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MEMORANDUH OF DISAPPROVAL 

I have withheld my signature from H.R. 13500, a bill 

which would amend the Supplemental Security Income progr&~ 

and the Food Stamp program. 

This bill would require the States, under penalty of 

losing all Federal funding for their Medicaid programs, to 

maintain in perpetuity the level of payments they 

to Federal Supplemental Security ) 

y~;.:r fl~e 
Income (SSI) benefits. This would States 

voluntarily. add 

·and- the taxpayers withi¥ State in» a, commil:J~~-·-:.<­
maintai~~ent funding levels/irrespective of changes in 

a State's financial circumstances or of competing social 

needs._~ 

I 3h&Le the compassion for the needy recipients of the 

SSI program and fully support annual Federal cost-of-living 

. ~~4(/~,, 
increases. I strongly oppose ~Ie lisa ~·~ the Federal 

.-1 -t:Lt. ';.. 1. government shet:tld·~ ,;che hands of selected State ar.d local 

governments by mandating that they cow~t their funds for 

Federally-specified purposes. 

Most States already pass on SSI cost-of-living benefits 

to recipients. Some States augment these increases with 

State funds. I applaud such actions, ru~d encourage States 

to continue granting full cost-of-living increases to the 

ne~ 

( ~- ,rv~t rp 
i 
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But .I refuse to pur~~ this desirable en~through 

coercive legislation which usurps State authority and 

responsibility. 

I ..ae. regret the fact that by withholding my signature 

from this bill, I will delay implementation of a positive 

amendment which would provide States needed flexibility 

in administering their food stamp program) 

----?/ (:~----~iving States greater discretion in the operation of \.") 
'-..._,,._.' I'""J 

: 
1 

, ' , ! ~ their programs is ::.:.,d~a~ ::J:,j~cti ve . It is 'Ve_"l' ------'-------~---·"_ -+-----

-r '- / unfortun(l"f::~ __ t:ha-t:. isi!~n Q~~!!JF~!J.e(ll_Bi!:irn i i .... La 2 7 .. inconsistent--

.. in its view of Federal intrusion on States' 
\-~--



MEMOitAWDUM OF DISAPPROVAL 

I have withheld my signature from B.R. 13500, a bill 

Which would ._nd the Supplemental Security Income proqraa 

an4 the Food St.aJip proqra111. 

This bill would require the St.&tea, under penalty of 

lOsing all Pederal funding for their Medicaid proqr-, to 

maintain in perpetuity the level of payments they .oluntarily 

adct to federal Suppleaental Security Income (SSI) benefits. 

This would require that States and the taxpayers within 

those States colllltit to maintaining present fundinv levels, 

irr .. pective of changes in a State's financial circumstances 

or of competing social needs. 

I have coapaasion for the needy recipients of the SSI 

program and fully support ann\1111 Pederal cost-of-living 

increases. However, I atronqly oppose the Pe&tral govermaent 

tying the banda of selected State and local qovernaenta by 

mandating that they commit their funds for Pederally-apecified 

purposes. 

MOat States already pass on SSI coat-of-living benefits 

to recipients. S0118 States augment these increases with 

State funda. I applaud such actions, and encouraqe States to 

continue granting full coat-of-living increases to the needy. 

But this d.eairable en4 should not be accomplished thro\19h 

coercive legislation which uaurpa State authority and. 

responsibility. 

1 regret the fact that by withholding my signature from 

tbia bill, I will delay impl ... ntation of a positive aaendaent 

which would provide Stataa needed. flexibility in a~niaterinq 

their food. stamp program. 

Giving States greater d.iacretion in the operation of their 

provrama ie a desirable objective. It is unfortunate that this 

bill ie so inconaiatent in ita view of Federal intruaion on 

States' responsibilities. 



Signing Statement for H.R. 13500 

I am today signing H.R. 13500, amendments to the 

Food Stamp and Supplemental Security Income (SSI) programs. 
' r 

Th~ood Stamp amendment ~to the States needed 

flexibility in deciding how to manage their food stamp 

programs. It makes optional a previous legislative 

requirement which was ~i~: i[appropriate because of 

its· complexity, cost, and the dccasional unintended hard-

ships it created. 

The Qi.Jl Ci_lso __ has _a provision. _whi.ch guarantees 

that the aged, blind, and disabled recipients of Supple-

mental Security Income benefits will receive annual cost-

of-living increases from the Federal government. Under 

~ ttl. current ;law, th:z; increases do not always get passed 
rr67 '1f1M.... ~..ec ~'a-...H- ~ ~A.t--G+"') 

on /1 ~ f think ~it is i;;i.iftftl~pl'Ee~rt:'1a!ri;;t:ii;:::s;;v!1ePt:~lht'Ba:tt~t~lff't~i-ee-~ important 

~ ~· guarantee be ~J:Ji.t' SSI recipients are particularly 

vulnerable to the ravaging effects of inflation. This 

bill will at least provide this deserving group a 

minimum level of protection. 



STATEMENT BY THE PRESIDENT 

I am today aiqninq H.R. 13500, amendments to the Pood 

Stamp and S~plemental Security Income (SSI) proqrama. 

This Pood Stamp amendaent qivea to the States needed 

flexibility in deciding bow to .anage their food atamp 

pro9raae. It makes optional a previous legislative require­

.. nt which was often inappropriate because of ita 

coaplexity, coat, and the occasional unintended hardships 

it created. 

The bill alao has a provision which guarantees tbat 

~· aged, blind, and disabled recipients of Supplemental 

Security Income benefits will receive annual coat-of-living 

increases from the Federal government. Under current law, 

these increases do not always get paaaed on to the recipient. 

However, I think it is important that this guarantee be 

available. SSI recipients are particularly YUlnerable to 

the ravaging effects of inflation. Tbis bill will at least 

provide this deaervinq group a minimum level of protection. 
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94TH CONGRESS} HOUSE OP REPRESENTATIVES { REPORT 
13d Session No. 94-1210 

INFLUENCING LEGISLATION BY PUBLIC CHARITIES 

JuNE 2, 1976.-Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 

Mr. ULLMAN, from the Committee on Ways and Means, 
submitted the following 

REPORT 
[To accompany H.R. 13500] 

The Committee on Ways and Means, to whom was referred the bill 
(H.R. 13500) to amend the Internal Revenue Code of 1954 with respect 
to influencing legislation by public charities, having considered the 
same, report favorably thereon with amendments and recommend that 
the bill as amended do pass. 

The amendments are as follows : 
Page 2, strike out line 10 and all that follows down through line 8 

on page 3 and insert : 

" (A) makes lobbying expenditures in excess of the 
lobbying ceiling amount for such organization for 
each taxable year, or 

. " (B) makes grass roots expenditures in excess of 
the grass roots ceiling amount for such organization 
for each taxable year. 

"(2) DEFINITIONS.-For· purposes of this subsection.-
"(A) LOBBYING EXPENDITURES.-The term 'lobby­

ing expenditures' means expenditures for the pur­
pose of influencing legislation (as defined in section 
4911(d)). 

72-115 

"(B) LoBBYING CEILING AMOUNT.-The lobbying 
ceiling amount for any organization for any taxable 
year is 150 percent of the lobbying nontaxable 
amount for such organization for such taxable year, 
determined under section 4911. 

" (C) GRASS ROOTS EXPENDITURES.-The term 'grass 
roots expenditures' means expenditures for the pur­
pose of influencing legislation (as defined in section 

• 
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4911 (d) without regard to paragraph (1) (B) there­
of). 

"(D) GRASS ROOTS CEILIXG AMOU~T--:-The grass 
roots ceilinO' amount for any orgamzatwn for any 
taxable yea~ is 150 percent of the grass roots nontax­
able amount for such organization for such taxable 
year, determined under section 4911. 

PaO'e 3 strike out lines 15 through 19, and insert: which includes 
the d~te the election is made, is described in subsection (c) (3) and-

" (A) is described i!l par~gra ph ( 4), !lnd. 
"(B) is not a disqualified orgamzatwn under 

paragraph (5). 
Page 5, strike out lines 18 through 21, and insert: 

" (B) an election under this subsection is not in 
effect for such organization, 

PaO'e 6 line 7, strike out ''clmpter 1" and insert in lieu thereof "' ' -"chapter 1 of such Code". 
Page 7, line 5, insert "of an organization"after ''assets". 
Page 7, after line 20, insert the following : 

(d) DISCLOSURE.-Section 6033 (~) of such Code ( relati~g 
to information required to be funnshed annually by certam 
exempt orO'anizations) is amended by striking out "and" at 
the end ol' paragraph ( 6), by striking out the period at the 
end of paragraph (7) and inserting in lieu thereof ", and", 
and by adding at the end thereof the following: 

" ( 8) in the case of an organization with respect to 
which an election under section 501 (g) is effective for 
the taxable year, the following amounts for such orga­
nization for such taxable year: 

"(A) the lobbying expenditures (as defined in sec­
tion491l(c) (1) ), 

" (B) the lobbying nontaxable amount (as defined 
insection4911(c) (2) ), 

" (C) the grass roots expenditures (as defined in 
section 4911 (c) (3)), and 

" (D) the grass roots nontaxable ·amount (as 
defined in section 4911 (c) ( 4) ) . 

For purposes of paragraph ( 8), if section 4911 ( ~) applies to 
the organization for the. taxable year, such org!Lmzatwn shall 
furnish the amounts with respect to the affiliated group as 
well as with respect to such organization." 
Page 7, line 23, strike out "such Code" and insert in lieu thereof 

"the Inten1al Revenue Code of 1954". 
PaO'e 8 strike out line 4 and all that follows down throu!rh line 12 on "' ' ~ page 9 and insert : . · . 

" (a) TAx IMPOSED.-
" ( 1) IN GENERAL.-There is hereby imposed on the 

excess lobbying expenditures of any organization to 
which this section 'applies ·a tax equal to 25 percent of 
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the amount of the excess lobbying expenditures for the 
taxable year. 

" ( 2) ORGANIZATIONS TO WHICH THIS SECTION APPLIES.­
This section applies to any organization with respect to 
which an election under section 501 (g) (relating- to 
lobbying expenditures by public charities) is in effect 
for the taxable year. 

"(b) ExcEss LoBBYING ExPENDITURES.-For purposes of 
this section, the term 'excess lobbying expenditures' means, 
for a taxable year, the greater of-

" ( 1) the amount by which the lobbying expenditures 
made by the organization during the taxable year exceed 
the lobbying nontaxable amount for such organization 
for sneh taxable year, or 

"(2) the amount by whieh the grass roots expendi­
tures made by the organization during the taxable year 
exceed the grass roots nontaxable amount for such orga­
nization :for such taxable year. 

" (c) · DtFDnTmxs.-For purposes of this section-
- "(1) I~oBBYING EXPE:~mrirREs.-The term 'lobbying 

· _ e'xpenditt'ires' means ~xpenditures for the purpose of 
· i11fiuencing legislation (as defined in subsection (d) ) . 

"(2) LoBBYING_ NONTAXABLE AMOUNT.-The lobbying 
norita~able amount_ fpr any organization for any taxable 
y~~r is the. lesser of (A) $1,000,000 or (B) the amount 

. determined under the following table: · 

".If the e~empt purpose The lobbying nontaxable 
, e:xpenditures are- amount is-

Not over $500,0QO ____ ;.. 20 percent of the exempt pur-
pose expenditures. 

Over $500,000 but not 
-cOver_ $1,000,000 ___ ...; __ 

Over $1,000,000 but not 
ov~r $1,500,000 __ ~-·-

, Over $1,500,000 ______ _ 

$100,000, plus 15 percent of 
the excess of the exempt 
-purpose expenditures over 
$500,000. 

$175,000, plus 10 percent of 
the excess of the exempt 
purpose expenditures over 
$1,000,000. . 

$225,000, plus 5 percent of 
the excess of the exempt 
purpose expenditures over 
$1,500,000. 

