the estate of the deemed transferor (or if later, the
day which is 9 months after the day on which such
generation-skipping transfer occurred).

“(2) InvormaTION RETURNS.—The Secretary may by regulations
uire the trustee to furnish the Secretary with such informa-
tion as he determines to be mecessary for purposes of this
chapter.
“SEC. 2622. REGULATIONS.
“The Secretary shall prescribe such regulations as may be necessary
or appropriate to carry out the purposes of this chapter, includin,
ations providing the extent to which substantially separate ang
ﬁepﬁndﬁﬂt shares of different beneficiaries in the trust shall be
treated as separate trusts.”
(b) TecuxicaL, Crericar, AND ConNrorMING CHANGES.—
(1) Cuerrcan caanee—The table of chapters for subtitle B is
amended by adding at the end thereof the following new item:

“CuAarTER 13, Tax on certain generation-skipping transfers.”

(2) CREDIT FOR TAX ON PRIOR TRANSFERS,—Section 2013 (relating
to eredit for tax on prior transfers) is amended by adding at the
end thereof the following new subsection:

“(g) TrEaTMENT OF TAx IMPOSED ON CERTAIN (GENERATION-SKIPPING
Transrers.—If any property was transferred to the decedent in a
transfer which is taxable under section 2601 (relating to tax imposed
on genemtion—akipping transfers) and if the deemed transferor (as
defined in section 2612) is not alive at the time of such transfer, for
purposes of this section—

“(1) such ﬁro rty shall be deemed to have passed to the de-
cedent from the deemed transferor;

“(2) the tax anab]e under section 2601 on such transfer shall
be treated as a Federal estate tax payable with respect to the es-
tate of the deemed transferor; and
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“(3) the amount of the taxable estate of the deemed transferor
sha increased by the value of such property as determined
for purposes of the tax imposed by section 2601 on the transfer.”

3) Igrcom: IN RESPECT OF A DECEDENT.—Subsection (¢) of sec-
tion 691 (relating to deduction for estate tax) is amended by
adding at the end thereof the following new paragraph:

“(3) SPECIAL RULE FOR GENERATION-SKIPPING TRANSFERS.—For
purposes of this section—

“(A) the tax imposed by section 2601 or any State inherit-
ance tax described in section 2602 (c) (5) (C) on any genera-
tion-skipping transfer shall be treated as a tax imposed 25
section 2001 on the estate of the deemed transferor (as defin
in gection 2612 (a) ;

“(B) any property transferred in such a transfer shall be
treated as if it were included in the gross estate of the deemed
transferor at the value of such property taken into account
for purposes of the tax imposed Ey section 2601; and

“(C) under regulations prescribed by the secretary, any
item of gross income subject to the tax inposed under sec-
tion 2601 shall be treated as income described in subsec-
tion (a) if such item is not properly includible in the gross
income of the trust on or before the date of the generation-
skipping transfer (within the meaning of section 2611(a))
a.mi) if such transfer occurs at or after the death of the deemed
tranferor (as so defined).”

(4) SPECIAL RULES FOR GENERATION-SKIPPING TRANSFERS.—
Section 303 is amended by adding at the end thereof the following
new subsection :

“(d) Seeciar. Rures ror GENERATION-SKIPPING TRANSFERS.— Under
regulations preseribed by the Secretary, where stock in a corporation
is subject to tax under section 2601 as a result of a generation-skipping
transfer (within the meaning of section 2611(a) ), which occurs at or
after the death of the deemed transferor (within the meaning of
section 2612)—

“(1) the stock shall be deemed to be included in the gross estate
of the deemed transferor;

“(2) taxes of the kind referred to in subsection (a) (1) which
are imposed because of the generation-skipping transfer shall be
treated as imposed because of the deemed transferor’s death (and
for this purpose the tax imposed by section 2601 shall be treated
as an estate tax) ;

“(8) the period of distribution shall be measured from the date
of the generation-skipping transfer; and

“(4) the relationship of stock to the decedent’s estate shall be
measured with reference solely to the amount of the generation-
skipping transfer.”

(¢) Errecrive DaTes—

(1) In aeneran.—Except as provided in paragraph (2), the
amendments made by this section shall apply to any generation-
akippi_n% transfer (within the meaning of section lel (a) of the
Internal Revenue Code of 1954) made after April 30, 1976.

(2) Excreerions.—The amendments made by this section shall
not, apply to any generation-skipping transfer—

(x{) under a trust which was irrevocable on April 30, 1976,
but only to the extent that the transfer is not made out of
corpus added to the trust after April 30, 1976, or

90 STAT. 1889
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(B) in the case of a decedent dying before January 1, 1982,
pursuant to a will (or revocable trust) which was in existence
on April 30, 1976, and was not amended at any time after
that date in any respect which will result in the creation of, or
increasing the amount of, anﬁr generation-skipping transfer.

For purposes of subparagraph (B), if the decedent on April 30
1976, was under a mental disability to change the disposition o
his property, the period set forth in such subparagraph shall not
expire before the date which is 2 years after the date on which
he first regains his competence to dispose of such property.
(3) Trust EQUIVALENTS.—For purposes of paragraph (g), in
the case of a trust equivalent within the meaning of subsection (d)
of section 2611 of the Internal Revenue Code of 1954, the provi-
sions of such subsection (d) shall apply.
SEC. 2007. ORPHANS’ EXCLUSION.
(a) GeveraL RuLe.—Part IV of subchapter A of chapter 11 (relat-

inﬁ to taxable estate) is amended by adding at the end thereof the
following new section :

“SEC. 2057. BEQUESTS, ETC., TO CERTAIN MINOR CHILDREN.

“(a) ArLowance oF Depucrion.—For purposes of the tax imposed
by section 2001, if—

“51; the decedent does not have a surviving spouse, and
“(2) the decedent is survived by a minor child who, immediately

after the death of the decedent, has no known parent,

then the value of the taxable estate shall be determined by deducting
from the value of the gross estate an amount equal to the value of any
interest in property which passes or has pass‘:%l from the decedent to
such child, but only to the extent that such interest is included in deter-
mining the value of the estate,

“(b) Luﬂ'm'rmN.m'IEe aggregate amount of the deductions allowed
under this section (computed without regard to this subsectionﬁ
with respect to interests in property passing to any minor child shal
not exceed an amount equal to $5,000 multiplied by the excess of 21
over the age (in years) which such child has attained on the date of
the decedent’s death. ,

“(¢) LamrraTion 1N THE CaAsE oF Lire EstaTe or OTHER TERMINABLE
InTEREST—A deduction shall be allowed under this section with
respect to any interest in property passing to a minor child only to the
extent that a deduction would have been allowable under section
2056(%) if such interest had passed to a surviving spouse of the dece-
dent. For }I:;urpoaas of this subsection, an interest shall not be treated
as terminable solely because the property will pass to another person
if l:l;i child dies before the youngest c¥|ild o?

a .
gg(d) DerinrTions.—For purposes of this section—

“(1) Minor cump.—The term ‘minor child’ means any child
of the decedent who has not attained the age of 21 before the
date of the decedent’s death.

“(2) ApoprEp cHILDREN.—A relationship by legal adoption
shall be treated as replacing a relationship by blood.

“(3) PROPERTY PASSING FROM THE DECEDENT.—The determina-
tion of whether an interest in property passes from the decedent
to any person shall be made in accordance with section 2056(d).”

(b) Crerrcar AmExpMENT.—The table of sections for part IV of

the decedent attains
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subchapter A of chapter 11 is amended by adding at the end thereof
the following new item:

“Sec. 20567. Bequests, ete,, to certain minor children.”

(¢) Errective Date—The amendments made by this section shall
apply to the estates of decedents dying after ber 31, 1976.

SEC. 2008. ADMINISTRATIVE CHANGES.

(a) FurwisHiNng oF StaTEMENT ExpraiNine Estate or Grrr
VarvarioN.—

(1) In gENeraL.—Chapter 77 (relating to miscellaneous pro-
visions) is amended by adding at the end thereof the following
new section :

“SEC. 7517. FURNISHING ON REQUEST OF STATEMENT EXPLAINING
ESTATE OR GIFT VALUATION.
“(a) GeNeraL Rure—If the Secretary makes a determination or
a proposed determination of the value of an item of property for

urposes of the tax imposed under chapter 11, 12, or 13, he shall

rnish, on the written request of the executor, donor, or the person
required to make the return of the tax impoced by chapter 13 (as the
case may be), to such executor, donor, or person a written statement
containing the material required by subsection (b). Such statement
shall be furnished not later than 45 days after the later of the date of
such request or the date of such determination or proposed
determination.

“(b) CoNTENTS OF STATEMENT.—A. statement required to be fur-
nished under subsection (a) with respect to the value of an item of
propert‘y shall—

(1) explain the basis on which the valuation was determined
or proposed,

;( 2) set forth any computation used in arriving at such value,
an

“(3) contain a copy of any expert appraisal made by or for
the Secretary.

“(c) ErrFecr oF STATEMENT.—EXcept to the extent otherwise pro-
vided by law, the value determined or proposed by the Secretary with
respect to which a statement is furnished under this section, and the
method used in arriving at such value, shall not be binding on the
Secretary.”

(2) CONFORMING AND CLERICAL AMENDMENTS.—

(A) Section 2031 (defining fmaa estate) is amended by
adding at the end thereof the following new subsection:

“(c¢) Cross REFERENCE.—

“For executor’s right to be furnished on request a statement regard-
ing any valuation made by the Secretary wi the gross estate, see
section 7517.”

(B) Section 2512 (relating to valuation of gifts) is
amended by adding at the end thereof the following new
subsection :

“(c) Cross REFERENCE.—

“For individual’s right to be furnished on request a statement regard-
ing any valuation made by the Secretary of a gift by that individual,
see section 7517."

SC) The table of sections for chapter 77 is amended by

adding at the end thereof the following:

“Seec, T617. Furnishing on request of statement explaining estate or
gift valuation.”

90 STAT. 1891

26 USC 2057
note.

26 USC 7517.

26 USC 2001,
2501.

Ante, p. 1879,

26 USC 2031.

26 USC 2512.
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(b) Seeciar Rure ror Fruine Rerurns WaERE GIrTs 1N CALENDAR

26 USC6075.  Quarrer Toran $25,000 or Lkss.—Subsection (b) of section 6075

relating to gift tax returns) is amended to read as follows:
“(b) Grrr Tax RETURNS.—

“(1) GeneraL ruLe.—Except as provided in paragraph (2),
returns made under section 6019 (rePating to gift taxes) shall be
filed on or before the 15th day of the second month following the
close of the calendar quarter.

“(2) SPECIAL RULE WHERE GIFTS IN A CALENDAR QUARTER TOTAL
§25,000 OR LEss.—If the total amount of taxable gifts made by a
person during a calendar quarter is $25,000 or less, the return
under section 6019 for such quarter shall be filed on or before the
15th daiy of the second month after— -

“(A) the close of the first subsequent calendar quarter in
the calendar year in which the sum of—

“(i) the taxable gifts made during such subsequent
quarter, plus
“(i1) all other taxable gifts made during the calendar
Keear and for which a return has not yet been required to
filed under this subsection,
exceeds $25,000, or

“(B) if a return is not required to be filed under sub-
paragraph (A), the close of the fourth calendar quarter of
the calendar year.

#(3) NONRESIDENTS NOT CITIZENS OF THE UNITED STATES.—In the
case of a nonresident not a citizen of the United States, paragraph
(2) shall be ap]é)lied by substituting ‘612,500 for ‘$25,000° each
place it appears.”

(e) Pusric Inpex or Firep Tax Liens—

(1) INITIAL FILING OF NOTICE.—

26 USC 6323. (A) Section 6323(f) (relating to filing of notice of lien)
is amended by adding at the end thereog the following new
paragraph: ~

“(4) Inpex.—The notice of lien referred to in subsection (a)
shall not be treated as meeting the filing requirements under para-
graph (1) unless the fact o ﬁli.nf is entered and recorded in a

ublic index at the district office of the Internal Revenue Service
or the district in which the property subject to the lien is
situated.”

(B) Paragraph (28 of section 6323 (f) is amended by strik-
ing out “paragraph (1)” and inserting in lieu thereof “para-

aphs (1) and (4)".

2) RerFrLiNG oF NoTIcE—Section 6323(g) (2) ( A} (relating to
reﬁling of notice of lien) is amended to read as follows:

‘(A) if such notice of lien is refiled in the office in which
the prior notice of lien was filed and the fact of refiling is
entered and recorded in an index in accordance with subsec-
tion (f) (4); and ”.

(d) ErFective DATES.—

26 USC 7517 (1) The amendments made by subsection (a)—
note. (A) insofar as they relate to the tax imposed under chapter
26 USC 2001. 11 of the Internal Revenue Code of 1954, shall apply to the

estates of decedents dying after December 81, 1976, and
(B) insofar as they relate to the tax imposed under chap-
26 USC 2501. ter 12 of s%lch Code, shall apply to gifts made after Decem-
ber 31, 1976.
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(2) The amendment made by subsection (b) shall apply to gifts
made after December 31, 1976.
(3) The amendment made by subsection (c¢) shall take effect—
(A) in the case of liens filed before the date of the enact-
ment of this Act, on the 270th day after such date of enact-
ment, or
(B) in the case of liens filed on or after the date of
enactment of this Act, on the 120th day after such date
of enactment.

SEC. 2009. MISCELLANEOUS PROVISIONS.

(a) Incrusion oF Stock 18 DecepENT's EstaTe WHERE DECEDENT
Rerainep Vorine RigaTs—Subsection (a) of section 2036 (relating to
transfer with retained life estate) is amended by adding at the end
thereof the following new sentence:

“For purposes of paragraph (1), the retention of voting rights in
retained stock shall be considered to be a retention of the enjoyment
of such stock.”

(b) DiscLarmMERS.—

(1) AMENDMENT OF GIFT TAX PROVISIONS.—Subchapter B of
chapter 12 (relating to transfers for purposes of the gift tax) is
amended by adding at the end thereof the following new section:

“SEC. 2518. DISCLAIMERS,

“(a) Generar RurLe—For purposes of this subtitle, if a person
makes a qualified disclaimer with respect to any interest in property,
this subtitle shall apply with respect to such interest as if the interest
had never been transferred to such person.

“(bz. Quarrrrep Discrammer Derinep—For purposes of subsection
éa , the term ‘qualified disclaimer’ means an irrevocable and unquali-

ed refusal by a person to accept an interest in property but only if—
(1) such refusal is in writing,
“(2) such writing is received by the transferor of the interest,
his legal representative, or the holder of the legal title to the
property to which the interest relates not later than the date
which is 9 months after the later of—
“(A) the day on which the transfer creating the interest in
such person is made, or '

bl g‘; the day on which such person attains age 21,

“(3) such person has not accepted the interest or any of its
benefits, and

“(4) as a result of such refusal, the interest passes to a person
other than the person making the disclaimer (without any direc-
tion on the part of the person making the disclaimer).

“(e¢) Oruaer Rures.—For purposes of subsection (a)—

“(1) DISCLAIMER OF UNDIVIDED PORTION OF INTEREST.—A dis-
claimer with respect to an undivided portion of an interest which
meets the requirements of the Ereceding sentence shall be treated
as a qualified disclaimer of such portion of the interest.

“(2) Powers.—A power wit resgect to property shall be
treated as an interest in such property.

(2) AMENDMENT OF ESTATE TAX PROVISIONS.—Part ITI of sub-
chapter A of chapter 11 (relating to gross estate) is amended by
adding at the end thereof the foﬁowing new section:

90 STAT. 1893
26 USC 6075

note.

26 USC 6323
note.

26 USC 2036.

26 USC 2518.
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26 USC 2045. “SEC. 2045. DISCLAIMERS.
“For provisions relating to the effect of a qualified disclaimer for
purposes of this chapter, see section 2518.”
(3) CLERICAL AMENDMENTS.,—
(A) The table of sections for subchapter B of chapter 12 is
amended by adding at the end thereof the following: ]

“Sec. 2518, Disclaimers.”

