
The original documents are located in Box 60, folder “10/4/76 HR10612 Tax Reform Act of 
1976 (5)” of the White House Records Office: Legislation Case Files at the Gerald R. Ford 

Presidential Library. 
 

Copyright Notice 
The copyright law of the United States (Title 17, United States Code) governs the making of 
photocopies or other reproductions of copyrighted material. Gerald R. Ford donated to the United 
States of America his copyrights in all of his unpublished writings in National Archives collections.  
Works prepared by U.S. Government employees as part of their official duties are in the public 
domain.  The copyrights to materials written by other individuals or organizations are presumed to 
remain with them.   If you think any of the information displayed in the PDF is subject to a valid 
copyright claim, please contact the Gerald R. Ford Presidential Library.  
 
Exact duplicates within this folder were not digitized. 



H. R. 10612-101 

SEC. 1023. EXCLUSION FROM SUBPART F OF CERTAIN EARNINGS OF 
INSURANCE COMPANIES. 

(a) IN GENERAL.-Paragraph ( 3) o£ section 954 (c) (relating to 
foreign personal holding company income) is amended by striking 
out "or" at the end o£ subparagraph (A), by striking out the ~riod~ 
at the end of subparagraph (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 o£ 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 o£ risks 
of persons who are related persons (within the meaning o£ 
subsection (d) (3) ).". 

(b) EFFECTIVE DATE.-The amendment 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 for-
eign corporations end. · 
SEC. 1024. SIDPPING PROFITS OF FOREIGN CORPORATIONS. 

(a) CERTAIN SHIPPING 0PERATioNs.-Subsection (b) o£ section 954 
(relating to foreign base company income) is amended by adding at 
the end thereof the following new paragraph: 

"(7) SPECIAL EXCLUSION FOR FOREIGN BASE COMPANY SHIPPING 
INCOME.-Income of a corporation which is foreign base company 
shipping income under paragraph ( 4) of subsection (a) (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 foreign corporation from, or in 
connection with, the use (or hiring or leasing for use) of an air
craft or vessel in foreigt!- commerce between two points within the 
foreign country in whiCh such corporation is created or organized 
and such aircraft or vessel is registered." 

(b) EFFECTIVE DATE.-The amendment 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) o£ the Internal Revenue Code 
of 1954) within which or with which such taxable years o£ 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. 

(a) OVERALL LIMITATION ON FoREIGN TAx CREDIT.-Section 904 
(relating to limitation on foreign tax credit) is amended to read as 
follows: 
"SEC. 904. LIMITATION ON CREDIT. 

"(a) LIMITATION.-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 m excess of the taxpayer's 
entire taxable income) bears to his entire taxable income for the same 
taxable year. 

"(b) TAXABLE INcoME FOR PURPOsES OF CoMPUTING LIMITATION.~ 
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). 

"(c) CARRYBACK AND CARRYOVER OF ExCESs TAx PAID.-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 Uus subpart exceed the limita
tion under subsection (a) shall be deemed taxes paid or accrued to 
foreign countries or possessions of the United State·s 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 pa1d or accrued in a prior 
taxable year, in the amount by which the limitation under subsec
tion (a) for such preceding or succeeding taxable year exceeds the sum 
of the taxes paid or accrued 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 accrued 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 accrued in any 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 posses
sions of the United States. 

" (d) APPLICATION OF SECTION IN CASE OF CERTAIN INTEREST 
INcoME AND DIVIDENDS FRoM A DISC OR FoRMER DISC.-

"(1) IN GENERAL.-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 described in paragraph (2), 
"(B) dividends from a DISC or fonner DISC (as defined 

in sectiOn 992 (a) ) to the extent such dividends are tre111ted as 
income from sources without the United States, and 

" (C) income other than the interest income described in 
paragraph (2) and dividends described in subparagraph 
(B). . 

"(2) INTEREST INCOME TO WHICH APPLICABLE.-For purposes of 
this subsection, the interest income described 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 
business in a foreign country or a possession of the United 
States, 

"(B) derived in the conduct by the taxpayer of a banking, 
financing, 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 indirectly, at least 10 percent of the 
votmg stock, or 
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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 b.e considered as 
bein$ proportionately owned by its shareholders. 

" (e) TRANSITIONAL ltULEs FOR CARRYBACKS AND CARRYOVERS FOR 
TAXPAYERS ON THE PER-COUNTRY I.ill\IITATION.-

" (1) APPLICATION OF SUBSECTION.-This subsection shall apply 
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.-ln the case of any taxpayer to whom this subsection 
applies, any carryover from a taxable year beginnin~ before Jan
uary 1, 1976, may be used in taxable years begtnning after 
December 31, 1975, to the extent provided in subsection (c), 
but only to the extent such carryover could have been used 
in such succeeding taxable years if the per-country limitation 
continued to apply to all taxable years beginning after Decem
ber 31, 1975. 

"(3) CARRYBACKS TO YEARS BEGINNL....-G BEFORE JANUARY 1, 
1976.-ln 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-eountry limitation con
tinued to apply to all taxable years beginning after December 
31z1975. . 

'(4) APPLICATION OF LIMITATIONS.-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 ltEFERENCE.-
"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) CoNFORMING AMENDMENTS.-
(!) 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 
s~ction 901 (a) ( relatmg to allowance of foreign tax credit), 
and". 
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(3) Paragraph (3) of section 1351(d) is amended to read as 
follows: 

"(3) FoREIGN TAXEs.-For purposes of this subsection, any 
choice made under subpart A of part III of subchapter N ( relat
ing to foreign tax credit) for any taxable year may be changed.;.:. 

(4) Section 1503(b) (1) is amended by striking out", and if 
for the taxable year an election under section 904(b) (1) (relat
ing to election of overall limitation on foreign tax credit) is in 
effect". · 

(5) Sections 383, 6038(b) (1) (A), and 6501(i) are each 
amended by striking out "section 904 (d)" each place it appears 
therein and inserting in lieu thereof "section 904 (c)". 

( 6) Subsection (e) of section 907 (relating to transitional rules) 
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 lteform Act of 1976)"; 

(B) by striking out "section 904(a) (1)" in paragraph (2) 
and inserting in lieu 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)". 

(c) EFFECTIVE DATES.-
(1) IN GENERAL.-Except as provided in paragraphs (2) and 

(3), the amendments made by this section shall apply to taxable 
years beginning after December 31, 1975. · 

(2) ExcEPriON 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 Revenne Code 
of 1954) which has as of October 1, 1975-

(A) been engaged in the active conduct 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 properly apportioned or allocated to 
its gross income from such trade or business in excess of such 
~ income in at least 2 taxable years, 

(C) 80 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 prillciples of section 904(a) (1) of such Code as in effect 
before the enactment of this Act. 

(3) ExcEPriON FOR INOOM:E 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), 
tb.e 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 beginning 
before January 1, 1979, the provisions of section 904(f) of such 
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 POSSESSION.-!n 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. I£ 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 January 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. 
(a) IN GENERAL.-Section 904 (as.amended by section 1031 of this 

Act) is amended by redesignating subsection (f) as subsection (g) 
and by inserting after subsection (e) the followmg new subsection : 

" (f) fucAPTURE oF OVERALL FoREIGN Loss.-
"(1) GENERAL RULE.-For purposes of this subpart and 

section 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 paragraph in prior taxable yea.rs), or 

" (B) 50 percent (or such larger percent as the taxpayer 
may choose) of the taxpayer's taxa;ble 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 LOSS 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 subla.rt for such taxable year) for such yea.r is exceeded 
by the sum o the deductions properly a.pportioned or a.llocated 
thereto, except that there shall not be taken into account-

"(A) any net operating loss deduction allowa.ble for such 
year under section 172 (a) or any ca.pitalloss carry backs and 
car:rxovers to such year under section 1212, and 

"(B) any-
" ( i) 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. 

"(3) DISPOSITIONS.-
" (A) IN GENERAL.-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 taxpa.yer, 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 
paragraph ( 1) for such taxable year or any prior taxable 
year, and . 

"(ii) paragraph (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.--
" ( i) 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. 

" ( ii) Any taxable income recognized solely by reason 
of subparagraph (A) shall have the same characteriza
tion it would have had if the taxpayer had sold or 
exchanged the ~roperty. 

" (iii) The ~ecretary shall prescribe such regula
tions as he may deem necessary to provide for adjust
ments to the basis of propert; to reflect taxable income 
recognized solely by reason o subparagraph (A). 

"(C) ExcEPTIONs.-Notwithstanding subparagraph (B), 
the term 'disposition' does not include--

"(i) a disposition of property which is not a material 
factor in the realization of income by the tax:payer, or 

" ( ii) a disposition of property to a domestic corpo
ration in a distribution or transfer described in section 
381(a). 

" ( 4) DETERMINATION OF FOREIGN OIL RELATED LOSS WHERE SECTION 
907 APPLIEs.--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 determining the foreign oil related income for 
such year is exceeded by the sum of the deductions properly 
apportioned or allocated thereto, except that there shall not be 
taken into account--

" (A) any net operating loss deduction allowable for such 
year 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 
" ( 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.". 
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(b) CooRDINATION WITH SECTION 907.-Section 907 is amended
( 1) by striking out the last sentence of subsection (b) (as 

amended by section 1035 (b)), and 
(2) by striking out subsection (f), and by redesignating subsec-

tion (g) as subsection (f). · ·~ 
(c) EFFECTIVE DATES.- . 

(1) IN GENERAL.-Except as provided in paragraphs (2) 
and (3), the amendments made by subsections (a) and (b) (2) 
shall apply to losses sustained in taxab1e 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 
indebtedness 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 ENACTME:NT.-The 
amendments made by subsection (a) sht11l not apply to losses in
curred on the loss from stock or indebte :ness of a corporation in 
which the taxpayer owned at least 10 pt. .·cent of the voting stock 
and which has sustained losses in 3 out c ·the last 5 taxable years 
beginning before January 1, 1976, whicl ilas sustained an overall 
loss for those 5 years, and with respect t which the taxpayer has 
terminated or will terminate all operP ions by reason of sale, 
liquidation, or other disposition before 1nuary 1, 1977, of such 
corporation or its assets. 

( 4) LIMITATION BASED ON DEFICIT IX EARNINGS AND PROFITS.-If 
paragraph (3) would apply to a taxpayer but for the fact that 
the loss is sustained after December 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 DEVEI.OPED COUNTRY CORPORA
TIONS TO BE GROSSED UP FOR PURPOSES OF DETERMIN
ING UNITED STATES INCOME AND FOREIGN TAX CREDIT 
AGAINST THAT INCOME. 

(a) FoREIGN TAXEs DEEMED PAID BY DoMESTic CoRPORATIONS.
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) TREATMENT OF TAXES PAID BY FoREIGN CoRPORATION.-For 

purposes of this subpart, a domestic corporation which owns at least 
10 ~rcent. o.f the V?ting stock of a foreign corporation from which it 
receives diVIdends m any taxable year shall be deemed to have paid 
th~ same proportion of SflY income, wa~ profits, or e.xcess profits taxes 
paid or deemed to be paid by such foreign corporatiOn to any foreign 
country or to any possession 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) FoREIGN SUBSIDIARY OF FmsT AND SECOND FoREIGY 
CoRPORATioN.-

"(!) ONE TIER.-!£ the foreign cor.l?oration described in sub.:~ 
section (a) (hereinafter in this subsectiOn referred to as the 'first 
foreign corporation') owns 10 percent or more of the votin~ 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
portion of any income, war profits, or excess profits taxes paid or 
deemed 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 TIERS.-!£ 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 forei~n 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
portion of any income, war profits, o.r excess profits taxes paid 
by 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) VOTING STOCK REQUIREM:ENT.-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 b:y the first foreign corporation in the second foreign 
corporation when multiplied together equal at least 5 percent, 
and 

"(B) paragraph (2) shall not apply tmless the percentage 
arrived at for purposes of applying paragraph (1) when 
multiplied ~y the perce~tage of vot~~ stoc~ owned by ~he . 
second foreign corporatiOn m the thm1 foreign corporation 
is equal to at least 5 percent. 

" (c) APPLICABLE EtULES.-
"(1) AccUMULATED PROFITS DEFINED.-For purposes of this sec

tion, the tenn '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 shall have full power to 
detennine 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 ~en 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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been paid from the most recently accumulated gains, profits, or 
earnings. 

"(2) AccouNTINGPERIODs.-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 REFERE~CES.-
"(1) 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 A.:m!~DMENTS.-
(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 
(B) by striking out "section 960 (a) ( 1) (C) " and inserting 

in lieu thereof "section 960 (a) ( 1) ". 
(2) Paragraph (1) of section 960(a) (relating to special rules 

for foreign 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 out "section 902 (a) ( 1) or 960 (a) 
( 1) (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) ". 

(c) EFFECTIVE DATES.-The amendments made by this section shall 
apply-

( 1) in respect of any distribution received by a domestic cor
por&tion 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 
corporwtion out of its profits which are attributable to a distribution 
received from a foreign corporation to which section 902 (b) of the 
Internal Itevenue 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 accumul·ated 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) L"'i GENERAL . ....,..Section (b) of section 904 (relating to taxable 
income for purposes of computing the foreign tax credit limitation), 
as amended by section 1031 of this Act, is amended to read as follows: 

"(b) TAXABLE INCOME FOR PURPOsE OF CoMPUTING LIMITATION.-
"(!) PERSONAL EXEMPTIONs.-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). · · 

"(2) CAPITAL GAINs.-For purposes of subsection (a)
"(.A) CoRPORATIONs.-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 

gaA(h) 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 

"(iii) 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) OTHER TAXPAYERS.-In the case of a taxpayer 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. 

"(3) DEFINITIONs.-For purposes of this subsection-
"(.A) FoREIGN SOURCE CAPITAL GAIN NETINCOME.-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 SOURCE NET CAPITAL GAIN.-The term 'for
eign source net capital gain' means the lesser of-

"(i) net capital gain from sources without the United 
States, or 

" ( ii) net capital gain. · 
" (C) ExCEPTioN FOR GAL."'i 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 
sale or exchange of a capital asset which is personal property 
which-

"(i) 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 
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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 
( ot:P.er than stock in a corporation) sold or exchanged
other than in a country (or possession) in which such 
property is used in a trade or business of thetaxpayer or 
m 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 precedirig the year 
during which the sale or exchange occurred, 

unless such gain is subject to an income, war profits, or excess 
profits 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). 

"(D) SECTION 1231 GAINS.-The term 'gain from the sale 
or exchan~e of ca~ital assets' includes any gain so treated 
under section 1231. ' 

(b) EFFECTIVE DATEs.-The amendment made by this section shall 
apply to taxable years beginning after December 31, 1975, except that 
the provisions of section 904(b) (3) (C) shall only apply to sales or 
exchanges made after November 12,1975. 
SEC. 1035. FOREIGN OIL AND GAS EXTRACTION INCOME. 

(a) REDUCTION IN LIMITATION oN FoREIGN TAx CREDITS ALLOWABLE 
FOR OIL AND GAs EXTRACTION 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) REDUCTION IN AMOUNT ALLoWED AS FoREIGN TAx UNDER SEc
TION 901.-In applying section 901, the amount of any oil and ~as 
extraction taxes paid or accrued (or deemed to have been paid) durmg 
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, multi_plied 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." 

(b) FoREIGN OIL !tELA TED INcoME EARNED BY !NDIVIDUALS.
Subsection (b) of section 907 (relating to special rules in case of for
ei~ oil and gas income) is amended to read as follows : 

'(b) APPLICATION OF SECTION 904 LIMITATION.-
" ( 1) CoRPORATIONS.-In the case of a corporation, the provisions 

of section 904 shall be applied separately with respect t<r-
" (A) foreign oil related income, and 
"(B) other taxable income. 

"(2) OTHER 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 t<r-

"(A.) foreign oil and gas extraction income, and 
"(B) other taxable mcome (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 



II.lt.10612--112 

by section 904(a) (2) shall apply and the per-country limitation 
provided by subsection (a) (1) shall not apply." 

(c) TAx CREDIT FOR PRoDUCTION -SHARING CoNTR.ACTS.-
(1) For purposes of section 901 of the Internal Revenue Code 

of 1954, there shall be treated as income, war profits, and excess~ 
profits taxes 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 forei~ oil and gas 
extraction income (as defined in section 907 (c) ( 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 paragraph (1) shall be those contracts which were 
entered into before April 8, 19761 ·for the sharing of foreign oil 
and ~ production with a foreign government (or an entity 
ownea. by such government) with respect to which amounts 
claimed as taxes paid or accrued 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 31, 1977. 

(d) CARRYBACK AND CARRYOVER oF DisALLOWED CREDrrs.-
(1) IN GENERAL.-Section 907 (as amended by section 1032) is 

amended by redesignating subsection (f) as subsection (g) and 
by inserting after subsection (e) the following new subsection : 

"(f) CARRYBACK AND CARRYOVER OF DISALLOWED CREDrrs.-
"(1) IN GENERAL.-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 oii 
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 acerued 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 sub~art as to taxes paid or accrued for that 
year to foreign countnes or possessions. For purposes of this 
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subsection, the terms 'second preceding taxable year', and 'first 
preceding taxable year' do not include any taxable year ending 
before 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) LIMITATION.--The amount o:f the unused oil and gas 
extraction taxes which under paragraph (1) may be deemed paid 
or accrued in any preceding or succeeding taxable year shall not 
exceed the lesser of--

" (A) the amount by which the limitation provided by 
subsection (a) for such taxable year exceeds the sum of-

" ( i) the oil and gas extraction taxes paid or accrued 
during such taxable year, plus 

" ( ii) the amounts 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 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 foreign 
oil-related income for such taxable year exceeds the sum of-

" ( i) the taxes paid or accrued (or deemed to have been 
paid under section '902 or 960) to all foreign countries 
and possessions of the United States with respect to such 
income during such taxable year, 

" ( ii) the amount of such taxes which were deemed 
paid or accrued 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 accrued 
in such preceding or succeeding taxable year under this sub
section shall be considered to be tax paid or accrued in such 
preceding or succeeding taxable year. 

" (C) 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 lteform Act of 1976 applied to such taxable year." 