"(3) GRASS ROOTS EXPENDITUREs.-The term 'grass roots 
expen~itures: me:;tns expenditure~ for the ~;>urpose of in­
fluencmg leg~slatwn (as defined m subsectiOn (d) with­
out regard to paragraph (1) (B) thereof). 

" ( 4) GRASS ROOTS NONTAXABLE AMOUNT.-The O'rass 
roots nontaxable amount for any organization for"" any 
taxable year is 25 percent of the lobbying nontaxable 
amount (determined under paragraph (2)) for such 
organization for such taxable year. 
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Page 10, line 4~ strike out "influence legislation" and insert in lieu 
thereof "influence any legislation". 

Page 10, strike out line 24 and all that follows down through line 2 
on page 11 and insert : 

tax-exempt status, or the deductions of contributions 
to the organization; 

Page 11, line 25, strike out "other". 
Page 12, line 1, strike out "persons" and insert in lieu thereof "per­

sons other than members". 
Page 12, strike out lines 7 through 25 and insert: 

" ( 1) ExEMPT PURPOSE EXPENDITURES.-
"(A) IN GENERAL.-The term 'exempt purpose ex­

penditures' means, with respect to any organization 
for any taxable year, the tot·al of the amounts paid 
or incurred by such organiza,tion to accomplish pur­
poses described in section 170(c) (2) (B) (relating to 

. religious, charitruble, education, etc., purposes). 
"(B) CERTAIN AMOUNTS INCLUDED.-The term 

'exempt purpose expenditures' include~r- . · 
"(i) administrative expenses paid or incurred 

for purposes described in section 170(c)(2) (B), 
and 

" ( ii) amounts paid or incurred for the pur­
pose of influencing legislation (whether or not 
for purposes described in section 170(c) (2) 
(B)). 

"(C) CERTAIN AMOUNTS EXCLUDED.-The tenn 'ex­
empt purposes expenditures' does not include 
·arrnounts paid or incurred to or for- · 

"(i) a separate f:undraising unit of such orga-
nization, or · · 

"(ii) one or more other organizations, if such 
·amounts are paid or incurred primarily for 
·fund-raising. . . . 

Pa()'e 1~ line 14 strike out "pu. rposes" and msert m heu thereof I'- , , 

"purpose". . • . . 
Page 14, line 6, strike out "sectiOn 501(g) (3)" ·and mserf: m heu 

thereof "Except as otherwise provided in paragraph ( 4), 1f for a 
taxwble year". 
Pa~e 14, beginning in line 4, strike out "within the meaning of" and 

insertin lieu thereof "as defined in". 
Page 14, line 6. strike out "section 501 (g) ( 3)" and insert in lieu 

the.reof "section 501 (g)". 
Page 14, line 16. strike out "section 501 (g) (3)" and insert in iieu 

the,reof "section 501 (g)". 
Page 14.line 20, strike out "and". 
Page 14, line 23, strike out "section 501(g) (3)" and insert in lieu 

thereof "section 501 (g)". 
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Page 15, strike out line 2 and insert the following : 
reason of the application of 501 (g), and 

"(D) subparagraphs (C) and (D) of subsection 
(~) (2), parag!'aph (3) of subsection (d), and clause 
( 1) of s~bsectwn (e) (1) (C) shall be applied as if 

. such affil~ated group were one organization. 
Page 15, hne 25, stnke out the quotation marks. 
Page 15, after line 25, insert the following: 

" ( 4) LIMITED CONTROL.-If two or more organizations 
ate mem_bers of an affiliated group of organizations (as 
defined In paragraph (2) without regard to subpara­
graph (B) .the~of), a~d t~e governing instrument of no 
BUeh orgamzatwn reqmres It to be bound b;r decisions of 
~ny of the other such organizations on legislative issues 
~ther th~ a~ to 11;ction with respect to Acts, bills, resolu­
tions, or similar Items by the Congress then-

. "(A). in the case of any organiz~tion whose deci­
SIOns bmd one or more members of such affiliated 
group, directly or indirectly, the determination as to 
whether S?ch organi~ation has paid or incurred ex­
cess lobbymg ex'Penditures and the determination as 
to whether such organization has exceeded the ex­
penditure limits of section 501(g)'(1) shall be made 
as though such organization has paid or incurred 
those am~mnts paid or incurred by such members of 
such affiliated group to influence legislation with re­
spect to Acts, bills, resolutions, or similar items by 
the Congress, and 

"(B) in the case of any organization to which sub­
paragraph (A) .does not apply, but which is a mem­
ber of such affihated group, the determination as to 
whether s~ch organizl!-tion has paid or incurred ex­
cess lobbymg expenditures and the determination 
as to whether such organization has exceeded the 
the expenditure limits of section 501 (g) ( 1) shall be 
made as though such org:anization is not a member 
of such affiliated group." 

Page 16, line 3, strike out "such Code" and insert in lieu thereof "the 
Internal Revenue Code of 1954". 

Page 16, line 12. strike m1t "section 4911 (d))" and insert in lieu 
tht>reof "section 501 (c) ( ~) ) "· 

Page 16, line 16, strikt> out "such Code" and insert in lieu thereof 
"thP Internnl Revenue Code of 1954". 

Page 18, line 23, immediately after "chapter 43" and before the quo­
tation marks. insert "taxes". 

Pa.ge 21, line 7. strike out "4912 (c)" and insert in lieu thereof 
"section 4912(c) (2)". 

Pa_ge 21, line 10, strike out "4912(c) (2)" and insert in lieu thereof 
"section 4912 (c)". 
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Page 21, line 17, strike .out "1974," a!l~ insert '.'1974": . . . 
Page 23, after line 5, strike out "Charities" and msert m heu thereof 

"charities". . . 
Pao-e 23 after line 8, strike out "quahfy UJ?-der sectiOn 501.( c) ( 3) by 

reaso~ of'; and insert in lieu thereof "quahfy for exemptiOn under 
section 501 (.c) ( 3) because of". 

Pa o-e 23, line 22, strike out" (other". . 
Page 24, line 1, strike out "than the amendment made by seetwn 

1 (b) )". . . . . .k t" db f J 1 1987" Page 24 begmnmg m hne 2, stn eon , an e ore anuary , . 
Page 24' line 6 strike out "and be. fore January 1, 1987". . 

' ' . . " d . t "d d t " Paue 24- line 15 strike out "decendents an mser ece en s . 
Pa:';e 2±' line 16' strike out", and before January 1, 1987". 
Page 24 'line 19 ~trike out", and before Jan nary 1, 1987". 
Page 24, line 22, strike out ", and before January 1, 1987". 

H.R. 13500 

I. SU.i\DIARY 

The bill (H.R. 13500) provides a new elective set of requirements 
for determining whether a charitable organization (exempt under sec­
tion 501(c) (3)) has engaged in excessive lobbyingactivities sufficient 
to cause it to lose its exemption and qualification for receiving deducti­
ble contributions. 

Present law provides that loss of tax-exempt charitable status and 
loss of qualification for receipt of deductible contributions result if an 
exempt charity's efforts to influence legislation are a "substantial part 
of the activities" of the organization. The bill sets relatively specific 
expenditure limits to replace the uncertain standards of present law. 

In general, "charitable" organizations (other than churches, or 
organizations affiliated with churches, and private foundations) are 
eligible to elect to come under the standards established by the bill. 
Present Jaw is to continue to apply to non-electing and ineligible 
organizations. 

Under the bill, an organization incurs an excise tax if it spends 
more on influencing legislation than the permitted amount determined 
under a formula in which the limits are set on a sliding scale which 
allows proportionately less expenditures for larger organizations. 
Within the total permitted expenditure level no more than one-quarter 
is permitted for so-called "grass roots lobbying". The bill is designed 
so that the sanctions are related to the amount of excessive lobbying 
expenditures. If one of the expenditure limits is exceeded, the amount 
of tax is based upon the amount of that excess. The sanction of Joss 
of exemption is reserved for cases where over a four-consecutive-year 

·peri<>? an organization exceeds the permitted levels of lobbying ex­
penditures by more than 50 percent. 

II. GEXERAL STATEJ\IEXT 
Present law 

, Present law (sec. 50l(c) (3) of thelnternal Revenue Code of 19M) 
'imposes upon every organization qualifying for tax-exempt status as 
. a.n educational, charitable, religions, etc., organization the require­
ment that "no substantial part of the activities of [the organization] 
is carrying on propaganda, or otherwise attempting, to influence leg­
islation". This requirement is also a precondition of such an organiza­
ti6'n's qualification to receive charitable contributions that are de-
ductible for income, estate, or gift tax purposes (sees. 170 (c), 2055 (a), 
2106(a), 2522(a), and 2522(b)). 

Genera~ reasons for change 
The language of the lobbying provision was first enacted in 1934. 

Since that time neither Treasury regulations nor court decisions have 
(i) 
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given enough detailed meaning to the statut?ry language to p~rn;tit 
most charitable organizations to know approximately whe_re the l_Imits 
are between what is permitted by the statute ~nd what IS :forb1~den 
by it. This vagueness is in large part, a :functiOn o:f the uncertamty 

' . " d " t" . t" " in the meanino- o:f the terms "substantial part an ac IVI 1es . 
Many believ~ that the standards as to the permissible level o:f activi­

ties under present law are too vague and thereby tend to encourage 
subjective and selective enforcement. . . . 

Except in the case o:f private :found~tim;s, the ~:mly sanctiOns n;va~l­
able at present with respect to an orgamzatwn which exceed~ the hmits 
on permitted lobbying are loss o:f exempt sta~us unde-r: sectiOn 50~ (c) 
(3) and loss o:f qualification to re~eive deductrbl~ ch~mtable ?ontnbu­
tions. Some organizations (particularly orgam~ahons 'Yh1ch. ~a.ve 
already built up substantial endowments) ca~ spht up th~lr a;chnhes 
between a lobbying organization and a chantab~e orgamzat1on. F~r 
such organizatiOns, these _sanctions may have little effect, and tins 
lack o:f effect may tend to discourage enforcem~nt effort:1 

. . , 

For other organization_s w~1ieh cannot spl~t up the1r a~tiV~tles be­
tween a 'lobbying organization and a ch_antable org0;mza;tion _and 
which must continue to rely upon the receipto:f deduc~1ble contribu­
tions to carry on their exempt purposes. loss o:f sectiOn 501 _(c) ( 3) 
status cannot be so easily compensated for and would constitute a 
severe blow to the organization. . . . . . 

This bill is designed to set relatively spec1fic expend1~ure hm1ts 
to replace the uncertain standards of pre~nt law, to proy1de .a more 
rational relationship between the sanctrons and the vwlatwns o:f 
standards, and to make it more practical to properly enforce th~ law. 
However, these new rules replace present law only as to charita?le 
organizations which elect to come under the standards .o£ the bill. 
The new rules also do not apply to chureh~s and organi~ations affili­
ated with churches, nor do they apply to P\Ivat;e foundatH~ns; pr~ent 
law is to eontinue t.o apply to these orgamzatmns. The b1ll provides 
for a tax o£ 25 percent of the amount by which t~e e~penditures ex­
ceed. the permissible level. Revocation o:f exemption IS reserv~ :for 
those cases where the excess is unreasonably great over a penod o£ 
time. 