(B) The table of sections for part ITI of subchapter A of
chapter 11 is amended by adding at the end thereof the
following :

“Sec. 2045. Disclaimers,”

(4) TECHNICAL AND CONFORMING CHANGES.—

26 USC 2041. (A) Paragraph (Qf) of section 2041(a) (relating to release
of general powers of appointment) is amended by striking
out the second sentence thereof.

26 USC 2055. (B) The first sentence of subsection (a) of section 2055
(relating to transfers for public, charitable, and religious
uses) is amended by striking out “(including the interest
which falls into any such bequest, legacy, devise, or transfer
as a result of an irrevocable disclaimer of a bequest, legacy,
devise, transfer, or power, if the disclaimer is made before
the date prescribed for the filing of the estate tax return)”.

(C) The second sentence of su ion (a) of section 2055
is amended—
(i) by striking out “an irrevocable” and inserting in
lien thereof “a qualified”, and
(ii) by striking out “such irrevocable” and inserting in
lieu thereof “such qualified”.

26 USC 2056. (D) Section 2056 (relating to bequests, etc., to surviving
spouse) is amended by striking out subsection (d) and by
redesignating subsection (e) as subsection (d).

(E) Subsection (a) of section 2056 is amended by strik-
ing out “subsections (b), (¢), and gd)” and inserting in
~ lieu thereof “subsections (b) and (c¢)”.

' (F) Subsection (b) of section 2514 gelating to powers
of appointment for purposes of the gift tax) is amended
by striking out the second sentence thereof.

(¢) CerraiNn RETIREMENT BENEFITS.—

(1) EXCLUSION FROM GROSS ESTATE OF INDIVIDUAL RETIREMENT

26 USC 2039. ACCOUNTS, ETC.—Section 2039 (relating to annuities) is amended

by adding at the end thereof the following new subsection :

“ (e{ Excrusion orF Inpivipuar ReTmrEMeNT AccounTts, Etc.—Not-
withstanding the provisions of this section or of any other provision
of law, there shall be excluded from the value of the estate the
value of an annuity receivable by any beneficiary (other than the
executor) under—

b li an individual retirement account described in section

L]

26 USC 2514.

408(a
an individual retirement annuity described in section
408(b), or
“ 3; a retirement bond described in section 409(a).
If any payment to an account described in para.grq,g)h (1) or for an
annuity described in paragraph (2) or a bond described in paragraph
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(3) was not allowable as a deduction under section 219 and was not a
rollover contribution described in section 402(a) (5}], 403(a) (4), 408
(ﬁl) (3), or 409(b) (3) (C), the preceding sentence shall not appiy to
that portion of the value of the amount receivable under such account,
annuity, or bond (as the case may be) which bears the same ratio to
the total value of the amount so receivable as the total amount which
was paid to or for such account, annuity, or bond and which was not
allowable as a deduction under section 219 and was not such a rollover
contribution bears to the total amount paid to or for such account,
annuity, or bond. For purposes of this subsection, the term ‘annuity’
means an annuity contract or other arrangement providing for a series
of substantially equal periodic payments to be made to a beneficiary
(other than the executor) for his life or over a period extending for
at least 36 months after the date of the decedent’s death.”

(2) EXCLUSION FROM GROSS ESTATE OF SELF-EMPLOYED PLANS.—
The fifth sentence of section 2039((:? (relating to exemption of
annuities under certain trusts and plans) is amended to read as
follows: “For purposes of this subsection, contributions or pay-
ments on behalf of the decedent while he was an employee
within the meaning of section 401(¢) (1) made under a trust or
plan described in paragraph (1) or (2) shall, to the extent allow-
able as a deduction under section 404, be considered to be made
b?r a person other than the decedent and, to the extent not so
allowable, shall be considered to be made by the decedent.”

(3) EXCLUSION INAPPLICABLE IN CASE OF LUMP SUM DISTRIBU-
Trons.—The first sentence of subsection (¢) of section 2089 (relat-
ing to exemption of annuities under certain trusts and plans) is
amended by striking out “other payment receivable by any bene-
ficiary” and inserting in lieu thereof “other payment (other than
a lump sum distribution described in section 402(e)(4), deter-
mined without regard to the next to the last sentence of section
402(e) (4) (A)) receivable by any beneficiary”.

(4) GIFT TAX TREATMENT OF ELECTIONS UNDER CERTAIN RETIRE-
MENT PLANS.—

(A) INDIVIDUAL RETIREMENT ACCOUNTS, ETC.—

(1) Subsection (a{ of section 2517 (relating to certain
annuities under qualified plans) is amended by striking
out “or” at the end of paragraph (3), by striking out
the period at the end of paragraph (4) and insertinﬁ
in lieu thereof “; or”, a.nd%)y inserting after paragrap
(4) the following new paragraph:

“(5) an individual retirement account described in section 408
ga) an individual retirement annuity described in section 408

b), or a retirement bond described in section 409&9,} A

(ii) Subsection (b) of section 2517 (relating to trans-
fers attributable to employee contributions) is amended
by striking out “other than paragraph (4)” and insert-
ing in lieu thereof “other than paragraphs (4) and (5)”.

(iii) Subsection (c¢) of section 2517 (defining em-

loyee) is amended by adding at the end thereof the

llowing new sentence: “In the case of a retirement

plan described in paragraph (5) of subsection (a), such

term means the individual for whose benefit the plan
was established.”

(B{} Serr-EMpLOYED PLANS.—The last sentence of section

2517(b) (relating to transfers attributable to employee con-

90 STAT. 1895

"Annuity."

26 USC 2039.

26 USC 2517.
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tributions) is amended to read as follows: “For purposes of
this subsection, contributions or payments on behalf of an
individual while he was an employee within the meaning of
section 401(c) (1) made under a trust or plan described in
paragraph (1) or (2) of subsection (a) shall, to the extent
allowable as a deduction under section 404, be considered to
be made by a person other than such individual and, to the
extent not so allowable, shall be considered to be made by
such individual.”

(5) GIFT TAX TREATMENT OF CERTAIN COMMUNITY PROPERTY.—
Section 2517 (relating to certain annuities under qualified plans)
is amended by redesignating subsection (c¢) (as amended by para-
graph (4) (A) (iii)) as subsection (d) and by inserting after sub-
section (b) the following new subsection :

“(c) Exemprion oF CERTAIN ANNUITY INTERESTS CREATED BY CoOM-
MUNITY PropErTY Laws—Notwithstanding any other provision of
law, in the case of an employee on whose behalf contributions or pay-
ments are made—

“(1) by his employer or former employer under a trust or plan
described in paragraph (1) or (2) of subsection (a), or toward
the purchase of a contract deseribed in paragraph (3) of subsec-
tion (a), which under subsection (b) are not considered as con-
tributed by the employee, or

“(2) by the employee to a retirement plan described in para-
graph (5) of subsection (a),

a transfer of benefits attributable to such contributions or payments
shall, for purposes of this chapter, not be considered as a transfer by
the spouse of the employee to Sle extent that the value of any interest
of such spouse in such contributions or payments or in such trust or
plan or such contract—
“(A) is attributable to such contribution or payments, and
“(B) arises solely by reason of such spouse’s interest in
communit;: income under the community property laws of
the State.’

(d) IncomEe Tax TrREATMENT OF CERTAIN ExPENSES OF EsTATE—Sec-
tion 642(g) (relating to disallowance of double deductions) is
amended by inserting after “shall not be allowed as a deduction” the
following: “(or as an offset against the sales price of property in
determining gain or loss)”.

(e) ErFecTive DATES.—

(1) For suesecrion (a).—The amendment made by subsection
(a) shall apply to transfers made after June 22, 1976.

(2) For suBsecTioN (b).—The amendments made by subsection
(b) shall apply with respect to transfers creating an interest in
the person disclaiming made after December 81, 1976.

(3) For sussecTioN (¢).—

(A) The amendments made by paragraphs (1), (2), and
(3) of subsection (c¢) shall apply to the estates of decedents
dying after December 31, 1976.

(B) The amendments made by paragraphs (4) and (5) of
subsection (c¢) shall apply to transfers made after Decem-
ber 31, 1976.

(4) For sussecTioN (d).—The amendment made by subsection
(d) shall apply to taxable years ending after the date of the enact-
ment of this Aet.
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SEC. 2010. CREDIT AGAINST CERTAIN ESTATE TAXES

(a) In Generan—Subject to the provisions of subsections (b), (¢),
and (d), credit against the tax imposed by chapter 11 of the Internal
Revenue Code of 1954 (relating to estate tax) with respect to the estate
of LaVere Redfield shall be allowed by the Secretary of the Treasury
or his delegate for the conveyance of real property located within the
boundaries of the Toiyabe National Forest.

(b) AmounT oF CrEprr.—The amount treated as a credit shall be
equal to the fair market value of the real property transferred as of
the valuation date used for purposes of the tax imposed (and interest
thereon) by chapter 11 of the Internal Revenue Code of 1954.

(¢) Deep ReQuiremENTS.—The provisions of this section shall appl
only if the executrixes of the estate execute a deed (in accordance wit.
the laws of the State in which such real estate is situated) transferring
title to the United States which is satisfactory to the Attorney General
or his designee.

(d) Acceprance as Narronarn Forest.—The provisions of this sec-
tion shall apply only if the real property transferred is accepted by
the Secretary of Agriculture and added to the Toiyabe National
Forest. The lands shall be transferred to the Secretary of Agriculture
without reimbursement or payment from the Department of
Agriculture.

(e) InTerEsT.—Unless the Secretary of Agriculture determines and
certifies to the Secretary of the Treasury that there has been an
expeditious transfer of the real property under this section, no interest
payable with respect to the tax 1mpose(¥ by chapter 11 of the Internal
Revenue Code of 1954 shall be deemed to be waived by reason of the
provisions of this section for any period before the date of such
transfer.

(f) Errecrive Dare.—The provisions of this section shall be effec-
tive on the date of the enactment of this Act.

TITLE XXI—-MISCELLANEOUS
PROVISIONS

SEC. 2101. TAX TREATMENT OF CERTAIN HOUSING ASSOCIATIONS.

(a) Generar Rure.—Subchapter F of chapter 1 (relating to exempt

organizations) is amended by adding at the end thereof the following
new part:

“PART VII—CERTAIN HOMEOWNERS ASSOCIATIONS
“Sec. 528, Certain homeowners associations,
“SEC. 528. CERTAIN HOMEOWNERS ASSOCIATIONS.

“(a) GeneraL Rure.—A homeowners association (as defined in sub-
section (c¢)) shall be subject to taxation under this subtitle only to the
extent provided in this section. A homeowners association shall be con-
sidered an organization exempt from income taxes for the purpose of
any law which refers to organizations exempt from income taxes.

‘(b) Tax Imposep.—

“(1) I~ GENERAL—A tax is hereby imposed for each taxable
ﬁear on the homeowners association taxable income of every
omeowners association. Such tax shall consist of a normal tax
and surtax computed as provided in section 11 as though the
homeowners association were a corporation and as though the

90 STAT. 1897

26 USC 2001.

26 USC 528.
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homeowners association taxable income were the taxable income
referred to in section 11. For purposes of this subsection, the sur-
tax exemption provided by section 11(d) shall not be allowed.
“(21 ALTERNATIVE TAX IN CASE OF CAPITAL GAINs.—If for any
taxable year anﬁ homeowners association has a net capital gain,
then in lieu of the tax imposed by paragraph (1), there is hereby
imposed a tax (if such tax is less that the tax imposed by para-
graph (1)) which shall consist of the sum of—
“(A) a partial tax, computed as provided by pa ph
(1), on the homeowners association taxable income deter-
mined by reducing such income by the amount of such gain,

“(B) atax of 30 percent of such gain.

“(c) HomrownErs AssociaTioN Derinen.—For purposes of this
section—

“(1) Homeowners AssoctaTroN.—The term ‘homeowners associa-
tion means an organization which is a condominium management
association or a residential real estate management association

“(A) such organization is organized and operated to pro-
vide for the acquisition, construction, management, mainte-
nance, and care of association property,

% (Ii) 60 percent or more of the gross income of such
organization for the taxable year consists solely of amounts
received as membership dues, fees, or assessments from—

“(i) owners of residential units in the case of a con-
dominium management association, or

“(ii) owners of residences or residential lots in the case
of a residential real estate management association.

“(C) 90 percent or more of the expenditures of the organi-
zation for the taxable year are expenditures for the acquisi-
tion, construction, management, maintenance, and care of
association propert¥, )

“(D) no part of the net earnings of such organization
inures (other than by acquiring, constructing, or providing
management, maintenance, and care of association dproperty,
and other than by a rebate of excess membership dues, fees,
or assessm:ants(g to the benefit of any private sharehold
individual, an

“(E) such organization elects (at such time and in such
manner as the Secretary by regulations preseribes) to have
this section apply for the taxa%lle year.

“(2) CoNDOMINTUM MANAGEMENT ASSOCIATION.—The term ‘con-
dominium management association’ means any organization
meeting the requirement of subparagraph (A) of paragraph (1)
with respect to a condominium project sn;)stantmlly all of the units
of which are used as residences.

“(3) RESIDENTIAL REAL ESTATE MANAGEMENT AssoctaTioN.—The
term ‘residential real estate management association’ means any
organization meeting the requirements of subparagraph (A) of
paragraph (1) with resqiect to a subdivision, development, or sim-
ilar area substantially all the lots or buildings of which may only
be used by individuals for residences.

“(4) AssociatioN properTY.—The term ‘association property’
means—

“(A) property held by the organization,

er or
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“(B) property commonly held by the members of the
organization, i

“(C) property within the organization privately held by
the members of the organization, and 7

“&2‘1 roperty owned b! a gvermnental unit and used for
the benefit of residents of such unit.

“(d) HomeownNEers AssociaTioN TaxasLe Income DEFINED.—

“(1) TaxaBrLe INcoME DEFINED.—For purposes of this section,
the homeowners association taxable income of any organization
f(f)r any taxable year is an amount equal to the excess (if any)
0 —

“(A) the gross income for the taxable year (excluding any
exempt function income), over

“(E) the deductions allowed by this chapter which are
directly connected with the production of the gross income
(excluding exempt function income), computed with the
modifications provided in paragraph (2).

“(2) MobrFicarions.—For purposes of this subsection—

“(A) there shall be allowed a specific deduction of $100,

“(B) no net operating loss deduction shall be allowed under
section 172, and

“(C) no deduction shall be allowed under part VIII of
subch)s.pter B (relating to special deductions for corpora-
tions).

“(3) Exempr FUNCTION INCOME—For purposes of this subsec-
tion, the term ‘exempt function income’ means any amount received
as membership dues, fees, or assessments from—

“(A) owners of condominium housing units in the case
of a condominium management association, or

“(B) owners of real property in the case of a residential
real estate management association.”

(b) Section 216(c) (relating to treatment of property subject to 26 USC 216.
depreciation) is amended by adding at the end thereof the followi
new sentence: “The preceding sentence shall not be construed to limit
or deny a deduction for depreciation under 167(a) by a cooperative
housing corporation with respect to property owned by such a cor-
poration and leased to tenant-stockholders.”

(¢) RequmemeNT oF ReTurN.—Section 6012 a.g (relating to persons 26 USC 6012.
required to make returns of income) is amended by striking out *and”
at the end of samgraph (5), by inserting “and” at the end of para-
graph (6;1, and by inserting after paragraph (6) the following new
paragraph:

“(7) Every homeowners association (within the meaning of
section 528(c) (1)) which has homeowners association taxable Ante, p. 1897.
incom,e (within the meaning of section 528(d)) for the taxable

ear.’

(d) Crerrcar. AMENDMENT.—The table of parts for subchapter F of
chapter 1 is amended by adding at the end thereof the following new
item:

“Part VII. Certain homeowners associations.”