(2) DEFINITION OF OIL AND GAS EXTRACTION T.A.XES.--Subsection 
(c) of section 907 is amended by adding Sit the end thereof the 
following new paragraph: 
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" ( 5) OIL AND GAS EXTRACTION TAXES.-The term 'oil and gas 
extraction taxes' means any income, war profits, and excess profits 
tax paid or accrued (or deemed to have been paid under section 
902 or 960) during the taxable year with respect to foreign oil 
and gas extraction income (determined wirthout regard to para..
graph ( 4)) or loss which would be taken into account for purposes 
of section 901 without regard to this section." 

( 3) TECHXICAL AMENDMENT.-Subsection ( i) of section 6501, as 
amended by section 1031, (relating to foreign tax carry backs) 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 (c) " the second place it 
appears and inserting in lieu thereof "section 904( c) or 
907 (f)". 

(e) EFFECTIVE DATEs.-
( 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 ltevenue Code of 1954 
shall only apply to taxable years ending after December 31, 1975. 

( 3) The amendment made by subsection (c) shall apply to tax
able years beginning after June 29, 1976. 

( 4) The amendments made by subsection (d) shall apply to 
taxes paid or accrued during taxable years ending after the date 
of the enactment of this Act. 

SEC. 1036. UNDERWRITING INCOME. 
(a) TREATMENT AS INCOME FRoM SoURCES WITHIN THE UNITED 

STATES.-Section 861 (a) (relating to gross income from sources 
within the United Srtates) is 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 INcom:.-Section 862 (a) ( 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).". 

(c) EFFEcTIVE 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) FoREIGN TAXES DEEMED PAID BY FoREIGN CoRPORATIONS.

Section 960 (a) ( 1) (relating to special rules for foreign tax credits), 
as amended in section 1033, is further amended to read as follows: 

"(1) GENERAL RtJLE.-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 stock of which is owned by such domestic 
corporation, or 

"(B) of a second foreign corporation (hereinafter in this 
subsection referred to as the 'second foreign corporation') at_ 
least 10 .J?ercent of the voting stock of which is owned by the 
first foreign co~oration, 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
tic 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 mcluded in the gross income of such 
domestic corporatiOn attributable . to earnings and profits of the 
second foreign corporation or of the third foreign corporation 
1mless, 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) EFFEcTIVE DATE.-The amendment made by this section shall 
apply 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 yea.rs begin
ning a.fter 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, 
etc.) is hereby repealed. . 
SEC.1042. CHANGES IN RULING REQUIREMENTS UNDER SECTION 367; 

CERTAIN CHANGES IN SECTION 1248. 
(a.) AMENDMENT OF SECTION 367.-Section 367 (relating to foreign 

corporations) is amended to read as follows : 
"SEC. 367. FOREIGN CORPORATIONS. 

" (a.) TRANSFERS OF PROPERTY FROM THE u NlTED STATES.-

" ( 1) GENERAL RULE.-If, in connection with any exchange 
described in section 332, 351, 354, 355, 356, or 361, there is a. trans
fer of property (other tha.n stock or securities of a foreign cor
pora.tion which is a party to the excha.nge or a party to the reorga
nization) by a United States person to a. foreign corporation, 
for purposes of determining tlie extent to which gain shall be 
reco~zed 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 est!Lblish~d to the satisfac
tion of the Secretary that such exchange 1s not m pursuance of a 
plan having as one of its principal purposes the a voidance of 
Federal income taxes. 

"(2) EXCEPI'ION FOR TRANSACTIONS DESIGNATED BY THE SECRE
TARY.-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 reqtiirmg the filing 
of a request. 

" (b) OTHER TRANSFERS.-
"(1) EFFECT OF SECTION TO BE DETERMINED UNDER REGULA

TIONS.-!n the case of any exchange described in section 332, 351, 
354, 355, 356, or 361 in connection with which there is no transfer 
of property described in subsection (a) ( 1), a foreign corporation 
shall be considered to be a corporation except to the extent pro-

. vided in regulations prescribed by the Secretary which are neces
sary or appropriate to prevent the avoidance of Federal income 
taxes. 

"(2) ltEGULATIONS 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) the circumstances under which-
" ( i) gain shall be recognized currently, or amounts 

included in gross income currently as a dividend, or both, 
or 

"(ii) gain or other amounts may be deferred for inclu
sion in the gross income of a shareholder (or his suecessor 
in interest) at a later date, and 

"(B) the extent to which adjustments shall be made to 
earnings and profits, basis of stock or securities, and basis of 
assets. 

" (c) TRANSACTIONS To BE TREATED As ExcHANGES.-
"(1) SECTION 355 DISTRIBUTION.-For purposes of this section. 

any distribution described 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) TRANSITIONAL ltULE.-In the case of any exchange beginning 
before January 1, 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) EAR..."<INGS AND PRoFITS OF SUBSIDIARIES OF FoREIGN CoRPORA
TIONs FOR PURPOSES OF SECTION 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". 

(C) CERTAIN SECTION 311, 336, OR 337 TRANSACTIONS.-
( 1) GENERAL RULE. -Section 1248 (relating to gain from cer

tain sales or exchan~es 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 : 

" (f) CERTAIN SECTION 311, 336, OR 337 TRANSACTIONS.
"(!) IN GENERAL.-!£-

" (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 prescribed 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.-ln 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 sale 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) .-To 
the extent that earnings and profits are taken into account under 
this subsection, they shall be excluded and not taken into account 
for purposes 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 striking out " (as defined in section 1245 (a) ( 3) ) ," 
and inserting in lieu thereof "as defined in section 1245 (a) 
( 3) ) , stock in certain foreign corporations (as described in 
section 1248) ," and 

(B) by striking out "1245(a)," and inserting in lieu 
thereof "1245 (a), 1248 (a),". 

(3) CoNFOIDIING AMENDMENTs.-
(A) Subparagraph (.!\.) of paragraph (2) of subsection 

(c) of section 1248 is amended by striking 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". 

(B) Subparagraph (A) of paragraph (3) of subsection 
(g) (as redesi~ated by paragraph (1) of this subseotion) 
of section 1248 IS amended to read as follows; 

"(.A) a dividend (other than an amount treated as a divi
dend under subsection (f)),". 

(C) Subsection (h) (as redesignated by paragraJ?.h (1) of 
this subsection) of section 1248 is amended by striking out 
"subsection (a)" each place it appears and inserting in lieu 
thereof "subsection (a) or (f)". 

(d) DEcLARATORY JUDGMENT PROCEDURE FOR ~EVIEw BY THE TAx 
CoURT oF SECTION 367 DE~IINATIONs.-

( 1) IN GENERAL-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. 7477. DECLARATORY JUDGMENTS RELATING TO TRANSFERS OF 
PROPERTY FROM THE UNITED STATES. 

" (a) CREATION OF ~EMEDY.- · 
"(1) IN GENERAL-In a case of actual controversy involving

"(.A.) a determination by the Secretary-
"(i) that 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, or 

"(ii) 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 
of its principal purposes the avoidance of Federal income 
taxes, 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 paragraph (2). 
Such declaration shall have the force and effect of a decision of 
the Tax Court and shall be reviewable as such. 

"(2) ScoPE OF DECLARATION.-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 ~aragraph (1), and 

''(B) in the case of a failure described in subparagraph 
(B) of paragraph ( 1), the determination of the issues set 
forth in subparagraph (A) of paragraph (1). 

"(b) LIMIT.\TIONS.-
"(1) PETITIONER.-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 JRevenue 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 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 or with respect to the terms and condi
tions pursuant to which such an exchange will be determined not 
to be made in pursuance 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) CoMMISSIONERS.-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 lieu 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 jud~
ment under section 7477, the legal residence of such person 1f 
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- ·~ 
(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 

(ii) by striking out "section 7476" in the last sentence 
and inserting in lieu thereof "section 7476 or 7477". 

(C) The headmg for section 7476 is amended to read as 
follows: 

"SEC. U76. 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 quall11cation of certain 
retirement plans. 

"Sec. 7477. Declaratory judgments relating to transfers ot 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 IV. Declaratory judgments." 

(e) EFFEcTIVE DATES.-
(1) The amendments made by this section (other than by sub

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 person, a taxpayer 
shall have for 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 purposes 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) hENDME.......,T 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 IJFE 
INSURANCE COMPANIES. 

"(a) ExcLUSION OF 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) CoNTIGuous CouNTRY LIFE I~sURANCE BRANCH.-For pur
poses of this section, the term 'contiguous country life insurance 
branch' means a branch which-

" ( 1) issues insurance contracts insuring risks in connection 
with the lives or health of residents of a country which is contigu
ous to the United States, 

" ( 2) has its principal place of business in such contiguous coun
try, and 

" ( 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 
anl contract relating thereto. 

' (c) SEPARATE Accou~TING REQUIRED.-Any tax:payer which makes 
the election provided by subsection (g) shall estabhsh and maintain a 
separate account for the various income, exclusion, deduction, asset, 
reserve, liability, and surplus items properly attributable to the con
tracts 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. 

" (d) REcOONITIO~ oF GAr~ ON AssETS IN BRA~CH Accou~T.-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 recogpized to the domestic life insurance company 
on the deemed sale described in the preceding sentence. 

" (e) TRANSACTIONS BETWEEN CoNTIGuous CouNTRY BRANCH AND 
DoMESTIC LrFE 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) IN GENERAL.-Except as provided in subparagraph 

(B), a.ny 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 computed without regard to this paragraph). 

"(B) LIMITATION.-The addition provided by subpara
graph (A) for the taxable year with respect to a.ny contigu
ous country life insurance branch shall not E'xceed the 
amount by which-

" ( i) the aggregate decrease in the life insurance 
company taxable mcome 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 

"(ii) the amount of additions to life insurance com
pany taxable income pursuant to subparagraph (A) with 
respect to such contiguous country branch for all prior 
taxable years. 

"(f) OTHER ltULES.-
" ( 1) TREAniENT OF FOREIGN TAXES.-

"(A) IN GENERAL-No income, war profits, or excess prof
its taxes paid or accrued 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 III of subchapter N (relating to foreign 
tax credit) or allowable as a deduction. 

"(B) TREATMENT OF REPATRIATED A~IOUNTS.-For 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 contiguou:,; 
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} UNITED STATES SOURCE INCOME ALLOCABLE TO CO~TIGUOUS 
COUNTRY BRANC:H.-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) ELECTIOx.-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 
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made not later than the time prescribed by law for filing the return 
for the taxable year (includin~ extensions thereof) with respect to 
which such election is made, and such election and any approved rev
ocation thereof shall be made in the manner provided by the Secretary. 

"(h) SPECIAL RULE FOR DoMEsTic SrocK LIFE INSURANCE CoM
PANIES.-At the election of a domestic stock life insurance company ·
which has a contiguous country life insurance branch described in · 
subsection (b) (without regard to the mutual requirement in subsec
tion (b) ( 3) ) , the assets of such branch may be transferred to a foreign 
corporation organized under the laws of the contiguous country 
without the application of section 367 or 1491. Subsection (a) shall 
apply to the stock of such foreign corporation as if such domestic 
company were a mutual company and as if the stock were an item 
described in subsection (c). Subsection (e) (2) shall apply to amounts 
transferred or credited to such domestic company as if such domestic 
company and such foreign corporation constituted one domestic 
mutual life insurance company. The insurance contracts which may be 
transferred pursuant to this subsection shall include only those which 
are similar to the types of insurance contracts issued by a mutual life 
insurance company. Notwithstanding the first sentence of this sub
section, if the aggregate fair market value of the invested assets and 
tangible property which are separately accounted for by the domestic 
life insurance company in the branch account exceeds the aggregate 
adjusted basis of such assets for purposes of determining gain, the 
domestic life insurance company shall be deemed to have sold all 
such assets on the first day of the taxable year for which the election 
under this subsection applies and the net gain shall be recognized 
to the domestic life insurance company on the deemed sale, but not 
in excess of the proportion of such net gain which equals the propor
tion which the aggregate fair market value of such assets which are 
transferred pursuant to this subsection is of the aggregate fair market 
value of all such assets." 

(b) CLERICAL A~IENDMENT.-The table of sections for such subpart 
E is amended by inserting after the item relating to section 819 the 
following new item : 

"Sec. 819A. Contiguous country branches of domestic life insurance 
companies." 

(c) EFFEcTIVE DATE.-The amendment made by this section shall 
apply to taxable years beginning after December 31, 1975. 
SEC. 1044. TRANSITIONAL RULE FOR BOND, ETC., LOSSES OF FOREIGN 

BANKS. 
(a) GENERAL RULE. -Section 582 (c) (relating to bond, etc., losses 

and gains of financial institutions) is amended by adding at the end 
thereof the following new paragraph: 

"(4) TRANSITIONAL RULE FOR BA~Ks.-!n the case of a corpora
tion which would be a bank except for the fact that it is a foreign 
corporation, the net gain, if any, for the taxable year on sales and 
exchanges described in paragraph (1) shall 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 loss carryover to 
such taxable year which is attributable to capital losses on sales or 
exchanges described in paragraph (1) for a taxable year begin
ning before July 12, 1969. For purposes of the preceding sentence, 
the portion of a net capital loss for a taxable year which is attribut
able to capital losses on sales or exchanges described in paragraph 
(1) is the amount of the net capital loss on such sales or exchanges 
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for such taxable year (but not in excess of the net capital loss for 
such taxable year)." 

(b) EFFECTIVE DATE.-
(1) The amendment made by subsection (a) shall apply with 

respect to taxable years be!rinmng after July 11, 1969. 
(2) If the refund or cre~it 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 
Itevenue Code of 1954, relating to compromises) on the day which 
is one year after the date of the enactment of this Act, such credit 
or refund shall be nevertheless allowed or made i£ claim therefor 
is filed on or before such 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. 

(a) ALLowaNCE oF PUERTO RicAN AND PossESSION TAx CREDIT.-· 
Section 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) FoREIGN TAx CREDIT.-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) SECTION 936 CREDIT.-In the case of a domestic corporation, 
the amount provided by section 936 ( relatin~ to Puerto Rico and pos
session tax credit) shall be allowed as a credit against the tax imposed 
by this chapter." 

(b) RULEs oN PossESSION TAX CREDIT.-8ubpart D of part III of 
subchapter N of chapter 1 (relating to possessions of the United 
States) is amended by adding at the end thereof the following new 
section: 
"SEC. 936. PUERTO RICO AND POSSESSION TAX CREDIT. 

" (a) ALLowANCE OF CREDIT.-
"(1) IN GENERAL.-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 active conduct 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 (B) are satisfied: 

. "(A) 3-YEAR PERIOD.:-If 80 per~ent or more of the gross 
mcome of such domestic corporatiOn for the 3-year period 
immediately preceding the close of the taxable year (or for 
such part of such penod immediately preceding the close of 
such taxable year as may be applicable) was derived from 
sources within a possession of the United States (determined 
without regard to section 904 (f) ) ; and 
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"(B) TRADE OR BU&NEss.-If 50 percent or more 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 NOT ALLOWED AGAINST CERTAIN TAXES.-The credit
provided by paragraph ( 1) shall not be allowed against the tax 
imposed by-

"(A) section 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) ~IOUNTS RECEIVED IN UNITED STATEs.-In determining tax

able income for purposes of subsection (a), there shall not be taken 
into account as income from sources without the United States any 
gross income which was received by such domestic corporation within 
the United States, whether derived from sources within or without 
the United States. 

" (c) TREATMENT OF CERTAIN FoREIGN TAXEs.-For purposes of this 
title, any tax of a foreign country or a possession of the United States 
which is paid or accrued with respect to taxable income which is taken 
into account in computing the credit under subsection (a) 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 amounts so paid 
or accrued. 

"(d) DEFINITIONs.-For purposes of this section-
"(1) PossESSION.-The term 'possession of the United States' 

includes the Commonwealth of Puerto Rico, but does not include 
the Virgin Islands of the United States. 

"(2) QUALIFIED POSSESSION SOURCE INVESTME...'ITT INCOME.-The 
term 'qualified possession source investment income' means gross 
income which-

"(A) is from sources within a possession of the United 
States in which a trade or business is actively conducted, and 

"(B) the taxpayer establishes to the satisfaction of the 
Secretary is attributable to 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) ELEcTroN.-

" ( 1) PERioD OF ELECTION.-The election provided in subsection 
(a) shall be made at such time and in such manner as the Secre
tary may by regulations prescribe. 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 election is revoked by the domestic 
corporation under paragraph (2). If any such election is revoked 
by the domestic corporation under paragraph (2), such domestic 
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 (B) 
of subsection (a) (1) and any such subsequent election shall 
remain in effect until revoked by such domestic corporation under 
paragraph (2). 

"(2) REvOCATION.-An election under subsection (a)-
"(A) may be revoked for any taxable year beginning 

before the expiration of the 9th taxa:ble 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. 

" ( £) DISC oR FoRMER DISC CoRPORATION INELIGmLE FOR CREDIT.
N o credit shall 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) ExcEPriON TO AccuMULATED EA&'ITNGS TAx.-
"(1) For purposes of section 535, the term 'accumulated taxable 

income' shall not include taxable income entitled to the credit 
under subsection (a). 

"(2) For purposes of section 537, the term 'reasonable needs 
of the business' includes assets which produce income eligible for 
the credit under subsection (a) . " 

(C) AMENDMENTS OF SECTION 931.-
(1) Subsection (a) of section 931 (relating to general rule in 

the case of income from sources within possessions of the United 
States) is amended to read as follows : 

"(a) GENERAL RuLE.-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 paragraph (2) are satisfied: 

" ( 1) 3-YEAR PERIOD.-If 80 percent or more of the gross income 
of such citizen (computed without the benefit of this section) 
for the 3-year 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 
derived from sources within a possession of the United States; 
and 

"(2) TRADE OR BUSINESs.-!£ 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 his own account or as an employee or agent of another.". 

(2) Subsection (c) of section 931 (defining the term "posses
sion") is amended to read as follows: 

" (c) DEFINITION.-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 section 931 are each 
amended by striking out "persons" each place it appears and 
inserting in lieu thereof "a citizen of the United States". 