Explanation of provisions . . 
The bill permits public charitable tax-exempt org-amzatwns to 

elect to replace the present "substantial part ?:f activ~ties" t~st '!ith 
a limit defined in terms o:f expenditures for mfluencmg legislatiOn. 
The basic permitted level o:f such. expenditures ("lobbying nontax­
able amount") for a year is 20 percen~ of the first $500,000 of the 
organization's exempt purpose expenditures for the year, plus 15 

1 The Treasury D~partment's re~:Ulatloll'S (ltegs. I 1.5Q1(c)(3)-1 (c) (3l{T)) RnPcifically 
provide that an organization ,tbat lo.ses Its eJ~:empt status under section 501(c) (3) becsuse 
of e-.:cessive lobbying can become exempt on its own income under section 501( e) ( ~) as a 
"eoclal welfare" organization. Also, a. number of organlzaj;lona that have in thb mannl!r 
shifted to ..ection 501(c) (4) have created related organi:~;atlons to carr;v on thPir edhadrU:lltb

1
1J 

~~tlvltiPs. to oualify for exemption undPr 501 (c) (8\. and to oualif;r to rec.,lwe I' nc e 
<'hRrltahlP contributions. If the orhrinal organlzatjon hilS built up a. subs.tan!!al en~~"."; 
ment during its years of section 501 (c) (3) statt1s. It can then carry -on Its Pwessne 
lobbying activltl<;s financed by the Income It recel:ves from Its tax-deductible ~ndowment. 
As n rl'@ult. although there m11y have l;leen some Inconvenience anll admlntstrati~e con­
fnsfon during the changeover period, It is possible in such a case for the lobbyin, rules 
to be violated without any significant tax consequences. 

percent of the second '$50~,qoo, plus 10 rercent o:f the thi~d $500,000, 
plus 5 percent of any additional expenditures. However, m no event 
IS this permitted level to exceed a "cap" o£ $1,000,000 for any one 
year. . . . . . . ll d 

Within those .hm1ts, a sepa~ate hmitabon 1~ placed on so-ca e 
"grass roots _lob~ying"-that Is,_ attempts to H\lfluence the gener~l 
public on legislative matters. Tins grass roots nontaxable amount IS 
one-fourth o£ the lobbying nontaxable amount. . 
Sanetiom.~An electing organiz111tion ~that exceeds mther the _gen­

eral limitation or the o-rass roots limitation in a taxable year IS t_o 
be subject to an excise t~x of 25 percent o:f _its ~xc~s lobbJ:ing expend~­
tures. Furthermore, i:f an elooting orgamzatlon s lobbymg expe_ndi­
tures normally (tthrut is, o!-1 ~he. average ~wer a :fou;-year peri?d) 
exceed 150 percent o:f the lmntabons descnbed above, the orgamza­
tion is to lose its exempt status under section 501 (c) ( 3). 3 

If, for a year, !the organization's expenditures exceed both the non­
taxable lobbying amount and the nontaxable grass roots amount, then 
the 25"percent tax is to be imposed on whichever one of these excesses 
is ,the greater. . . . . 

These sanctions are to opemte automa;bcally. That Is, If an orgamza­
tion exceeds lthe permitted lobbying amounts, then i•t is subject to the 
excise tJax and may ~also be subject to the loss o:f exempt. status. 
Imposition of these sanctions (or, in the case of loss of exemptwn, t~e 
e:ffeetive date of the sanction) is not to depend on the exercise o:f dis­
cretion by the Internal Revenue Service. However, imposition of th~se 
sanctions•oh the organiz111tion is not intended •to preclude the Sernce 
from continuing irts present practice o:f generally disallowin~ de~uc­
tions of contributions to an organizrution only where the conttibuhons 
are made on or after the date thwt the Service announces the organiza~ 
tion is no longer exempt. · 

.As in the case of the chapter 42 (private :foundation) and chapter 
43 (qualified pension, etc., plans) taxes, in order to assess a deficiency 
of the excise tax imposed under this bill on excess lobbying expendi­
tures, the Internal Revenue Service must send a notice o£ deficiency 
to the exempt organization. The exempt organization can obtain judi­
cial review without first paying the tax, by petitioning the Tax 
Court :for a redetermination o:f the deficiency. Alternatively, the or­
ganization can pay the tax, file a claim :for refund, and theri sue for 
a refund in the Court of Claims or a Federal district court. 
o The bill also makes it clear that this excise tax, like the excise taxes 

imposed :with respect to private foundations and qualified pension, 
etc., plan.s, is in no event to be deductible. . 
'<Influencing legislation.-For purposes o:f these new rules. the bill 

defines the term "influencing legislation" as any attempt to influence 
any legis1ationthrough an attempt 'Do affect the opinio~ of the general 
public or any segment thereof ("grass roots lobbymg") and any 
ll!ttempt to influence any legislation through communication wkh any 

't ' 

".A~ or~anizatlon's lobbyin~ I'Xpendituri'R "normally" exceed 150 percent of tbe per­
Dtltj:M amount if ( 1) the snm of its lobbying expenditures (or grass roots expenditures) 
fay, the· 4 years Immediately preceding the current year Is greater than (2) 150 percent 
of th!l su.m ,of the "lobbying nontaxable amounts" (or ·grass roots nontaxable amounts) 
f-or UIIIH same 4 years. 

s As ·li further described below, in such a ease the organization is not to be permitted 
to "shift" to section 501(c) (4) status. 
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member or employee of a legislative bo~y7 or w~th any other g?vern­
ment official or employee who may participate m the formulatiOn of 
the legislation ("direct lobbying"). . . . 

Generally, the term "leg~sl~tion~' mcludes action with respec;t to 
Acts, bills, resolutions or S_tmllar .Ite.ms by the .Congress, any State 
legislature, any local cmy~c~l, ?r simila~ g?vermng body, or by. th.e 
public in a referendum. ImtiatiVe, constitutiOnal amendment, or Simi­
lar procedure.4 The terr~ "action" is limited to the introduction, amend­
ment, enactment, defeat, or repeal of Acts, bills, resolutions, or similar 
i·tems. 

The bill excludes from "influencing legislation" three categories of 
activities which the Congress also excluded from that concept under 
the private foundation provisions (s.ec. 4945(e) )·These are (1) mak­
ino· available the result of non-partisan analysis, study, or research; 
(2) providing technical advice or assistance in response t.o a request 
by a governmental body; and (3) so-called s~lf-~lefense direct.lob?y­
ing-that is, appearances be.fore or .c?mmumcatwns to a ~egislU:tlve 
body with respect to a possible. de~ISIO~ of that body wh:ch .might 
affect the existence of the orgamzahon, ItS rowers and dutieS.' It~ ta~ 
exempt status, or the deduction of cont~'ibu~IOns to the orgamzab?n.a 

In addition, the bill excludes commumcatwns between the orgamza­
tion and its bona fide members unless the communications directly 
encouraae the members to influence legislation or directly encourage 
the menthers to urge nonmembers to influence legislation. For ex~mple, 
where a publication is designed primarily for members but an ~nsub· 
stantial portion of the distr~bu~ion is to n?n~em~ers and an ms~b­
stantial portion o~ the I?atenal m the. pu~hc3;t10n 1~ devoted to. legis­
lative issues, the discussion of such legislative Issues IS to be con~Ide:ed 
as a communication with bona fide members, not a commumcahon 
with other persons. 

In general, to be a "l_Jona ~de member,". a I?erson must have more 
than a nominal connectiOn w1th the orgamzahon. The perso.n. should 
have affirmatively expressed a desire to be a member. In a~dihon, the 
person mnst, in the usual case, also fall _in one of the follmvmg classes: 

. (1) pay clues of more than a nommal amount.; . 
( 2) make a contribution of more than a nommal amount of tune 

to the organization; or · 
( 3) be one of a limited number of "Honorary" or "Life" mem-

bers chosen for a valid reason. . . 
It is not intended that these rules be exclusive, and an orgamzab?n 
v;ith nwmbership rules t~at do not fall within any of these ;,a~e~ones 
may still be able to treat Its members as ''bona fide members If It can 
deiiwnstrate to the Internal Revenue Service that there was a good 
reason for its membership requirements not meeting these standards 
and that such mPmbership requirements do not serve as a subterfuge 
for grass roots lobbying activities. 

• ,1, tlw Jntern:tl Rennue Ren-ice has noted (Rev. Rul. 7:::-440. 1~7:1-2 CB 17,1). the 
prohihitlon on substantial lobbying activities includes attempts to mfiuence legislation 
of a fnrel!!n country. · i ttl 

s The IntPrnal Revenue Service has ruled that the first of ~hes~ catee:or1es of act v I'S 
flops not :tll'ect the exempt charitable status of an orgamzat!on (Rev. Rul. 64-1~5. 
1!lfl4-2 CR 1:18) under present law. The second of these cato;gor1:;~ has also been sp~c1~; 
if':'l'Y rnl•'d bv the IntPrnal Revenue Service as not ~on•titutmg mfiuencing legislation 
in thP cnse ofimhl!c charities (Rev. Rnl. 70-449, 1970-2 CB 111). 
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Under the bill, a communication between an electing organization 
and any bona fide member of the organization to directly encourage 
that member to engage in direct lobbying is to be treated as direct 
lobbying. If the communication is to directly encourage the member 
to urge nonmembers to engage in direct.lob~ying or was~ roots lobby­
ing, then it is to be treated as the orgamzatwn engagmg m grass roots 
lobbying. 

Under the bill, if an organization communicates with a member or 
employee of a legislative body and one of the purposes is influencing 
legislation, then the appropriate portion of the costs of that effort arc 
to be treated as lobbying expenditures. If the communication is with 
a government official or employee who is not in a legislative body, 
then the costs of the communication are to be taken into account onl v 
if the principal purpose of the communication is to influence legis­
lation~ 

EirJempt pu1'po8e expenditures.-As indicated above, the determina­
tion of whether an electing organization is subject to the excise tax 
established by the bill is to be made by comparing the amount of the 
lobbying expenditures with the organization's "exempt purpose ex­
penditures" for the taxable year. The term "exempt purpose expend­
itures" includes the total of the amounts paid or incurred by the or­
ganization for exempt religious, charitable, educational, etc., purposes. 
··In computing exempt purpose expenditures, amounts properly 

chargeable to capital account are to be capitalized. However, when the 
capital item is depreciable, then a reasonable allowance for deprecia­
tion; computed on a straight-line basis, is to be treated as an exempt 
purpose expenditure, 

For purposes of these provisions, the term "exempt purpose ex­
penditure" also includes administrative expenses paid or incurred with 
respect to any charitable, etc., purpose: it also includes all amounts 
paid or incurred for the purpose of influencing legislation, whether 
or not for exempt purposes.6 

·Exempt purpose expenditures do not include amounts paid or in­
curred to or for a separate fund-raising unit of an organization (or an 
affiliated organization's fund-raising unit); they also do not include 
amounts paid or incurred to or for any other organization, if those 
amounts are paid or incurred primarily for fund raising. 

Affiliation 'fUles.-In order to forestall the creation of numerous 
organizations to avoid the effects of the decreasing percentages test 
~to compute the lobbying and grass roots nontaxable amounts, or 
eftio:rts to avoid the $1,000,000 "cap" on lobbying expenditures, the bill 
pr~i~es .a method of aggregating the expenditures of related 
Qrgantzatwns. 
If two or more organizations are members of an affiliated group, 

and at least one organization in that group has elected to come under 

• In this connection, it is appropriate to note that this bill deals only with whether an 
0~1\nizatio.n is to be treated as violating the lobbying limits of the law. The b!IJ does not 
~t .the question of whether an expenditure might cause the organization to lose its 
charitable status because the expenditure violates the requirement that the organization 
be orga'ntzed and operated "exclusively" for charitable, etc., purposes. (The Supreme Court 
h8,~,dellned "eJCcluslvely" In this context to mean that there is no nonexempt purpose th:tt 
t~r. 'Substantial In nature." Better Business Bureau v. U.S., 326 U.S. 279. 283 (1945).) 
Alllo .. the .bill does not deal with the circumstances under which an expenditure might be 
tre!lted as electioneering, which constitutes another cause for loss of exempt status. 
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the new rules of the bill, then the calculations of lobbyi!lg e.xpenditures 
and exempt purpose expenditures are to be met by taking mto account 
the expenditures of the entire group. If the group as a whole does not 
exceed the permitted limits, then the members of the group that elected 
the new standards are treated as not exceeding the permitted limits. 
On the other hand, if the expenditures of the g~ou~ as a whole do 
exceed the permitted limits, then each of th~ orgamzatwns that el~cted 
to have the new rules apply j.s treated ~s h~vm~ exceeded the permitt~d 
limits. Each of those electmg orgamzatwns I? to pay t~e tax on Its 
proportionate share of the group's excess lobbymg expenditures. 