(e) Errective Date—Except as sﬁnmﬁded in subsection (f) (2),the 26 USC 528
amendments made by this section shall apply to taxable years begin- note.
ing after December 31, 1973.
) CerrarN Stock or CooreraTive Housine CORPORATIONS.—
Sl) Section 216(b) is amended by adding at the end thereof the 26 USC 216.
following new paragraph :
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“(5) STOCK ACQUIRED THROUGH FORECLOSURE BY LENDING INSTI-
TuTioN.—If a bank or other lending institution acquires by fore-
closure (or by instrument in lieu of foreclosure) the stock of a
tenant-stockholder, and a lease or the right to occupy an apart-
ment or house to which such stock is appurtenant, such bank or
other lending institution shall be treated as a tenant-stockholder
for a period not to exceed three years from the date of acquisition.
The preceding sentence shall apply even though, by agreement
with the cooperative housing corporation, the ba.ni (or other
lending institution) or its nominee may not occupy the house or
apartment without the prior approval of such corporation.”

(2) The amendment made %y paragraph (1) shall apply to
stock acquired by banks or other lending institutions after the
date of t?le enactment of this Act.

SEC. 2102. TREATMENT OF CERTAIN DISASTER PAYMENTS.

(a) Generan Rure.—Subsection (d) of section 451 (relating to
special rule for crop insurance proceeds) is amended by inserting after
the first sentence 319 following new sentence: “For purposes of the
preceding sentence, payments received under the Agricultural Act of
1949, as amended, as a result of (1) destruction or damage to crops
caused by drought, flood, or any other natural disaster, or (2) the
inability to plant crops because of such a natural disaster shall be
treated as insurance proceeds received as a result of destruction or
damage to crops.”

(b) TecuntcAL AMENDMENT.—The subsection heading for such sub-
section (d) is amended by strikiriag out “Proceeds” and inserting in
lieu thereof “Proceeds or Disaster Payments”.

(¢) Errecrive Date.—The amendments made by this section shall
apply to payments received after December 31, 1973, in taxable years
ending after such date.

SEC. 2103. TAX TREATMENT OF CERTAIN 1972 DISASTER LOSSES.
éa) ArpricaTion oF Secrion.—This section shall apply to any
individual—

(1) who was allowed a deduction under section 165 of the
Internal Revenue Code of 1954 (relating to losses) for a loss
attributable to a disaster occurr'mg during calendar year 1972
which was determined by the President, under section 102 of the
Disaster Relief Act of 1970, to warrant disaster assistance by the
Federal Government,

(2) who in connection with such disaster—

(A) received income in the form of cancellation of a disas-
ter loan under section 7 of the Small Business Act or an
emergency loan under subtitle C of the Consolidated Farm
and Rural Development Act, or

(B) received income in the form of compensation (not
taken into account in computing the amount of the deduc-
tion) for such loss in settlement of any claim of the taxpayer
against a person for that person’s lability in tort for the
damage or destruction of that taxpayer’s property in connec-
tion with the disaster, and

(3) who elects (at such time and in such manner as the Secre-
tary of the Treasury or his delegate may by regulations prescribe)
to take the benefits of this section.

(b) Errect or ErEcTioN.—In the case of any individual to whom
this section applies—
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(1) the tax imposed by chapter 1 of the Internal Revenue Code
of 1954 for the taxable year in which the income taken into
account is received or acerued which is attributable to such income
shall not exceed the additional tax under such chapter which
would have been payable for the year in which the deduction for
the loss was taken if such deduction had not been taken for such

ear
Y {21) any amount of tax imposed by chapter 1 attributable to
the income taken into account which, on Oetober 1, 1975, was
unpaid may be paid in 3 equal annual installments (with the first
such installment due and payable on April 15, 1977), and

(3) no interest on any deficiency shall be payable for any
period before April 16, 1977, to the extent such deficiency is attrib-
utable to the receipt of such compensation, and no interest on
any installment referred to in paragraph (2) shall be payable for
any period before the due date of such installment, i

(¢) Income Taxex Into Account.—For purposes of this section,
the income taken into account is— ’

(1) in the case of an individual described in subsection (a) (2)
(A), the amount of income (not in excess of $5,000) attributable
to the cancellation of a disaster loan under section 7 of the Small
Business Act or an emergency loan under subtitle C of the Con-
solidated Farm and Rural Development Act received by reason
of the disaster deseribed in subsection (a) (1), or

(2) in the case of an individual described in subsection (a) (2)
(B), the amount of compensation (not in excess of $5,000) for the
loss in settlement of any claim of the taxpayer against a person
for that person’s liability in tort for the damage or destruction of
that taxpayer’s property in connection with the disaster described
in subsection (a) (1).

(d) Praseour Wuere Apsustep Gross INcome Exceens $15,000.—
If for the taxable year for which the deduction for the loss was taken
the individual’s adjusted gross income exceeded $15,000, the $5,000
limit set forth in paragraph (1) or (2) of subsection (¢) (whichever
applies) shall be reduced by one dollar for each full dollar that such
adjusted gross income exceeds $15,000. In the case of a married indi-
vidual filing a separate return, the preceding sentence shall be applied
by substituting “g’( 500" for “$15,000”,

(e) Starure oF Lisrramions—If refund or eredit of any overpay-
ment of income tax resulting from an election made under this section
is prevented on the date of the enactment of this Act, or at any time
within one year after such date, by the operation of any law, or rule of
law, refund or credit of such overpayment (to the extent attributable
to such election) may, nevertheless, be made or allowed if claim there-
for is filed within one year after such date. If the taxpayer makes an
election under this section and if assessment of any deficiency for any
taxable year resulting from such election is prevented on the date of
the enactment of this Act, or at any time within one year after such
date, by the operation of any law or rule of law, such assessment (to
the extent attributable to such election) may, nevertheless, be made if
made within one year after such date. '

SEC. 2104. TAX TREATMENT OF CERTAIN DEBTS OWED BY POLITICAL
PARTIES, ETC.,, TO ACCRUAL BASIS TAXPAYERS.

(a) In GeENERAL—Section 271 (relating to debts owed litical
parties, etc.) is amended by adding at the end thereof thsyfgl)owing
new subsection : '

80104 (a7t 72— 2R

90 STAT. 1901

26 USC 1.

15 USC 636.
19 USC 1961.

26 USC 271.
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26 USC 103.

20 USC 1001

note.

20 USC 1078a.
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note.

26 USC 543.
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“(c) Exceprion.—In the case of a ts,x{)nyer who uses an accrual
method of accounting, subsection (a) shall not apcﬁly to a debt which
accrued as a receivable on a bona fide sale of goods or services in the
ordinar‘y course of the taxpayer’s trade or business if—

“(1) for the taxable year in which such receivable accrued,
more than 30 percent of all receivables which accrued in the
ordinary course of the trades and businesses of the taxpayer were
due from political parties, and X i

“(2) the taxpayer made substantial continuing efforts to col-
lect on the debt.” 1

(b) Errecrive Date.—The amendment made b{’efmbsect:on (a)
shall apply to taxable years beginning after December 31, 1975.

SEC. 2105. TAX-EXEMPT BONDS FOR STUDENT LOANS.

(a) In GENERAL.—Section 103(a) (relating to interest on certain
governmental obligations) is amended(l:g striking out ‘“or” at the end
of paragraph (2), striking out the period at the end of paragraph (3)
and inserting in lieu thereof “; or”, and by adding at the end thereof
the following:

“(4) qualified scholarship funding bonds.”

(b) DeFinrTION OF QUALIFIED ScHoLARSHIP FunDING BoNDs.—Sec-
tion 103 is amended by redesignating subsection (fg as (g), and by
ingerting after subsection (e) the foﬁowing new subsection :

“(f) QuavrFrep Scuorarsare Fuxpine Bonps—For purposes of
subsection (a), the term ‘qualified scholarship funding bonds’ means
obligations 1ssued by a corporation which—

“(1) is a corporation not for profit established and operated
exclusively for the purpose of acquiring student loan notes
incurred under the Higher Education Act of 1965, and

“(2) is organized at the request of a State or one or more
political subdivisions thereof or is requested to exercise such
power by one or more political subdivisions and required by its
corporate charter and bylaws, or required by State law, to devote
any income (after payment of expenses, debt service, and the
creation of reserves for the same) to the purchase of additional
student loan notes or to pay over any income to the State or a

litical subdivision thereof.”

(e¢) CoNFORMING AMENDMENTS.—

(1) Section 103(d) (relating to arbitrage bonds) is amended
by redesignating paragraph ( 5% as paragraph (6) and inserting
after paragraph (4) the following new paragraph:

“(5) STUDENT LOAN INCENTIVE PAmsz.—IE:;ments made by
the Commissioner of Education pursuant to section 2 of the Emer-
gency Insured Student Loan Act of 1969 are not to be taken into
account, for purposes of subsection (d)(2)(A), in determining
yields on student, loan notes.”

(2) Section 103(d) (relating to arbitrage bonds) is amended
by striking out “(a) (1)” each place it appears in paragraph (1)
(including the heading) and paragraph ([2)(;41 and inserting in lieu
thereof “(a) (1) or (4%”.

(d) Errrcrive Date.—The amendments made by this section apply
to obligations issued on or after the date of the enactment of this Act.
SEC. 2106. PERSONAL HOLDING COMPANY INCOME AMENDMENTS.

(a) In Generavn—Section 543(a)(6) (relating to definition of
personal .holding company income) is amended to read as follows:

“(6) USE OF CORPORATE PROPERTY BY SHAREHOLDER.—
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“(A) Amounts received as compensation (however des-
ignated and from whomever received) for the use of, or the
right to use, tangible property of the corporation in any case
where, at any time during the taxable year, 25 percent or
more in value of the outstanding stock of the corporation is
owned, directly or indirectly, by or for an individual entitled
to the use of the property (whether such right is obtained
directly from the corporation or by means of a sublease or
other arrangement).

“(B) Subparagraph (A) shall apply only to a corporation
which has personal Eol ing company income in excess of 10
percent of its ordinary income,

“(C) For purposes of the limitation in subparagraph (B),
personal holding company income shall be computed—

“(i) without regard to subparagraph (A) or para-
graph (2), ; ,

“(ii) by exclud.miamounts received as compensation
for the use of (or right to use) intangible property (other
than mineral, oil, or gas royalties or copyright royalties)
if a substantial part of the tangible property used in con-
nection with such intangible property is owned by the
corporation and all such tangible and intangible prop-
erty is used in the active conduct of a trade or business
by an individual or individuals described in subpara-
graph (A), and

“(iii) by including copyright royalties and adjusted
income from mineral, oil, amf gas royalties.”

(b) Errecrive Date—The amendment made by subsection (a) 26 USC 543
shall apply to taxable years beginning after December 31, 1976. note.
SEC. 2107. WORK INCENTIVE PROGRAM EXPENSES.

(a) IncrEase 1N LivrraTion Basep o AmouNt oF Tax.—

(1) Paragraph (2) of section 50A (a) (rela.t.inq to limitation 26 USC 50A.
based on amount of tax) is amended by striking out “$25,000” each
place it appears and inserting in lieu thereof “$50,000”,

(2) Paragraph (4) of section 50A(a) (relating to married
individuals) is amended—

(A) b;y striking out “$12,500” and inserting in lieu thereof
“$95,000”, and

(B) b? striking out “$25,000” and inserting in lieu thereof
“$50,000%.

(8) Paragraph (5) of section 50A (a) (relating to controlled
groups) is amended by striking out “$25,000” each place it appears
therein and inserting in lieu thereof “$50,000”.

(4) Parag;ra.ph (3} of section 50B (e) is amended by striking 26 USC 50B.
out “$25,000” each place it appears therein and inserting in lieu
thereof “$50,000”.

(b) Repucrron or Periop Durine Waicn Discuarer or Emeroyes
Causes Recaprure—Subparagraph (A) of section 50A (¢) (1) (relat- 26 USC S0A.
ing to work incentive program expenses) is amended—

(1) by striking out “12 months” each place it appears and
inserting in lieu thereof “90 days”,

(2) by striking out “12th calendar month” and inserting in
lieu thereof “90th calendar day”, and

(3) by striking out “the calendar month” and inserting in lieu
thereof “the day”.
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(¢) Recaprure Nor To Aprry Wuere TeErMIinaTION Is RESULT oF

26 USC 50A. Decrinine Business.—Subparagraph (A) of section 50A(c)(2)

(relating to certain terminations of employment) is amended—

%1} by striking out “or” at the end of clause (111%,

2) by striking out the period at the end of clause (iv) and
inserting in lieu thereof a comma and “or”, and
(3) by adding at the end thereof the following:

“(v) a termination of employment of an individual
due to a substantial reduction in the trade or business
operations of the taxpayer.”

(d) Exrension or WeLFARE EMProyee INcENTIVES—Paragraph (2)

26 USC 50B. of section 50B (a) (relating to definition of Federal welfare recipient

employment incentive expenses) is amended by striking out “before
July 1, 1976,” and inserting in lieu thereof “before January 1, 1980,”.

(e) Liyrarion oF Feperan Weprare Recreient EMPLOYMENT
Incentive Expexses mo First 12 MontHs oF EMPLOYMENT.—Sub-
paragraph (B}g of section 50B (a) (1) is amended to read as follows:

“(B) the amount of Federal welfare recipient employment
incentive expenses paid or incurred by the taxpayer for serv-
ices rendered during the first 12 months of employment
(whether or not consecutive).”

(f) Cerrirrcarion or Werrare ReciPiENT EMPLOYEES BY SECRE-
TaRY OF Lasor.—Subparagraph (A) of section 50B (g) (1) (relating to
eligible employees) is amended by inserting “the Secretary of La
or by” after “certified by”.

(g) TrcHNICAL AMENDMENTS.—

26 USC 6411. (1) The second sentence of section 6411(a) (relating to appli-
cation for adjustment) is amended by inserting “(or, in the case
of a work incentive program carryback, to an investment credit
carryback)” after “capital loss carryback”.

(2) The following provisions are each amended by inserting
“ an investment credit carryback,” after “net operating loss

carryback”:
26 USC 6501. A) Section 6501(0).
26 USC 6511. B) Section 6511(d) (7).
26 USC 6601, C) Section 6601(d) (4).
26 USC 6611. §D) Section 6611 (1) (4).

SEC. 2108. REPEAL OF EXCISE TAX ON LIGHT-DUTY TRUCK PARTS.
26 USC 6416. (a) In Generan.—Section 6416(b) (2) (relating to special cases in
which tax payments are considered overpayments) is amended—
fl y striking “or” at the end of subparagraph (R) ;
2) by striking the period at the end of subparagraph (S) and
inserting in lieu thereof “; or *; and
3) by adding at the end thereof the following new
subparagraph:
&l%'rl') in the case of any article taxable under section 4061
b), sold on or in connection with the first retail sale of a
light-duty truck, as described in section 4061 (a) (2), if credit
or refund of such tax is not available under any other provi-
sions of law.”

26 USC 6416 (b) Errecrive Date.—The amendments made by this section shall
note. a Pli to parts and accessories sold after the date of the enactment of
this Act.

SEC. 2109. EXCLUSION FROM EXCISE TAX ON CERTAIN ARTICLES
RESOLD AFTER MODIFICATION.
26 USC 4063. (a) In Generan—Section 4063 (relating to exemptions from
excise tax on motor vehicles) is amended by adding at the end thereof
the following new subsection :
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“(d) Resare A¥ter CerraiNn MopiFicaTions.—Under regulations
prescribed by the Secretary, the tax imposed by section 4061 shall not
apply to the resale of any article described in section 4061 (a) (1) if
baE)ra such resale such article was merely combined with any cou-
pling device (including any fifth wheel), wrecker crane, loading and
unloading equi{)ment (including any crane, hoist, winch, or power
liftgate), aerial ladder or tower, snow and ice control equipment,
earthmoving, excavation and construction equipment, spreader, sleeper
cab, cab shield, or wood or metal floor.”

(b) Errecrive Dare—The amendment made by this section shall
apply to the resale of any article on or after the date of the enact-
ment of this Act.

SEC. 2110. FRANCHISE TRANSFERS.