(d) AID:No:MENTS OF SECTION 901.-
( 1) Section 901 (d) (relating to certain corporations treated as 

foreign corporations) is amended to read as follows : 
"(d) TREATMENT OF DIVIDENDS FRoM A DISC oR FoRMER DISC.

For pmposes of this subpart, dividends from a DISC or former DISC 
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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 I as income from sources without the United States.". 

(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) CERTAIN TAXES PAID WITH RESPECT TO DISTRIBUTIONS FROM 
PossESsiONs CoRPORATIONS.-

" ( 1) IN GENERAL.-For purposes of this chapter, any tax of a 
foreign country or possession of the United States which is paid 
or accrued with respect 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 unde~ this title with respect to 
ana' amount so paid or accrued. 

'(2) POSSESSIONS CORPORATION.-For purposes of paragraph 
( 1) , a corporation shall be treated as a possessions corporation 
for any period during which an election under section 936 
applied to such corporation or during which section 931 (as in 
etfect on the day before the date of the enactment of the Tax 
Reform Act of 1976) applied to such corporation." 

(e) AMENDMENT OF SECTION 904(b).-Section 904(b) (as amended 
by sections 1031 and 1034 (a) of this Act) is amended by adding at the 
end thereof the following new paragraph: 

" ( 4) CooRDINATION WITH SECTION 936.-For purposes of sub
section (a) , in the case of a corporation, th~ taxable income shall 
not include any portion thereof taken into account for purposes 
of the credit (if any) allowed by section 936." 

(f) DIVIDENDS RECEIVED DEDUCTION ALLoWED.-
(!) Section 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 aubparagraph (B) (ii) and 
inserting in lieu 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 section 936 is in effect for the tax
able year in which such dividends are paid.". 

(2) Section 243(b) (5) (defining affiliated group) is amended 
by insertins- ", 1504(b) (4)," immediately after "1504(b) (2)". 

(3) Sectwn 246(a) (relating to dividends from certain corpo
rations) is amended to read as follows : 

" (a) DEDuCTioN NOT ALLoWED FOR DIVIDENDs FROM CERTAIN CoR
PORATIONS.-The deductions allowed by sections 243, 244, and 245 
shall not appll to any dividend from a corporation which, for the 
taxable year o the corporation 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, 
etc., organizations) or section 521 (relating to farmers' cooperative 
associations)." 

(g) CoNsoLIDATED RETURN TREATMENT.-Section 1504(b) (4) (de
:fi.niiig includible corporation) is amended to read as follows : 

" ( 4) Corporations with respect to which an election under sec
tion 936 (relating to possession tax credit) is in effect for the tax-
able year.". · 
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(h) CoNFORMING AME::-.l):r.IENTS.--
(1) Section 48(a) (2) (B) (vii) (relating to definition of sec

tion 38 vroperty) is amended by striking out " (other than a. 
corporatiOn entitled to the benefits of section 931 or 934 (b) ) " 
and inserting in lieu thereof the following: " (other than a cor:pi'l
ration which has an election in effect under section 936 or wh1ch 
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, etc., organiza
tions) or section 521 (relating to farmers' cooperative associa-
tions) ; or". . 

(3) Section 861(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 lieu thereof the following: "other than a corporation which has 
an election in effect under section 936,". . 

( 4) Section 6091 (b) (2) (B) (ii) (relating to :place of filing for 
corporations) is amended by striking out "section 931 (relating 
to income from sources withm possessions of the United States)," 
and inserting in lieu thereof the following: "section 936 (relating 
to possession tax credit),". 

(i) EFFECTIVE DATE.--
( 1) Except as provided by paragraph ( 2), the amendments 

made by this section shall apply to taxable years beginning after 
December 31, 1975, except that "qualified possession source invest
ment income" as defined in section 936 (d) ( 2) of the Internal 
ltevenue Code of 1954 shall include income from any source out
side the United States if the taxpayer establishes to the satisfac
tion of the Secretary of the Treasury or his delegate that the 
income from such sources was earned before October 1, 1976. 

(2) The amendment made by subsection (d) (2) shall not apply 
to any tax imposed by a possession of the United States 'vith 
respect to the complete liquidation occurring before .January 1, 
1979, of a corporation to the 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) PHASEOUT oF SPECIAL DEDUCTION FOR WESTERN liEMisPHERE 

TRADE CoRPORATIONs.--8ection 922 (special deduction for Western 
Hemisphere trade corporations) is amended by adding at the end 
thereof the following new subsection : 

"(b) PHASEOUT oF DEDuCTioN.--In the case of a taxable year 
beginning after December 31, 1975, and before January 1, 1980, the 
percent specified in subsection (a) (2) (A) shall be (in lieu of 14 per
cent) the percent specified in the following table : 
"For a taxable year 

beginning in-
1976 
1977 
1978 

The percentage 
shall be
ll -----------------------------------------------

----------------------------------------------- 8 

2". 1979 -----------------------------------------------
5 -----------------------------------------------
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(b) ltEPEAL OF WEsTERN I!ExrsPHERE TRADE CoRPORATION DEDuc
TION FOR TAXABLE YEARS BEGINNING AFTER 1979.--Subpart C of part 
ill of subchapter N of chapter 1 (relating to Western IIemisphere 
trade corporat10ns) is hereby repealed. 

(c) CoNFORMING AMENDMENTs.-- ·~ 
(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) GENERAL ltULE.--In the case of". 
(2) Section 170(b) (2) (relating to percentage limitations on 

charitable contributions in the case 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). 

( 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). 

( 4) Subsection (g) of section 907 is hereby repealed. 
(5) Section 1503 (relating to computation and payment of tax 

in the case of consolidated returns) is amended by strikine; out 
subsection (b) and by striking out "(a) GENERAL ltuLE.--'. 

( 6) Section 6091 (b) ( 2) (B) ( ii) (relating to place for filing 
returns of corporations) is amended to read as follows: 

" ( ii) corporations which claim the benefits of section 936 
(relating to possession tax credit), and". 

(7) The table of subparts for part III of subchapter N of 
chapter 1 is amended by striking out the item relating to sub
part C. 

(d) EFFECTIVE DaTEs.--The amendments made by subsection (a) 
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 beginning after December 31, 
1979. 
SEC. 1053. REPEAL OF PROVISIONS RELATING TO CIDNA TRADE ACT 

CORPORATIONS. 
(a) PHASEOUT OF SECTION 941.--Section 941 (relating to special 

deductions for China Trade Act corporations) is amended by adding 
the following new subsection : 

" (d) PHASEOUT OF DEDUCTION.--In the case of a taxable year 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- duetion shall be-

1976 -------------------------------------------------- 33~ 
1977 -------------------------------------------------- 66%." 

(b) PHASEOUT OF SECTION 943.-Section 943 (relating to the exclu
sion of certain dividends to residents of Formosa or IIong Kong) is 
amended by adding at the end thereof the following new sentence : "In 
the case 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- duetion shall be-

1976 -------------------------------------------------- 33~ 
1977 -------------------------------------------------- 66%." 

(c) REPUL.-Subpart E of part III of subchapter N of chapter 1 
(relating to China Trade Act corporations) is hereby repealed. 

(d) TEcHNICAL AND CoNFORMING AMENDMENTS.- ·· 
(1) Section 116(b) is amended by striking out paragraph (1) 

and redesignating paragraphs (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 lieu 
thereof "or" and by striking out "or section 941 (relating to the 
special deduction for China Trade Act corporations),". 

( 5) The table of subparts for part III of subchapter N of 
chapter 1 is amended by striking out the item relating to sub
part E. 

(e) EFFEcTIVE DATEs.-The amendments made by subsections (a) 
and (b) shall apply with respect to taxable years beginning after 
December 31, 1975. The amendments made by subsections (c) 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 GENERAL.-Subpart A of part III of subchapter N (relat

ing to income from sources without the United States) IS 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(e.) (3)) which includes such per
son, participates in or cooperates with an international boycott 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 te.xable 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). 

"(b) APPLICATION Wrrn SECTIONs 275(a) (4) AND 78.-Section 275 
(a) ( 4) and section 78 shall not apply to any amount of taxes denied 
credit under subsection (a)." 
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(b) CLERICAL lbrENDMENT.-The table of sections for such subpart 
is amended by adding at the end thereof the following new item : 

"Sec. 908. Reduction of credit for participation in or cooperation with 
an international boycott." 

SEC. 1062. DENIAL OF DEFERRAL OF INTERNATIONAL BOYCOTT
AMOUNTS. 

(a) DENIAL OF DEFERRAL.~Section 952 (a) (relating to general 
de.finltion of subpart F income) is amended-

(!) 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 lieu 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 

" ( ii) is described in subsection (b), 
multiplied by 

"(B) the international boycott factor (as determined 
under section 999) . " 

SEC. 1063. DENIAL OF DISC BENEFITS. 
(a) INTER..."VATIONAL BoYCOTT ACTIVITY.-SubparaP-ph (D) of 

section 995 (b) ( 1) (relating to distributions . in qualified years) Is 
amended to read as follows : · 

"(D) the sum of-
" ( i) 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 

" ( ii) 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.) IN GENERAL.-Subcha.pter 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 

"Sec. 999. Reports by taxpayers; determinations. 
"SEC. 999. REPORTS BY TAXPAYERS; DETERMINATIONS. 

"(a) INTERNATIONAL BoYcO'IT !tEPORTs BY TAXPAYERS.-
"(!) !tEPORT REQUIRED.-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 ma.intained by the 
Secretary under paragraph ( 3), or 
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"(B) any other country (or with ~he g?vernment, a com
pany or a national of that country) m whiCh such person or 
such 'member had operations ~uring th~ taxable yea~ if such 
person (or, if such person IS a foreign corporation, any 
United States -:hareholder of that corporation) knows or has
reason to know that ~artici~ation in or c~peration. with a~ 
international boycott IS reqmred as a condition of domg buSI
ness within such country or with such government, company, 
or national, 

that person or sHareholder (within the meaning of section 
951 (b)) shall report such operations to the Secretary at such 
time and in such manner as the Secretary prescribes, except that 
in the case of a foreign corporation such report shall be required 
only of a United States shareholder (within the meaning of such 
section) of such corporation. 

"(2) PARTICIPATION AND COOPERATION j REQUEST THEREFOR.-A. 
taxpayer shall report whether he, a foreign corporation of which 
he IS 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 durin..; the taxable year, or has been requested to 
participate in or Joperate with such a boycott, and, if so, the 
nature of any ope .ttion in connection with which there was par
ticipation in or c· 0peration with such boycott (or there was a 
re?,uest to particip ::e or cooperate). 

'(3) LIST To B MAINTAINED.-The Secretary shall maintain 
and publish not l 'S frequently than quarterly a current list of 
countries which ~quire or may require participation in or 
cooperation with .l international boycott (within the meaning 
of subsection (b) ( 3) ) . 

"(b) PARTICIPATiON IN OR CooPERATION 1VITn A::-. 1::-.TER::-..\TTOXAI, 
BoYcOTr.-

" ( 1) GENER.,\L RULE.-!£ 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 boycott in the taxable year, all operations of the tax
payer or such groul? in that country and in any other country 
which re~uires participation in or cooperation with the boycott 
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 elearly 
separate and identifiable operation in connection with which 
there was no participation in or cooperation with an international 
boycott. 

"(2) SPEGL\L RULE.-

"(A) NoNBOYCOTl' OPERATIONS.-A. clearly separate and 
identifiable 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 
boycott if the person can clearly demonstrate that he, or that 
such member, did not participate in or cooperate with the 
international boycott in connection 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 BOYCO'IT PARTICIPATION AND COOPER.ATION.
For purposes of this section, a person participates in or cooperates 
with an international bo7cott if he agrees-

"(A) as a. condit1on of doing business directly or indi
rectly within a country or with the 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 an:y United 
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 religion, or to remove (or refrain from 
selecting) corporate directors who are individuals of 
a. ~a.rticular nationality, race, or religion ; or 

'(iv) to refrain from employing individuals of a 
particular nationality, race, or religion ; or 

" (B) as a condition of the sale of a product to the 
government, a company, or a. nationa.l of a. country, to refra.in 
from 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) ) . 

"(4) CoMPLIANCE WITH CERTAIN LAWS.-This section shall not 
apply to any agreement b:y a person (or such member)-

"(A) to meet reqmrements 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 comply with a prohibition on the importation of 
goods produced in whole or in part in any country which is 
the object of an international boycott, or 

"(C) to comply with a prohibition imposed by a country 
on the exportation of products obtained in such country to 
any country which is the object of an international boycott. 

"(c) INTERNATIONAL BoYCOTr FACTOR.-
"(1) INTERNATIONAL BOYCO'IT FACTOR.-For purposes of sec

tions 908(a.), 952(a) (3), and 995(b) (3), the interna.tiona.l 
boycott factor is a fraction, determined under regulations pre
scribed by the Secretary, the numerator of which reflects the 
world-wide operations of a. person (or, in the case of a controlled 
group (within the meaning of section 993(a) (3)) which includes 
tha.t 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 ATI'RIBUTABLE 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 lieu of e.pplymg 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 hoycott 
under section 999(b) (1). 

"(3) WoRLD-WIDE OPERATIONs.-For purposes of this subsection, 
the term 'world-wide operations' means operations in or related 
to countries other than the United States. 

" (d) DETERMINATIONS vV ITH RESPECT TO pARTICULAR 0PERATIONS.
Upon a request made by the taxpayer, the Secretary shall issue a 
determination with respect to wliether 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. Tlie 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) PARTICIPATION OR CoOPERATION BY RELATED PERSONs.-If a per
son controls (within the meaning of section 304 (c) ) a corporation

" (1) participation 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) WILLFUL FAILt.'RE TO REPORT.-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, imprisoned for not 
more than one year, or both.". 
. (b) CLERICAL ... <\.MENDMENT.-The table of parts for such subchapter 
IS amended by adding at the end thereof the following new item : 

"Part V. International boycott determinations." 

SEC. 1065. FOREIGN BRIBES. 
(a) DENIAL OF DEFERRAL.- . 

( 1) CONTROLLED FOREIGN CORPORATIONS.-8ection 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 
paragraph: 

" ( 4) the 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 

• 
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the corporation directly or indirectly to an official, employee, 
or agent in fact of a government." 

(2) DISC's.-Suoparagraph (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), 
(B) by adding at the end the:r:eof the following new 

clause: 
" (iii) any illegal bribe, kickback, or other payment 

(within the mea~ of section 162 (c) ) paid by or on 
behalf of the DISC directly or indirectly to an official, 
employee, or agent in fact of a government, and". 

(b) BRIBES NOT To REDucE FoREIGN EARNINGs AND PRoFITs.-Sec
tion 964 (a) (relating to earnings and profits of foreign corpora
tions) is amended oy addinO' at the end thereof the following 
sentenc~: "In determining such earnings and profits, or the deficit 
in such earnings and profits, the amount of any illegal bribe, kick
back, or other payment (within the meaning of section 162 (c)) 
shall not be taken mto accotmt to decrease such earnings and profits 
or to increase such deficit.". 
SEC. 1066. EFFECTIVE DATES. 

(a) lNTER..."fATIONAL BoYcOTI'S.-
( 1) GENERAL 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 CONTR ... \.CTS.-Inthe case of operations which con
stitute participation 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) FoREIGN BRIBEs..--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) REPORTS To THE CoNGRESs.-A.s 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 
Itepresentatives 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) INITIAL LisT.-The Secretary of 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 
busme&1 within such country, or with the government, a company, or a 
national of such country (within the meaning of section 999 (b) of 
the Internal Revenue Code of 1954) within 30 days after the enactment 
of this Act. 
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TITLE XI-AMENDMENTS AFFECTING 
DISC 

SEC. 1101. AMENDMENTS AFFECTING DISC. 
(a) IN GENERAL-8ection 995 (relating to taxation of DISC 

income to shareholders) is amended-
(1) in paragraph (1) of subsection (b) thereof, by redesignat

ing sub.Paragraphs (D) and (E) 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 
to base period export gross receipts (as defined in subsection 
(e) ) ,"; 

(2) in paragraph (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: 

"(3) TAXABLE INCOME ATTRIBUTABLE TO :MILITARY PROPERTY.-
"(A) IN GENERA.t..-For purposes of paragraph (l) (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 l.ncome of the DISC for the taxable 
year which IS attributable to military property, and 

"(ii) the deductions which are properly apportioned 
or alloct~.ted to such income. 

"(B) Mn.!TARY PROPERTY.-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) DEFINITIONS AND SPECIAL ltULEs ltELATING TO CoMPUTATION 
OP TAXABLE INcOME ATTRIBUTABLE TO BASE PEruoo EXPORT GRoss 
ltECEIPTS.-

" ( 1) TAXABioE INCOME ATTRIBUTABLE TO BASE PERIOD EXPORT 
GROss RECEil'TS.-For pul1>oses of this section, the taxable income 
attributable to base penod export gross receipts shall be an 
amount ~ual to that portion of the adjusted taxable income of a 
DISC wh1ch- . 

"(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) ADJusTED 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 
subparagraphs (A), (B), (C), and (D) ofparagraph (1) ofsub
section (b). 
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"{3} A.oousTED BASE PERIOD EXPORT GROSS RECEIPTS.-For 
purposes of this section, the term 'adjusted base period export 
gross receipts' means 67 percent of the aver~e of the expor:t gross 
receipts of the DISC for taxable years durmg the base period (a~ 
defined in paragraph (5) ). For purposes of the preceding sen
tence, if any property would not qualify during the taxable ~ear 
as export property by reason of section 993 (c) ( 2), gross rece~pts 
from such property shall be excluded from export gross receipts 
during the taxable years in the base period. 

"(4) EXPORT GROSS RECEIPTs.-For purposes of this section, the 
term 'export gross receipts' means--

"(A) qualified export receipts described in subparagraphs 
(A), (B), (C), (G), and (1I) of section 993(a) (1), reduced 

by"(B) 50 percent of such qualified export receipts which 
are attributable to military property (as defined in subsection 
(b)(3)(B)). 

"(5) BABE PERIOD.-Forpurposes 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 y~ar 
after 1979, the base period shall be the taxable years begm
ning in the fourth, fifth, sixth, and seventh calendar years 
preceding such calendar year. 