Only those members of the affilia~ed group that have elected are to 
be subject to this tax. The nonelectmg members. of the gr~mp are to 
remain under existing law with regard to their expenditures and 
other activities. . . 

Generally, two organizations are affi~iat~d if ( 1) ~me ?rg~mzation 
is bound by decisions of the other orga~Iza~wn .on legislative Issues, or 
(2) the governing board of.on~ orgamzatwn mcludes en~mgh rep~e­
sentatives of the other orgamzatwn to cause or prevent act.wn .on legis­
lative issues by the first o~ganizati.on. "\~e.re orga~Izabons are 
affiliated. as described •above, m a cham or simllar fashw~, all orga­
nizations in the chain are to be treated as one group of affihated org~­
nizations. Thus, for instance, if organization Y is bound ?Y ~he dec~­
sions of organization X on legislative. issues and .orgamzatwn Z 1s 
bound bv the decisions of organization Y on such Issu.es, ~hen X, Y, 
and z are all members of one ~tffiliated group. C?f org-a,mz~t10ns. . 

There is affiliation if either of the two conditions IS satisfied, ~hat.Is, 
if there is either control through the operation of th~ governmg m­
strument or voting control through "i~terlocking d~rec~orates." In 
general, any deg-ree of control by operatiOn of ~vernmg mstrumen~s 
is enough to satisfy this affiliation test. The exist~nce; of ~he po":e~ IS 
sufficient, whether or not the "controlling" orgamzati.on IS exercising 
the power. However, your ~omn~ittee has added a Sf?ec~al \ule to apply 
in certain limited control situatiOns. 'Where the affihati?n 1!1 the group 
exists solely beeau~ of the Cf!ntrol. provisions of govermng mstruments 
(i.e .. there are no mterlockmg d1rectorates ). and wh~re ~hose control 
provisions operate only with respect t~ na~wnal legislat~on, then th~ 
expenditure standards are to b~ ap.plH~d m the follown;tg mann~r · 

(1) The controlling orgamzatwn I~ to be charg;ed with a~l of_Its 
lobbying expenditures and also with the I~atwnal. lewsla;twn 
lobbyinO' expenditures of all of the other affiliated o_rgamzatiOns. 
The' co;trolling organization is not to be charged With anr other 
lobbying expenditures (or other exempt purpo~e expenditures) 
made by the other organizations with respect to Issues other than 
natiomil.legislation issues. . 

( 2) Each local organization is to he treated as though It w~re !lot 
a member of an affiliated group; that is, the local orgamzat1on 
is to take account of its own expenditures only. . 

For these purposes, an issue that ha~ both national and local ramifi­
cations is to be cateO'orized on the basis of whether or not the con~m, 
plated legislation is~">Congress.ion~llegislation. For ~xample, lobbymg 
with respect to a U.S. consbtutwnal amendment Is to he treat.ed as 
Congressional lobbying up to th~ time the ~ropose~l amendment IS ap­
proved by the Congress. Lobbymg campaigns with respect to State 
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·ratification are to be treated as lobbying with respect to State 
legislatures. 
· The "interlocking directorates" rule is to be applied by taking into 
account whether the governing board of the potentially controlled or­
ganization includes enough representatives of the controlling orga­
-niztUion so as to cause or prevent action on legislative issues bv the 
controlled organization. The representatives are to include persons who 
,a~e specifically designated representatives of the controlled organiza­
tloo, members of the governing board of the controlling organization, 
officers of the controJUng organization. and paid executive staff mem~ 
hers of the controlling organization. Although titles are significant in 
determining whether a person is a member of the "executive staff" of 
'ftn <irganization, in general the test will be the extent to which the 
employee exercises executive-type powers in that organization. 
' Where there is an affiliated group, a number of the provisions 
di~ussed above a~e t~ be applied as though the affiliated group con­
stitutes one orgamzatwn. In the case of the "self-defense" exclusion 
from the definition of influencing legislation, for example, the effort 
by a national organization to deal with matters which might affect 
the ex·istence of the local members of its affiliated group are to be 
t~ated as self-defense expenditures by the national organization. 
'Similarly, communications by the national organization to members 
of the local organizations in its affiliated group are to be treated the 
·&ame as communieations by the national organization to its own 
·meruoors. Also, where the national organization pays or incurs ex­
;penditures for fund-raising by its local affiliates, those expenditures 
1fte to :ba treated as though they had been paid or incurred for the 
:natiol\8.1 organization's fund-raising purposes. 
Y Beeltnse the question of whether an affiliated group exists may be 
~ritioo:l in determining whether an organization has violated the 
standards under the bill, your committee intends that the Internal 
Reivenue Service make provision for issuing opinion letters at the 
·request o:f electing organizations to determine whether those orga.niza­
. tions are members of affiliated groups and to determine which other 
oijanitJM:.ions are members of such groups. Of course, if conditions 
iam:~; then the concl:ns.ion stated in any sl!ch opinion letter would 
·~~··However, a w1llmgness by the Service to rule on such ques­
~~ would go :faT to further reduce the uncertainty that at present 
:.~ls in this part of the law. 
J'n~al~wf.¥11Ce of deduction for out~of-pocket expenses to influence 
~tMWitm.-Under present law, a deduction is available :for certain 
out-of-pock~t e~pend~tures incurred by a person on behalf of a chari­
~~- Otgam~twil:. Smce; for purposes of the new· expenditures test, 
.jt•IS ~~ t() have. rel~vant expenditures appear in the books and 
1J'#l®,rds .o:f the org!LmzatiOns. an expenditure test could readily be 
¥.1Aied 1~ ~& .lobb:vmg: could be ~onducted on behalf of the organiza­
tieD. :by mdiV.i0u~ls wtth. deductible out-of-pocket contributions. Al'­
wr~gly, the.. 'lnll provides that a person may not deduct out-of~ 
pook~t exp~nditures on behalf of a charitable organization if the ex­
;~ture 'lfJ made for the purpose of influencing legislation.7 
'""1 . ,r; . . 

.· Treasury Re~rulatlons l 1.170A-llh) (6) provide that "No deduction shall he nllowP-1 
under Bectl,?n 170 for expenditures for lobbying purposes, promotion or defeat of lP~ris­
lattou. etc. However, It Is not clear that this provision of the Regulations has been 
applied to disallow deductions for such expenditures. 
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Status of organization after loss of. cha1'ltable stattts.-Under 
present law, an organization \vhich loses 1ts exe~npt status un~er se:­
tion 501(c) (3) generally can ne:v~rtheless re!llam exen:pt on It~ own 
income (although generally inehg~ble to ~ece~ve deductible .cha~1table 
contributions) as a "social welfare·' orgamzah~n under ~ectwn :>01 (c) 
(4). The availability of this continued exempti~:m perm1t.s a~ organi­
zation to build up an endowment out of deductible contnbuhons as a 
charitable organization and then 11se that tax-f!lvor;d fund to st~n­
port substantial amounts of lobbymg as a section .l01 (c) ( 4) socml 
welfare organization.8 

• • 

In order to stop sue~ a :transf~r o~ ch~r~table endowment, the b:ll 
provides that an orgamzabon winch 1s ~hg_1ble to elect under the ~1ll 
cannot become a social welfare orgamzat10~ exempt under sect~on 
501 (c) ( 4} ]f it has lost its status as a charity because of excess~ve 
lobbying._ The bill a~so gives the Treasu~y Departmel}t the authonty 
to prescnbe regulations to prevent avoidance of tlns rule (for ex­
ample, by direct or indirec~ tr~nsfers of all or part of the assets of an 
or<Yanization to an orgamzahon controlled by the same person or 
pe'"'rsons who control the transferor organization). · . . 

This new provision does not apply to churches (or org-amzatwns 
related to churches), which are ineligible to make an election of the 
new rules relating to lobbying (see discussion below, under Eligible 
orqaniza#ons). 

This rule :forbidding an organization that loses its charitable, etc,, 
status to 'become a tax-exempt social welfare organization applies only 
i:f the ]oss of charitable. etc .• status is because of excessive lobbying. As 
under present law, such ari organization could ultimately reestablish 
its status as a charitable. org-anization. (See. :for example. John Danz 
Oha.ritable Trust, 32 T.C. 469 (1969), aff'd. 284 F.2d 726 (C.A. 9, 
•1960).) However, the org~anization could never establish exempt 
tstatus under section 501 (c) ( 4). 

This rule is to apply only in the case of organizations that have lost 
their charitwble, ~.. status as a result of activities occurring after 
tl1e date o:f this bill's enactment. 

Disclosu1'e of lobbying eroperulitures.-Existing law (sec. 6033(b)) 
requires most charitable, etc., organizations (specific exemptions ai-e 
made :for churches and certain other organizations) to include on their 
information returns cei'tain specified categories of information related 
generally to types of expenditures made by the organization. Another 
provision of existing law (sec. 6104 (b)) provide--; that the information 
required to be :furnished on those information returns is to be made 
available to the public. 

In order to permit the public to obtain information as to lO'bbying 
expenditures bv organizations that have elected to come 1mder the 
standards of the bill, your committee's 'bill amends section 6033 to 
specifically require that 'any organization that has elooted under these 
rules must disclose on its information return d1e amount of its lobby­
•ing expenditures (total and grass roots),. together with the amm~nt 