(a) ArpricaTioN oF FrancasE RuLes To Parr~ersHIPS.—Section
751(03 (relating to unrealized receivables of a partnership), as
amended by this Act, is amended—

(1) by striking out “farm land (as defined in section 1252
(a)),” and inserting in lieu thereof “farm land (as defined in
section 1252(a)), franchises, trademarks, or trade names
(referred to in section 1253 (a) ),” and

(2) by striking out “1252(a)” and inserting in lieu thereof
“1252({1.{, 1253(&?". j

(b) Errecrive Date.—Subsection (a) shall apply to transactions
described in sections 731, 786, 741, or 751 of the Internal Revenue Code
of 1954 which occur after December 31, 1976, in taxable years ending
after that date.

SEC. 2111. EMPLOYER’S DUTIES IN CONNECTION WITH THE RECORD-
ING AND REPORTING OF TIPS.

(a) Suseension or Runines.—Until January 1, 1979, the law with
respect to the duty of an employer under section 6041 (a) of the Inter-
nal Revenue Code of 1954 to report charge account tips of employees
to the Internal Revenue Service (other than charge account tips
included in statements furnished to the employer under section 6053
(a) of such Code) shall be administered—

1) without regard to Revenue Rulings 75-400 and 76-231, and

2) in accordance with the manner in which such law was
administered before the issuance of such rulings.

19%) Errecrive Date.—This section shall take effect on January 1,

SEC. 2112. TREATMENT OF CERTAIN POLLUTION CONTROL FACILI-
TIES.
(a) Avamasurry or InvesrmeEnT Creprr ror Cerrain PorruTion
ConTron Faciurries.—

(1) In cENERaL.—Section 48(a)(8) (relating to amortized
property) is amended by striking out *169,” and by striking out
the second sentence thereof.

(2) APPLICABLE PERCENTAGE IN DETERMINING AMOUNT OF
cREDIT.—Section 46(c) (relating to qualified investment) is
amended by adding at the end thereof the following new
paragraph:

“(3) APPLICABLE PERCENTAGE IN THE CASE OF CERTAIN POLLU-
TION CONTROL FACILITIES.—Notwithstanding subsection (¢) (2), in
the case of property—

“(A) with respect to which an election under section 169
applies, and

90 STAT. 1905

Regulations.

26 USC 4063

note.

26 USC 751.

26 USC 751

note.

26 USC 6041
note.

26 USC 48.

26 USC 46.
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(B) the useful life of which (determined without regard
to section 169) is not less than 5 years,

50 percent shall be the applicable percentage for purposes of
applying paragraph (1) with respect to so much of the adjusted
basis of the property as (after the application of section 169 ﬂf ))
constitutes tEa amortizable basis for purposes of section 169.’

(b) Derinrrion or CertiFiep Porurion CoNTroL FActuities.—Par-

26 USC 169. agraph (1) of section 169(d) (defining certified pollution control

facilities) is amended—

(1) b?' striking out “January 1, 1969,” and inserting in lieu
thereof *January 1, 1976,”;

(2) by striking out “or storing” and inserting in lieu thereof
“storing, or preventing the creation or emission of”; and

(3) by striking out “and” at the end of subparagraﬁh (A), b
striking out the period at the end of subparagraph (B) an
inserting in lieu thereof “; and”, and by adding at the end thereof
the following new subparagraph :

“(C) does not slg‘njﬁgntly—

“(1) increase the output or capacity, extend the useful
life, or reduce the total operating costs of such plant or
ather property (or any unit thereof), or

“(il a.{)tir the nature of the manufacturing or pro-
duction process or facility.”

(¢) Exrension o AmorrizatioN.—Paragraph (4) of section 169(3&
(relating to new identifiable treatment facility) is amended to re
as follows:

“(4) NEW IDENTIFIABLE TREATMENT FACILITY.—

Definition. “(A) In eenerarL—For purposes of paragraph (1), the
term ‘new identifiable treatment facility’ includes only tangi-
ble property (not including a building and its structural
components, other than a building which is exclusively a
treatment facility) which is of a character subject to the
allowance for depreciation provided in section 167, which is
identifiable as a treatment facility, and which is property—

“(i) the construction, reconstruction, or erection of
which is completed by the taxpayer after December 31,
1968, or

“(1i) acquired after December 31, 1968, if the original
use of the property commences with the taxpayer and

o colilqlencteaﬁa after such da{;le " Bt
ap: is section in the case of pro escribed in
cla.usepg) tiere shall be taken into accolljmtps:.ltg that portion
of the basis which is properly attributable to construction,
reconstruction, or erection after December 81, 1968.

“(B) CERTAIN PLANTS, ETC., PLACED IN OPERATION AFTER
1968.—In the case of any treatment facility used in connec-
tion with any plant or other property not in operation before
January 1, 1969, the preceding sentence shall be applied by
substituting December 31, 1975, for December 31, 1968.”

(d) Errecrive DaTEs.—

26 USC 46 note. (1) The amendments made by subsection (a) shall apply to—
" ’z('é!.) p&'operhy acquired by the taxpayer after December 31,

,m

(B) property the construction, reconstruction, or erection
of which was completed by the taxg:zrer after December 31,
1976, (but only to the extent of the basis thereof attributable
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to construction, reconstruction, or erection after such date),
in taxable years beginning after such date.

(2) The amendments made by subsection (b) shall apply to
taxable years beginning after December 31, 1975. Such amend-
ments shall not apply in the case of any property with respect to
which the amortization period under section 169 of the Internal
Revenue Code of 1954 has begun before January 1, 1976,

SEC. 2113. CLARIFICATION OF STATUS OF CERTAIN FISHERMEN’S
ORGANIZATIONS.

(a) In Generar.—Section 501 (relating to exemption from tax on
corporations, etc.) is amended by redesignating subsection (g) as (h)
and by inserting after subsection (f) the following new subsection :

“(g) Derinimion oF AericuLtursn.—For purposes of subsection
(e) (5% , the term ‘agricultural’ includes the art or science of cultivating
land, harvesting crops or aquatic resources, or raising livestock.”

(b) Errective Date.—The amendment made by this section applies
to taxable years ending after December 31, 1975,

SEC. 2114. APPLICATION OF SECTION 6013(e) OF THE INTERNAL REVE-
NUE CODE OF 1954,

(a) In GeneraL.—Section 3 of the Act of January 12, 1971, Public
Law 91-679 (84 Stat. 2064), is amended by adding at the end thereof
the following new sentences: “Upon application by a taxpayer, the
Secretary of the Treasury shall redetermine the liability for tax

including interest, penalties, and other amounts) of such taxpayer

or taxable years be inning after December 31, 1961, and ending
before January 13, 19%. The preceding sentence shall apply solely to a
mx&ayer to whom the application of the provisions of section 6013 (e
of the Internal Revenue Code of 1954, as added by this Act, for su
taxable years is prevented by the operation of res judicata, and such
redetermination shall be made without regard to such rule of law. Any
ovarpa{ment of tax by such taxpayer for such taxable g:ars resulting
from the redetermination made under this Act shall be refunded to
such taxpayer.”

(b) Errecrive Dare.—The application permitted under the amend-
ment made by subsection (a) of this section must be filed with the
Secretary of the Treasury during the first calendar year beginning
after the date of the enactment of this Act.

SEC. 2115. AMENDMENTS TO RULES RELATING TO LIMITATION ON PER-
CENTAGE DEPLETION IN CASE OF OIL AND GAS WELLS,
TRANSFERS OF OIL AND GAS PROPERTY WITHIN THE
SAME CONTROLLED GROUP OR FAMILY.

(2) Reramer ExcrusioN.—Paragraph (2) of section 613A(d)
(relating to the retailer exclusion) is amended by inserting “(exclud-
ing bulk sales of such items to commercial or industrial users)” after
“natural gas” where it first appears, and by adding at the end thereof
the following:

“Notwjtistanding the preceding sentence this paragraph shall not
apply in any case where the combined gross receipts from the sale
of such oil, natural gas, or any product derived therefrom, for the
taxable year of all retail outlets taken into account for purposes
of this paragraph do not exceed $5,000,000. For pu of this
paragraph, sales of oil, natural gas, or any product derived from
oil or natural E&s shall not include sales made of such items out-
side the United States, if no domestic production of the taxpayer

90 STAT. 1907

26 USC 169

note.

26 USC 501.

26 USC 501

note.

26 USC 6013
note.

26 USC 6013
note.

26 USC 613A.
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or a related person is exported during the taxable year or the
immediately preceding taxable year.”
(b) TraNSFER lg
26 USC 613A. (1) I~ eeExerarL—Subparagraph (B) of section 613A(c) (9)
(relating to axceﬁtions to the transfer rule) is amended by strik-
ing out “or” at the end of clause (i), by striking out the period
at the end of clause (ii) and inserting in lieu thereof ¥, or”, and
by adding at the end thereof the following new clause:
“(iil) a change of beneficiaries of a trust by reason of
the death, birth, or adoption of any vested beneficiary if
the transferee was a beneficiary of such trust or 1s a
lineal descendant of the settlor or any other vested bene-
ficiary of such trust, except in the case of any trust
where any beneficiary of such trust is a member of the
family (as defined in section 267 (c) (4)) of a settlor who
created inter vivos and testamentary trusts for members
of the family and such settlor died within the last six
days of the fifth month in 1970, and the law in the juris-
diction in which such trust was created requires all or a
portion of the gross or net proceeds of any royalty or
other interest in oil, gas, or other mineral representing
any percentaie depletion allowance to be allocated to the
principal of the trust.”
(2) ConrorMiNG AMENDMENTS.—Paragraph (1) of section 613A
(d) (relating to the limitation on percentage depletion based
upon taxable income) is amended—
(A) by striking out subparagraph (A) and inserting in
lieu thereof the following:
“(A) any depletion on production from an oil or gas prop-
erty which is subject to the vaisiuns of subsection (cl)l,”
B; by striking out “and” at the end of subparagrap (h ’
C) by striking out the period at the end of subparagrap
(C) and inserting in lieu thereof “, and”, and
D) by adding at the end thereof the following new
subparagraph:

“(D) in the case of a trust, any distributions to its benefi-
ciary, except in the case of any trust where any beneficiary of
such trust is a member of the family (as defined in section
267 (c) (4)) of a settlor who created inter vivos and testamen-
tary trusts for members of the family and such settlor died
within the last six days of the fifth month in 1970, and the
law in the jurisdiction in which such trust was created
requires all or a portion of the gross or net proceeds of any
royalty or other interest in oil, gas, or other mineral repre-
senting any percentage depletion allowance to be allocated
to the principal of the trust.”

(¢) Parr~ersure RuLes.—
(1) Subparagraph (D) of section 613A (c) (7) (relating to the
computation ofg depletion in the case of partnerships) is amended
to read as follows:

“(D) ParrxersHips.—In the case of a partnership, the
depletion allowance shall be computed separately by the part-
ners and not by the partnership. The partnershiglaha]l allo-
cate to each partner his proportionate share of the adjusted
basis of each partnership oil or gas property. The allocation
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is to be made as of the later of the date of acquisition of the
oil or gas property by the partnership, or January 1, 1975, A
partner’s proportionate share of the adjusted basis of part-
nership property shall be determined in accordance with his
interest 1n partnership capital or income and, in the case of
an agreement described in section 704(c)(2) (relating to
effect of a partnership agreement on contributed property),
such share shall be determined by taking such agreement into
account, Each partner shall separately keep records of his
share of the adjusted basis in each oil and gas probperty of
the partnership, adjust such share of the adjusted basis for
any depletion taken on such property, and use such adjusted
basis each year in the computation of his cost depletion or
in the computation of his gain or loss on the disposition of
such property by the partnership. For purposes of section
732 (relating to basis of distributed property other than
money), the partnership’s adjusted basis In mineral prop-
erty shall be an amount equal to the sum of the partners’
adjusted basis in such property as determined under this
paragraph.”

e'52) Subparagraph (G) of section 703(a) (2& (relating to
deductions not allowed to a partnership) is amended b striiinﬁ
out “production subject to the provisions of section 613A (c)” an
inserting in lieu thereof “wells”.

3) Subsection (a} of section 705 (relating to the determination
of basis of a partner’s interest in a partnership) is amended—
EA} by striking out “and” in paragraph (1) (C),
B) by striking out the period at the end of paragraph (2)
and inserting in lieu thereof “; and”, and
(C) by adding at the end thereof the following:

“(8) decreased (but not below zero), by the amount of the
partner’s deduction for depletion under section 611 with respect
to oil and gas wells.”

(d) Revarep Person.—Paragraph (3) of section 613A (d) (relatin
to the definition of related person) is amended by adding at the en
thereof the following :

“For purposes of determining a significant ownership interest, an
interest owned by or for a corporation, Eartmrship, trust, or estate
shall be considered as owned directly both by itself and propor-
tionalt;l?; by its shareholders, partners, or beneficiaries, as the case
may be.

(e) ~sFERS OF O Anp Gas Property WitHIN THE SaMe CoN-
TROLLED GrouP or Famrmny.—Subparagraph (B) of section 613A(c)
(9) (relating to transfer of oil or gas property), as amended by sub-
section (b) gl) , is amended—

1) by striking out “or” at the end of clause (ii),
2) by striking out the period at the end of clause (iii) and
inserting in lieu thereof a comma, and

(3) by adding at the end thereof the following:

“(iv) a transfer of property between corporations
which are members of the same controlled up of
corporations (as defined in paragraph (8) (Dgla) }J, or

“(v) a transfer of property between business entities
which are under common control (within the meaning
of paragraph ES) (B)) or between related persons in the
S(%‘ﬂ)lg family (within the meaning of paragraph (8)

2} ), 0r

90 STAT. 1909

26 USC 703.

26 USC 705.

26 USC 613A.



90 STAT. 1910

26 USC 613A
note.

26 USC 6361
note.

26 USC 6362.
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“(vi) a transfer of property between a trust and
related persons in the same family (within the meaning of
paragraph (8) (C)) to the extent that the beneficiaries
of that trust are and continue to be related persons in
the family that transferred the pmyertl}?, and to the
extent that the tentative oil quantity is allocated amo:
the members of the family (within the meaning o
paragraph SJS) %C)). L

Clause (iv) or (v) shall apply only so long as the tentative oil
quantity determined under the table contained in paragraph (3)
(B) is allocated under paragraph (8) between the transferor and
transferee.”

(f) Errgorive Date.—The amendments made by this section shall
take effect on January 1, 1975, and shall apply to taxable years ending
after December 31, 1974.

SEC. 2116. IMPLEMENTATION OF FEDERAL-STATE TAX COLLECTION
ACT OF 1972,

(aiz‘ Erecrion BY States To Parricreate—Section 204(b) (2) of
;hfl ederal-State Tax Collection Act of 1972 is amended to read as

ollows:

“(211)& the first January 1 which is more than one year after the
first date on which at least one State has nofified the Secretary
of the Treasury or his delegate of an election to enter into an
agreement under section 6363 of such Code.”

(b) ApsusrmenTs To Quaririep ResmenT Taxes ror Purposes oF
Feoerar Correcrion oF StaTe InNprviouar Income Taxes.—

(1) QUALIFIED RESIDENT TAX BASED ON TAXABLE INCOME.—

(A) Requirep apsustMENTS.—Section 6362(b) (1) (relat-
ing to required adjustments) is amended—
B?) by striking out “and” at the end of subparagraph

1%1)‘ by striking out the period at the end of subpara-

graph (C) and inserting in lieu thereof “, and”, and

(iii) by adding at the end thereof the following new
subparagraph:

“(D) if a credit is allowed against such tax for State or
local sales tax in accordance with paragraph (2) (C), by add-
ing an amount equal to the amount of his deduction under
section 164 (a) (4) for such sales tax.”

PrerMITTED ADJUSTMENTS.—Section 6362(b) (2) (relat-
ing to permitted adjustments) is amended by adding at the
end thereof the following new subparagraph:

“(C) A credit is allowed against such tax for all or a
portion of any general sales tax imposed by the same State or
a political subdivision thereof with respect to sales to the tax-
payer or his dependents.”