"(6) No BASE PERIOD YEAR.-!£ a DISC did not have a taxable 
year beginning in a calendar year specified in paragraph ( 5), 
then, for J;>Urposes of computing the adjusted base period export 
gross receipts, such DISC is deemed to have a taxable year and 
export gross receipts of zero for that year. 

"(7) SHORT TAXABLE YEAR.-The Secretary shall prescribe such 
regulations as he deems necessary 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 GROUP.-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) (1) (E), this sub
section, and subsection (f) shall each be applied in a manner pro
vided by regulations .vrescribed by the Secretary by aggregating 
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 RECEIP.l'S Ol!' 
THE DISC ARE SEPARATED.-

"(A) IN GENERAL.-!£, 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·( during 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 
having had additional export gross receipts during the base 
period attributable to such trade r~r business. 



li.It.10612--138 

"(B) ExCEl'TioNs.-Subparagraph (A) 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 ~roup, 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 DISC (hereinafter 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 prevent circumvention of the 
application of subsection (b) ( 1) (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 
export gross receipts of the first DISC. 

"(B) OWNERSHIP OF STOCK.-For purposes of subpara
graJ?h (A), the ownership of stock shall be determined under 
section 318. 

"(f) SMALLDISCs.-
"(1) ADJUSTED TAXABLE INCOME OF $100,000 OR LESS.-If a. 

DISC has adjusted taxable income of $100,000 or less for a tax
able year, subsection (b) (1) (E) shall not apply with respect to 
such year. 

" ( 2) SPECIAL 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) (1) (E) 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) CERTAIN TRANsFERS OF DISC AssETS.-If-
" ( 1) a corporation owns, directly or indirectly, all of the stock 

of a subsidiary and 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 engaged thereafter, and 

"(3) during the taxable year of the subsidiary in which its 
stock IS transferred 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 
a reorganization within the meaning of section 368, a transaction to 
which section 355 applies, an exchange of stock to which section 351 
applies, or a combination thereof. The preceding sentence shall apply 
only to the extent that the transfer or transfers involved are for the 
purpose of preventing the separation of the ownership of the stock in 
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the DISC from the ownership of the trade or business which (during 
the base period) produced the export gross receipts of the DISC." 

(b) AMENDMENT OF SECTION 993 (c) ( 2) .-Section 993 (c) ( 2) ( relat
ing to ~roperty excluded from export property) is amended-

!) by striking out "or" at the end of subparagraph (B), ancL 
2) by striking out "under section 611" in subparagraph (C) 

an mserting in lieu the.reof "under section 613 or 613A". 
(c) ~MENTS T? SECTIO~ 993(d).-Section 993(d) (relating to 

defulltwn of producer-s loans) 1s amended....:.. · 
(1) by inserting in paragraph (1) (C) immediately after 

"export property", the following: "determined without regard to 
subparagraph (C) or (D) of subsection (c) (2},". 

(2) by inserting in paragraph (2) immediately after "of prop
erty which would be export property" the folio winO': " (deter
mined without regard to subparagraph (C) or (D) of subsection 
(c)(2))". 

(d) EtECAPl'URE oF AccmroLATED DISC INcoME oN DisPosiTioN oF 
STocK IN A. DISC OR FoRMER DISC.-

( 1) Section 995 (c) is amended to read as follows : 
"(c) GAIN ON DisPOSITION oF STocK IN A DISC.

"(1) IN GENERAL.-If-
"(A) 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 r,aragraph (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 para~ph (2) a.nd to 
the extent so recognized shall be included m 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, notwithstanding 
any provision of this title, be included in gross income of 
the shareholder as a dividend to the extent provided in 
paragraph (2). 

"(2) AMoUNT INCLUDED.-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 (c) (relating to unrealized receiv
ables) is amended-

( A) by striking out "(as defined in section 617(f) (2} )," 
and inserting in lieu thereof " (as defined in section 617 (f) 
(2), stock in a DISC (as described in section 992(a) ),"and 

(B) 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) ltULES FOR ALLoCATING DisTRIBUTIONS MADE To MEET QuALI
FICATION REQUIREMENTs.-Paragraph (2) of section 996(a) (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 (c) 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 paragraph (1) shall apply to the remaining one-half of 
such amount.' · · 

(f) AHENDKENT OF SECTION 603(b) OF TAx REDucTioN .A.crr OF 
1975.-Section 603 (b) of the Tax Reduction .A.ct of 1975 (relating to 
effective date) is amended to read as follows: 

"(b) EFFECTIVE DATES.-
"(1) IN GENERAL.-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) BINDING coNTRACT.-The amendments made by subsection 
(a) shall not apply to sales, exchanges, and other dispositions 
made after March 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 J?rice and quantity of the 
products sold, exchanged, or otherwise disposed of cannot be 
mcreased." 

(g) EFFECTIVE DATES.- . 
( 1) FoR SUBSECTIONS (a) AND (e).-The amendments made by 

subsections (a) and (e) shall apply to taxable years beginning 
after December 31, 1975. 

(2) FoR SUBSECTION (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 SUBSECTIONS (c) AND (£).-The amendments made by 
subsections (c) and (f) shall apply to taxable years ending after 
March 18, 1975. . · 

(4) FoR SUBSECTION (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 Code 
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 Reduction .A.ct 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 gross 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 export gross receipts in the 
taxable year by reason of subparagraph (C) or (D) of paragraph 
(2) of section 993(c) (determined without regard to paragraph 
(2) of section 603(b) of the Tax Reduction Act of 1975). ·~ 

TITLE XTI-ADMINISTRATIVE 
PROVISIONS 

SEC. 1201. PUBLIC INSPECTION OF WRITI'EN DETERMINATIONS BY 
INTERNAL REVEJ."'l'UE SERVICE. 

(a) REQUIREMENT THAT WRITTEN DETERMINATIONS BE OPEN TO 
PUBLic INBPECTION.-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 WRITI'EN 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 
inspection at such place as .. he Secretary may by regulations prescribe. 

"(b) DEFINITIONs.-FOJ purposes of this sectiOn-
"(1) WRITTEN DETK:MINATION.-The term 'written determina

tion' means a ruling determination letter, or technical advice 
memorandum. 

"(2) BACKGROUND- -,E OOCUMENT.-The term 'background file 
document' with respe -, to a written determination includes the 
request for that wr en determination, any written material 
submitted in suppor _ of the request, and any communication 
(written or otherwi.::;e) 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 DETEIUfiNATION.-The term 'gen
eral written determination' means any written determination 
other than a reference written determmation. 

" (c) EXEMPTioNs FRoM: DiscLOsURE.-Before making any written 
determination or backgrol1"~d file document open or available to public 
inspection under subsection (a), the Secretary shall delete-

" ( 1) the names. addresses, and other identifyin~ details of the 
person to whom the written determination pertams 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; 

"(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 pursuant to such Executive order; 
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"(3) information specifically exem.Pted from disclosure by any 
statute (other than this title) which 1s applicable to the Internal 
Revenue Service; 

" ( 4) trade secrets and commercial or financial informatio:rr 
obtaine~ from a J?erson an~ privileged or c!lnfi.dential; . 

" ( 5) mformatwn the disclosure of wh1ch 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) PROCEDURES WITH REGABD TO THIRD PARTY CoNTACTS.-
"(1) NOTATioNs.-!£, before the issuance of a written determi

nation, the Internal Revenue Service receives any communication 
(written or otherwise) concerning such written determin
ation, any reguest 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 
such 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) EXCEPI'ION.-Paragraph (1) shall not apply to any com
munication made by the Chief of Staff of the Joint Committee on 
Taxation. 

"(3) DISCLOSURE OF JDENTITY.-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 reasonably 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 (c) 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 J?aragraph ( 1) shall be notified of the proceeding in accord
ance w1th the procedures described in subsection (f) (4) (B) and 
shall have the right to intervene in the proceeding (anonymously, 
if appro-priate). 

"(4) PERIOD IN WHICH TO BRING ACTION.-No proceeding shall 
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. 
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" (e) BACKGROUND FILE DocuMENTS.-Whenever the Secretary 
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. 

"(f) RESOLUTION OF DISPUTES RELATING TO DISCLOSURE.-
" ( 1) NOTICE OF INTENTION TO DISCLOSE.-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 (or a. successor in interest, 
executor, or other person authorized. by law to act for or on 
behalf of such person). 

"(2) ADMINISTRATIVE R:EMEDIEs.-The Secretary shall prescribe 
regulations establishing administrative remedies with respect to-

"(A) requests for additional disclosure of any written 
determination of any background file document, and 

" (B) requ('sts to restrain disclosure. 
" ( 3) ACTION TO RESTRAIN DISCLOSURE.-

"(A) CREATION OF REMEDY.-Any person-
" ( i) to whom a written determination pertains (or a 

successor 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 v.ortion 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 ov.en or available to public inspection, and 

"(iii) who has exhausted his administrative remedies 
as prescribed pursuant to paragraph (2}, 

may, w1thin 60 days after the mailing by the Secretary of a 
notice of intention to disclose any written determination or 
background file document under para~aph (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) N OTIOE TO CERI'AIN 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 para~ph with respect to such wntten deter
mination or related t>ackground file document, and any such 
person may intervene (anonymously, if appropriate) m 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) CREATION 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 detennination 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) 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 backg-round file document in order to deter
mine whether such wntten determination or ·background file 
document or any part thereof shall he open or availa;ble 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.-!£ a proceeding is commenced under 
this paragraph with respect to any written determination or 
background file document, the Secretary shall, within 15 days 
after notice of the petition filed under subparagraph (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 back~ound file document per
tains may intervene in the proceedmg (anonymously, if ap
propriate). If such notice is sent, the 'Secretary shall not be 
required to defend the action and shall not •be liable for public 
disclosure of the written determination or background file 
document (or any portion thereof) in accordance with the 
final decision of the court. 

"(5) EXPEDITION oF DETERMINATION.-The Tax Court shall 
make a decision with respect to any petition described in para.
graph ( 3) at the earliest practicable date and the Court of 
Appeals 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 
the anonymity, privacy, or confidentiality of any person under 
this section, provide by rules adopted under section 7453 that 

. portions of hearin~, testimony, ev1dence, and reports in connec
tion with proceedings under this section may be closed to the 
public or to inspection by the public. 

"(g) TIME FOR DISCLOSURE.-
" ( 1) IN GENERAL.-Except as otherwise provided in this sec

tion, the text of any written· determination or any background 
file document (as modified under subsection (c) ) shall be open or 
available to puhlic inspection-

"(A) no earlier than 75 days, and no later than 90 days, 
after the notice provided in subsection (f) {1) is mailed, or, 
if later, 
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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. 

"(3) PoSTPONEMENT OF DISCLOSURE FOR UP TO 90 DAYS.-At the 
written request of the person by whom or on whose behalf the 
request for the written determination was made, the period 
referred to in paragraph (1) (A) shall be extended (for not to 
exceed an additional 90 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) ADDITIONAL 180 DAYS.-!£-
" (A) the transaction set forth in the written determination 

is not completed during the period set forth in paragraph 
(3),and 

"(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 paragraph (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 
transaction set forth in the written determination has been com
pleted. 

"(5) SPECIAL RULES FOR CERTAIN WRI'ITEN DETERMINATIONS, 
ETC.-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 mvestigation or jeopardy 
or termination assessment until after any action relatmg to 
such investigation or assessment is completed, or 

"(B) any general written determination and any related 
bac~ound file document that relates solely to approval of 
the secretary 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-
tion442, . 

" (iii) a taxpayer's method of accounting under sec
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 
a.nd related background file document available upon the 

· written request of any ~,>erson after the date on which (except 
for this subpare.graph) such determination would be open 
to public inspection. 

"(h) DisCLOSURE oF PRioR WRITrEN DETERMINATIONs AND ltELATED 
BACKGROUND FILE DOCUMENTS.-

"(!) IN GENERAL.-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 FOR DISCLOSURE.-In the oase of any written deter
mination or back,ground file document which is to be made ope.ir 
or available to puolic insJ;>ection under paragraph (1)-

"(A) subsection (g) shallnotapp1y,but 
"(B) such written determination or background file docu

ment shall be made open or available to public inspection e.t 
the earliest practicable date after ftmds for that purpose have 
been appropriated and made available to the Internal Reve
nue Service. 

"(3) ORDER OF RELEASE.-Any written determination or back
ground file document described m paragraph (1) shall be open or 
available to public inspection in the followmg order starting with 
the most recent written determination in each oategory : 

"(A) reference written determinations issued under this 
title; 

"(B) general written determinations issued after July 4, 
1967; and 

" (C) reference written determinations issued under the 
Internal Revenue Code of 1939 or corresponding provisions 
of prior law. 

General written determinations not described 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) areopentopublicinspection. 

"(4) NOTICE THAT PRIOR WRITTEN DETER:llfiNATIONS ARE OPEN TO 
PUBLIC INSPECTION.-Notwithstanding the provisions of subsec
tions (f) (1) and (f) (3) (A), not less than 90 days before making 
any portion of a written determination described in this ·sub
section open to public inSJ;>ection, the Secretary shall issue public 
notice in the Federal Register that such written determination is 
to be made open to pubhc 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 (anonymousl;r, 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. lf no petition is filed, the text of any written deter
mination shall be open to public inspection no earher than 90 days, 
and no later than 120 days, after notice is published in the Fed
em! Register. 

"(5) ExcLUSION.-Subsection (d) shall not apply to any writ
ten determination described in paragraph ( 1). 

" ( i) CIVIL REMEDIEs.-
" ( 1) CIVIL 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 Cla..iins, which 
shall have jurisdiction to hear any action under this paragraph. 

"(2) D.uuoEs.-In any suit brought under the provisions of 
paragraph (1) (A) in which the Court determines that an em-
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ployee of the Internalltevenue Service intentionally or willfully 
iailed to delete in accordance with subsection (c), or in any swt 
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 (c) 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 
document can be considered as primarily benefiting the general 
public. 

" ( 2) ltECORDS DISPOSAL PROCEDURES.-N othing 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 fw1ds 
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) PltECEDENTIAL STATUs.-Uifless 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) SECTION NOT To APPLY.-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 exem:pt 
status under section 501 (a) of a.n organization described m 
section 501 (c) or (d), the status of a.n 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 
4942(j) (3), 

" (B) written determination described in subsection (g) 
(5) (B) issued pursuant to a request made before November 
1, 1976, 

" (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) ExcLusiVE REMEDY.-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." 

(b) EFFEcT UPON PEXDING 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 bac~OTound file document, if 
requested, as soon as practicable after July 1,1976. 

(c) CLERICAL .A.:m:NDMENT.-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 ot written determinations. 
"Sec. 6111. Cross references." 

(d) LETTERS MADE PUBLIC.-
(!) Section 6104(a) (1) (A) (relating to inspection of appli

cations for tax exemption) is 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 issued with respect to applications filed 
after October 31, 1976. 

(e) EFFEcTIVE DATE.-Except as otherwise provided in this section, 
the amendments made bv this section shall take effect on N ovem-
ber 1, 1976. • 
SEC. 1202. CONFIDENTIALITY AND DISCLOSURE OF RETURNS AND 

RETURN INFORMATION. 
(a) CoNFIDENTIALITY.-

(!) IN GENERAL.-Section 6103 (relating to publicity of tax 
returns ~~;nd 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. 

" (a) GENERAL RULE.-Returns and return information shall be 
confidential, and except as authorized by this title-
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"(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 'offi.cP.r or employee' includes a former officer 
or employee. ' 

"(b) DEFINITIONs.-For purposes of this section-
"(1) RETuRN.-The term 'return' means any tax or information 

return, declaration of estimated tax, or claim for refund required 
by, or :{>rovided for or permitted under, 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 INFORHATION.-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 investigation or processing, or any other data, 
received by, recorded by, prepared by, furnished to, or col
lected by the 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 tax, penalty, interest, fine, forfeiture, or 
other imposition, or offense, and 

"(B) any part 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. . 

"(3) TAXPAYER RETURN INFORHATION.-The term 'taxpayer 
return information' means return information as defined in para
graph (2) which is filed with, or furnished to, the Secretary by 
or on behalf of the taxpayer to whom such return information 
relates. 

"(4) TAX ADMINISTRATION.-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 
policy relating to existing or proposed internal revenue 
laws, 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) STATE.-The term 'State' means any of the 50 States, the 
District of Columbia, the Commonwealth of Puerto Itico, 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) TAXPAYER IDENTITY.-The term 'taxpayer identity' means 
the name of a person with respect to whom a return is filed, his 
mailing address, his taxpaJer identifying number (as described 
in section 6109), or a combination thereof. 

"(7) !NSPECTION.-The terms 'inspected' and 'inspection' mean 
any examination of a return or return information. 

" ( 8) DrscwsURE.-The term 'disclosure' means the making 
known to any person in any manner whatever a return or return 
information. 

" ( 9) FEDERAL AGE."'i'CY.-The term 'Federal agency' means an 
agency within the meaning of section 551(1) of title 5, United 
States Code. 

" (c) DiscwsURE oF :RETuRNs AND ltETURN INFORMATION To DEsiG
NEE oF TAXPAYER.-The Secretary may, subject to such requirements 
and conditions as he may presf . ibe by regulations, disclose the return 
of any taxpayer, or return i formation with respect to such tax
payer, to such person or perso :s as the taxpayer may designate in a 
written request for or consent . such disclosure, or to any other per
son a·t the taxpayer's request 1 the extent necessary to comply with 
a ~uest for information or a: istance made by the taxpayer to such 
other person. However, returr information shall not be disclosed to 
such person or persons if the S :etary determines that such disclosure 
would seriously impair Fedenl tax administra:tion. 

" (d) DiscwsURE TO ST,: 'l'E TAX OFFICIALS.-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 agency, 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 include any individual who is the chief 
executive officer of such State vr 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 criminal tax investigation. 