• State law would ln thP nsual ca;,e rPqnlre the funds or!¢nally dedicated to charitable 
pnrnost's to remain ~o ilediratl'd. <>ven thoul'"h the organization may have lost its Internal 
Revenue Cod~> ~harltahle stntns. HowPver, It is not ch•ar whether State law would pre­
vent such an organization from carrying on substantial lobbying activities. 
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tha.t it could have spent for these purposes without !being subject to 
the1new excise tax provided 'by the bill. If an eleCting organization is 
1. m~ber of an affiliated group, then it must provide this information 
·witli ·respect to the entire group, as well as with respect to itself. 
·· This .amendment is not intended to restrict any authority that the 
Tteastiry Department may have under existing law to require exempt 
brganizations to provide information for the purpose of carrying out 
ltheintemalrevenue laws. 
~· . In addi~ion, the bill requires the Internal Revenue Service to notify 
the i&.ppropriate · State officer of the mailing of a notice o:f deficiency 
of ~he tax imposed on excess lobbying expenditures. The appropriate 
StM:e officer is the State official charged with overseeing charitable. 
etC., ()rga.nizations: Existing law (sec. 6104( c)) already requires the 
Servioo·to notify the appropriate State official if the Service believes 
·thai,th&orga.nizationhas been operated in such a way as to no longer 
-meet! the requirements of its exemption. 
• ,fElectiom.-Notwithstanding the concerns which have caused many 
wganizations to urge your committee to change present law, some or­
fll(nbiations appear to prefer to continue under the rules of present 
faw. In recognition o:f the fact that the bill would require some change 
iii present practices, especially as to the keeping of records of expen­
ditures and. the disclosure of such informatiOn on the annual return, 
tbejbill permits organizations to elect the new rules or to remain under 
preSent law. 
z •;An election by an organization to have its legislative activities 
mtJ~.Su~ by the new expenditures test is to be effective for all taxable 
~~of the organization which end after the date the election is made, 
-:begin before the date the election is revoked by the organization. 
.'11>.us,;a;n organization can, at any time before the end of the taxable 
Jf:¥t.,l',.elect the new rules for that taxable year. Once such an election 
Jft-~e, it can be revoked only prospectively-that is, it cannot be re-
r . for a taxable year after that year has begtm. 
Lf~ . le. Mganizatwn.'I.-Concerns have been expressed by a num-
'pef: 0' church groups that both existing law and the rules proposed 
~1 ,th,e.bill might violate their constitutional rights under the First 
~~~n;Jroo~t. Such groups have indicated a concern that if a church 
~. ;pernutted to elect the new rules, then the Internal Revenue 
~might be influenced by this legislation even though the church 
m::f"t \lid nohlect. · . . 
a.uM~ result of the concerllS expressed by a number of churches and 
·"~se to their specific request, the bill does not permit a church 
fqr.,(l QOnv~tion or association of churches (or an integrated auxiliary 

Jll~IQbe:r; of .an affiliated group which includes a church, .etc.), to 
;to~me under these provisions.9 

o~ commit~'s bill. excludes from the new rules not only churches 
qppventions or associations of churches, but also integrated auxili­

&l'IIM of churches or of conventions or associations of churches. Because 

~~rq, Ml ''~at~ foundations are nlr~>ady- subject to excise tax.-!r on activities 1nvoh·!n~ 
'11111 Jegilltatlon under section 4945. they are ineligible for these new rtJles. Al~o. 
~ s whleh. are public charities because they are support organization" (und<>r 
~ii 1109 (a)(8)) ot C"rtnin typeR of Roc!al w~Ifare organizationR (~ec. 501(c)(4\ \. 
t111111•1111lona1 etC .• ,(~ee. 501(e) (5), or trade associations (sec. 501 (e) (6)) are Ineligible 
'fo mate thls election. 
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proposed regulations have recently be.en published regarding the mean­
ing of the term "integrated auxiliary" and because that tenn is used 
in this bill, your committee wishes to make it clear~in agreem~nt 
with the conclusions of the proposed regulations~that theological 
seminaries, religious youth organizations, and men's fellowship US:<>Oci­
ations which are associated with churches would generally constitute 
integrated auxiliaries. Your committee also intends (in agreement 
with the conclusions in the proposed regulations) that hospitals, ele­
mentary grade schools, orphanages, and old-age homes are organiza­
tions which frequently are established without regard to ohurch rela­
tionships and are to be treated for these purposes the same as cor­
responding secular charitable, etc., organizations that is, such entities 
are not to be regarded as "integrated auxiliaries." (See H. Rept. 91-
782, p. 286, the conference report on H.R. 13270, the Tax Reform Act 
of 1969.) However, in a given case, a hospital, school, orphanage, or 
home may nevertheless be excluded from election under this bill be­
cause it is a member organization of an affiliated group which includes 
a. church. Members of affiliated groups which include churclws, et 
cetera, are treated the same as churches, et cetera, for purposes of this 
bill. 

The bill also specifically provides that the new rules under the bill 
are not to have any effect on the way section 501 (c) (3) is to be applied 
to organizations which do not elect (or are ineligible to elect) to 
come under these rules. 

Effect of court decision.-Your committee is aware of the recent tax 
litigation involving Christian Echoes National Ministry, Inc. In this 
case, the Internal Revenue Service revoked a prior favorable section 
501(c) (3) exemption ruling and assessed Social Security (FICA) tax 
deficiencies. The organization paid the FICA taxes and sued for re­
fund in Federal district court. The district court held for the organi­
zation (28 AFTR 2d 71-5934 (N.D. Okla. 1971)). The Qoyern­
ment appealed directly to the United States Supreme Collrt, which 
held that it had no iurisdiction to entertain the direct appeal ( 404 
U.S. 561 (1972)). The Government then appealed to the Court of 
Appeals for the Tenth Circuit, which reversed the district court 
decision and upheld the Government's position, that the organization 
was not exempt because of e:s:cessive lobbying activities ( 470 F.2d 
849 (1972) ). The organization then petitioned the Supreme Court 
for a writ of certiorari, which was denied ( 414 U.S. 864 (1973)). 

In the course of their opinions, the various courts stated conclusions 
regarding a number of legal issues or issues of mixed law and fact. 
If the bill and its committee report are silent with regard to this case, 
then some might argue that Congressional enactment of the bill im­
plies Congressional ratfiication of the decision and of one or all of 
the statements in the opinions in this case. Others might say that 
Congressional action on this bill constitutes the sort of revision that 
amounts to a rejection of the decision or opinions in this case. 

Your committee has proceeded on this bill without evaluating that 
litigation. So that unwarranted inferences may not be drawn from the 
reporting of this bill, your committee states that its actions are not to 
be regarded in any way as an approval or disapproval of the decision 
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of the Court of Appeals for the Tenth Circuit in Christian Echoes 
National Ministry, Inc. v. U.S., 470 F.2d 849 (1972), or of the reason­
ing in any of the opinions leading to that decision. 

Effective dates 
In order to provide time for the Treasury Department to promul­

gate the necessary regulations interpreting the bill and providing for 
making elections under the new rules, the bill's provisions, with cer­
tain limited exceptions, become effective only for taxable years be­
ginning after December 31, 1976. However, the rules providing that 
a section 501 (c) ( 3) organization which loses its charitable, etc., 
status because of excess lobbying status cannot thereafter be exempt 
under section 501 (c) ( 4) applies to activities occurring after the date 
of enactment. Also, the repeal of section 170(f) (6) is effective with 
ri!spect to taxable years beginning after December 31, 1974, since this 
repealed provision (which relates to the partial reduction of the 
un1imited charitable deduction) has no application to taxable years 
beginning after that date. The amendments conforming the estate tax 
charitable deduction provisions applies to the estates of decedents 
dying after December 31, 1976, and the amendments conforming the 
gift tax charitable deduction requirements apply to gifts in calendar 
years beginning after December 31,1976.10 

III. EFFEcT OF THE BILL o~ THE REvENUES AND VOTE OF THE Cmr­
l\IITTEE IN REPORTING THE BILL 

In compliance with clause 7 of Rule XIII of the Rules of the House 
of Representatives, the following statement is made relative to the 
effect of this bill on the revenues. Your committee estimates that this 
bill will not have any direct revenue effect. The Treasury Department 
agre€s with this statement. 

In compliance with clause 2(1}(2) (B) of Rule XI of the Rules 
of the House of Representatives, the following statement is made 
rela;tive to the vote of the Committee on reporting the bill. This bill, 
as amended, was ordered reported by voice vote. 

IV. OTHER MATTERS REQUIRED To BE DiscuSSED UNDER HousE RuLES 

In compliance with clause 2(1) (3) of Rule XI of the Rules of the 
House of Representatives, the following statements are made: 

With respect to subdivision (A), relating to oversight findings, it 
was a result of your committee's oversight activity concerning the 
effect of section 501 (c) ( 3) of the Internal Revenue Code of 1954 that 
it concluded tha.t the provisions of this hill are appropriate to modify 
the unnecessarily vague standards of present law with rasped to the 
influencing of legislation by public charities. 

'Vith respect to subdivision (B), your committees states that the 
changes made to existing law by this bill involve no new budget 
authority or new or increased tax expenditures. 

1° The bill also contains technical and conforming amendments repealing or removing 
from the Code provisions of law relating to the interest equalization tax, which in 
general. expired July 1, 1974. In general, the eft'ective dates with respect to the repeal of 
these provisions reflect this July 1. 197 4 date. All of these provisions are "deadwood" and 
the House of Representatives has already approved their repeal in H.R. 10612. 

72-115-76---2 
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"\Vith respect to snbdivisions (C) and (D), your committee advises 
that no estimate or comparison has be~m submitted to your committee 
by the Director of the Congressional Budget Office relative to any 
of the provisions of H.R. 13500, nor have any oversight findings or 
recommendations been submitted to your committee hy the Committee 
on Government Operations with respect to the subject matter of 
H.R. 13500. 

In compliance with clause 2 (1) ( 4) of Rule XI of the Rules of the 
House of Representatives, your committee states that the enactment 
of this bill is not expected to have an inflationary impact on prices and 
costs in the operation of the national economy. 

V. CHANGES IN ExiSTING LAw MADE BY THE Bn.L, AS REPORTED 

In compliance with clause 3 of Rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as re­
ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in whic~ no change is proposed is shown in roman): 

Subtitle A-Income Taxes 

* * * * * * * 
CHAPTER I-NORMAL TAXES AND SURTAXES 

* * * * * * * 

Subchapter B-Computation of Taxable Income 

* * * * * * * 
PART VI-ITEMIZED DEDUCTIONS FOR INDIVIDUALS 

AND CORPORATIONS 

* * * * * * * 
SEC. 170. CHARITABLE, ETC., CONTRIBUTIONS AND GIFTS. 

(a) ALLowANCE OF DEDUCTION.-* * * 

* * * * * * * 
. (c) CHARITABLE CoNTRIBuTION DEFINED.-For purposes of this sec-

bon, the term "charitable eontribution" means a contribution or gift 
to or for the use of-

~1) .A State, a possession of t~e l;nited States, or any political 
subdivision of any of the foregomg, or the United States or the 
District of Columbia, but only if the contribution or gift is made 
for exclusively public purpoEes. 

. (2) A corporation, trust, or community chest, fund, or foun­
datiOn-

(A) created or organized in the United States or in any 
possession thereof, or under the law of the United States, any 
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State, the District of Columbia, or any possession of the 
United States; 

(B) organized and operated exclusively for religious, 
charitable, scientific, literary, or educational purposes or for 
the prevention of cruelty to children or animals; 

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

(D) (no substantial part of the activities of which is carry­
ing on propaganda, or otherwise attempting, to influence 
legislation] ~vhich is not disqualified for tax exem,ption un­
der section 501 (c) (3) by reaBOn of attempting to influence 
legislation, and which does not participate in, or intervene in 