(2) QUALIFIELD RESIDENT TAX WHICH 18 A PERCENTAGE OF THE
FEDERAL TAX—

(A) PerMITTED ADJUSTMENTS.—Section 6362 (c¢) (3) (relat-
ing to permitted adjustments) is amended—

- 1(11} by striking out “both” and inserting in lieu thereof
a 3

A( ;13 by striking out “and” at the end of subparagraph
(A),
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(iii) by striking out the period at the end of subpara-
graph &1{) and inserting in lieu thereof “, and”, and
(iv) by adding at the end thereof the following new
subparagraph:
i sC) if a credit is allowed against such tax for State or
loca] sales tax in accordance with paragraph (42‘(13), the
liability for tax is increased by the increase 1n such liability
which would result from including as an item of income an
amount equal to the amount of his deduction under section
164(a) (4) for such sales tax.”
(B) FURTHER PERMITTED ADJUSTMENTS.—Section 6362(c) 26 USC 6362.
(4) (relating to further permitted adjustments) is amended
to read as follows:
“(4) FURTHER PERMITTED ADJUSTMENTS.—A tax which other-
wise meets the requirements of paragraphs (1) and (2) shall not
be deemed to fail to meet such requirements solely because it
provides for one or both of the following adjustments:
“(A) A credit determined under rules prescribed by the
Secretary is allowed against such tax for income tax paid to
another State or a political subdivision thereof.
“(B) A credit 1s allowed against such tax for all or a
portion of any general sales tax imposed by the same State or
a political subdivision thereof with respect to sales to the
taxpayer or his dependents.”
(¢) Promierrion oN CuARrGeEs For FEDERAL COLLECTION OF STATE
Income Taxes.—Section 6361(a) (relating to general rules for Fed- 26 USC 6361.
eral collection and administration of State individual income taxes)
is amended by insertinﬁ, after the first sentence thereof, the follow-
inf: “No fee or other charge shall be imposed upon any State for the
collection or administration of the qualified State individual income
taxes of such State or any other State.”.
(d) Errective Date—The amendments made by this section shall 26 USC 6361
take effect on the date of the enactment of this Act. note.

SEC. 2117. CANCELLATION OF CERTAIN STUDENT LOANS. 26 USC 61 note.
(a) I~x Gexerar—In the case of an individual, no amount shall be

included in income for purposes of section 61 of the Internal

Revenue Cocﬁ;m?;fE 1954 by reason of the discharge of all or part of the

indebtedness of the individual under a student loan if such dischar;

was pursuant to a provision of such loan under which all or part of

the indebtedness of the individual would be discharged if the individ-

ual worked for a certain period of time in certain geographical areas

or for certain classes of employers.

(b} StupenT Loan.—For purposes of this section the term “student “Student loan.”

loan” means any loan to an individual to assist the individual in

attending an educational organization described in section 170(b) (1)

(A) (i) of such Code—

(1) by the United States, or an instrumentality or agency
thereof, or a State, territory, or gosseeﬁion of the United States, or
any political subdivision thereof, or the District of Columbia, or

(2)by any such educational organization pursuant to an agree-
ment with the United States, or an instrumentality or agency
thereof, or a State, territory, or possession of the United States,
or any political subdivision thereof, or the District of Columbia
under which the funds from which the loan was made were
provided to such educational organization.



90 STAT. 1912

26 USC 61 note.

26 USC 337.

26 USC 337
note.

26 USC 61 note.

26 USC 118.
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(¢) Errecrive Dare.—The provisions of this section shall apply to
discharges of indebtedness made before January 1, 1979.

SEC. 2118. TREATMENT OF GAIN OR LOSS ON SALES OR EXCHANGES
IN CONNECTION WITH SIMULTANEOUS LIQUIDATION OF
A PARENT AND SUBSIDIARY CORPORATION.

(a) In GexERaL—Section 337 (relating to gain or loss on sales or
exchanges in connection with certain liquidations) is amended by add-
ing the following sentence at the end of subsection (c)(2) thereof:

“This paragraph shall not apg)ly to a sale or exchange by a
member of an affiliated group of corporations, as defined in sec-
tion 1504 (a) (but without regard to the exceptions contained in
section 1504(b)), if each member of such group (including the
common parent corporation) which receives, within the 12-month
Feriod beginning on the date of the adoption of a plan of complete
iquidation by the corporation which made the sale or exchange,
a distribution in compliete liquidation from any other member of
such ost;?up is itself completely liquidated within such 12-month

ri

(bl;eEFn".m'ws Darte—The amendment made by subsection (a) shall
apply to sales or exchanges made pursuant to a plan of complete
liquidation adopted after December 31, 1975.

SEC. 2119. REGULATIONS RELATING TO TAX TREATMENT OF CER-
TAIN PREPUBLICATION EXPENDITURES OF PUBLISH-
ERS.

(a) GeneraL RuLe.—With respect to taxable years beginning on or
before the date on which ations dealing with preEubhca,tion
expenditures are issued after the date of the enactment of this Act, the
application of sections 61 (as it relates to cost of goods sold), 162, 174,
263, and 471 of the Internal Revenue Code of 1954 to any prepublica-
tion expenditure shall be administered—

(1) without regard to Revenue Ruling 73-895, and

(2) in the manner in which such sections were applied consist-
ently by the taxpayer to such expenditures before the date of the
issuance of such revenue ruling. )

(b) Rraurarions To Br Proserorive Onvy.—Any regulations
issued after the date of the enactment of this Act which deal with the
application of sections 61 (as it relates to cost of goods sold), 162, 174,
9263, and 471 of the Internal Revenue Code of 1954 to prepublication
expenditures shall ap}:ly only with respect to taxable years beginning
after the date on which such regulations are issued.

(c) PrepusLicATION ExrENDITURES DEFINED.—For purposes of this
section, the term “prepublication expenditures” means expenditures
paid or incurred by the taxpayer (in connection with his trade or busi-
ness of publishing) for the writing, editing, compiling, illustrating,
designing, or other development or improvement of a book, teaching
aid, or similar product.

SEC. 2120. CONTRIBUTIONS IN AID OF CONSTRUCTION FOR CERTAIN
UTILITIES.

Sa) I~ GeneraL.—Section 118 (relating to contributions to the cap-
ital of a corporation) is amended by redesignating subsection (b) as
subsection (c) and inserting immediately after subsection (a) the fol-
lowing new subsection:

“(b) ContriBUTIONS IN AID OF CONSTRUCTION.—

“(1) GeneraL ruLe—For purposes of this section, the term
‘contribution to the capital of the taxpayer’ includes any amount
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of money or other property received from any person (whether

or not a shareholder) by a regulated Fubhc utility which provides

water or sewerage disposal services if— .

“(A) such amount is a contribution in aid of construction,

“EB) where the contribution is in property which is other
than water or sewerage disposal facilities, such amount meets
the requirements of the expenditure rule of paragraph (2),
and

“(C) such amounts (or any property uired or con-
stru(cta)d with such amm;t(nts) u{a Eot gfmludzﬁq'm the taxpay-
er’s rate base for rate-making purposes. !

“(2) ExpexpiTure RULE—AnN amount meets the requirements
of this famgra.ph if— .

(A) an amount equal to such amount is expended for
the acquisition or construction of tangible property described
in section 1231(b)—

“(i) which was the purpose motivating the contribu-
tion, and

& ( ii) which is used predominantly in the trade or busi-
ness of furnishing water or sewerage disposal services,

“(B) the expenditure referred to in subparagraph (A)
oceurs before the end of the second taxable year after the
year in which such amount was received, and

“(C) accurate records are kept of the amounts contributed
and expenditures made on the basis of the project for which
the contribution was made and on the basis of the year of
contribution or expenditure.

“(3) Derinrrions.—For purposes of this section—

“(A) CONTRIBUTION IN AID OF CONSTRUCTION.—TLhe term
‘contribution in aid of construction’ shall be defined by regu-
lations prescribed by the Secretary; except that such term
shall not include amounts paid as customer connection fees
(including amounts paid to connect the customer’s property
to a main water or sewer line and amounts paid as service
charges for starting or stopping services).

“(%ef PrepomiNaNTLY.—The term ‘predominantly’ means
80 percent or more.

“SC) Reeuratep pupLic urinity.—The term ‘regulated

ublic utility’ has the meaning given such term by section

701(a) (33) ; except that such term shall not include any
such utility which 1s not required to provide water or sewer-
age disposal services to members of the general public in its
service area.

“(4) DISALLOWANCE OF DEDUCTIONS AND INVESTMENT CREDIT;
ApJUSTED BAsIS.—Notwithstanding any other provision of this sub-
title, no deduction or credit shlﬁl be allowed for, or by reason
of, the expenditure which constitutes a contribution in aid of con-
struction to which this subsection applies. The adjusted basis of
any ]ﬁro rty acquired with contributions in aid of construction to
which this subsection applies shall be zero.”

(b) Conroryineg AMENDMENT.—Section 362(c) (relating to special 26 USC 362.
rule for contributions to capital) is amended by adding the following
new paragraph immediately after paragraph (2):

“(8) EXCEPTION FOR CONTRIBUTIONS IN AID OF CONSTRUCTION.—
The provisions of this subsection shall not apply to contributions
in aid of construction to which section 118( bg)s plies.” Ante, p. 1912.

(¢) Errecrive Dare.—The amendments made by tgls section apply 26 USC 118
to contributions made after January 31, 1976. note.
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SEC. 2121. PROHIBITION OF DISCRIMINATORY STATE TAXES ON PRO-
DUCTION AND CONSUMPTION OF ELECTRICITY.

(a) I~ GeNeran.—The Act entitled “An Act relating to the power
of the States to impose net income taxes on income derived from inter-
state commerce, and authorizing studies b oon%:ssional committees
of matters pertaining thereto”, approved mber 14, 1959 (73 Stat.
5553 15 U.S.C. 381 et seq.) is amended by strﬁm’ out title IT (relating
to studies) and inserting in lieu thereof the following:

“TITLE II—DISCRIMINATORY TAXES

“Sec. 201. No State, or political subdivision thereof, may impose or
assess a tax on or with respect to the generation or transmission of
electricity which diseriminates against out-of-State manufacturers,
producers, wholesalers, retailers, or consumers of that electricity., For
purposes of this section a tax is discriminatory if it results, either
directly or indirectly, in a greater tax burden on electricity which is
generated and transmitted in interstate commerce than on electricity
which is generated and transmitted in intrastate commerce.”

(b) Errective Dare.—The amendment made by subsection (a)
shall take effect beginning June 30, 1974.

SEC. 2122. ALLOWANCE OF DEDUCTION FOR ELIMINATING ARCHITEC-
TURAL AND TRANSPORTATION BARRIERS FOR THE
HANDICAPPED.

(a) In GeneraL—Part VI of subchapter B of chapter 1 ( relating
to itemized deductions for individuals and corporations) is amende
by adding at the end thereof the following new section:

“SEC. 190. EXPENDITURES TO REMOVE ARCHITECTURAL AND TRANS-
PORTATION BARRIERS TO THE HANDICAPPED AND
ELDERLY.

“(a) TrREATMENT As EXPENSES.—

“(1) In GeNeraL—A taxpayer may elect to treat qualified
architectural and transportation barrier removal expenses which
are paid or incurred by him during the taxable year as expenses
which are not chnrgﬂnﬁle to ca.pit[;faccount. The expenditures so
treated shall be allowed as a deduction.

“(2) Erection.—An election under paragraph (1) shall be
made at such time and in such manner as the Secretary prescribes
by regulations.

“(b) Derr~rrions.—For purposes of this section—

“(1) ARCHITECTURAL AND TRANSPORTATION BARRIER REMOVAL
eExpENSES.—The term ‘architectural and transportation barrier
removal expenses’ means an expenditure for the purpose of mak-
ing any facility or public transportation vehicle owned or leased
by the taxpayer for use in connection with his trade or business
more accessible to, and usable by, handicapped and elderly
individuals.

“(2) QUALIFIED ARCHITECTURAL AND TRANSPORTATION BARRIER
REMOVAL EXPENSE—The term ‘qualified architectural and trans-
portation barrier removal expense’ means, with respect to any
such facility or public transportation vehicle, an architectural or
transportation barrier removal expense with respect to which the
taxpayer establishes, to the satisfaction of the Secretary, that
the resulting removal of any such barrier meets the standards
promulgated by the Secretary with the concurrence of the Archi-
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tectural and Transportation Barriers Compliance Board and
set forth in regulations prescribed by the Secretary. )

“(3f Haxpicappep 1NDIVIDUAL—The term ‘handicapped indi-
vidual’ means any individual who has a physical or mental dis-

ability (including, but not limited to, blindness or deafness) which
for such individual constitutes or results in a functional limita-
tion to employment, or who has any physical or mental impair-
ment (including, but not limited to, a sight or heari
impairment) which substantially limits one or more major life
activities of such individual.

b c? Lmyrration.—The deduction allowed by subsection(a) for any
taxable year shall not exceed $25,000.

“(d) Reeurarions.—The Secretary shall prescribe such regulations
as may be necessary to carry out the provisions of this section within
180 c}?,ys after the date of the enactment of the Tax Reform Act of
1976.

(b) TecuxicAL AND CONFORMING AMENDMENTS.—

(1) The table of sections for such part VI ig amended by add-
ing at the end thereof the following new item:
“Sec. 190. Expenditures to remove architectural and transportation bar-
riers to the handicapped and elderly.”
(2) Section 263(a)(1) (relating to capital expenditures) is
amended—
" (A) by striking out “or” at the end of subparagraph (D)
ereof,
(B) by striking out the period at the end of subsection
(E) thereof and inserting in lieu thereof a comma and the
word “or”, and
(C) by adding at the end thereof the following new
subparagraph:
“(F) expenditures for removal of architectural and trans-
portation barriers to the handicapped and elderly which
the taxpayer elects to deduct under section 190.”
(3) Section 1245 (a) (relating to gain from dispositions of cer-
tain depreciable property) is amended—
by striking out “or 188” each place it appears in para-
%gghs (2) and (3) (D) and inserting in lieu thereof “188, or

1
(B) by striking out “or 185” in paragraph (2) (D) and
inserting in lieu thereof “185, or 190”; and
(C) by addin% at the end of faragrsph (2) the following
new sentence: “For purposes of this section, any deduction
allowable under section 190 shall be treated as if it were a
deduction allowable for amortization.”
. (4) Section 1250(b) (8) (relating to depreciation adjustments)
is amended b;r striking out “or 188" and 1nserting in lieu thereof
%188, or 1907,

(¢) Errective Date.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1976, and before
January 1,1980.

SEC. 2123. HIGH INCOME TAXPAYER REPORT.

The Secretary of the Treasury shall publish annually information
on the amount of tax paid by individual taxpayers with high total

incomes. Total income for this purpose is to be calculated and set forth
in three ways:

90 STAT. 191&

Ante, p. 1520.

26 USC 263.

26 USC 1245.

26 USC 1250.

26 USC 190
note.

26 USC 56 note.
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(1) by adding to adjusted gross income any items of tax pref-
erence excluded from, or deducted in arriving at, adjusted gross
income

(2) i)y subtracting any investment expenses incurred in the
production of such income to the extent of the investment income,

and
(8) by making both of the adjustments referred to in para-
graphs l&and (2). _Jns
In any event these data are to include the number of such individuals
with fotal income over $200,000 who owe no Federal income tax (after
credits) and the deductions, exclusions or credits used by them to
avoid tax.

SEC. 2124. TAX INCENTIVES TO ENCOURAGE THE PRESERVATION OF
HISTORIC STRUCTURES.
() AmorTIZATION OF REHABILITATION EXPENDITURES,—
(1) Arrowance oF pepucrioN.—Part VI of subcha.gter B of
chapter 1 (relating to itemized deductions) is amended by adding
at the end thereof the following new section:

“SEC. 191. AMORTIZATION OF CERTAIN REHABILITATION EXPENDI-
TURES FOR CERTIFIED HISTORIC STRUCTURES.