"(e) DISCLOSURE TO PERsoNs HAVING MATERIAL INTEREST.-
"(!) IN.GENERAL.-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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" ( i) that individual, 
"(u) if property 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_ 
amo~~t of tax imposed upon the trust by section 644, or· 

"(m) the spouse of that individual if the individual 
an4 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. tl?-e case o~ an income tax return filed jointly either 
of the mdividuals With respect to whom the return is flied · 

" (C) in the case of the return of a partnership, any pe~on 
who was a member of such partnership during any part of 
the period covered by the return; 

" (D) in the case of the return of a corporation or a sub
sidiary thereof-

" ( i) any person desig?ated 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 
P.ercent or more of the outstanding stock of such corpora
tion 

" ( iv) if the corporation was a foreign personal holding 
company, as defined by section 552, any person who was a 
shareholder during any part of a period covered by such 
return if with respect 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 part of the period cov
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 
"(ii) any heir at law, next of~' or beneficiary under 

the will, of the decedent, but only 1f the Secr~tary 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 separatel:y-, and 
"(ii) any beneficiary of such trust, but only If the 

Seoretary "finds that such benefi~iary ha~ a mat~rial 
interest which will be affected by mformat10n contamed 
therein. 
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"(2) INooMPETENCY.-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) DECEAsED INDIVIDUALS.-The return of a decedent shall, 
upon written request, be open to inspection by or disclosure ~~ 

"(.A) the administrator, executor, or trustee of his estate, 
and 

"(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) BANKRUPTCY.-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 
mspection 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) .ATI'ORNEY IN 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 by 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) RETURN INFORMATION.-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) DISCLOSURE TO CoM:MITI"EES OF CoNGRESS.-
"{1) Co::MM:I'ITEE ON WAYS AND MEANS, OOMM:ITI'EE ON FINANCE, 

AND JOINT OOMlOTI'EE ON TAXATION.-Upon written request from 
the chairman of the Committee on Ways and Means of the IIouse 
of ltepresentatives, 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. 

1'(2) CHIEF Ol!' STAFF OF JOINT OOM:MI'ITEE 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 taxpa:ver shaH 'be furnished to 
such committee only· when sitting in closed executive session unless 
such taxpayer otherwise consents in writing to such disclosure. 

"(3) OTHER coM:MITTEEs.-Pursuant to an act.ion by, and upon 
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written request by the chairman of, a committee of the Senate or 
the IIouse of Representatives (other than a committee specified 
in paragraph ( 1) ) specially authorized to inspeot any return or 
return information by a resolution of the Senate or the IIouse 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, sittin~ 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 REl'RESENTATIVES.-

"(A) CoMMITTEEs nEscnmED IN PARAGRAPH <I>.-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 ohief 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 IIouse 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 taXl'ayer shall ·be fur
nished to such committee only when sitting m closed executive 
session unless such taxpayer otherwise consents in ·writing to 
such disclosure. 

"(B) 0nn:R coMMITTEEs.-Any committee or subcommittee 
described in param-aph (3) shall have the right, acting 
directly, or by or through no more than 'four examiners or 
agents, designated or appointed 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 a,t 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 J,>rovisions of this sub
seotion may be submitted by the committee to the Senate or 
the House of Representatives, or to both, except that any 
return or return mformation which can be associated with, 
or otherwise identify, directly or indirectly, a particular tax
payer, shall be furnished to the Sena,te or the IIouse of Repre
sentatives only when sitting in closed executive session unless 
such .taxpayer otherwise consents in writing to such disclo-
sure. 

"(g) DisCLOSURE TO PREsiDENT AND CERTAIN OTHER PERSONS.
"(1) IN aENERAL.-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 employee or employees 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 retum 
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 bv 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
EES.-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 Federal 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 
under chapter 1 for not more than the immediately preceding 
3 years; 

"(B) has failed to pay any tax within 10 days after notice 
and demand, or has been assessed any penalty under this title 
for negligence, in the current year or Immediately preceding 
3 years; 

"(C) has been or is under investigation for possible crimi
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
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) RESTRICTION ON DISCLOSURE~-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 annual rate of basic pay specified for positions 
subject to section 5316 of title 5, United States Code. 

" ( 5) REPORTING REQUIREMENTs.-Within 30 days after the close 
of each calendar quarter, the President and the head of any agency 
requesting returns and return information under this subsection 

. 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 infonnation involved, and the reasons for such requests. 
The President shall not be required to report on any request for 
returns and return infonnation pertaining to an individual who 
was an officer or employee of the executive branch of the Federal 
Government at the trme such request was made. Reports filed pur
suant to this paragraph shall not be disclosed unless the Joint~ 
Committee on Taxation detennines that disclosure thereof 
(including identifying details) would be in the national interest. 
Such 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) DISCLOSURE TO CERTAIN FEDERAL OFFICERS AND EMPLOYEES FOR 
Pum>osEs OF TAx ADMINISTRATION, ETc.-

. "(1) DEPARTMENT OF THE TREASURY.-Returns and return 
infonnation shall, without written request, 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 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 enga~ed in, and solely for their use in, 
preparation for any proceedmg (or investigation which may 
result in such a proceeding) before a Federal grand jury or any 
Federal or State court in a matter involving tax administration, 
but oni;r if- · 

' (A) the taxpayer is or may be a party to such proceeding; 
"(B) 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 infonnation relates or may 
relate to a transactional relationship between a person who is 
or may be a party to the proceeding and the taxpayer which 
affects, or may affect, the resolution of an issue m such pro
ceeding 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 Secreta.ry 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 
disclosure 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 Sind set
ting forth the need for· the disclosure, the Secretary shall 
disclose return or return the information so requested. 

" ( 4) DISCLOSURE IN JUDICIAL AND ADMINISTRATIVE TAX 
PROCEEDINGs.-A return or return information may be disclosed 
in a Federal or State judidal or administrative proceeding per
taining to tax administrS~tion, but only-

" (A) if the taxpayer is a party to such proceeding; 
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" (B) i£ the treatment o£ an item reflected on such return 
is directly related to the resolution of an issue in the proceed-

~ ~C) if such return or return information directly relates 
to a transactional rela..tionship 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 
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. 

!Iowever, 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. 

" ( 5) PROSPECTIVE JURORs.-In connection with any judicial 
proceeding described in paragraph ( 4) to which the United States 
IS a 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 
legal 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 Secretary 
sha1llimit such response to,an affirmative or negative reply to such 
inquiry. 

" ( i) DISCLOSURE TO FEDERAL OFFICERS OR EMPLOYEES FOR 
ADMINISTRATION OF FEDERAL LAws NOT ltELA.TING TO 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 parte 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 any administrative or 
judicial proceeding (or investigation which may result in 
such a proceeding:) pertaining to the enforcement of a specifi
cally designated Federal crimin1tl statute (not involving tax 
administration) to which the United States or such agency 
is or may be a party. 

"(B) APPLICATION FOR ORDER.-The head of any Ferleral 
aP,"ency described in subparagranh (A) or, in the ease of the 
DePartment of Justice, the Attorney General. the Deputy 
Attorney General, or an Assistant Attorney C'-reneral. may 
flnthori:r.e an aPplication to a. Federal district court judge for 
the order refeiTed to in subparagraph (A). Dnon such 
application, such judge may grant such order H he dPtt>rmines 
on the basis of the facts submitted by the applicant that-

" ( i) there is reasonable camie 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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issue related to the commission of such criminal act; 
and 

" (iii) the infonna.tion sought to be disclosed cannot 
reasonably be obtained from any other source, unless it is 
determined that, notwithsta.ndfug the reasonable availa
bility of the infonnation from another source, the return 
or return information sought constitutes the most pro;;
ba.tive evidence of a. matter in issue relating to the 
commission of such criminal act. 

IIowever, the Secretary shall not disclose any return or 
return infonnation under this paragraph if he determines and 
certifies to the court that such disclosure would identify a 
confidential infonnant 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 proceedmg) described in paragraph 
( 1) (A~. Such request shall set forth-

' (A) the name and address of the taxpayer with respect 
to whom such return infonnation relates; 

"(B) the taxable period or periods to which the return 
information relates; 

" (C) the statutory authority under which the proceeding 
or investi!Z'ation is being conducted; and 

"(D) fue specific reason or reasons why such disclosure is 
or may be material to the proceedino- or investigation. 

However, the Secretary shall not disc,ose any return or return 
infonnation under this paragraph if he detennines that such 
disclosure would identify a confidential infonnant or seriously 
impair a civil or criminal tax investigation. 

"(3) DISCLOSURE OF RETURN INFORMATION CONCERNING POSSmLE 
CRIMINAL ACTiviTIES.-The Secretary may disclose in writing 
return information, other than taxpayer return information, which 
may constitute evidence of a violation of Federal criminal laws 
to the extent necessary to apprise the head of the appropriate 
Federal agency charged with the responsibility for enforcing such 
laws. . 

"(4) UsE IN JUDICIAL OR ADMINISTRATIVE PROCEEDING.-Any 
return or return infonnation obtained under paragraph (1), (2), 
or (3) may be entered into evidence in any administrative or 
judicial proceeding pertaining to enforcement of a specifically 
desi~ated 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 infonnation is probative of 
a matter in issue relevant in establishing the -commission of a crime 
or the guilt of a party. IIowever, any return or return infonnation 
obtained under paragraph (1), (2), or (3) shall not be admitted 
into evidence in such proceeding if the Secretary detennines and 

I 
I 

I 
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notifies the Attorney General or his delegate or the head of such 
agency that such admission would identify a confidential inform
ant or seriously impair a civil or criminal 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) REXEGOTIATION 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 Act 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 employee of such department charged with the responsi
bilitY.: for handling such matters. 

" ( 6) CoMPTROLLER GEXERAL.--
"(A) RETURSS AVAILABLE FOR IXSPECTIOS.--Except as pro

vided in subparagraph (B), upon written request by the 
Comptroller General of the Dnited States, returns and 
return information shall be open to inspection by, or disclo
sure to, officers and employees of the General Accounting 
Office 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 Bud~et and Accounting 
Procedures Act of 1950 (31 U.S.C. 67 J, or 

"(ii) any audit authorized by subsection (p) (6), 
except that no such officer or emp10yee shall, except to the 
extent authorized by subsection (f) or ( p) ( 6) , 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, except 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
tion 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 

"(ii) 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 be~inning on the day the Joint 
Committee on Taxation receives such notice. 
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"(j) STATISTICAL UsE.-"(1) lli:P~RTMENT OF co:M:MERCE.-Upon request .in writing by 
the Secretary of commerce, tr . ..: Secretary shall funush-

" (A) such returns, or return·information reflected thereo:a, 
to officers and employees of the Bureau of the Census, and 

"(B) such return information reflected on returns of cor
porations to officers ancl 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 re1ated statistical 

activities authorized by law. "(2) FEDERAL TRADE coM:MISSION.-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 ~~!on fo' the purpose of, but only to the extent 
necessary in, a · ·strati n by such division of legally author-

ized economic surveys of c :rporations. " ( 3) DEPARTMENT oF Tl \.SURY .-Iteturns and return informa-
tion shall be open to ins; ~ction by or disclosure to officers and 
employees of the Departrr tt of the Treasury whose official duties 
require such inspect10n or lisclosure for the purpose of, but only 
to the extent necessary iJ preparing economic or financial fore
casts, projections, analyP'~~, and statistical studies and conducting 
related activities. Such J.D.Spection or disclosure shall be permitted 
only upon written request which sets forth the specific reason or 
reasons why such inspection or disclosure is necessary and which 
is signed by the head of the bureau or office of the Department of 
the Treasury requesting the inspection or disclosure. 

"(4) ANoNYMous FOR:M.-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 

particular taxpayer. "(k) DisCLOSUlUJ oF CERTAIN ltETURNS AND ltETURN INFORMATION 
FOR TAX .ADMINISTRATION PUR!'OSES.-"(1) DtsCLOSUlUJ OF ACC'El'TED oFFERS·IN·COMFRO:M!SE.-Jteturn 

information shall be disclosed to members of the general public 
to the extent necessarv J-o permit inspection of any accepted offer
in-compromise under section 7122 relating to the liability for a 

ta.x 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 o. 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 ltevenue Service. . 

" ( 4:) DISCLOSURE TO COMPETENT AUTHORITY UNDER INCOME TAX 
CONVENTION.-A return or return information may be disclo~d 
to a competent authority of a foreign government which has 
an income tax convention with the United States but only to 
the e-xtent provided in, and subject to the terms and conditions 
of, such 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, 
or commission lawfully charged under any State or local law 
with the licensing, registration, or regulation of income tax return 
preparers. Such mformation 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, collection activity, or civil or criminal tax investigation or 
any other offense under the internal revenue laws, disclose return 
information to the extent that such disclosure is necessary in 
obtainincr information, which is not otherwise reasonably avail
a.ble, 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 
made only in such situations and under such conditions as the 
Secretary may prescribe by regulation. 

"(1) DISCLOSURE OF ltETURNS AND RETUR.."i INFORMATION FOR PUR
POSES OTHER THAN Tax ADMINISTRATION.-

"(1) DISCLOSURE OF CERTAIN RETURNS A.ND RETURN L."iFORMA
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 
Security Administration for purposes of its administration 
of the Social Security Act; · 

"(B) a plan to which part I of subchapter D of chapter 1 
a.pphes, to the Social SecuritY. Administration for purposes 
of carrying out its responsibility under section 1131 of the 
Social Security Act, limited, however to return information 
described in section 6057 (d) ; and 

" (C) taxes imposed by chapter 22, to the Railroad Retire
ment Board for purposes of its administration of the Railroad 
Retirement Act. 

"(2) DISCLOSURE OF RETURNS AND RETURN INFORMATION TO THE 
DEPARTMENT OF LABOR AND PENSION BENEFIT GUARANTY CORPORA· 
TION.-The Secretary may, upon written request, furnish returns 
and return infonnation to the proper 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 o.f titles I and IV of the Employee Etetiremen't 
Income Security Act of 1974. 

"(3) DISCLOSURE OF RETURNS AND RETURN INFORMATION TO l'RI
VACY l'ROTECTION STUDY coMMISSION.-The Secretary may, upon 
written request, disclose returns and return information to the.~ 
Privacy Protection Study 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) DisCLOSURE OF RETURNS AND RETURN INFORMATION FOR USE 
IN l'ERSONNEL oR CLADt:ANT REl'RESENTATIVE MATTERS.-The Sec
retary may disclose returns and return information-

"(A) upon written request-
" ( i) to an employee or former employee of the Depart
ment of the Treasury, or to the duly authorized legal 
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 . 
" (h) to any person, or to the duly authorized legal 

representative of such :r;>erson, 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; 
31 u.s.c. 1026), 

solely for use in the action or proceeding, or in preparation 
for the action or proceeding, but only to the extent that the 
Secretary determines that such returns or return information 
~or may be relevant and material to the action or proceed
m~· or 

'(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
ceeding, to the extent necessary to advance or protect the 
interests of the United States. 

"(5) DEl'ARTMENT OF HEALTH, EDUCATION, AND WELFARE.
Upon written request by the Secretary of IIealth, Education, and 
Welfare, the Secretary may disclose information returns filed 
pursuant to part III of subchapter A of chapter 61 of this subtitle 
for 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 SUl'l'ORT ENFORCEMENT AGENCIES.-

"(A) RETURN iNFORMATION FROM INTERNAL REVENUE SERV
ICE.-The Secretary may, upon written request, disclose to the 
appropriate Federal, State, or local child support enforce
ment a~ncy-

' (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 
owin~, and 

" ( i1) 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 reJ?orted 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) DISCLOSURE OF TAXPAYER IDENTITY INFOR.MATION.-The 
Secreta:17 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 Sec1retary, 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 and 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
lection Act of 1966. 

"(n) CERTAIN OTHER PERsoNs.-Pursuant to regulations prescribed 
by the Secretary, returns and return information may be disclosed to 
any person, including any J?erson described in section 7513(a), to the 
extent necessary in connectwn with the processing, storage, transmis
sion, and reproduction of such returns and return information, and 
the programming, maintenance, repair, testing, a.nd procurement of 
equipment, for purposes of tax administration. 

" ( 0) DISCLOSURE OF ltETURNS AND JtETURN INFORMATION W lT.H 
R.EsPEOr ro CERTAIN TAXES.-

" ( 1) TAXES IMPOSED BY SUBTITLE E.-Jteturns 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 inspection or disclosure. 

"(2) TAXES IMPOSED BY CHAPTER 35.-Jteturns and return 
information with respect to taxes imposed by cha.pter 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. 

"(p) PROCEDURE AND ltECORDKEEPING.-
" ( 1) MANNER, TIME, AND PLACE oF INSPECTIONS.-Requests for 

the inspectil)n 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) ltEPRODUCTION OF RETURNs.-A reproduction or 

certified reproduction of a return shall, upon written request, 
be furnished to any person to whom disclosure or inspection 
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of such return is authorized under this section. A reasona:ble 
fee may be prescribed for furnishing such reproduction or 
certified reproduction. 

"(B) DisCLOSURE OF RETURN INFORMATION.-lteturn 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
sary or appropriate. A reasonable fee may be prescribed for 
furnishiJ!g such return information. 

"(C) UsE OF REPRODUCTIONS.-Any reproduction of any 
return, document, or other matter made in accordance with 
this paragraph shall have the same legal status as the origi
nal, and any such reproduction shall, if 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 DISCLOSLRE.-
"(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 
requests) 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 
requests for inspection or disclosure of returns and return 
information, or of returns and return information inspected 
or disclosed, under the authority of subsections (c), (e), (h) 
(1), (3) (A), or (4), (i) (4) or (6) (A) (ii), (k) (1), (2), or 
(6), (I) {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. -

"(B) ltEPORT BY THE SECRETARY.-The Secretary shall, 
within 90 days after the close of each calendar year, furnish 
to the Joint Committee on Taxation a rel?ort with respect 
to, or summary of, the records or accountmgs-described in 
subparagraph (A) in such form and containmg such infor
mation as such joint committee or the Chief of Staff of such 
joint committee may designate. Such report or summary shnll 
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 any 
part thereof, may be disclosed by such joint committee to such 
persons and for such purposes as the joint committee mayl 
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by record vote o£ a majority of the members of the joint com
mittee, determine. 