(including the publishing or distributing of statements), any 
political campaign on behalf of any candidate for public office. 

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

(3) A post or organization of war veterans, or an auxiliary unit 
or society of, or trust or foundation for, any sueh post or orga­
nization-

(A) organized in the "Gnited States or any of its posses­
sions, and 

(B) no part of the net earnings of which inures to the 
benefit of any private shareholder or individual. 

( 4) in the case of a contribution or gift by an individuaL a 
domestic ·fraternal society, order, or association, operating under 
the lodge system, but only if such contribution or gift is to be used 
exclusively for religious, charitable, scientific., literary, or educa­
tional purposes, or for the prcnntion of cruelty to children or 
animals. 

(5) A cemetery company owned and operated·exclusively for 
the benefit of its members, or any corporation chartered solely for 
burial purposes as a cemetery corporation and not permitted by 
its charter to engage in any business not necessarily incident to 
that purpose, if such company or corporation is not operated for 
profit and rio part of the net earnings of such company or corpora­
tion inures to the benefit of any private shareholder or individual. 

For purposes of this section, the term ''charitable contribution" also 
means an amount treated under subsection (h) as paid for the use 
of an organization described in paragraph (2), (3), or (4). 

* • • * • * * 
(f) DISALLOWANCE OF DEDUCTION IN CERTAIN CASES AND SrECL<\.L 

RuLEs.-
(1) IN GENERAL.-No deduction shall be allowed under this sec­

tion for contribution to or for the use of an organization or trust 
described in section 508 (cl) or 4948 (c) ( 4) subject to the conditions 
specified in such sections. · · · · 

(2) CONTRIBUTIONS OF PROPERTY PLACED IN TRUST.-
(A) REMAINDER INTEREST.~ In the case of property trans­

ferred in trust. no deduction shall be allowed under this sec­
tion for the value of a contribution of a remainder interest 
unless the trust is a charitable remainder annuity trust of a 
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charitable remainder unit rust (described in section 664), or 
a pooled income fund (described in section 642 (c) ( 5) ) . 

(B) INCOME INTERESTS, ETC.-No deduction shall be al­
lowed under this section for the value of any intt~rest in prop­
erty (other than a remainder interest) transferred in trust 
unless the interest is in the form of a guaranteed annuity or 
the trust instrument specifies that the interest is a fixed per­
centage distributed yearly of the fair market value of the 
trust property (to be determined yearly) and the grantor is 
treated as the owned of such interest for purposes of apply­
ing section 671. If the donor ceases to be treated as the owner 
of such an interest for purposes of applying- section 671, at 
the time the donor ceases to be so treated, the donor shall for 
purposes of this chapter be considered as having received an 
amount of income equal to the amount of any deduction he 
received under this section for the contribution reduced by 
the discounted value of all amounts of income earned by the 
trust and taxable to him before the time at which he ceases 
f.o be treated as the owner of the interest. Such amounts of 
income shall be discounted to the date of the contribution. Th,> 
Secretary or his delegate shall prescribe such regulations as 
may be necessary to carry out the purpoSt~s of this subpara­
graph. 

(C) DENIAL OF DEDUCTION IN CASE OF PAYMENTS BY CERTAIN 
TRUSTs.-In any case in which a deduction is allowed under 
this section for the value of an interest in property clescribea 
in subpara~raph (B). transferred in trust, no deduction shall 
be allowed under this section to the e-rantor or any other 
person for the amount of any contribution made by the trust 
with respect to such interest. •. 

(D) ExcEPTION.-This paragraph shall not apply in a rasP 
in which the value of all interests in property transferred in 
trust are deductible under subsection (a). · 

( 3) DENIAL OF DEDUCTION IN CASE OF CERTAIN CONTRIRUTIOXS OF 
PARTIAL INTERESTS IN PROPERTY.-

( A) IN GENERAL.-In the case of a contribution, not made 
by a transfer in trust) of an interest in properly which con­
sists of less than the taxpayer's entire int,erest in such prop­
erty, a deduction shall be allowed under thiB section on1vtothe 
extent that the value of the interest contributed would be al­
lowable as a deduction under this section if such interest had 
been transferred in trust. For purposes of this subparagraph. 
a contribution by a taxpayer of the right to use property shall 
?e treat~d as a contribution of less than the taxpayer's entire 
mterest m such property. . 

(B) .ExC;EPTIONs.--'-Subparagraph (A) shall, not apply to 
a contr1hutwn of-

( i) a remainder interest in a personal residence or farm, 
or · 

(ii) .an undivided portion of the taxpayer's. entire in­
terest m property. 
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. ( 4) VALUATION OF REMAINDER INTEREST IN REAL l'ROPERTY.-For 
purposes of this· section, in determining the value of a remainder 

· interest in real property, depreciation ( computtld on the straight 
line method) and depletion of such property shall be t~ken into 
account, and such value. shall be discounted at a rate of 6 percent 
per: aiUlunl, ·~xcept that the Secretary or his delegate may pre­
scribs a di:IThrtmt rate. 

. 1 :( 5) REDUCTION, niR CERTAiN INTEREST.-If, in connection with 
any charitable contribution, a liability is assumed by the recipient 
or by any other parson, or if a charitable contribution is of prop­
erty 'which is sttbject to a liability, then, to the extent necessary 
to avoid the dupliootion of amounts, the amount taken into ac­
count for purposes .of this section as the amount of. the charitable 
contribution-

[ ( 6) pARTIAL REDUCTION OF UNLIMITED DEDUCTION.-
f(A) IN GENERAL.-If the limitations in subsections (b) (1) 

(A) and (B) do not apply because of the application of sub­
section (b) (1) (C), the amount otherwise allowable as a 
deduction under subsection (a) shall be reduced by the amount 
by which the taxpayer's taxable income compurod without 
regard to this subparagraph is less than the transitional 
income percentage (determined under subparagraph (C) ) of 
the taxpayer's adjusted gross income. However, in no case 
shall a taxpayer's deduction under this section be reduced 
below th:e amount allowable as a deduction under this section 
without the applicability o£ subsection (b) (1) (C). 

[(B) TRANSI'l'IO:!'~L\L DEDUCTION PERCENTAGE.-For purposes 
of applying subsection (b) (l) (C), the term "transitional de­
duction percentage" means-

[(i) in the case of a taxable year beginning before 
19VO, 90 percent, and 

[(ii) in the ease of a taxable year beginning in-
Percent 

1970 ---------------------------------------------------------------- 80 
1971 ---------------------------------------------------------------- 74 
1972 ------------------------------------------------------------~--- 68 
1973 ---------------------------------------------------------------- 62 
1974 ---------------------------------------------------------------- 56 

[(C) TRANSITIOXAL IXCOl\fE PERCENTAGE.-For purposes of 
applying subparagraph (A), the term "transitional income 
percentage~' means, in the case of a taxable year beginning 
In-

Percent 

1970 ---------------------------------------------------------------- 20 
1971 ---------------------------------------~------------------------ 26 
1972 ---------------------------------------------------------------- 32 
1973 ---------------------------------------------------------------- 38 
1974 ---------------------------------------------------------------- 44] 

(6) DEDUCTIONS FOR OUT-OF-POCKET EXPENDITURES.-No deduc­
tion ~hall be allowed under this section for an out-of-pocket ew­
pend~ture made by any person on behalf of an orga;nization de­
scribed in subsection (c) if the expenditure is made for the purpose 
of im;fluencing legislation (within the meaning of section 501 
(c) (3) ). 
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(A) shall be reduced for interest (i) which has been paid 
(or is to be •paid) by the taxpayer, (ii) which is attributable 
to the liabilit:r, and (iii) whi~h is. attributable to any period 
after t~e making of the contnbutwn, and 

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

~he reduction pursuant to subparagraph (B) shall not exceed the 
m~erest. (including interest equivalent) on the bond which is at­
tri~uta.ble to ·any period before the making ofthe contribution and 
whiCh IS not (under the taxpayer's method of accounting) includ­
able in the gro~s income of the taxpayer for any taxable year. For 
purposes of this paragraph, the term "bond" means any bond, de­
benture, note, or certificate or other evidence of indebtedness. 

PART IX-ITEMS NOT DEDUCTIBLE 

• * * * * * * 
SEC. 263. CAPITAL EXPENDITURES. 

(a) GF.NERAI, RuLE.-No deduction shall be allowed for-
. ( 1) Any amount paid out for new buildings or for permanent 
Improvements or betterments made to increase the value of anv 
property or estate. This paragraph shall not apply to~ " 

(A) expenditures :for the development of mines or depos­
its deductible under section 616. 

(B) researeh and experimental expenditures deductible 
under section 17:!. 

(C) soil and ·water conservation expenditures deductible 
under section 175. , 

(D) expenditures by farmers for fertilizer, etc., deductible 
under section 180, or 

(E') exJ?Cnditures by farmers for clearing land deductible 
under sectiOn 182. 

(2) Any amou_nt rxpended in restoring property or in making 
~rood the exhaustion thereof for which an a11owance is or has been 
made. · 

[(3) Except as provided in subsection (d), any amount paid 
as tax under section 4!)11 (relatinO' to imposition of interest 
equalization tax).] "' 

. (b) ExPEXDITuRES FOR AnvERTISIXG A xn Goon "\V ILL.-If a corpo- . 
ratiOn has, for the purpose of compnting- its excess profits tax credit 
nndrr chapt-er 2E or subchapter D of chaptpr 1 of the Internal Revenue 
Code of 1~~!) cl.?'imed the benefits of the election provided in section 
733 or sechon 4ol of such code, as the, case mav be, no deduction shall 
be allowablP under section 162 to such corporation for expenditures 
for advertising or the promotion of good will which. under thP rulPs 
anrl regulations prescribed under section 733 or Rection 451 of snch 
code. 9~ the case m9v be, may be reqarded as ca.pital investments. 

(c) I XTANGIBT,E DRrLr,rNG AND DEvELOPMENT CosTs IN THE CAsE oF 
OIL AXD GAs "\VF .. LLs.-Notwithstanding subsection (a), regulations 
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shall be prescribed by the Secretary or his delegate under this subtitle 
corresponding to the regulations which granted the option to deduct 
as expenses intangible drilling and development costs in the case of 
oil and gas wells and which were recognized and approved by the 
Congress in House Concurrent Resolution 50, Seventy-ninth Congress. 

[ (d) REil\IBURSEMENT oF IxTEREST EQUALIZATION TAx.-The deduc­
tion allowed by section 162 (a) or 212 (whichever is appropriate) shall 
include any amount paid or accrued in the taxable year or a preceding 
taxable year as tax under section 4911 (relating to imposition of in­
terest equalization tax) to the extent that any amount attributable 
to the amount paid or accrued as tax is included in gross income for 
the taxable year. Under regulations prescribed by the Secretary or 
his delegate, the preceding sentence shall not apply with respect to 
any amount attributable to that part of the tax so paid or accrued 
which is attributable to an amount for which a deduction has been 
claimed for the taxable year or a preceding taxable year under sec­
tion 171 (relating to amortization of bond premium).] 

[(e)] (d) ExPEXDITURES IN CoNNECTION "\Vnn CERTAIN R.uLROAD 
RoLLING SrocK.-In the case of expenditures in connection with the 
rehabilitation of a unit of railroad rolling stock (except a locomotive) 
used by a domestic common carrier by railroad which would, but for 
this subsection, be properly chargeable to capital account, such ex­
penditures, if during any 12-month period they do not exceed an 
amount equal to 20 percent of the basis of such unit in the hands of 
the taxpayer, shall, at the election of the taxpayer, be treated (not­
withstanding subsection (a.)) as deductible repairs under section 162 
or 212. An election under this subsection shaH be made for any taxable 
year at such time and in such manner as the Secretary or his delegate 
prescribes by regulations. An election may not be made under this 
subsection for any taxable year to which an election under subsection 
[ (f) l (e) applies to railroad ro11ing stock (other than locomotives). 

[(£)] (e) REASONABLE REPAIR ALI .. OWANCE.-The Secretary or his 
delegate may by regulations provide that the taxpayer may make an 
election lmder which amounts representing either repair expenses or 
specified repair, rehabilitation, or improvement expenditures for any 
class of depreciable property-

(1) are allowable as a deduction nuder sertion 1R2 (a) or 212 
(whichever is appropriate) to the eA'ient of the repair allowance 