“Sa,) Arvowance oF Depucrion.—Every person, at his election,
shall be entitled to a deduction with respect to the amortization of the
amortizable basis of any certified historic structure (as defined in
subsection (d)) based on a period of 60 months. Such amortization
deduction shall be an amount, with respect to each month of such
period within the taxable year, equal to the amortizable basis at the
end of such month divide! by the number of months (including the
month for which the deduction is computed) remaining in the period.
Such amortizable basis at the end of the month shall be computed
without regard to the amortization deduction for such month. The
amortization deduction provided by this section with respect to any
month shall be in lieu of the depreciation deduction with respect to
such basis for such month provided by section 167. The 60-month
period shall begin, as to any historic structure, at the election of the
taxpayer, with the month following the month in which the basis is
u.ccluired, or with the succeeding taxable year.

“(b) Errcrion or AmortizaTioN.—The election of the taxpayer to
take the amortization deduction and to begin the 60-month period
with the month following the month in which the basis is aequired, or
with the taxable year succeeding the taxable year in which such basis
is acquired, shall be made by filing with the Secretary, in such man-
ner, in such form, and within such time as the Secretary may by regu-
lations preseribe, a statement of such election.

“(e) TermiNaTION OF AMORTIZATION DEDUCTION.—A taxpayer who
has elected under subsection (b) to take the amortization deduction
provided in subsection (a) may, at any time after making such election,
discontinue the amortization deduction with respect to the remainder
of the amortization period, such discontinuance to begin as of the
beginning of any month specified by the taxpayer in a notice in writ-
ing filed with the Secretary before the beginning of such month. The
depreciation deduction provided under section 167 shall be allowed,
beginning with the first month as to which the amortization deduction
does not apply, and the taxpayer shall not be entitled to any further
amortization deduction under this section with respect to such certified
historic structure.
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“(d) Derixrrions.—For purposes of this section— .
“(1) CERTIFIED HISTORIC STRUCTURE—The term ‘certified his-
toric structure’ means a building or structure which is of a char-
acter subject to the allowance for depreciation provided in section

167 which—

“(A) islisted in the National Register,

“(B) is located in a Registered Historic District and is
certified by the Secretary of the Interior as being of historic
significance to the district, or

“(C) is located in an historic district designated under a
statute of the appropriate State or local government if such
statute is certified by the Secretary of the Interior to the Sec-
retary as containing criteria which will substantially achieve
the purpose of preserving and rehabilitating buildings of his-
toric significance to the district.

“(2) AaorrizaBLE BASIS.—The term ‘amortizable basis’ means
the portion of the basis attributable to amounts expended in con-
neetion with certified rehabilitation.

%(8) Cerrrrren REFABILITATION.—The term ‘certified rehabilita-
tion’ means any rehabilitation of a certified historic structure
which the Seeretary of the Interior has certified to the Secretary
as being consistent with the historic character of such property or
the district in which such propertl? is located.

“(e) Deprecration Depucrion.—The depreciation deduction pro-
vided by section 167 shall, despite the provisions of subsection (a),
be allowed with respect to the portion of the adjusted basis which is
not the amortizable basis.

& f{) Lrre TeExanT AND REMAINDERMAN.—In the case of property
held by one person for life with remainder to another person, the
deduction under this section shall be computed as if the life tenant
were the absolute owner of the property and shall be allowable to the
life tenant.

“(g) Cross REFERENCES.—

“(1) For rules relating to the listing of buildings and structures in
the National Register and for definitions of ‘National Register’ and

‘Registered Historic District’, see section 470 et seq. of title 16 of the
United States Code.

“(2) For specizl rule with respect to certain gain derived from the dis-
position of property the adjusted basis of which is determined with
regard to this section, see section 1245.”

(2) Garv on pispostrioN.—Section 1245(a) (relating to gain
from dispositions of certain depreciable property) is amended by
striking out “or 190” each place it appears and inserting in lieu
thereof “190, or 191”.

(3) CoNFORMING AMENDMENTS,—

(A) The table of sections for part VI of subchapter B of
chapter 1 is amended by inserting at the end thereof the fol-
lowing new item :

“See. 191. Amortization of certain rehabilitation expenditures for certi-
fled historie structures.”
(B) Section 642(f) (relating to amortization deductions
of estates and trust) is amended by striking out “and 188”
and inserting in lieu thereof “188, and 191",
(C) Section 1082(a) (2) (B) (relating to basis for deter-
mining gain or loss) is amended by striking out “or 188" and
inserting in lieu thereof #188, or 191,

89-194 O—78—pt. 2——29
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(D) Section 1250(b) (3 (relating to degreeia.tion adjust-
ments) is amended by striking out “or 190” and inserting in
lieu thereof “190 or 1917,

(4) Errective paTe—The amendments made by this subsec-
tion shall apply with respect to additions to capital account made
after June 14, 1976 and before June 15, 1981.

(b) Demorrrion.—

(1) Disarrowaxce or pepvcrions.—Part IX of subchapter B
of chapter 1 (relating to items not deductible) is amended by add-
ing at the end thereof the following new section:

“SEC. 280B. DEMOLITION OF CERTAIN HISTORIC STRUCTURES.

“(a) Generar Rure.—In the case of the demolition of a certified
historic structure (as defined in section 191(d) (1) )—

“(1) no deduction otherwise allowable under this chapter shall
be allowed to the owner or lessee of such structure for—

“(A) any amount expended for such demolition, or
*(B) any loss sustained on account of such demolition ; and

“(2) amounts described in paragraph (1) shall be treated as
properly chargeable to capita{) account with respect to the land
on which the demolished structure was located.

“(b) Seecrar Rure For Recisterep Historic Districrs.—For pur-
poses of this section, any building or other structure located in a Regis-
tered Historic District shall be treated as a certified historic structure
unless the Secretary of the Interior has certified, prior to the demoli-
tion of such structure, that such structure is not of historic significance
to the district.”

(2) Crericar amenpmeENT.—The table of sections for part IX
of subchapter B of chapter 1 is amended by adding at the end
thereof the following new item:

“Sec. 280B. Demolition of certain historic structures.”

(3) Errective paTE—The amendments made by this subsection
shall apply with respect to demolitions commencing after
June 30, 1976, and before January 1, 1981.

(¢) DeprEcIATION OF IMPROVEMENTS.—

(1) MeTHOD OF DEPRECIATION.—Section 167 (relating to depre-
ciation) is amended by redesignating subseetion (n) as (p), and
by inserting after subsection (m) the following new subsection:

“(n) Straeut Lixe MeETHOD 1N CERTAIN CASES.—

“(1) I~ cexeEraL—In the case of any property in whole or in
part constructed, reconstructed, erected, or used on a site which
was, on or after June 30, 1976, occupied by a certified historic
structure (as defined in section 191((8 (1)) which is demolished
or substantially altered (other than by virtue of a certified reha-
bilitation as defined in section 191(d) (3) ) after such date—

“EA) subsections (b), (j), gk), and (1) shall not apply,
“(B) the term ‘reasonable allowance’ as used in subsection
a) shall mean only an allowance computed under the straight
line method.

“(2) Exceerron.—The limitations imposed by this subsection
shall not apply to personal property.”

(2) Errective pATE.—The amendment made by this subsection
shall apply to that portion of the basis which is attributable to
construction, reconstruction, or erection after December 31, 1975,
and before January 1, 1981.

(d) SusstaxTIALLY REHABILITATED PROPERTY.—
(1) Section 167 (relating to depreciation) is amended by insert-
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ing after subsection (n) (as added by subsection (c) of this
section) the following new subsection :
“(0) SusstanTiaLLy RemasmrraTep Historic ProPERTY.—

“(1) GeneraL ruLE—Pursuant to regulations prescribed by the
Secretary, the tax}i,ayer may elect to compute the depreciation
deduction attributable to substantially rehabilitated historic prop-
erty as though the original use of such property commenced with
him. The election shall be effective with respect to the taxable year
referred to in paragraph (2) and all succeeding taxable years,

“(2) SUBSTANTIALLY REHABILITATED PROPERTY.—FoOr purposes
of paragraph (1), the term ‘substantially rehabilitated historic
property’ means any certified historic structure (as defined in see-
tion 191(d) (1)) with respect to which the additions to capital Ante, p. 1916.
account for any certified rehabilitation (as defined in section
191(d) (3) ) during the 24-month period ending on the last daly of
any taxable year, reduced by any amounts allowed or allowable as
depreciation or amortization with respect thereto, exceeds the
greater of—

“(A) the adjusted basis of such property, or

“(B) $5,000.
The adjusted basis of the property shall be determined as of the
beginning of the first day of such 24-month period, or of the hold-
ing period of the property (within the meaning of section 1250
%) whichever is later.”

(2) Errecrive paTe—The amendment made by this subsection 26 USC 167
shall apply with respect to additions to capital account occurring note.
after leme 30, 1976, and before July 1, 1981.

(e) Transrers oF PArTian InTerests 1N ProperTy For CoONSERVA-
110N PURPOSES.—

(1) INCOME TAX DEDUCTIONS FOR CHARITABLE CONTRIBUTIONS OF
PARTIAL INTERESTS IN PROPERTY FOR CONSERVATION PURPOSES.—Sec-
tion 170(f)(3) (relating to charitable contributions) 1is 26 USC 170.
amended—

(B(f})) by striking out “or” at the end of subparagraph
1
B) hg striking out “propert{.”, at the end of sub};:am-
graph (B) (ii) and inserting in lieu thereof “pro%ertﬁ, )
(%) by ad after clause (ii) of subparagraph (B) the
following new clauses:

‘Péii) a lease on, option to purchase, or easement with
respect to real property of not less than 30 years’ dura-
tion granted to an organization described in snubsection
(b) (1) (A) exclusively for conservation purposes, or

“(iv) a remainder interest in real property which is
granted to an organization described in subsection Sb)
(1) (A) exclusively for conservation purposes.”, an

(D) by adding at the end thereof the folilowing new sub-
paragraph:
“(gr) CONSERVATION PURPOSES DEFINED.—For purposes of
subparagraph (B), the term ‘conservation purposes’ means—
“(i) the preservation of land areas for public outdoor
recreation or education, or scenic enjoyment ;
“(ii) the preservation of historically important land
areas or structures; or
“(iii) the protection of natural environmental systems.”,
(2) ESTATE TAX DEDUCTION FOR TRANSFER OF PARTTAL INTERESTS
IN PROPERTY FOR CONSERVATIONS PURPOSES.—Section 2055(e) (2) 26 USC 2055.
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(relating to deductions from gross estate) is amended by strik-
ing out ©(other than a remainder interest in 5 personal residence
or farm or an undivided portion of the decedent’s entire interest
in property)” and inserting in lieu thereof “(other than an inter-
est described in section 170(f) (3) (B))”.

(3) GIFT TAX DEDUCATION FOR TRANSFERS OF PARTIAL INTERESTS IN
PROPERTY FOR CONSERVATION PURPOSES.—Section 2522(c) (2)
(relating to deductions from taxable gifts) is amended by strik-
ing out *(other than a remainder interest in a personal residence
or farm or an undivided portion of the donor’s entire interest in
property)” and inserting in lieu thereof “(other than an inter-
est described in section 170(f) (3) (B))".

(4) Errecrive pATE—The amendments made by this subsection
shall apply with respect to contributions or transfers made after
June 13,1976, and before June 14, 1977.

SEC. 2125, AMENDMENT TO SUPPLEMENTAL SECURITY INCOME
PROGRAM.
Section 1612(a) (2) (A) (iii? of the Social Security Act is amended
by striking out “fifth month” and inserting in lieu thereof “seven-
teenth month”.

SEC. 2126. EXTENSION OF CARRY-OVER PERIOD FOR CUBAN EXPRO-
PRIATION LOSSES

Subparagraph (D) of section 172(b) (1) (rel-ating to years to which
loss may be carried) is amended by striking out “15” and inserting in
lieu thereof “20”,

SEC. 2127. OUTDOOR ADVERTISING DISPLAYS.

(In) In GenerarL.—Section 1033(g) (relating to condemnation of
real property held for productive use in trade or business or for invest-
ment) is amended by adding at the end thereof the following new
paragraph :

# ?3) ELECTION TO TREAT OUTDOOR ADVERTISING DISPLAYS AS REAL
PROPERTY.—

“(A) I~ eENERAL—A taxpayer may elect, at such time
and in such manner as the Secretary may prescribe, to treat
property which constitutes an outdoor advertising display
as real property for purposes of this chapter. The election
provided by this subparagraph mail not be made with respect
to any property witE respect to which the credit allowed by
section 38 (relating to investment in certain depreciable
property) is or has been claimed or with respect to which
an election under section 179(a) (relating to additional first-
year depreciation allowance for small business) is in effect.

“(B) Erecrion.—An election made under subparagraph
(A) may not be revoked without the consent of the Secretary.

“(C) Ourpoor ADVERTISING DISPLAY.—For purposes of this
paragraph, the term ‘outdoor advertising display’ means a
rigidly assembled sign, display, or device permanently affixed
to the ground or permanently attached to a building or other
inherently permanent structure constituting, or used for the
disPla of, a commercial or other advertisement to the public.

“(D) CHARACTER OF REPLACEMENT PROPERTY.—FOr purposes
of this subsection, an interest in real property purchased as
replacement property for a compulsorily or involuntarily con-
verted outdoor advertising display defined in subpnragra%l';
(C) (and treated by the taxpayer as real property) shall
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considered property of a like kind as the property converted
without regard to whether the taxpayer’s interest in the
replacement property is the same kind of interest the tax-
payer held in the converted property.” y y

(b) Efrective Date—The amendment made by this section shall 26 USC 1033
apply to taxable years beginning after December 31, 1970. note.
SEC. 2128. TAX TREATMENT OF LARGE CIGARS.

(a) Ix GeNeraL—So much of section 5701(a) (relating to the 26 USC 5701.
manner of taxation and the rates of tax on cigars) as follows para-
graph (1) is amended to read as follows:

“(2) LaArce crears.—On cigars weighing more than 3 pounds
per thousand, a tax equal to 814 percent of the wholesale price,
but not more than $20 per thousand.

Cigars not exempt from tax under this chapter which are removed but
not intended for sale shall be taxed at the same rate as similar cigars
removed for sale.”

(b) Derinrrion or WHoLEsALE Price—Section 5702 is amended by 26 USC 5702.
adding at the end thereof the following new subsection :

“(m) Wuoresare Price— Wholesale price’ means the manufactur-
er’s, or importer’s, suggested delivered price at which the cigars are to
be sold to retailers, inclusive of the tax imposed by this chapter or sec-
tion 7652, but exclusive of any State or local taxes imposed on cigars
as a commodity, and before any trade, cash, or other discounts, or any
promotion, advertising, display, or similar allowances. Where the
manufacturer’s or importer’s suggested delivered price to retailers is
not adequately supported by bona fide arm’s length sales, or where the
manufacturer or importer has no suggested delivered price to retailers,
the wholesale price shall be the price for which cigars of comparable
retail price are sold to retailers in the ordinary course of trade as
determined by the Secretary.”

(¢) RecorpkEEPING REQUIREMENT.—Section 5741 is amended to read
as follows:

“SEC. 5741. RECORDS TO BE MAINTAINED. 26 USC 5741.
“FEvery manufacturer of tobacco products or cigarette papers and
tubes, every importer, and every export warehouse proprietor shall
keep such records in such manner as the Secretary shall by regulation
rescribe. The records required under this section shall be available
or inspection by any internal revenue officer during business hours.”
(d) CrLERiCAL AMENDMENTS.—

(1) The heading of subchapter D of chapter 52 is amended to
read as follows:

“Subchapter D—Records of Manufacturers and Importers of
Tobacco Products and Cigarette Papers and Tubes, and
Export Warehouse Proprietors”.