"(C) PuBLic REPORT ON DISCLOSURES.-The Secretary shall, 
within 90 days after the close of eaeh calendar year, furnish to 
the Joint Committee on Taxation for disclosure to the pU!blic 
a report with respect to the records or accountings describ!!d 
m subparagraph (A) which-

" ( i) provides with respect to each Federal agency, each 
agency, body, or commission described in subsection (d) 
or (1) (3) or (6), and the General Accounting Office the 
number o£-

"(I) requests for disclosure of returns and return 
information, 

"(II) instances in which returns a.nd return 
information were disclosed pursuant to such 
requests, 

"(III) taxpayers whose returns, or return infor
mation with respect to whom, were disclosed pursu
ant to such requests, and 

"(ii). describes the general purposes for which such 
requests were made, 

" ( 4) SAFEGUARDS.-Any Federal agency described in subsection 
(h) (2), (i) (1), (2) or (5), (j) (1) or (2), (1) (1), (2), or (5), 
or (o) (1), the General Accounting Office, or any agency, body, or 
commission described in subsection (d) or (1) (3) or (6) shall, 
as a condition for receiving returns or return information-

"(A) establish a.nd 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 satisfaetion of the Sec
retary, a secure area or place in which such returns or return 
information shall be stored ; 

" (C) restrict, to the satisfaetion 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 b~ 
necessary or appropriate to protect the confidentiality of the 
returns or return information; 

"(E) furnish a report to the Secretary, at such time Sind 
containing such information as the Secretary may prescribe, 
which describes the procedures esta.blished 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 
described in subsection (d) or (1) ( 6), 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 
written report to the Secretary describing such manner; 
and 
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" ( ii) in the case of an agencY. described in subsections 
(h) (2), (i) (1), (2), or (5), (J) (1) or (2), (1) (1), (2), 
or ( 5), or ( o) ( 1), the commission described in subsection 
(1) ( 3), 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 extent 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), 
~d (E) .shal~ cease to apply with respect to any return or return 

· mformatlon 1f, 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. I£ 
the Secretary determines that any sucli agency, body, or com
mission or the General Accounting Office has failed to, or does 
not, meet the requirements of this paragraph, he may, after any 
proceedings for review established 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 Accounting 
Office until he determines that such requirements have been or will 
be met. 

" ( 5) REPoRT ON PROCEDURES AND SAFEGUARDS.-After the 
close of each calendar quarter, the Secretary shall furnish to each 
committee described in subsection (f) (1) a report which describes 
the procedures and safeguards established and utilized by such 
agencies, bodies, or commissions and the General Accounting 
01Iice for ensuring the confidentiality of returns and return infor
mation as required by this subsection. Such report sh·a.ll also 
describe instances of deficiencies in, and failure to establish or 
utilize, such procedures. 

" ( 6) AUDIT OF PROCEDURES AND SAFEGUARDB.-
"(A) AUDIT 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 insJ?ected by officers and employees of the General 
Accountmg Office under subsection ( i) ( 6) (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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"(ii) furnish 1\Il annual report to each committee 
described in subsection (f) and to the Secretary setting 
forth his findings with respect to any audit conducted 
pursuant to subparagraph (A). 

The Secretary may disclose to the Joint Committee any 
report furnished to him under clause ( i). 

"(7) ADHINISTRATIVE 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) SAFEauARDs.-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 taxpayer 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 suc,h disclosure is specifically authorized by State 
law. 

" ( q) REGULATioNs.-The Secretary is authorized to prescribe such 
other regulations as are necessary to carry out the provisions of this 
section." 

(2) CoNFORHING AMENDMENT.-The table of sections for sub
chapter B of chapter 61 is amended by striking out the item 
relating to section 6103 and inserting in lieu thereof the following: 

"Sec. 6103. Confidentiality and disclosure ot returns and return 
intormation." 

(b) STATISTICAL PuBLICATIONS AND 8TtmiEs.-Section 6108 (relating 
to publication of statistics of income) is amended to read as follows: 
"SEC. 6108. STATISTICAL PUBLICATIONS AND STUDIES. 

" (a) PuBLICATION oR OrB:ER Drscr.osURE oF STATisTics oF !NcoME.
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) SPECIAL STATISTICAL STUDIEs.-The Secreba.ry may, upon writ
ten request by any party or parties, make special statistical studies 
and compilations involving return information (as de . .fined in section 
6103(b) (2)) and furnish to such party or parties transcripts of any 
such special statistioal 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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"(c) ANoNYMous FoRM.-No publication or other disclosure of 
statistics or other information required or authorized by subsection 
(a) or special statistical study authorized by subsection (b) shall in 
any manner permit the statistics, study, or any informoatlon so pub
lished, furnished, or otherwise disclosed to be associated with, or 
otherwise identify, directly or indirectly, a particular taxpayer." 

(c) INSPECTION OF CERTAIN ltECORDS BY LocAL OFFICERS.-
(!) IN GENERAL.-Section 4102 (relating to inspection of rec

ords, returns, etc., by local officers) is amended to read oas follows: 
"SEC. 4102. INSPECI'ION 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) CoNFORMING AMENDMENT.-The table of sections for sub
part B of part III of chapter 32 is amended by striking out the 
item reloating to section 4102 and inserting in lieu thereof the 
following: 

"Sec. 4102. I'Ilspection of records by local oftlcers." 

(d) PENALTY FOR UNAUTHORIZED DrscwsURE OF INFORMATION.
Section 7213 (relating to unauthorized disclosure of information) is 
amended by striking out subsection (c), redesignating subsections 
(d) and (e) as (c) and (d), respectively, and by amending subsec
tion (a) to read as follows : 

"('a) ltETURNs 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 em,J?loyee of 
any such person), or any former officer or employee, to disclose to 
any person, except as authorized in this title, any return or return 
information (as defined in section 6103 (b)). Any violation of 
this varagraph shall be a felony punishable upon conviction by a 
fine m 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 OTHER EMPWYEES.-It shall be unlawful for 
'any officer, employee, or agent, or former officer, employee, or 
agent, of any State (as defined in section 6103 (b) ( 5) ) 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 (b)) ac~uired by him or another 
person under section 6103(d) or (I) (6). Any violation of this 
paragraph 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. 

"(3) OTHER PERSONs.-It shall be unlawful for any person to 
whom any return or return information (as defined in section 
6103 (b)) is disclosed in a 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) SoLICITATION.-It shall be ullia wful 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 informatiori:
Any violation of this paragraph 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) SHAREHOLDERB.-It shall be unlawful for any person to 
whom a return or return information (as defined in section 6103 
(b)) is disclosed pursuant to the provisions of section 6103 (e) ( 1) 
(D) (iii) to disclose such return or return information in any 
manner not provided by law. Any violation of this paragraph 
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) -CIVIL DAMAGES FOR UNAUTHORIZED DiscLOSURE OF RETUlL."'ifS 

AND fuTURN INFORMATION.-
(1) IN GENERAL.-Part I of subchapter A of chapter 75 (relat

ing to miscellaneous penalties and forfeitures) is amended by 
adding at the end thereof the following new section : 

"SEC. 7217. CIVIL DAMAGES FOR UNAUTHORIZED DISCLOSURE OF 
RETURNS AND RETURN INFORMATION. 

" (a) GENERAL EtULE.-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
ages against such person, and the distnct courts of the United States 
shall have jurisdiction of any action commenced under the provisions 
of this section. 

"(b) DAMAGEs.-In any suit brought under the provisions of sub
section (a), upon a finding of liability on the part of the defendant, the 
defendant shall be liable to the plaintiff in an amount equal to the 
sumo£-

" (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 shal.l a plain
tiff 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 re~rd 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) CoNFORMING A.MENDMENT.-The table of sections for such 
part is amended by adding at the end thereof the following new 
Item: 

"Sec. 721.7. Civil damages for unauthorized disclosure of returns and 
return information." 

(f) PRocESSING OF RETuRNs, EtETURN INFORMATION, AND OTHER 
DOCUMENTS.-Section 7513 (relating to reproduction of returns and 
other documents) is amended by striking out subsection (c) and redeS
ignating subsection (d) as subsection (c). 
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(g) OTHER APPLICABLE RULEB.--Section 7852 (relating to other 
rules applica;ble under title 26) is amended by adding at the end thereof 
the following new subsection : 

" (e) PruV ACY ACT OF 197 4.-The provisions of subsections (d) ( 2) , 
(3), and (4), and (g) of section 552a of title 5, United States Code, 
shall 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) TEcHNICAL AND CoNFORMING AMENDMENTs.--
(!) 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) . 

( 3) Subsection (d) of section 7213 (relating to cross references) 
is amended by striking out paragraph (1) and inserting in lieu 
thereof: 

"(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 (c) 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 strikmg out "6103 (d)" 
and inserting in lieu thereof "6103 (f)". 

(i) EFFECTIVE DATE.--The amendments made by this section take 
effect January 1, 1977. 
SEC. 1203. INCOME TAX RETURN PREPARERS. 

(a) DEFINITION.--8ection 7701(a) (relating to definitions) is 
amended by adding at the end thereof the following new paragraph: 

"(36) INCOME TAX RETURN PREPARER.--
" (A) IN GENERAL.--The term 'income tax return pre parer' 

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 t(ax imposed by subt1tle A. For purposes of the pre
ceding sentence, the prepara:tion of a substantial portion of a 
return or claim for refUnd shall be treated as if it were the 
preparation of such return or claim for refund. 

"(B) ExcEPTioNs.-A person shall not be an 'income tax 
return pre parer' merely because such person-

' (i) furnishes typing, reproducing, or other mechani
cal assistance, 

" ( ii) 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 employed, 

" (iii) prepares a return or claim for refund for any 
trust or estate with respect to which he is a fiduciary, or 
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"(iv) prepares a claim :i'or refund for a taxpayer in 
response to any notice of deficiency issued to such tax
payer or in response to any waiver of restriction afte.r 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 
such taxpayer." .,_ 

(b) AssESSABLE PENALTIES WHERE PREPARER UNDERSTATES TAx
PAYER's LIABILITY.-

(!) IN GENERAL.-Subchapter B of chapter 68 (relating to 
assessable penalties) is amended by adding at the end thereof the 
:following new section: 

"SEC. 6694. UNDERSTATEMENT OF TAXPAYER'S LIABILITY BY INCOME 
TAX RETURN PREPARER. 

"(a) NEGLIGENT OR INTENTIONAL DISREGARD OF ltULES AND REGULA
TIONs.-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 shal1 
pay a penalty of $100 with respect to such return or cla.im. 

"(b) WILLFUL UNDERSTATEMENT OF LIABILITY.-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 claim. With respect to any return or 
claim, the ammmt of the penalrty 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). 

"(c) EXTENSION OF PERron OF CoLLECTION WHERE PREPARER PAYS 
15 PERCENT OF PENALTY.-

"(!) IN GENERAL.-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 proceedin~ in court for the collection 
o:f 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 7 421 
(a), the be~g of such proceeding or levy during the time 
such prohibition is in force may be enjoined by a proceeding in 
the proper court. 

" ( 2) PREPARER MUST BRING SUIT IN DISTRICT COURT TO DETERMINE 
ms LIABILITY FOR PENALTY.-If, within 30 days after the day on 
which his claim for refund of any partial payment of any perialty 
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 
court for the determination of his liability for such penalty, para
graph (l) 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 LIHITATIONS ON COL· 
LECT.ION.-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) ABATEMENT oF PENALTY WHERE TAXPAYER's Lr.amx.:rrr Nar 
UNDERSTATED.-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. pena.lty 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 such payment as an overpayment of tax without regard to any 
period of limitations which, but for this subsection, would apply to 
the making of such refund. 

" (e) UNDERSTATEMENT OF LIABILITY DEFINED.-For purposes of this 
section, the term 'understatement of liability' means any understate
ment of the net amount payable with respect to any tax imposed 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 m.ade 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 7 427 as section 7 428 and by inserting after section 
7 426 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 a.ny 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. 7428. 'Cross references." 

(c) PREPARER MusT FUR..~SH CoPY OF ltETURN TO T.~XPAYER AND 
MusT RETAIN CoPY OR LisT.-Subchapter B of chapter 61 (relating 
to information and returns) is amended by insertmg 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) FURSISHISG CoPY TO TAXPAYER.-Any person who is an 
income tax return preparer with respect to any return or claim for 
refund shall furnish a completed 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) CoPY OR LisT To BE RETAI!'I"ED BY INCOME TAx ltETURN 
PREPARER.-Any person who is an income tax return preparer with 
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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. 

" (c) ltEGULATIONs.-The Secretary shall prescribe regulations 
under which, in cases where 2 or more persons are income tax return 
preparers with respect to the same return or claim for refund, com
pliance with the requirements of subsection (a) or (b), as the case 
may 'be, of one such person shall be deemed to be compliance with the 
requirements of such subsection by the other persons. 

" (d) DEFINITIONs.-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) TAXPAYER IDENTIFYING NUMBER OF PREPARER To BE FUR
NISHED.-Section 6109 (a) (relating to supplying of identifying num
bers) is amended by adding at the end thereof the followmg: 

" ( 4) FURJ.'l'ISHI:NG IDENTIFYING NUMBER OF INCO~IE TAX RETt::RN 
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) PREPARER MusT Fn.E ANNUAL INFORMATION RETt::RN.-Part III 
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) GENERAL ltULE.-Any person who employs 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 employed by him at any 
time during such period. For purposes of this section, any individual 
who in actmg 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) ALTERNATIVE REPORTING.-In lieu of the return required by 
subsection (a), the Secretary may approve an alternative reporting 
method if he determines that the neeessary information is available 
to him from other sources. 

"(c) RETURN PERIOD DEFINED.-For purposes of subsection (a), 
the term 'return period' means the 12-month period beginning on 
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July 1 of each year, except that the first return period shall be the 
6-month period beginning on January 1, 1977, and ending on June 30, 
1977." 

(f) OTHER AssESSABLE PENALTIES WITH RESPECT TO THE PREPARA
TION OF INCOME TAx RETURNS FOR OTHER PERSoNs.-Subchapter B of 
<!hapter 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) FAILURE To FURNISH CoPY TO TAXPAYER.-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) FAILURE To SIGN 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. 

"(c) FAILURE To FuRNisH IDENTIFYING NUMBER.-Any person who 
is an income tax return pre parer with respect to any return or claim for 
refund and who fails to comply 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) FAILURE To ltETAIN CoPY OR LrsT.-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 neglect. The maximum penalty imposed under this subsection 
on any person with respect to any return period shall not exceed 
$25,000. 

" (e) F .AlLURE To FILE CoRRECT 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 respect to any return period shall not 
exceed $20,000. 

" (f) NEGOTIATION OF CHEC:s.:.-Any person who is an income tax 
return preparer who endorses or otherwise negotiates ( directlv or 
through an agent) any check made in respect of the taxes impose<l by 
subtitle A which is issued to a taxpayer (other than the income tax 
return preparer) shall pay a penalty of $500 with respect to each such 
check. 
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"SEC. 6696. RULES APPLICABLE WITH RESPECT TO SECTIO~S 6694 AND 
6695. 

"(a) PENALTIES To BE AnomoNALTO ANY OrHER PENALTIEs.-The 
penalties provided by section 6694 and 6695 shall be in addition to any 
other penalties provided by law. 

"(b) DEFICIENCY PROCEDURES NOT To APPLY.-8ubchapter 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 by sections 6694 and 6695. 

" (c) PROCEDURE FOR CLAIMING REFUND.-Any claim for credit or 
refund of any ~nalty paid under section 6694 or 6695 shall be filed 
in accordance w1th regulations prescribed by the Secretary. 

"(d) PEruoos 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 be 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 anytime. 

"(2) CLAIM FOR 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) DEFINITIONS.-For purposes of sections 6694 and 6695--
"(1) RmN.-The term 'return' means any return of any tax 

imposed by subtitle A. 
" ( 2) CLAIM FOR REFUND.-The term 'claim for refund' means a 

claim for refund of, or credit. against, ·any tax imposed by sub
title A." 

(g) AUTHORITY To SEEK INJUNCTION AGAINST INCO:ME TAX RETURN 
PREPARERS.-Subchapter A of chapter 76 (relating to civil action.S 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) AUTHORITY To SEEK INJUNOTION.-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 7402(a)) separate and apart from 
any other action brought by the United. States against such income 
tax preparer or any taxpayer. 

"(b) .ADJUDICATION AND DECREES.-In any action under subsection 
(a), if the court find~ 

" ( 1) that an income tax return pre parer ha~ 
"(A) engaged in any conduct subject to penalty 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 coir
duct which substantially interferes with the proper adminis
tration of the Internal Revenue laws, and 

"(2) that injunctive relief is appropriate to prevent the recur-
rence of such conduct, 

the court may enjoin such person froni 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
paragraphs (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 
pre parer. 

"(c) BoND To STAY INJUNCTION.-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 ltEFERENCEs.-
(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)(l)." 
(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 AMEND:MENTS.-

(1) The table of subparts for part III of suchapter A of chap
~er 61 is amended by adding at the end thereof the following new 
Item: 

"Subpart 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 subchapter B of chapter 68 is 
amended by adding at the end thereof the following new items: 

"Sec. 6694. Understatement of taxpayer's liability by income tax return 
preparer. 

'ISec. 6695. Other assessable 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. 7407. Action to enjoin income tax return preparers. 
"Sec. 7408. Cross references." 

(j) EFFECTIVE DATE.-The amendments made by this section shall 
apply to documents prepared after December 31, 1976. 
SEC. 1204. JEOPARDY AND TERMINATION ASSESSMENTS. 

(a) ltEVIEW OF JEOPARDY AND TERMINATION AssESsMENTS.-Sub
chapter B of chapter 76 (relating to proceedings by taxpayers and 
third parties) is amended by inserting after section 7 428 the following 
new section : 
"SEC. 7429. REVIEW OF JEOPARDY ASSESSMENT PROCEDURES. 

"(a) ADMINISTRATIVE ltEVIEW.-
"(1) INFORMATION 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 taxpa:yer w1th a written 
statement of the information upon which the Secretary relies in 
making such assessment. 