for that class, and 

(2) to the extent such ·amounts exceed for the taxable year 
such repair allowance, are chargeable to capita] account. 

Any allowance prescribed under this subsection shall reasonably re­
flect the anticipated repair experience of the class of property in the 
industry or other group. 

* * * * 
SEC. 275. CERTAIN TAXES. 

(a) GENERAr, RuLE.-N o deduction shall be allowed for the follow­
ing taxes: 

( 1) Federal income taxes, including-
( A) the tax imposed by section 3101 (relating to the tax on 

employees under the Federal Insurance Contributions Act) ; 
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(B) the taxes imposed by sections 3201 and 3211 (relating 
to the taxes on railroad employees and railroad employee rep­
resentatives) ; and 

(C) the tax withheld at source on wages under section 3402, 
and corresponding provisions of prior revenue laws. . 

( 2) Federal war profits and e:xc.ess profits taxes. 
( 3) Estate, inheritance, legacy, succession, and gift taxes. 
( 4) Income, war profits, and excess profits taxes imposed by the 

authority of any foreign com1try or possession of the United 
States, if the taxpayer chooses to take to any extent the 'benefits 
of section 901 (relating to the foreign tax credit). 

(5) Taxes on real property, to the extent that section 164 (d) 
requires such taxes to be treated as imposed on another taxpayer. 

(6) Taxes imposed by [chapter 42 and chapter 43] chapters 
41, 42, and lr'J. 

(b) CROSS REFERENCE.-
For disallowance of certain other taxes, see section 164(c). 

* * * * * * 

Subchapter F-Exempt Organizations 

* * * * * * 
PART I-GENERAL RULE 

Sec. 501. Exemption from tax on corporations; certain trusts, etc. 
Sec. 502. Feeder organizations. 

* 

* 

Sec. 508. Requirements for exemption. · 
Sec. 504. Status after organization ceQses to qttalify fOr emcmption under sec­

tion 501 (c) ( 3) because of substantial lobbying. 

* * * * * * * 
SEC. 501. EXEMPTION FROM TAX ON CORPORATIONS, CERTAIN 

TRUSTS, ETC. . 
(a) ExEMPTION FRoM TAXATION.-An organization described in 

subsection (c) or (d) or section 401 (a) shall be exempt from taxation 
under this subtitle unless such exemption is denied under section 502 
or 503. 

(b) TAx ON UNRELATED BusiNESS INCOME AND CERTAIN OTHER Ac­
TIVITIEs.-An organization exempt from taxation under subsection (a) 
shall.be subject to tax to the extent provided in parts II, III, and VI 
of this subchapter, but (notwithstanding'parts II, III and VI of this 
subchapter) shall be considered an organization exempt :from income 
taxes for the purpose o£ any law which refers to oruanizations exempt 
from income taxes. "' 

(c) LIST oF ExEMPT ORGANIZATIONS.-The :following organizations 
are referred to in subsection (a) : . . . 

( 1) C?rporations organized under Act of Congress, if such 
c<>rporatwns are instrumentalities of the United States and if, 
under such Act, as amended and supplemented, such corporations 
are exempt from Federal income taxes. . 
. (2). Corporations organize~ fo~ the exclusive purpose of hold­
mg title to .Property, collectmg mcome therefrom, and turning 
over the entire amount thereof, less expenses to an organization 
which itself is exempt under this section. ' 
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. (3) Coq:~orations, and any community chest, fund, or founda­
h?n, ?rgamze~ and opera~d exclusively for religious, charitable, 
scientific, testmg for pubhc safety, literary, or educational pur­
poses, or for the prevention o£ cruelty to children or animals no 
part of the net earnings of which inures to the benefit of any pri­
v:ate shar~hol~er or i!ldividual, no substantial part of the activi­
tle~ of whiCh IS ~arr:ymg on propaganda, or otherwise attempting, 
to mfluence legislatiOn ( eilJcept as otherwise provided in subsec­
tion (g) ) , and which does not participate in, or intervene in 
( in?l~ding the .publishing or distributing of statements), any 
political. c~mpaign on behal~ of. any candidate for public office. 

( 4) Civic leagues or orgamzat10ns not organized for profit but 
oper11;te~ exclusively :for the promotion of social welfare, or local 
assoCiatiOns of employe~s, the membership o£ which is limited 
to th~ ~mp~oyees of a designated person or I?ersons in a particular 
Jl?.UlllCipahty, .and the net earnings of winch are devoted exclu­
Sively to chanta?le, educational, or recreational purposes. 

( 5) Lab?r, agncultural, or horticultural organizations. 
( 6) Busmess leagues, chambers of commerce, real-estate boards 

boar~s. of t_rade, or p~ofessional football leagues (whether or not 
admmistermg a pensiOn fund for football players), not organized 
for profit and no part of the net earnings of which inures to the 
benefit of any private shareholder or individual. 

(7) ~lubs organized and operated exclusively for pleasure, 
recr~atwn, and. ot~er nonprofitable purposes, no pa1t of the net 
earnm~ of whiCh mures to the benefit of any private shareholder. 

(8) Fraternal ~eneficiary societies, orders, or associations­
(A) operatmg under the lodge system or :for the exclusive 

benefit of the members of a fraternity itself operatinu under 
the lodge system, and "' 

(B) providing for the payment o£ life, sick, accident, or 
other benefits to the members of such society, order, or associa-
tion or their dependents. · 

(9) Voluntary employees' beneficiary associations providing for 
the payment of life, sick, accident, or other benefits to the members 
?f such association or their dependents or designated beneficiaries, 
lf no m1rt of the net earnings of such association inures (other 
than through such payments) to the benefit of any private share­
holder or individual. 
. (10) Domestic fraternal societies, orders, or associations, operat­
mg under the lodge system-

( A) the net earning-s o:f which are devoted exclusively tore­
ligious, charitable, scientific, literary, educational, and fra­
ternal purposes, and 

(B) which do not provide for the payment of life, sick, acci­
dent., or other benefits. 

(11) Teachers' retirement fund associations of a purely local 
character. if- · 

(A) no part of their net Ntrninas inures (other than 
through naymc>nt, of retirPment hene:fits) to the benefit of any 
private Rhareholder or individn"l, and · 

fR) the income consists solAly of 'amounts recPived from 
public taxation, amounts received from assessments on the 
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teaching salaries of members, and income in respect of invest­
ments. 

(12) Benevolent life insurance associations of a purely local 
character, mutual ditch or irrigation companies. mutual or co­
operative telephone companies, or like organizations; but only if 
85 percent or more of the income consists of amounts collected 
from members for the sole purpose of meeting losses and expenses. 

(13) Cemetery companies owned and operated exclusively for 
the benefit of their members or which 'are not operated for profit; 
and any corporation chartered solely for the purpose of the dis­
posal of bodies by burial or cremation which is not permitted by 
its charter to engage in any business not neces~arily incident to 
that purpose, no part of the net earnings of whwh msures to the 
benefit of any private shareholder or individual. 

(14) (A) Credit unions without capital stock organized and 
operated for mutual purposes and without profit. 

(B) Corporations or associations without capital stock orga­
nized before September 1, 1957, and operated for mutual purposes 
and without profit for the purpose of providing reserve funds for, 
and insurance of, shares or deposits in-

( i) domestic building and loan associations, 
(ii) cooperative banks without capital stock organized and 

operated for mutual purposes and without profit, or 
(iii) mutual savings banks not having capital stock rep­

resented by shares. 
(C) Corporations or associations organized before September 

1, 1957, and operated for mutual purposes and without profit for 
the purpose of providing reserve funds for associations or banks 
described in clause ( i) , ( ii) , or (iii) of subparagraph (B) ; but 
only if 85 percent or more of the income is attributable to pro­
viding such reserve funds and to investments. This subpara.graph 
shall not apply to any corporation or association entitled to 
exemption under subparagraph (B). 

(15) Mutual insurance companies or associations other than 
life or marine (including interinsurers and reciprocal under­
writers) if the gross amount received during the taxable year 
from the items described in se.ction 822 (b) (other than paragraph 
(1) (D) thereof) and premiums (including deposits and assess-
ments) does not exced $150,000. · 

(16) C?rporations organized by an association subject to part 
IV of th1s subchapter or members thereof, for the purpose of 
financing the ordinary crop operations of such members or other 
producers, and operated in conjunctioi1 with such association. 
Exemption shall not be denied any such corporation because it has 
capital stock, if the dividend rate of such stock is fixed at not to 
exceed the legal rate of interest in the State of incorporation or 8 
percent per annum, whichever is greater, on the value of the con­
sideration for which the stock was issued, and if substantially all 
such stock (other than nonvoting preferred stock. the owners of 
which are not entitled or permitted to participate, directly or indi­
rectly, in the profits ofthe corporation, on dissolution or otherwise, 
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beyond the fixed eli vidends) is owned by such association, or mem­
bers thereof; nor shall exemption be denied any such corporation 
because there is accumulated and maintained by it a reserve 
required by State law or a reasonable reserve for any necessary 
purpose. 

(17) (A) A trust or trusts forming part of a plan providing for 
the payment of supplemental unemployment compensation bene­
fits, if-

( i) under the plan, it is impossible, at any time prior to the 
satisfaction of all liabilities with respect to employees under 
the plan, for any part of the corpus or income to be (within 
the taxable year or thereafter) used for, or diverted to, any 
purpose other than the providing of supplemental unemploy­
ment compensation benefits, 

· (ii) such benefits are payable to employees under a classi­
fication which is set forth in the plan and which is found by 
the Secreta'!:y or his delegate not to be discriminatory in favor 
of employees who are officers, shareholders, persons whose 
principal duties consist of supervising the work of other 
employees, or highly compensated employees, and 

(iii) such benefits do not discriminate in fayor of employ­
ees who are officers, shareholders, persons whose principal 
duties consist of supervising the 'vork of other employees, or 
highly compensated employees. A plan shall not be considered 
discriminatory within. the meanin12: of this clause merely 
because the benefits received undrr the plan bear a uniform 
relationship to the total compensation, or the basic or regular 
rate of compensation, of the employees covered bv the plan. 

(B) In determining whether a plan meets the requirements of 
_subparagraph (A), any benPfits provided under any other plan 
shall ndt. be taken into consideration, except that a plan shall not 

··be considered dis.:;riminatorv-
(i) merely because the benefits under the plan which are 

first determined in a nondiscriminatory manner within the 
meaning of subparagraph (A) are then reduced by any sick. 
accident, or unemplo:vment compensation benefits received 
under State or Federal law (or reduced by a portion of such 
benefits if determined in a nondiscriminatory manner) . or 

(ii) merely because the plan provides only for employees 
. who are not eligible to receive side; accident. or unemploy­

ment compensation benefits under Rtate or Federal law the 
same benefits (or a portion of sueh benefits if det.er:inined in 
a nondiscriminatorv man11er) which such employees would 
receive under such laws if suchemployees were eligible for 
such benefits, or 

(iii) merely he('ause the plan provides only for employees 
who are not eli~ible under ·another plan (which meets the 
requirements of subparagraph (A)) of supplemental un­
employment. compensation benefits provided wholly bv the 
Pmplover thf' same benefits (or a portion of such benefits if 
determined in a nomliscriminatorv manner) which snell em­
plo~~ccs wonlcl recein~ nuder such bther plan if snch !'mployees 
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were eli¢h~e under such other :Qlan, but only if the em­
ployees ehg1ble under both plans would make a classification 
which would be nondiscrimina;tocy within the mooning of sub­
paragraph (A). 

(C) A plan shall be considered to meet the requirements of sub­
para:graph (A) dur:ing t?-e whole of any year of the plan if on one 
day m each quarter 1t satisfies such requirements. 

(D) The term "supplemental unemployment compensation 
benefits" means only- . 

( i) benefits which are paid to an employee because of his 
involuntary separation from the employment of the employer 
(whether or not such separation is temporary) resulting di­
rectly from a reduction in £orce, the discontinuance of a plant 