(2) The table of subchapters for chapter 52 is amended by
striking out the item relating to subchapter D and inserting in
lieu thereof the following :

“SuscuArTER D. Records of manufacturers and importers of tobacco
products and cigarette papers and tubes, and export
warehouse proprietors.”
~ (e) Erreorive Date.—The amendments made by this section shall 26 USC 5701
take effect on the first month which begins more than 90 days after the note.
date of the enactment of this Act.
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SEC. 2129. TREATMENT OF GAIN FROM SALES OR EXCHANGES
BETWEEN RELATED PARTIES.
(a) In GeveraL.—Section 1239 (relating to gain from sale of cer-
tain property between spouses or between an individual and a con-
trolled corporation) is amended to read as follows:

“SEC. 1239. GAIN FROM SALE OF DEPRECIABLE PROPERTY BETWEEN
CERTAIN RELATED TAXPAYERS.

“(a) TreATMENT OF (FAIN As OrpINARY INcoME.—In the case of a
sale or exchange of property, directly or indirectly, between related
persons, any gain recognized to the transferor shall be treated as ordi-
nary income if such property is, in the hands of the transferee, sub-
ject to the allowance }nr depreciation provided in section 167.

“(b) Revatenp Persoxs.—For purposes of subsection (a), the term
‘related persons’ means—

“(1) a husband and wife,

*(2) an individual and a corporation 80 percent or more in value
of the outstanding stock of which is owned, directly or indirectly,
by or for such individual, or

“(3) two or more corporations 80 percent or more in value of
the outstanding stock of each of which is owned, directly or
indirectly, by or for the same individual.

“(¢) CoxstrucTive OwNERSHIP OF STocK.—Section 318 shall apply
in determining the ownership of stock for purposes of this section,
except that sections 318(a) (2) (C) and 318(a) (3}3(01 shall be a})p}ied
without regard to the 50-percent limitation contained therein.”

(b) Errecrive Date—The amendment made by this section shall
apply to sales or exchanges after the date of the enactment of this Act.
For purposes of the preceding sentence, a sale or exchange is considered
to have occurred on or before such date of enactment if such sale or
exchange is made pursuant to a binding contract entered into on or
before that date.

SEC. 2130. APPLICATION OF SECTION 117 TO CERTAIN EDUCATION
PROGRAMS FOR MEMBERS OF THE UNIFORMED SERVICES.

Subsection (c¢) of section 4 of the Act entitled an Act to suspend
until the close of June 30, 1975, the duty on certain carboxymethyl
cellulose salts, and for other purposes, approved October 26, 1974 (88
Stat. 1457; Public Law 93—483). is amended by striking out “and
1975" and inserting in lieu thereof the following: “and 1975, and, in
the case of a member of a uniformed service receiving training in
programs described in subsection (a) during calendar year 1976, with
;ospﬂ;t to amounts received during calendar years 1976, 1977, 1978, and

9¢9.
SEC. 2131. EXCHANGE FUNDS.

(a) Corrorate REORGANIZATIONS.—Paragraph (2) of section 368 (a)
(special rules relating to definition of reorganization) is amended by
adding at the end thereof the following new subparagraph:

“(F) CERTAIN TRANSACTIONS INVOLVING 2 OR MORE INVEST-

MENT COMPANTES,—

“(i) If immediately before a transaction described in
paragraph (1) (other than subparagraph (E) thereof),

2 or more parties to the transaction were investment com-
panies, then the transaction shall not be considered to be

a reorganization with respect to any such investment
company (and its shareholders and security holders)
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unless it was a regulated investment company, a real
estate investment trust, or a corporation which meets the
requirements of clause (ii).

“(ii) A corporation meets the requirements of this
clause if not more than 25 percent of the value of its total
assets is invested in the stock and securities of any one
issuer, and not more than 50 percent of the value of its
total assets is invested in the stock and securities of 5 or
fewer issuers. For purposes of this clause, all members of
a controlled group of corporations (within the meaning
of section 1563 (a) ) shall be treated as one issuer.

“(iii) For purposes of this subparagraph the term
‘investment company’ means a regulated investment com-
pany, a real estate investment trust, or a corporation
more than 50 percent of the value of whose total assets
are stock and securities and more than 80 percent of the
value of whose total assets are assets held for investment.
In making the 50-percent and 80-percent determinations
under the preceding sentence and securities in any
subsidiary corporation shall be disregarded and the par-
ent corporation shall be deemed to own its ratable share
of the subsidiary’s assets, and a corporation shall be
considered a subsidiary if the parent owns 50 percent or
more of the combined voting power of all classes of stock
entitled to vote, or 50 percent or more of the total value
of shares of all classes of stock outstandin %

“(iv) For purposes of this subparagraph, in deter-
mining total assets there shall be excluded cash and cash
items (including receivables). Government securities,
and, under regulations prescribed by the Secretary, assets
acquired (through incurring indebtedness or otherwise
for purposes of meeting the requirements of elause (ii
or ceasing to be an investment company.

“(v) This subparagraph shall not apply if the stock of
each investment company is owned substantially by the
same persons in the same proportions.

“(vi) If an investment company which is not diversi-
fied within the meaning of clause (ii) acquires assets of
another corporation, clause (i) shall be applied to such
investment company and its shareholders and securig
holders as though its assets had been acquired by su
other corporation. If such investment company acquires
stock of another corporation in a reorganization described
in section 368(&)(’1) (B) (hereafter referred to as the
‘actual acquisition’), clause (i) shall be applied to the
shareholders and security holders of such investment com-
pany as though they had exchanged with such other cor-
poration all of their stock in such investment company
for a percentage of the value of the total outstanding
stock of the other corporation equal to the percentage of
the value of the total outstanding stock of such invest-
ment company which such shareholders own immediately
after the actual acquisition. For purposes of section 1001,
the deemed acquisition or exchange referred to in the two
preceding sentences shall be treated as a sale or exchang
of [Froperty by the corporation and by the shareholders
and security holders to which clause (i) is applied.”

90 STAT. 1923

26 USC 1563.
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(b) Parr~ersurrs.—Section 721 (relating to nonrecognition of gain
or loss on transfers to partnerships) is amended to read as follows:

“SEC. 721. NONRECOGNITION OF GAIN OR LOSS ON CONTRIBUTION.

“(a) GeNEraL RuLe.—No gain or loss shall be recognized to a part-
nership or to any of its partners in the case of a contribution of prop-
artzv to the partnership in exchange for an interest in the partnership.

“(b) Seeciar RuLe—Subsection (a?-‘ shall not apply to gain realized
on a transfer of property to a partnership which would be treated as an
investment company (within the meaning of section 851) if the part-
nership were incorporated.”

(c) Conroryineg AMENDMENT.—Sections 722 and 723 (relating to
tax basis) are each amended by striking out “contribution.” and insert-
ing in lieu thereof “contribution increased by the amount (if any) of
gain recognized to the contributing partner at such time.”

(d) Commoxn Trust Funps.—Subsection (e) of section 584 érelating
to admission to and withdrawal from a common trust fund) is
amended by inserting after the first sentence the following new sen-
tence : “The admission of a participant shall be treated with respect to
the participant as the purchase of, or an exchange for, the participat-
ing interest.”

%e) TrusTs.—

(1) Ix eENERAL—Section 683 irelating to applicability of pro-
visions) is amended to read as follows:

“SEC. 683. USE OF TRUST AS AN EXCHANGE FUND.

“(a) Gexeran Rure—Except as provided in subsection (b), if
property is transferred to a trust in exchange for an interest in other
trust property and if the trust would be an investment company
(within the meaning of section 351) if it were a corporation, then
gain shall be recognized to the transferor.

“(b) Exceprion ror PoorLep Income Funps.—Subsection (a) shall
not afply to any transfer to a pooled income fund (within the mean-
ing of section 642(¢) (5)).”

(2) Coxrorming AMENDMENT.— Lhe table of sections for sub-
part F of part I of subchapter J of chapter 1 is amended by
striking out the item relating to scetion 683 and inserting in lien
thereof the following:

“See, 683, Use of trust as an exchange fund.”

(f) Errecrive Dares.—

(1) Except as provided in paragraph (2), the amendment
made by subsection (a) shall app%y to transfers made after
February 17, 1976, in taxable years ending after such date.

(2) The amendment made by subsection (a) shall not apply
to transfers made in accordance with a ruling issued by the
Internal Revenue Service before February 18, 1976, holding that
a proposed transaction would be a reorganization described in
paragraph (1) of section 368(a) of the Internal Revenue Code
of 1954,

(3) Except as provided in paragraph (4), the amendments
made by subsections (b) and (¢) shall app(liy to transfers made
after February 17, 1976, in taxable years en in%after such date.

(4) The amendments made by subsections (b) and (c) shall
not apply to transfers to a partnership made on or before the
90th day after the date of the enactment of this Act if—

(A) either—
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(i) a ruling request with respect to such transfers
was filed with the Internal Revenue Service before
March 27, 1976, or

(i1) a registration statement with respect to such
transfers was filed with the Securities and Exchange
Commission before March 27, 1976,

(B) the securities transferred were deposited on or before
thei g{;th’ Ehay after the date of the enactment of this Act, and
either—

(1) the aggregate value (determined as of the close of
the 60th day referred to in subparagraph (B), or, if
earlier, the close of the deposit periocF)T og the securities
so transferred does not exceed $100,000,000, or

(ii) the securities transferred were all on deposit on
February 29, 1976, pursuant to a registration statement
referred to in subparagraph (A) (ii).

(5% If no registration statement was required to be filed with 26 USC 721
the Securities and Exchange Commission with respect to the note.
transfer of securities to any partnership, then paragraph (4)
shall be applied to such transfers—

(A) as if paragraph (4) did not contain subparagraph
(A) (1) thereof, and

(B) by substituting “$25,000,000” for “$100,000,000” in
subparagraph (C) (i) thereof.

(6) ']H’le amendments made by subsections (d) and (e) shall 26 USC 584
tak]t; gﬁect on April 8, 1976, in taxable years ending on or after note.
such date,

SEC. 2132. CONTRIBUTIONS OF CERTAIN GOVERNMENT PUBLICATIONS.
(a) In GeneravL.—Section 1221 (relating to definition of capital 26 USC 1221.
asset) is amended by—
(1; striking out “or” at the end of paragraph (4) ;
(2) striking out the ]l)eriod at the en OF paragraph (5) and
ins(erting (Lnn lieu fﬂ:ﬁreof‘ ;or”,ainc} anan .
3) adding after para, 5) the following new para s
“(E)i) a pulﬁicatioxf) of the United States Government %mmﬁ
the Congressional Record) which is received from the Unite
States Government or any agency thereof, other than by purchase
at }tl;hﬁi rice at which it is offered for sale to the public, and which
ishe —
i (yA} a taxpayer who so received such publication, or
“(B) a taxpayer in whose hands the basis of such publica-
tion is determined, for purposes of determining gain from a
sale or exchange, in whole or in part by reference to the basis
of such publication in the hands of a taxpayer described in
subparagraph (A).”.
b) Errective Dare.—The amendment made by subsection (a) 26 USC 1221
shall apply to sales, exchanges, and contributions made after the date note.
of enactment of this Act.

SEC. 2133. TAX INCENTIVES STUDY. 26 USC 8022
(a) Stupy.—The Joint Committee on Taxation, in consultation note.

with the Treasury, shall make a full and complete study and compara-

tive analysis of the cost effectiveness of different kinds of tax incentives,

including an analysis and study of the most effective way to use tax

cuts in a period of business recession to provide a stimulus to the

economy.
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(b) RerorT.—The Joint Committee on Taxation shall submit to the
Committee on Finance of the Senate and to the Committee on Ways
and Means of the House of Representatives a final report of its study
and investigation together with its recommendations, including recom-
mendations for legislation, as it deems advisable.

(¢) Rerorring Date—The final report called for in subsection (b)
of this section shall be submitted no later than September 30, 1977.

SEC. 2134. PREPAID LEGAL EXPENSES.

(2) Excrusion.—Part I11 of subchapter B of chapter 1 is amended
by inserting after section 119 the following new section:

“SEC. 120. AMOUNTS RECEIVED UNDER QUALIFIED GROUP LEGAL
SERVICES PLANS.

“(a) ExcrusioN BY EMPLOYEE FOR CONTRIBUTIONS AND LEGAL SERY-
1ces Provipep By EMproyER.—Gross income of an employee, his spouse,
or his dependents, does not include—

“(1) amounts contributed by an employer on behalf of an
employee, his spouse, or his dependents under a qualified group
legal services plan éas defined in subsection (b)) ; or

“(2) the value of legal services provided, or amounts paid for
legal services, under a qualified group legal services plan (as
defined in subsection (b)) to, or with respect to, an employee, his
spouse, or his dependents.

“(bgonmmn ROUP LEGAL Services Pran.—For purposes of
this section, a qualified group legal services plan is a separate written
plan of an employer for the exclusive benefit of his employees or their
spouses or dependents to provide such employees, spouses, or depend-
ents with specified benefits consisting of personal legal services through
prepayment of, or provision in advance for, legal fees in whole or in
part (b}; the employer, if the plan meets the requirements of subsec-
tion (c).

“(c) REQUIREMENTS.—

“(1) Discriminarion.—The contributions or benefits provided
under the plan shall not discriminate in favor of employees who
are officers, shareholders, self-employed individuals, or highly
compensated.

“(2) Eucmuiry.—The plan shall benefit employees who qual-
ify under a classification set up by the employer and found by
the Secretary not to be discriminatory in favor of employees who
are described in paragraph (1). For purposes of this paragraph,
there shall be excfuded from consideration employees not incluged
in the plan who are inclnded in a unit of employees covered by
an agreement which the Secretary of Labor finds to be a collec-
tive bargaining agreement between employee representatives and
one or more employers, if there is evidence that group legal serv-
ices plan benefits were the subject of good faith bargaining
between such employee representatives and such employer or
employers.

“(3) ContrIBUTION LIMITATION.—Not more than 25 percent of
the amounts contributed under the plan during the year may be
provided for the class of individuals who are shareholders or
owners (or their spouses or dependents), each of whom (on any
day of the year) owns more than 5 percent of the stock or of the
capital or profits interest in the employer.

‘(4) Norirrcation.—The plan shall give notice to the Secre-
tary, in such manner as the Secretary may by regulations pre-
seribe, that it is applying for recognition of the status of a
qualified group legal services plan.
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“(5z)eCoN'ran'rmNs.—Amounts contributed under the Rlan
shall be paid only (A) to insurance companies, or to organiza-
tions or persons that provide personal legal services, or indem-
nification against the cost of personal legal services, in exchange
for a prepayment or payment of a premium, (B) to organizations
or trusts described in section 501(e) (20), (C) to organizations /Infra.
described in section 501(c) which are permitted by that section
to receive payments from an employer for support of one or more
qualified group legal services plan or plans, except that such
organizations shall pay or credit the contribution to an organiza-
tion or trust deseribed in section 501(c) (20), (D) as prepayments
to providers of legal services under the plan, or (E) a combina-
tion of the above.

“(d) Ormer DerFiNTTIONS AND SPECIAL RULES.—For purposes of this
section—

“(1) SELF-EMPLOYED INDIVIDUAL; EMPLOYEE.—The term ‘self-
employed individual’ means, and the term ‘emplofylree’ includes,
for any year, an individual who is an employee within the mean-
ing of section 401(c) (1) (relating to self-employed individuals).

“(2) Emprover.—An individual who owns the entire interest
in an unincorporated trade or business shall be treated as his own
employer. A partnership shall be treated as the employer of each
partner who is an employee within the meaning of paragraph (1).

“(3) Arrocarrons.— Allocations of amounts contributed under
the plan shall be made in accordance with re%:dations prescribed
by the Secretary and shall take into account the expected relative
utilization of benefits to be provided from such contributions or
plan assets and the manner in which any premium or other charge
was developed.

“(4) DepexpENT.—The term ‘dependent’ has the meaning given *Dependent.”
to it by section 152.

“(5) ExcLusivE BENEFIT.—In the case of a plan to which con-
tributions are made by more than one employer, in determining
whether the plan is for the exclusive benefit of an employer’s
employees or their spouses or dependents, the employees of any
employer who maintains the plan shall be considered to be the
employees of each employer who maintains the plan.