"(2) ltEQUEST FOR REVIEw.-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) ltEDETERMINATION BY SECRETARY.-After lt 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) JUDICIAL ltEVIEW.-
" (1) ACTioNs PERMI'ITED.-Within 30 days after the earlier of

" (A) the day the Secretary notifies the taxpayer of hiS' 
determination described in subsection (a) ( 3) , 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. 

"(3) ORDER OF DISTRICT COURT.-!£ 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 ta.ke such other 
action as the court finds appropriate. 

"(c) EXTENsiON oF 20-DAY PEruoo WHERE TAxPAYER So R.EQUESTS.
If 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) Co~rPUTATION OF D.ns.-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) VENUE.-A civil action under subsection (b) shall be com
menced only in the judicial district described in section 1402(a) (1) 
or (2) oftitle 28, United States Code. 

"(f) FINALITY OF DETERMINATION.-Any determination made by a 
district court under this section shall be fina.l and conclusive and shall 
not be reviewed bv anv other court. 

"(g) BURDEN oF PRooF.-
"(1) REASO~ABLENESS 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 
res~ct to such issue shall be upon the Secretarv. 

'(2) REASONABLENESS OF AMOUNT oF ASSESSMENT.-In an action 
under subsection (b) involving the issue of whether an amount 
assessed or demanded as a result of action taken under section 
6851, 6861. or 6862 is appropriate under the circumstances, the 
Secretary shall provide a writt~n 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) JEOPARDY AssESS)IENT OF INCOME TAx.-
(1) TER)IINATION ASSESSMENTs.-So much of section 6851 

(relating to termination of taxable year) as precedes subsection 
(c) is amended to read as follows: 

"SEC. 6851. TERMINATION ASSESSMENTS OF INCOME TAX. 
"(a) A.UTHOniTY FOR }fAIUNG.-

"(1) IN GENERAL.-I£ the Secretary finds that a taxpayer 
designs quickly to depart from the United States or to remove his 
property therefrom. or to conrPal himsPlf 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) 
tendin~ to prejudice or to render wholly or partially inea:ectual 
proceedings to collect 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 case 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 det~rmined (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 sh:all cause notice of such 
determination and assessment to be given the taxpayer, together 
with a demand for immediate payment of such tax. 
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"(2) CoMPUTATION OF TAX.--ln 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 though 
such period were a taxable year of the taxpayer, and shall take.~ 
into account any prior determination made under this su'bsection 
with respect to such current taxable year. 

"(3) TREATMENT 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) Tms SECTION IN APPLICABLE WHERE SECTION 6 8 61 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) NOTicE oF DEFICIENCY.--!£ 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 taxable 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)." · 

(2) BoNns.--Section 6851 is amended by striking out subsection 
(e) (relating to bonds) and inserting in lieu thereof the following: 

"(e) SECTIONS 6861 (f) AND (g) To APPLY.--The provisions of sec
tion 6861(f) (relating to collectiOn of unpaid amounts) and 686l(g) 
(relating to aibatement if jeopardy does not exist) shall apply with 
respect to any assessment made under subsection (a) . 

" (f) CROSS REFERENCES.--
"(!) For provisions permitting immediate levy in case of jeopardy, see 

section 6331(a). 
"(2) For provisions relating to the review of jeopardy, see section 

7429." 

(c) TEcHNICAL 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" imm.edi
a.tely 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) (B) 
(ih) thereof, and by striking out paragraph (1) (B) (iv) and 
the matter following such paragraph and inserting in lieu 
thereof the following: 

" ( iv) nonresident 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 strikinTIJ~t "and" at the end of paragra}?h (2) (B) 
(ii), and by str · g out paragraph (2) (B) (ili) and the 
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matter following such paragraph and inserting in lieu 
thereof the following: 

" (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 taxable year, 

shall be made at such place as the Secretary may by regulations·~ 
designate." 

( 4) Section 6211 (h) ( 1) (relating to rules for determining defi
ciencies) is emended by striking out "and" after "31," and by 
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) ". 

(5) Section 6212(c) (relating to restrictions on further defi
cienc~ letters) is amended b:y inserting after "errors)," the follow
ing: 'in section 6851 ( relat~ to termination assessments) ,". 

{ 6) Section 6213 (a) ( relatmg to time for filing petition with 
the Tax Court) is amended by inserting "section 6851 or" before 
"section 6861". 

(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
ment"· and 

(C) 'by striking out ''the jeopardy assessment" each r.lace 
it appears therem and inserting in lieu thereof ' such 
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-

" ( i) before the expiration of the periods described in 
subsection (c) (1) (A) and (B), 

" ( ii) 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 Retition 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 durin~ 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 case 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) STAY OF SALE OF SEIZED PRoPERTY PENDING DisTRICT CoURT 
DETERMINATION UNDER SECTION 7429.-
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" ( 1) GENERAL RULE.-Where a jeopardy assessment has been 
made under sect.ion 6862 (a) , 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 7 4:29 (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 day 
after the expiration of the period provided in section 7 429 (a) 
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) ExcEl'TIONS.-With respect to any property described 
in paragraph (1), the exceptions provided by subsection (b) (3) 
(B) shall a~ply." 

(10) Section 7103(a) (4) (relating to a cross reference) is 
repealed. 

( 11) Section 7 421 (a) (relating to prohibition of suits to 
restrain assessment or collection of taxes) is amended by striking 
out "and 7 426 (a) and (b) ( 1) " and inserting in lieu thereof 
"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 : 

"Sec. 6851. Termination assessments of income ta::s:." 
(13) The table of sections for subchapter B of chapter 76 is 

amended by inserting after the item relating to section 7428 
the following: 

"Sec. 7429. Review of jeopardy assessment procedures." 
(d) EFFEcTIVE 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) REQUIREMENT THAT NOTICE BE SERVED ON PERSoN WHOSE 
BooKs, ETc., ARE BEING Smn:roNED.-Subchapter A of chapter 78 
(relating to examination and inspection) is amended by redesignating 
section 7609 as section 7611 and by inserting after section 7608 the 
following new sections : 
"SEC. 7609. SPECIAL PROCEDURES FOR THIRD-PARTY SUMMONSES. 

" (a) NOTICE.-
"(1) IN GENEML.-If-

"(A) any summons described in subsection (c) is served 
on any 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 
summons, 

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 shall 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). 
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"(2) SUFFICIENCY OF NOTICE.--Such notice shall be sufficient i:f, 
on or before such third day, such notice is served in the manner 
provided in section 7603 (relating to service of summons) upon 
the person 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 fiduciary 
of such person, even if such person or fiduciary is then deceased, 
under a legal disability, or no longer in existence .. 

" ( 3) THIRD-PARTY RECORD KEEPER 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 other 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(c) (14) (A)); 

"(B) any consumer reporting agency (as defined under sec
tion 603(d) of the Fair Credit Iteporting Act (15 U.S.C. 
1681a(f))); 

" (C) any 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) ExCEPI'IOfs.--Paragraph (1) shall not apply to any 
summons--

"(A) served on the person with respect to whose liability 
the summons is issued, or any officer or employee of such 
person, . 

"(B) to determine whether or not rec.ords of the business 
transactions or affairs of an identified person have been made 
or ke_pt, or 

"(C) 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) R.!GHT To INTERVENE; !tiGHT To STAY CoMPLIANCE.--
"(!) INTERVENTION.--Notwithstanding any other law or rule of 

law, any person who is entitled to not1ce of a summons under 
subsection (a) shall have the right to intervene in any proceeding 
with respect to the enforcement of such summons under section 
7604. 

"(2) fuGHT TO STAY COMPLIANCE.-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 day 
such notice is given in the manner provided in subsection (a) 
(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) . 

" (c) SUMMONS TO W mcH SECTioN .A.:PPLIEs.-
"(1) IN GENERAL.-Except as provided in paragraph (2), a 

summons is described in this subsection if it is issued under para
graph (2) of section 7602 or under section 6420(e) (2), 6421(f) 
(2), 6424(d) (2), or 6427(e) (2) and requires the production of 
records. 

"(2) ExCEl'TioNs.-.A summons shall not be treated as described 
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) it is in aid of the collection of-
" ( i) 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 referred to in clause (i). 
"(3) RECORDS; CERTAIN RELATED TESTU[ONY.-For purposes of 

this section-
"(.A) the term 'records' includes books, papers, or other 

data, and 
"(B) a summons requiring the giving of testimony relating 

to records shall be treated as a summons requiring the pro
duction of such records. 

" (d) REsTRICTION ON EXAMINATION OF RECORDS.-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-day period allowed for the 
notice not to comply under subsection (b) ( 2), or 

"(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 OF STATUTE OF Ln.t:riATIONs.-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 the running of any period of limitations under sec
tion 6501 (relating to the assessment and collection of tax) or under 
section 6531 (relating to criminal 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) .AnomoNAL REQUIREMENT IN THE CASE OF A JoHN DoE 
Sm.rxoNs.-.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, 

.---.. -.... ..... 
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"(2) there is a reasonable basis for believing that such person 
or group or class of persons may fail or may have failed to comply 
with any provision of any internal revenue law, and 

" ( 3) the information sou~ht to be obtained from the examina
tion of the records (and the Identity of the J?erson or persons with 
respect to whose liability the summons is ISSued) is not readily 
available from other sources. ...,. 

"{g) SPECIAL ExCEl'TION FOR CERTAIN SmnroNsES.-In the case of 
any summons described in subsection (c), the provisions of subsections 
(a) ( l) and (b) shall not apt>lY 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) JURISDICTION OF DisTRICT CoURT.-
"(1) The United States district court for the district within 

which the person to be summoned resides or is found shall have 
jurisdiction to hear and determine proceedings brought under 
subsections (f) or (g). 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 
ap~led. 

' ( 2) Except as to cases the c.ourt 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 a.nd shall be assigned for hearing and 
decided at the earliest practicable date. · 

"SEC. 7610. FEES AND COSTS FOR WITNESSES. 
" (a) IN GENERAL.-The Secretary shall by retllllations establish the 

rates and conditions under which payment may be made of-
"(1) fees and mileage to persons who a.re 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) ExCEPTioNs.-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, pa.pers, 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. 

"(c) SUMMONS TO WmcH SECTioN .A.PPLIF.S.-This section applies 
with res~t to a.ny summons authorized under section 6420(e) (2), 
6421(£) (2), 6424(d) (2), 6427(e) (2), or 7602." 

(b) CLERicAL AMENDMENT.-The table of sections for such subcha.p· 
ter A is amended by striking out the item relating to section 7609 and 
inserting in lieu thereof the following: 

I 
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"Sec. 7609. Special procedures for third-party summonses. 
"Sec. 7610. Fees and costs for witnesses. 
"Sec. 7611. Cross references." 

(c) EFFECTIVE DATE.-The amendments made by this section shall 
apply with respect to any summons issued after December 31, 1976. -~ 
SEC. 1206. ASSESSMENTS IN CASE OF MATHEMATICAL OR CLERICAL 

ERRORS. 
(a) IN GENERAL.-Section 6213(b) (relating to exceptions to 

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 lieu thereof 

the following new paragraphs: 
" ( 1) ASSESSMENTS ARISING OUT OF MATHEMATICAL OR CLERICAL 

ERRORS.-!£ the taxpayer is notified that, on account of a mathe
matical or clerical 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 (c) ( 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 FOR 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 specified 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) STAY oF coLLECTION.-In the case of any assessment 
referred to in paragraph (1), notwithstanding paragraph 
( 1) , no levy or proceeding in court for the collection of such 
assessment shall be made, begun, or prosecuted during the 
period in which such assessment may be abated under this 
paragraph." . 

(b) DEFINITIONS RELATING TO MATHEMATICAL OR CLERICAL ERRORS.
Section 6213 is amended by redesignating subsection (f) as subsection 
(g), and b:y: inserting immediately after subsection (e) the following 
new subsectiOn : 

" (f) DEFINITIONs.-For purposes of this section-
"(!) RETURN.-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 orB, or chap
ter 42 or43. 

"(2) MATHEMATICAL OR CLERICAL ERROR.-The term 'mathemati
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 
&venue 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 
supplied on the return to substantiate an entry on the re:;urn, 
and 

"(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 
" (h) as a percentage, ratio, or. fraction, 

and if the items entering mto the application of such limit 
appear on such return." 

(c) TEcHNICAL AND CoNFORMING AMENDMENTs.-
( 1) Section 6213 (b) ( 3) (relating to assessments arising out of 

tentative carryback adjustments), as redesignated by subsection 
(a), is amended-

( A) by striking out "he may assess" and insertin~ i lieu 
thereof "he may assess without regard to the proVIsic1s of 
paragraph (2) ", and 

(B) by striking out "mathematical error" and ins· ting 
in lieu thereof "mathematical or clerical error". 

(2) Section 6201(a) (3) (relating to assessments regn ling 
erroneous income tax prepayment credits) and section 6l ' (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 insertin~ immediately before the period at the end 
thereof the followmg: ", 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 "~relating to mathematical errors)" and 
insertinf in lieu thereof ' (relating to mathematical or clerical 
errors)'. 

(d) EFFECTIVE DATE.-The amendments made by this section shall 
apply with respect to returns (within the meaning of section 6213 
(f) (1) of the Internal Itevenue Code of 1954) filed after December 31, 
1976. 
SEC. 1207. WITHHOLDING. 

(a) WITHHOLDING STATE AND DISTRICT INcoME TAXES FRoM CoM
PENSATION oF MEMBERS oF ARMED FoRCES WHo ARE RESIDE....,TS oF THE 
STATE oR DISTRICT 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 employment 
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 strikin~ out in the third sentence ''pay for service 
as a member of the armed forces, or to"; and ·-

(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 
~pplied b1 substituting 'who are residents of the District of 
Columbia for 'whose res-u:lar place of employment is within 
the District of Columbia'." 

(b) WITHHOLDING STATE AND CITY INCOME TAXES FRoM THE CoM
PENSATION oF lVlEMBERB OF THE NATIONAL GuARD OR 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 
terms 'serve as a member of the armed forces' and 'service as a member 
of the Armed Forces' do not include-

"(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(a) of title 
10, United States Code, by a member of the Ready Reserve." 

(c) VoLUNTARY WrrHHOLDING OF STATE INcoME TAXES FRoM THE 
CoMPE..~SATION OF FEDERAL EMPLOYEES.-Paragraphs (1) and (2) of 
section 5517(a) of title 5, United States Code, are amended to read as 
follows: 

"(1) 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 
grantmg to employers generally the authority to withhold sums 
from tlie pay of employees if any employee voluntarily elects 
to have such sums withheld; and 

"(2) imposes the duty or grants the authority to withhold 
generally with respect to the pay of employees who are residents 
of the State;". 

(d) WITHHOLDING TAx ON CERTAIN GAMBLING WINNINos.--Section 
3402 (relating to income tax collected at source) is ·amended by adding 
at the end thereof the following new subsection: 

"(q) EXTENSION OF WITHHOLDING TO CERTAIN GAMBLING WIN
N,ING8.-

"(1) GENERAL RULE.-Every person, including the Government 
of the United States, a State, or a political subdivision thereof, or 
any instrumentalities of the foregoing, making any payment of 
winnings which are subject to withholding shall deduct and with
hold from such payment a tax in an amount equal to 20 percent of 
such payment. 

"(2) EXEMPTION 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 
payment subject to tax under section 1441 (a) (relating to with
holding on nonresident aliens) or tax under section 1442(a) 
(relating to withholding on foreign corporatiens). 
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"(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 GENERAL.-Except as provided in subparagraphs.~ 
(B) and (C), proceeds of more than $1,000 from a wagermg 
transaction, if the amount of such proceeds is at least 300 
times as large as the amount wagered. 

"(B) STATE-CONDUCTED 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 LOTI'ER
IES.-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) ltULEs FOR DETERMINING PROCEEDS FROM A WAGER.-For 
purposes of this subsection-

" (A) proceeds from a. wa(J'er 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 111t their fair market value. 

" ( 5) EXEMPTION FOR BINGO, KENO, AND SLOT MACHINES.-The 
tax imposed under paragraph ( 1) sha.U not a.pply to winnings 
from a slot machine, keno, and bingo. 
· "(6) STATEMENT BY RECIPIENT.-Eve:ry 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 t.he 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 
sections 3403 and 3404 and for purposes of so much of subtitle 
F (except section 7205) as rela;tes to this chapter, paym. ents to 
any person of winnings which are subject to withholding shall 
be treated as if they were wages paid by an employer to an 
employee." 

(e) WITHHOLDING OF FEDERAL TAns ON CERTAIN INDIVIDUALS 
ENGAGED IN FISHING.-

{1) IN GENERAL.-
(A) Section 3121(b) (definin" employment) is amended 

by striking out "or" at the end o¥ 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 
a.rran~ent 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 o£ 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 only if the operating crew of such boat (or each boat from 
which the individual rece1ves 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
gra~h (E) and inserting in lieu thereof ", and", and by 
adding after subparagraph (E) the following new subpara-
graph: . 

"(F) service described in section 3121 (b) (20) ;". 
(C) Section 3401 (a) (defining wages for purposes of 

withholding) is amended by striking out the period at the 
end o£ para~aph (16) and inserting in lieu thereof"; or",. 
and by adding after paragraph (16) the following new 
parap-a.ph: 

"(17) for service described in section 3121(b) (20)." 
(2) CoNFoRMINGAMEND.MENTs.- · 

(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 inserting 
in lieu thereof"; or," and by addmg 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 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 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 Act is amended by striking 
out "and" at the end of subparagraph (D), by striking out 
the semicolon at the end of subparagraph (E), and inserting 
in lieu thereof ", and" and by adding after subparagraph 
(E) the following new paragraph: 

'(F) service described in section 210(a) (20) ;". 
(3) R:EroRTINGREQUIREMENT.-

(A) Subpart B of part III 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. 

" (a.) ltEPORTS.-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, a.nd in such 
manner ·and form, as the Secretary shall by regulations prescribe) 
information respecting-

"(1) the identity of each individual performing such services; 
"(2) the percentage of each such mdividual's share of the 

catches of fish or other forms of aquatic animal life, and the per
centage of the operator~s share of such catches; 

"(3) 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) WRITrEN STATEMENT.-Every person making a return under 
subsection (a) shall furnish to each person whose name is set forth in 
such return a written st·at€ment showing the information relating to 
such person contained in such return. The written statement reqmred 
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 tmder 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 bv inserting after 
"tips)," the following: "or section 6050A (b) ( relatmg to 
statements furnished by certain fishing boat operators),". 