“(6) ArtriBuTiON RULES—For purposes of this section—

“(A) ownership of stock in a corporation shall be deter-
mined in accordance with the rules provided under subsec-
tions (d) and (e) of section 1563 (without regard to section
1563 (e) (3) (C) ), and

“(B) the interest of an emlfloyee in a trade or business
which is not incorporated shall be determined in accordance
with regulations E)rescribed by the Secretary, which shall be
based on principles similar to the principles which apply
in the case of subparagraph (A).

“(7) TrME oF NOTICE TO SECRETARY.—A plan shall not be a quali-
fied group legal services plan for any period prior to the time
notification was provided to the Secretary in accordance with
subsection (¢) (4), if such notice is given after the time prescribed
by the Secretary by regulations for iving such notice.”

(b) Exempr Srarus.—Section 501(c) (relating to exempt organi- 26 USC 501.
zations) is amended by adding at the end thereof the following new
paragraph :

“(20) an organization or trust created or organized in the
United States, the exclusive function of which is to form part of
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a qualified group legal services plan or plans, within the meaning
of section 120. An organization or trust which receives contribu-
tions because of section 120(¢) (5) (C) shall not be prevented from
qualifying as an organization described in section 501(c) (20)
merely because it provides legal services or indemnification
against the cost of legal services unassociated with a qualified
group legal services plan.”

(¢) Trcuxicar, AMENDMENT.—The table of sections for part IIT of
subchapter B of chapter 1 is amended by inserting after the item relat-
ing to section 119 the following new item:

“See, 120. Amounts received under qualified group legal services plans.”

(d) Stopy axp ReporT BY SECRETARIES OF TREASURY AND LABOR.—

(1) A complete study and investigation with respect to the
desirability and feasibility of continuing the exclusion from
income of certain prepaid group legal services benefits under sec-
tion 120 of the Internal Revenue Code of 1954 shall be made by
the Secretary of Labor and by the Secretary of the Treasury,

(2) The ls'stracretnry of Labor and the Secretary of the Treasury
shall report to the President and the Congress with respect to the
study and investigation conducted under paragraph (1) not later
than December 31, 1980.

(e) Errective DATES.—

(1) Ix geENErRAL—Except as provided in paragraph (2), the
amendments made by this section shall apply to taxable years
beginning after December 31, 1976, and ending before January 1,
1982,

(2) Norice REQUIREMENT.—For purposes of section 120(d) (6)
of the Internal Revenue Code of 1954, the time preseribed by the
Secretary of the Treasury by regulations for giving the notice
required by section 120(c)(4) of such Code shall not expire
before the 90th day after the day on which regulations prescribed
under such section 120(c) (4) first become ﬁnu%.

(3) EXISTING PLANS.—

(A) For purposes of section 120 of the Internal Revenue
Code of 1954, a written group legal services plan which was
in existence on June 4, 1976, shall be considered as satisfying
the requirements of subsections (b) and gc) of such section
120 for the period ending with the compliance date (deter-
mined under subparagraph (B)).

(B) Comrriance pate—For purposes of this paragraph,
the term “compliance date” means—

(i) the date occurring 180 days after the date of the
enactment of this Act, or

(ii) if later, in the case of a plan which is maintained
pursuant to one or more agreements which the Secre-
tary of Labor finds to be collective bargaining agree-
ments, the earlier of December 31, 1981, or the date on
which the last of the collective bargaini eements
relating to the plan terminates (determined without
regard to any extension thereof agreed to after the date
of the enactment of this Act).

SEC. 2135. SPECIAL RULE FOR CERTAIN CHARITABLE CONTRIBUTIONS

OF INVENTORY AND OTHER PROPERTY.

() In GENERAL—Section 170(e) (relating to certain contributions
of ordinary income and capital gain property) is amended by adding
at the end thereof the following new paragraph:
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“(3) SPECIAL RULE FOR CERTAIN CONTRIBUTIONS OF INVENTORY
AND OTHER PROPERTY.—

“(A) QuanrFrep coNTRIBUTIONS.—For purposes of this
paragraph, a qualified contribution shall mean a charitable
contribution of property described in paragraph (1) or (2)
of section 1221, by a corporation (other than a corporation
which is an electing small business corporation within the
meaning of section 1371(b)) to an organization which is
described in section 501(¢) (8) and is exempt under section
501(a) (other than a private foundation, as defined in section
509 (a), which is not an operating foundation, as defined in
section 4942(j) (3) ), but only if—

“(i) the use of the property by the donee is related to
the purpose or function constituting the basis for its
exemption under section 501 and the property is to be
used ‘Ey the donee solely for the care of the ill, the needy,
or infants;

“(ii) the property is not transferred by the donee in
exchange for money, other property, or services;

“(iii) the taxpayer receives from the donee a written
statement representing that its use and disposition of the
property will be in accordance with the provisions of
clauses (1) and (ii) ; and

“(iv) in the case where the property is subject to regu-
lation under the Federal Food, Drug, and Cosmetic Act,
as amended, such property must fully satisfy the applica-
ble requirements of such Act and regulations promul-
gated thereunder on the date of transfer and for one
hundred and eighty days prior thereto.

“(B) Amount or rEDUCTION.—The reduction under para-
graph (1) (A) for ang' nalified contribution (as defined in
subparagraph (A)) shall be no greater than the sum of—

“%5 one-half of the amount computed under para-
graph (1) (A) (computed without regard to this para-

gralg?z y A . : :

“(ii) the amount (if any) by which the charitable con-
tribution deduction under this section for any qualified
contribution (computed by taking into account the
amount determined in clause (i), but without regard to
this clause) exceeds twice the basis of such property.

“(C) This paragraph shall not apply to so much of the
amount of the gain described in paragraph (1)(A) which
would be long-term capital gain but for the application of
sections 617, 1245, 1250, 1251, or 1252."

(b) Errecrive Date—The amendment made by this section applies
to charitable contributions made after the date of enactment of this
Act, in taxable years ending after such date.
8EC. 2136. TAX TREATMENT OF THE GRANTOR OF OPTIONS OF STOCK,

SECURITIES, AND COMMODITIES.

(a) Section 1234 (relating to options to buy or sell) is amended to
read as follows:

“SEC. 1234. OPTIONS TO BUY OR SELL.

“(a) TrEATMENT oF GA1xN oR Loss iv THE CASE oF THE PURCHASER.—

“(1) GeneraL rULE—Gain or loss attributable to the sale or
exchange of, or loss attributable to failure to exercise, an option

90 STAT. 1929

26 USC 1221.

26 USC 301.

26 USC 170

note.

26 USC 1234.
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to buy or sell property shall be considered gain or loss from the

sale or exchange of property which has the same character as the

property to which the option relates has in the hands of the tax-

Ea.y]els; or would have in the hands of the taxpayer if acquired
y him).

“(2) SPECIAL RULE FOR LOSS ATTRIBUTABLE TO FAILURE TO EXER-
o1sE oprioN.—For purposes of paragraph (1), if loss is attribut-
able to failure to exercise an option, the option shall be deemed
to have been sold or exchanged on the day 1t expired.

4 (13) NoNAPPLICATION OF SUBSECTION.—This subsection shall not
apply to—

“(A) an option which constitutes property deseribed in
paragraph (RI of section 1221 ;

“(B) in the case of gain attributable to the sale or
exchange of an option, any income derived in connection with
such option which, without regard to this subsection, is
treated as other than gain from the sale or exchange of a
capital asset; and

“(C) a loss attributable to failure to exercise an option
described in section 1233 (¢).

“(b) TrearmeNT oF GranNTOR OF OPTiON IN THE CASE OF STOCK,
SECURITIES, OR COMMODITIES.—

“(1) GeNEraL RULE—In the case of the grantor of the option,
gain or loss from any closing transaction with respect to, and
gain on lapse of, an option in property shall be treated as a gain
or loss from the sale or exchange of a capital asset held not more
than 6 months.

“(2) DerinrTioNs.—For purposes of this subsection—

“(A) Crosine TRANSAcTION.—The term ‘closing transac-
fion’ means any termination of the taxpayer’s obligation
under an option in property other than through the exercise

or lapse of the option.
% B) ProrerTy.—The term ‘property’ means stocks and
securities (including stocks and securities dealt with on a
‘when issued’ basis), commodities, and commodity futures.
“(3) NonaAPPLICATION OF SUBSECTION.— This subsection shall not
apply to any option granted in the ordinary course of the tax-
payer's trade or business of granting options.”
26 USC 1234 (b) Errectrve Date,—The amendment made by subsection (a) shall
note. apply to options granted after September 1, 1976.

SEC. 2137. EXEMPT-INTEREST DIVIDENDS OF REGULATED INVEST-
MENT COMPANIES.
26 USC 852. (a) GeNERaL—Section 852(a) (1) (relating to regulated investment
companiesg is amended to read as follows:
“(1) the deduction for dividends Ea.id during the taxable year
(as defined in section 561, but without regard to capital gain
dividends& equals or exceeds the sum of—
“(A) 90 percent of its investment company taxable income
for the taxable year determined without regard to subsection
(b) (2) (D) ; and
“(B) 90 percent of the excess of (i) its interest income
excludable from gross income under section 103(a) (1) over
( ii{)r ’1ts deductions disallowed under sections 265, 171(a) (2),
and”.
(b) Drvioenps Pam Depuctron.—Section 852(b) (2) (D) (relating
to taxable income) is amended to read as follows:
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“(D) the deduction for dividends paid (as defined in sec-
tion 561) shall be allowed, but shall be computed without
regard to capital gain dividends and exempt-interest
dividends.” ! ' (

(c) Exempr-INTerest Divioenps.—Section 852(b) (relating to
method of taxation of regulated investment companies and share-
holders) is amended by inserting after paragraph (4) the following
new par E?h (6):

e 5% XEMPT-INTEREST DIVIDENDS.—Lf, at the close of each quar-
ter of its taxable year, at least 50 percent of the value (as defined
in section 851(c)(4)) of the total assets of the regulated invest-
ment company consists of obligations described in section
103(a) (1), such company shall be qualified to pay exempt-interest
dividends, as defined herein, to its shareholders.

“(A) Derinrrion—An exempt-interest dividend means
any dividend or part thereof (other than a capital gain
djvidendg paid by a regulated investment company and des-
ignated by it as an exempt-interest dividend in a written
notice mailed to its shareholders not later than 45 days after
the close of its taxable year. If the aggregate amount so
designated with respect to a taxable year of the company
(including exempt-interest dividends paid after the close of
the taxable year as described in section 855) is greater than
the excess of—

“(i) the amount of interest excludable from gross
income under section 103(a) (1), over
“(ii) the amounts disallowed as deductions under
sections 265 and 171(a) (2),
the portion of such distribution which shall constitute an
exempt-interest dividend shall be only that proportion of the
amount so designated as the amount of such excess for such
taxable year bears to the amount so designated.

“(B) TREATMENT OF EXEMPT-INTEREST DIVIDENDS BY SHARE-
HOLDERS.—An exempt-interest dividend shall be treated by
the shareholders for all purposes of this subtitle as an item
of interest excludable from gross income under section 103(a)
(1). Such purposes include but are not limited to—

_ “(i) the determination of gross income and taxable
income,

“(ii) the determination of distributable net income
under subchapter J,

“(iii) the allowance of, or calculation of the amount
of, any credit or deduction, and

“(iv) the determination of the basis in the hands of
any shareholder.of any share of stock of the company.”

(d) TECHNICAL AMENDMENT. tion lﬂs(gg;cas redesignated by
section 1305 of this Act (relating to exclusions from gross income of
interest on certain government obligations) is amended by inserting
after paragraph (23) the following new paragraph :

“(24 empt- i i
p vfd eldﬁx’:;pszc i?i'::?ﬁtz (gi)v(lg;(n‘;i;:.'—l?or treatment of exempt-interest

(e) Disarrowance or Devucrions.—Section 265 (relating to non-

allowance of deductions for expenses and interest relatin

C C I to tax-
exempt income) is amended by adding at the end thereof the ?oﬂowing
new paragraphs:
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%(8) CERTAIN REGULATED INVESTMENT COMPANIES.—In the case
of a regulated investment company which distributes during
the taxa%la year an exempt-interest dividend (including exempt-
interest dividends paid after the close of the taxable year as
described in section 855), that portion of any amount otherwise
allowable as a deduction which the amount of the income of such
company wholly exempt from taxes under this subtitle bears to
the total of such exempt income and its gross income (excluding
from gross income, for this purpose, capital gain net income, as
defined in section 1222 (9) ).

“(4) INTEREST RELATED TO EXEMPT-INTEREST DIVIDENDS.—Inter-
est on indebtedness incurred or continued to purchase or carry
shares of stock of a regulated investment company which during
the taxable year of the holder thereof distributes exempt-interest
dividends.”

(e) Errecrive Dare.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1975.

SEC. 2138. COMMON TRUST FUND TREATMENT OF CERTAIN CUSTODIAL
ACCOUNTS.
(a) Ix GENErAL.—Section 584(a) (1) (relating to definition of com-
mon trust fund) is amended to read as follows:
“(1) exclusively for the collective investment and reinvestment
of moneys contributed thereto by the bank in its capacity—

* ?A} as a trustee, executor, administrator, or guardian, or

“(B) asa custodian of accounts—

“(i) which the Secretary determines are established
pursuant to a State law which is substantially similar to
the Uniform Gifts to Minors Act as published by the
American Law Institute, and

“(ii) with respect to which the bank establishes, to the
satisfaction of the Secretary, that it has duties and
responsibilities similar to duties and responsibilities of
a trustee or guardian; and”.

SEC. 2139. SUPPORT TEST FOR DEPENDENT CHILDREN OF DIVORCED
ETC., PARENTS,

(a) In GeneraL.—Section 152 (relating to definition of depend-
ents) is amended by striking the word “all” in subsection (e) (2) (B)
(i) thereof and inserting in lieu thereof “each”.

(b) Errecrive Date—The amendment made by this section shall
apply to taxable years beginning after the date of the enactment of
this Aect.

SEC. 2140. INVOLUNTARY CONVERSION OF REAL PROPERTY.

(a) In Generan.—Section 1083(g) (relating to involuntary con-
versions), as amended by this Act, 1s amended by adding at the end
thereof the following new paragraph:

“(4) Specian rRULE—In the case of a compulsory or involun-
tary conversion described in paragraph (1), subsection (a)(3)
(B) (1) shall be applied by substituting ‘3 years’ for ‘2 years’”,

(b) Errecrive Date.—The amendment made by this section shall
apply with respect to any disposition of converted property (within

e meaning of section 1033(a) (2) of the Internal Revenue Code of
1954) after December 31, 1974, unless a condemnation proceeding
wflﬂl}l reipact to such property began before the date of the enactment
of this Act.
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SEC. 2141. LIVESTOCK SOLD ON ACCOUNT OF DROUGHT.
(a) Ix GENERAL—Section 451 (relating to general rules for taxable 26 USC451.
fear of inclusion) is amended by adding at the end thereof the fol-
owing new subsection :
“(e) SpeciaL Ruce For Proceens From Livestock Sorn ox Account
or DrovenT.—

“(1) Ix eExERAL—In the case of income derived from the sale
or exch of livestock (other than livestock described in sec-
tion 1231(b) (3 Bﬂin excess of the number the taxpayer would sell
if he followed his usual business practices, a taxpayer reporting
on the cash receipts and disbursements method of accounting may
elect to include such income for the taxable year following the
taxable year in which such sale or exchange occurs if he estab-
lishes that, under his usual business pgactices, the sale or exchange
would not have occurred in the taxable year in which it occurred
if it were not for drought conditions, and that these drought con-
ditions had resulted in the area being designated as eligible for
assistance by the Federal Government.

“(2) Lamrratron.—Paragraph (1) shall apply only to a tax-
payer whose principal trade or business is farming (within the
meaning of section 6420(c) (3)).”

(b) Errecrive Date—The amendment made by this section applies 26 USC 451
to taxable years beginning after December 81, 1975. O

Approved October 4, 1976.
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