(f) EFFECTIVE DATES.-
( 1) SUBSECTION (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) SUBsECTIONs (b) Axn (c) .-The amendments made by sub
sections (b) and (c) shall apply to wages withheld after the 120-
da.y period following the date of the enactment of this Act. 

( 3) SUBSECTION (d).-The amendments made by subsection (d) 
shall apply to payments of winnings made after the 90th day after 
the date of the enactment of this Act. 

( 4) SUBSECTION (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
graphs (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 calen4ar years begtnning 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 



H. R. 10612-190 

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 being 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 (e)",_ 
shall not apply with respect to such services performed by 
such individual (and the share of the catch, or proceeds 
therefrom, received by him for such services). 

SEC. 1208. STATE-CONDUCTED LOTTERIES. 
(a) EXEMPTION FRoM WAGERING TAX.-Paragraph (3) of section 

4402 (relating to State-conducted sweepstakes) is amended to read as 
follows: 

"(3) STATE-CONDUCTED LOTTERIES, ETC.-On any wager placed 
in a sweepstakes, wagerin~ pool, or lottery which is conducted by 
an agency of a State actmg under authority of State law, but 
only if such wager is placed with the State agency conducting 
such sweepstakes, wagering pool, or lottery, or with its authorized 
employees or agents." 

(b) EXEMPTION FRoM OccuPATIONAL TAx oN CorN-OPERATED 
DEvrCEs.-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 strikin&' out the period at the end of paragraph (2) and 

inserting in lieu thereof " ; or", and 
(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." 

(c) EFFECTIVE DATES.-
( 1) The amendment made by subsection (.a) shall apply with 

resEect to wagers placed after March 10, 1964. 
(2) 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) GE..~ERAL RULE.-Subsection (a) of section 6334 (relating to 

property exempt from levy) 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 individual as 
wages or salary for personal services, 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 exceed the applicable exempt amount determined under 
subsection (d) . " i 

(b) DETERMINATION OF EXEMPT AM:OUNT.-Section 6334 is amended 
by adding at the end thereof the following new subsection: 

" (d) EXEMPT AMOUNT OF wAGES, SALARY, OR OTHER INCOM:E.
"(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 a.ny 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 sha.ll prescribe by regulations and-
, " ( i) over half of whose support for the payroll period 

was received from the taxpayer, 
" ( ii) 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) , a.nd 

" (iii) who is not a minor child of the taxpayer with 
respect to whom amounts are exempt from levy under 
subsection (a) ( 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). 

"(2) INDIVIDUALS ON BASIS OTHER THAN WEEKLY.-ln the case of 
a.ny individual not described in paraR;raph (1), the amount of the 
wages, salary, a.nd other income payable 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 ammmt (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." 

(c) CoNFOJUHNG AMF..NDMENT.-The paragraph heading for para
graph ~8) of section 6334(a) is amended to read as follows: 

' (8) JUDGMENTS FOR SUPPORT OF MINOR CHILDREN.-" . 
. · · (d) LEvY ON WAGES, ETC., To BE CoNTINUING.~ 

( 1) Subsection (d) of section 6331 (relating to levy on salaries 
and wages) is amended by adding at the end thereof the following 
new paragraph: 

" ( 3) CONTINUING LEVY ON SALARY AND WAGES.-
"(A) EFFECT OF 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 
unenforceable by reason of lapse of time. 

"(B) RELEASE AND NOTICE OF RELEASE.-With respect to a 
levy described in subparagraph (A), the Secretary shall 
promptly release the levy when the liability out of which such 
levy arose is satisfied or becomes unenforceable by reason of 
lapse of time, and shall promptly notify the person upon 
-whom such levy was made that such le_vy 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 
inse. rting in lieu thereof "Except as otherwise provided m 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 

suelllevy" a.nd 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 
d.ate such person would otherwise 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 hy strikin~ out the last sentence._ 

(e) EFFECTIVE DATE.-The amendments mad.e by this section shall 
apply only with respect to levies made after December 31, 1976. 
SEC. 1210. JOINT COMMITTEE REFUND CASES. 

(a) IN GENERAL.-Section 64:05 (a) (relating to reports of refunds 
and credits) is amended to read as follows : 

"(a) BY TREASURY TO JOINT CoMl:IITTEE.-Xo 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 
clui.pters 42 and 43, in excess of $200,000 shall he 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) T&~TATIVE REFUNns.-Section 6405 (c) is amended by. striking 
out ''$100,000" and inserting in lieu thereof "$200,000". 

(c) AUDIT.-Section 8023(a) (relating to powers to obtain 
information from the Internal ltevenue Service) is amended by 
addin~ 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 
ltevenue 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 proposed 
to be taken by the Service as a result of any audit of the return." 

(d) EFFECTIVE 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 been 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 striking 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 establishin~ the identifica
tion of individuals affected by such law, and may require any individ-
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ual who is or aJ?pears 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. ~ 

"(ii) If and to the e::s:tent 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. 

"(iii) For purposes of clause (i) of this subparagraph, an agency 
of a State (or 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 a.gency solely for the purpose of administer
ing the laws referred to in clause (i) above and for the purpose of 
responding to requests for information from an agency operating pur
suant to the provisions of part..::\. or D of title IV of the Social Security 
Act. 

"(iv) For purposes of this subparagraph, the term 'State' includes 
the Drstrict of Columbia, the Commonwealth of Puerto ltico, 
the Virgin Islands, Guam, the Commonwealth of the Northern Mari
anas, and the Trust Territory of the Pacific Islands." 

(c) Section 6109 (relating to identifying numbers) is amended by 
adding at the end thereof the following new subsection: 

"(d) UsE OF SociAL SECURITY AccoUNT NuMBER.-The social secu
rity account number issued to an individual for purposes of section 
205 (c) ( 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
in~ after subsection (g) the following new subsection: 

'(h) discloses, uses, or compels the disclosure of the social securitr, 
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) Ix GENERAL.-Section 6404 ( relatin~ to abatements) is amended 

by adding at the end thereof the followmg new subsection: 
" (d) AssESS:lfEXTs ATTRIBUTABLE TO CERTAIN MATHE:M.-\TICAL ERRORS 

BY INTERNAL REVENUE SERvicE.-In the case of an assessment of any 
tax imposed 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) EFFECTIVE D.\TE.-The amendment made by subsection (a) 
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(1) of the Tax 
Reform Act of 1009 (relatmg to pr1vate foundations savings provi
sions) is amended-

(1) by striking out "and" at the end ofsubparagraph (D); 
(2) by striking out the period at the end of subparagraph (E) 

and inserting in heu thereof " ; and" ; and 
( 3) by adding at the end thereof the following new subpara

graph: 
" (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) 

a~p(l!~s). th d" · · t h eli 1:£! d n e 1spos1tiOn o sue squa .we person occur:=: 
before January 1, 1978, and 

"(iii) such foundation receives in return for the dis 
position to such disqualified person an amount whicl 
equals or exceeds the fair market value of such propert~ 
at the time of the disposition or at the time ( afte 
June 30, 1976) a contract for the disposition was prevj 
ously executed in a transaction which would not consti 
tute a prohibited transaction (within the meaning 0 .... 

section 503 (b) or any corresponding provision of prior 
law).". 

(b) EFFECTIVE 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 GENERAL.-8ection 4942(g) (2) (relating to definition of 
qualifying distributions) is amended to read as follows : 

"(2) CERTAIN SET-ASIDES.-

"(A) IN GENERAL.-For all taxable years beginning on or 
after January 1, 1975, subject to such terms and conditions 
as may be. prescribed by the Secretary, an amount set aside 
for a specific project 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
paragraph (B). 

"(B) REQUIREMENTs.-An 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 proi
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 before the end 
of the taxable vear of the foundation in which the set-asidP 
is made, w 
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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 ( i) ) 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 more prior years), and 

"(III) 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) during the four taxable years immediately preceding 
1ts first taxable year beginning after December 31, 1975, or 
the fifth taxable year followmg the year of its creation, 
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) CERTAIN FAILUBES TO DISTRIBUTE.-!£, for any taxable 
year to which- clause (ii) (II) 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 

" ( ii) 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) (II) 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 year. 

"(D) REDUCTION IN DISTRIBUTION AMOUNT.-If, during the 
taxable years in the adjustment period for which the or!!'aili
zation is a. ptivate founda.tion, the foundation distri~utes 
amounts in cash or its equivalent which exceed the amount 
required to be distributed under clause (ii) (II) of subpa.ra
graph (B) (including but not limited to pa.7.ments with 
respect to set-asides wlii~h were treated as quahfying distri
butions in prior years) , then for purposes of this subsection 
the distribution required under clause (ii) (II) of subpa.ra
graph (B) for the taxable year shall be reduced by an 
amount equal to such excess. 

"(E) ADJUSTMENT PERIOD.-For purposes of subparagraph 
(D), with respect to any taxa·ble 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 :!?receding the taxable year. 

In the case of a set~side which satisfies the requirements of clause 
(i) of SU!bparagraph (B), for good cause shown~·the period for 
paying the amount set aside may be extended by the Secretary." 

(b} STATUTE oF LlmTATIONs.-Subsection ( n) of section 6501 ( re
la.ting to limitations on assessments and collections) is amended by 
addirig 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 private foundation for a specific ·project to be 
t~ated as a qualifyin~ distribution under the provisions of sec
tiOn 4942 (g) ( 2) (B) ( 1 J (II) , such deficiency may be assessed at 
any tiii?-e be~o~ the ~xpiration. of 2 years after the expiration of 
the penod w1thm which a defiCiency may be assessed for the taxa_.~ 
ble year to which the amount set aside relates." 

(c) EFFECTIVE DATE.-The amendments made by this section shall 
apply to taxable years beginning after December 31, 1974. 
SEC. 1303. MINIMUM DISTRIBUTION AMOUNT FOR PRIVATE FOUN

DATIONS. 
(a). IN GENERAL.-Sub~ection (e) of section 4942 (relating to mini

mum mvestment return) IS amended to read as follows : 
" (e) MINIMUM INVESTME~~ ltETORN .-

"(1) IN GENERAL.-For purposes of subsection (d), the mini
mum investment return for any private foundation for any tax
a;ble year is 5 percent of the excess of-

"(A) the a(J'gregate 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(c) (1) without regard 
to the taxable year in which the indebtedness was incurred). 

"(2) VALUATION.-
"(A) IN GENERAL.-For purposes 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
mined at such times and in such manner as the Secretary shall 
by re~lations prescribe. 

"(B) REDUCTIONS IN VALUE FOR BLOCKAGE OR SIMILAR FAC
TORS.-ln determining the value of any securities under this 
paragraph, the fair ma.rket value of such securities (deter
mined without regard to any reduction in value) shall not be 
reduced unless, and only to the extent that, the private foun
dation esta:blishes that as a result of-

" ( i) the size of the block of such securities, 
" ( ii) the fact that the securities held are securities in a 

closel7. held corporation, or 
" (iii) 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) EFFECTIVE DATE.-The amendment made by this section applies 
to taxable years beginning after December 31, 1975. 
SEC. 1304. EXTENSION OF TIME TO AMEND CHARITABLE REMAINDER 

TRUST GOVERNING INSTRUMENT. 
(a) EXTENSION oF Tnn:.-Section 2055 (e) ( 3) (relating to the allow

ance of deductions in certain cases) is a.mended-
(1) by striking out "September 21, 1974," and inserting in lieu 

thereof "December 31, 1977,", and . . _ 
(2) by striking out "December 31. 1975" each place 1t appears 

and inserting in lieu thereof "December 31.1977". 
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(b) EXTENSION OF PERIOD FOR FILING CLAIM FOR REFUND oF EsTATE 
TAX PAID.-A claim for refund or credit of an overpayment of the tax 
imposed by section 2001 of the Internal Revenue Code of 1954 allow
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. . 

(c) EFFECTIVE DATE.-The amendments made by this section shall 
apply in the case of decedents dying after December 31, 1969. 
SEC. 1305. UNRELATED TRADE OR BUSINESS INCOME OF TRADE 

SHOWS, STATE FAIRS, ETC. 
(a.) IN GENERAL--Section 513 (relating to unrelated trade or busi

ness) is amended by adding at the end thereof the following new 
subsection: 

" (d) CERTAIN ACTiviTIES OF TRADE SHows, STATE FAIRS, ETc.-
" ( 1) GENERAL RULE.-The term 'unrelated trade or business' 

does not include qualified public enterta.inment activities of an 
organization descnbed in paragraph ( 2) (C), or qualified conven
tion and trade show activities of an organization described in 
pa.ragraph ( 3) (C). 

"(2) QUALIFIED PUBLIC ENTERTAINMENT AC'l'IVITIES.-For pur
poses of this subsection-

"(A) PUBLic ENTERTAINMENT ACTIVITY.-The term 'public 
entertainment activity' means any entertainment or recrea
tional activity of a kmd traditionally conducted at fairs or 
expositions 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 'q_ualified pu~l~c enter:tain.ment activity' means a pu~lic 
entertamment act1v1ty whiCh IS conducted by -a qua.hfymg 
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 activity to be operated or conducted 
solely by such an organization, or by an agency, instru
mentality, or political subdivision of such State, or 

"(iii) accordance with the provisions of State la.w 
which permit such an orga.niza.tion to be granted a licen..~ 
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 StJate requires 
from or~anizations not described in section 501 (c) ( 3), 
(4), or ~5). 

"(0) QUALIFYING ORGANIZATION.-For purposes of this 
pa.~ph, the term 'qualifying organization' mea.ns an orga
nizatiOn which is described in section 501 (c) ( 3), ( 4), or 
( 5) which regularly conducts, as one of its substantial exempt 
purposes, an agricultural and educati()nal fair or exposition. 

"(3) QUALIFIED CONVENTION AND TRADE SHOW AOI'IVITIES.-
"(A) CoNVENTION AND TRADE sHow A<:I'IVrrr. 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 ( with,out regard to membership in the sponsoring 
organization) as well as members of the public to the show 
for the purpose of displaying industry products or to stimu- . 
late interest in, and demand for, industry products or serv~~ 
ices, or to educate persons engasred in the industry in the 
development of new products an~ services or new rules and 
regulations 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 subparagraph (C) in Conjunc
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 or~nization 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) QUALIFYING ORGANIZ.ATION.-For purposes of this 
para~aph, the term 'qualifying organization' means an orga
nizatiOn described 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 (c) ( 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) EFFECTIVE DATEs.-The amendments made by subsection (a) 
apply to qualified public entertainment acth·ities in taxable years 
beginning 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(c)(3) STATUS AND CLASSIFICATION. 
(a) GENERAL Rm.-Subchapter B of chapter 76 (relating to pro

ceedings by taxpayers and third parties) is amended by redesrgnating 
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 
50l(e)(3), ETC. 

"(a) CREATION OF REM:EDY.-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 

'":''' . ...: . 



II.lt.10612--199 

"(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) (3) ), or 

"(2) a failure by the Secretary to make a determination with 
respect to an issue referred to in paragraph ( 1), ·~ 

upon the filin~ of an appropriate pleading, the United States Tax 
Court, the U mted 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 district court or 
the Court of Claims, as the case may be, and shall be reviewable as 
such. 

"(b) LnnTATIONS.- . 
" ( 1) PETITIONER.-A pleading mal: be filed under this section 

only by the organization the qualification or classification of 
which is at issue. 

"(2) EXHAUSTION OF ADMINISTRATIVE ltEMEDIES.-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
trict 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. 

" ( 3) TIME FOR BRINGING ACTION.-I£ 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 sect10n by such organization unless the pleading is 
filed before the 91st day after the date of such mailing. 

" (c) VALIDATION OF CERTAIN CoNTRIBUTIONs MADE DmuNG PEND
ENCY OF PRocEEDINGS.-

"(1) !NGENERAL.-If-
"(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) either- . 
"(i) a decision of the Tax Court has become final 

(within the meaning of section 7 481) , or 
"(ii) a judgment of the district court of the United 

States for the District of Columbia has been entered, or 
" (iii) a judgment of the Court of Claims has been 

entered,". 
and such decision or ~ud~ent, as the case may be, deter
mines that the organization was not described 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 17.0 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 determmed in such proceed
ing that the organization was not described in section 170 (c) ( 2) .-~ 

"(2) LDIITATION.-Paragraph (1) shall apply only-
"(A) with respect to individuals, and only 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 
puryose treating a husband and wife as one contributor) , and 

" (B) with respect to organizations described in section 
170(c) (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(c) (2) ). 

"(3) ExCEFTioN.-This subsection shall not apply 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) TEcHNICAL AND CoNFORMING AMENDMENTS.-
( 1) Section 7 451 ( relatin~ to fee for filing petition) is amended 

by inserting before the period at the end thereof ·the following: 
uor under section 7 428". 

( 2) Section 7 459 (c) (relating to date of decision) is amended 
by inserting after ''under part IV of this subchapter" the follow
ing: "or under seotion 7 428". 

(3) Section 7476(c) (relating to use of Tax Court commission
ers) is amended by striking out ''this section" and inserting in lieu 
thereof ''this section or section 7'428". 

(4) Section 7482(b) (1) (relating to venue for review of Tax 
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 m lieu thereof", or'', and by insert
mg 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 m lieu thereof 
"section 7'428, 7476,". 

( 6) The tabl~ ?f ·sections f?r subchavter B of ~hapter 76 is 
amended by stnking out the Item relating to section 7 428 and 
inserting in lieu thereof the following: 

"Sec. 7428. Declaratory judgments relating to sl:atus and classitlcation 
ot organizations under section 501(c) (3), etc. 

"Sec. 7430. Cross reterences." 

(7') Section 1346(e) of title 28, United States Code (relating 
to jurisdiction of district courts with the United States as 
defendant), is amended b:y inserting "or section 7 428 (in the case 
of the United States distnct court for the District of Columbia)" 
immediately after "section 7'426". 

(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 