or ~J?era.tion, or oth~r similar conditions, and 

( n) siCk and accident benefits subordinate to the benefits 
described in clause ( i). . 

(E). E:x:empti<?n shall not be denied under subsection (a) to any 
?rgamzatwn entitled to such exemption as an association described 
m paragraph (9) of this subsection merely because such organi­
zation provides for the payment of supplemental unemployment 
benefits (as defined in subparagraph (D) (i) ). 

(18) A trust or trusts created before June 25, 1959 formino­
part of a plan providing for the payment of benefi~ under ~ 
pension plan funded only b~ c?n~ributi?ns of employees, if-

( A) under the plan, It Is Impossible, at any time prior to 
the satisfaction of all liabilities with respect to employees 
un~er. the plan, for any part of the corpus or income to be 
( withm the taxa;ble year or thereafter) used for, or diverted 
to, any purpose other than the providing of benefits under 
the plan, 

(~) sue~ beJ:?.efits are payable to employees under a classi­
fication whiCh IS set forth m the plan and which is found by 
the Secretary or his delegate not to be discriminatory in fan)r 
of. e~ployees. who a~e officers, shareholders, persons whose 
prmmpal duties consist of supervising the work of other em­
ployees, or highly compensated employees, and 

(C) such benefits do not discriminate in favor of employees 
who .are officers, ~~areholders, pe:t;sons whose principal duties 
consist of supervlSlng the work of other employees, or highly 
compensated employees. 

. A plan ~hall not he considered discriminatory within the mean­
mg of, this subparagraph merely because the benefits received 
un~er the plan be~r a uniform relationship to the total eompen­
sa.twn, or the hasw or regular rate of compensation, of the em-
ployees covered by the plan. . 

(19) A J_>ost or organization of war veterans, or an auxiliary 
lrnlt o.r s~1ety of, or a trust or foundation for, any such post o"r 
orgaruzatwn-

( A) organized in the United Sta.tes or any of it.c:; possessions, 
(B) at least 75 per~ent of the members of which are war 

vete~an~ ~nd substantially all of the other members of which 
are md1v1duals who are veterans (but not war veterans), or 
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are cadets, or ate spouses, widows, or widowers of wa.r vet­
erans or such individuals, and 

(C) no part of the net earnings of which inures to the bene­
fit of any private shareholder or individual. 

(d). RELIGIOUS AND APOSTOLIC ORGANIZATIONS.-The following orga­
nizations are referred to in subsection (a): Religious or apostolic asso­
ciations or corporations, if such associations or corporations have a 
common treasury or community treasury, even if such associations or 
corporations engage in business for the common benefit of the members, 
but only i£ the members thereof include (at the time of filing their 
returns) in their gross income their entire pro rata shares, whether 
distributed or not, of the taxable income of the association or corpora­
tion foi''sueh year. Any amount so included in the gross income of a 
member shall be treated as a dividend received. 

(e) CoOPERATIVE HosPITAL SERVICE ORGANIZATIONs.-For purposes 
of this title, an organization shall be treated as an organization orga­
nized and operated exclusively for charitwble purposes, if-

( 1) such organization is organized and operated solely-
( .A) to perform, on a centralized basis, one or more of the 

following services which, if performed on its own behalf 'by 
a hospital which is an organization described in subsection 
(c) (3) and exempt from taxation under subsection (a), would 
constitute activities in exercising or performing the purpose 
or fun'ction· constituting the basis for its exemption: data 
processing, pu:rc:hasing, warehousing, billing and collection, 
food, industrial engineering, laboratory, printing, communi­
cations, record center, and personnel (including selection, test­
ing, training, and education of personnel) services; and 

(B) to perform such services solely for two or more hos­
pitals each of which is-

( i) an organization described in subsection (c) ( 3) 
which is exempt from taxation under subsection (a), 

( ii) a constituent part of an organization described in 
subsection (c) (3) which is exempt from ,taxation under 

·subsection (a) and which, if organized and ope.rated as 
. a separate entity, would constitute an organization 
described in subsection (c) ( 3), or 

(iii) owned and operated by the United States, a State, 
the District of Columbia, or a possession of the United 
States, or a :political subdivision or an agency or in­
strumentality of any of the foregoing; 

·· (2} such organization is organized and operated on a coopera­
tive basis and allocates or pays, within 811z months afterthe close 
of its taxable year, all net earnings to patrons on the basis of serv-
ices performed for them; and . . 

. (3) if such organiza,tion has capital stock, all of such stock out-
standing is owned by its patrons. 

For purposes of this title, any organization which, by reason of the 
preceding sentence, is an organization described in subsection (c) ( 3) 
and exempt from. taxation under subsection (a), shall be treated as 
a hospital and as an organization referred to in section 170 (b) ( 1) (A) 
(iii). 
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(f) Coo~ERATIVE SERVICE ORGANIZATioNs OF OPERATING EDucATIONAL 
0RGANIZATioNs.--:-For purposes of this title, if an organization is-

(!) or~amzed and o.perated.solely.to hold, ~mmingle, and col­
l~c~Ively mvest and remves~ (mcludmg arrangmg for and super­
VISI~g the performance by mdep~ndent contractors of investment 
se~ICes related thereto) in stocks and securities, the moneys con­
tnbuted th~reto by each of the members of such organization, and 
to collect mcome therefrom and turn over the entire amount 
thereof, less expenses, to such members 

(2) organi~ed and controlled by one' or more such members, and 
(3) compnsed solelv of members that are oro-anizations de­

scribed in clau~ (ii) oi (iv) of section 17o(b) (1) (A)-
(A) which are exempt from taxation under subsection (a), 

or 
(B) the income of which is excluded from taxation under 

section 115 (a), 
then such organization shall be treated as an organization oro-anized 
and operated exclusively for charitable purposes. · o 

(g) ExPENDITuREs BY PuBLIC CHARITIEs To INFLUENcE LEcisLA­
TION.-

(1) GENERAL RULE.-ln the case of an organization to 1ohich 
this subsect~ion applies, exemption from taxation· under subsec­
t~on (a) shall be d_en~d becau~e a substantial part ·of the activi­
tzes of ~uch organz.zatwn ~on.nsts of ca;rJJ.f,"!g on propag_anda, or 
othert~ue .attemptzng to mfluence legzslatzon, but only if such 
organzzatzon normally-

. (A) .~akes lobbying expenditures in excess of the lobby­
zng cezhng amount for such organization· for each ta;JJable 
year, or · 

(B) 17_1~kes grass ?'oots expenditur~s in excess of the graBs 
roots cellmg amount fm' such orgamzaNon for each taxable 
year. 

(2) DEFllVITIONs.~For pttrposes of this subsection.-
(A) Lo~BYING EXPENDn:uREs.-The term "lobbyin.q ex­

perulltuJ'es· m-eans expendztures for the purpose of influenc­
ing legislation (as defined in 8ection 4911 (d)). 

(B) LoBBYING CEIL;I.m. AMOUNT.-The lobbying ceilinq 
amount for any or_ganzzatwn for any taxable year is150 per­
c~nt of the lobbyzng nonta;JJable amount for such organiza­
tzon for sucl~ taxable year, determined under section .lr911. 

( 0) PRAS~' ROOTS EXPEND!TURES.-The term "gra8S roofs 
~xpend~tur~s· means expeni[ztures for the purpose of injfu-enc­
zng legzslatwn (as defined zn section 4911 (d) witlwut regard 
to paragraph (1) (B) thereof). 

(D) GRASS ROOTS CE~LINr: AMOUNT.-The grass roots ceiling 
amount for any organzzatwn for any taxable year is150 per­
c~nt of the gras8 roots nontaxable arnount.for 8ueh organiza­
twn for suck taxable 71ear, determined under seetion 4911. 

(3) qRGANIZATIONS TO lVH/Cll THIS SUBSECTION APPLIES.~Tlzig 
sub8ectwn shall apply to q,ny organization 1ohich J:a.s elected (in 
such m;anner and at such time as the Secretary or hus delegate mmr 
prescrzbe) to hm•e the pr01)t8ionB of this subsection apply to 8Uch 

31 

OJ'gardzation and which, for th.e taxable year which includes the 
date the el-ection i8 made, i8 described in sub8ection (c) (3) and­

( A) is de8cribed in paragraph ( 4), and 
(B) is not a disqualified organizatio·n under paragraph (5). 

(4) ORGANIZATIONS PERiiiiTTED TO ELECT TO HAVE THIS SUBSECTION 
APPLY.-An organization i8 described in this paragraph if it is 
described in,_ 

(A) section 170 (b) (1} (A) (ii) (relating to educational 
in.stitution8), 

(B) section 170(b) (1) (A) (iii) (l'elating to hospitals and 
medical re.rJearch organizations), 

(0) s~ction 170(b) (1) (A) (iv) (relating to organizations 
supportmg government schools), 

(D) section 170(b) (1) (A) (vi) (relating to organizations 
publicly supported by charitable contributiom), 

(E) seetion 509(a) (2) (relating to organizations pttblicly 
supported by admissions, sales, etc.), or 

(F) section 509 (a) ( 3) (relating to organizations support­
ing certain types of public charities), except that for pur­
pose.'! of this subparagraph, section 509 (a) ( 3) shall be applied 
1.oithout regar•d to the last sentence of section 50[} (a). 

(5) DISQUALIFIED ORGANIZATIONS.__:_For purposes of paragraph 
( 3), an organization is a disqualifi-ed organization if it is-

( A) described in section 170(b) (1) (A) (i) (relating to 
cku.rche8 a7fd conventions. o_r as8ociati~ns of churches), 

(B) an mtegrated auxdzary of a chtlJ'ch or of a convention 
or association of churches, or 

( 0) a member of an affiliated group of organizations (with­
in the meaning of section .1,.911 (f) (2)) if one or more members 
of such group is described in subparagmph (A) or (B). 

(6) YEARS FOR WHICH ELECTION IS EFFECTIVE.-An election by an 
organization under this sub8ection shall be effective for all taxable 
years of such orqanization1vhich-

( A) e,nd after the date the election is made, and 
(B) begin before the date the election is revoked by such 

organization ( tt.nder regulation8 prescribed by the Secretary 
or his delegate). 

(7) No EFFECT ON CERT.dlN ORGAli'IZATlONS.-With respect to 
any organization for a taxaUe year for 1l'hich-

( A) such organization is a di.rJqualified organization (1cith­
in the meaning of paragraph ( 5)), or 

(B) an election under this subsection is not in effect for 
such organization, 

nothing in this subsection or in 8ection J,JJ11 shall be construed to 
affe.ct. tfw interp~eta~ion of t~e phrase, "no 8ubstantial part of the 
actwztws of whwh zs ca'f'7'1jzng on propaganda, or otherwise at­
tempting, to injf;uenee legislation," under 8ubsection (c) ( 3). 

( 8) AFFILIATED ORGANIZATIONS.-
" For rules regarding aHiliated organizations, see section 1911(£). 

[g] (h) CRoss REFERENCE-
. · For nonexemption of Co'!'munist-controlled organizations. see section 

ll(b) of the Internal Securrty Act of.1950 (64 Stat. 997; 50 U.S.C. 790(b)). 
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SEC. 504. STATUS AFTER ORGANIZATION CEASES TO QUALIFY FOR 
EXEMPTION UNDER SECTION 501(c)(3) BECAUSE OF SUB­
STANTIAL LOBBYING. 

(a) GENERAL RuLE.-An organization which--
(1) was exempt (or was determined by the Secretary or his 

delegate to be exempt) from taxation under section 501 (a) by 
1~eason of being an organization deMribed in section 501 (e) ( 3) , 
and 

(2) is not an organization described in section 501(e) (3) by 
1~eason of ear"P'ying on propaganda or otherwise attempting to 
influence legislation, 

shall not at any time thereafter be treated as an organization described 
in section 501 (c) (4). 

(b) REGULATIONS To PREVENT AvoiDANCE.-The Secretary or his 
delegate shall prescribe such regulations as may be neeessary or ap­
propriate to prevent the avoidance of subsection (a), including regu­
.lat·ions relating to a direct or indirect t'fansfer of all or part of the 
assets of a,n organization to an organization controlled (directly or 
indirectly) by the same person or persons who control the transferor 
organization. . 

(e) CHURCHEs, ETc."-Subseetion (a) shall not apply to any orga­
.nization which is a disqualified organization 1.iJithtn the meaning of 
section 501(g) (5) (relating to chu'l'ehes, etc.) for the tamable year 
immediately preeeding the ji'rflt taxable year for which 8UOh organiza­
tion is described in paragraph (2') of subsection (a). 

* * * * * * * 
Subchapter N-Tax Based on Income From Sources 

Within or Without the United States 

* * * * * * * 
PART I-DETERMINATION OF SOURCES OF INCOME 

* * * * * * * 
SEC. 861. INCOME FROM SOURCES WITHIN THE UNITED Sl'ATES. 

(a) GRoss INCOME FRoM SouRcEs "\V'ITHIN UNITED STATF.B.-The fol­
lowing items of gross income shall be treated as income from sources 
within the United States: 

· (1) lNTEREST.-Interest from the United States, any Territory, 
any political subdivision of a Territory, or the District of Colum­
bia, and interest on bonds~ notes, or other interest-bearing obli­
gations of residents, corporate or otherwise, not including-

(A) * * * 
* * * * . * '* * 

(G) interest on a debt obligation which was part of an is­
sue with respect to which an 'election has been made under 
[section 4912(c)] subsection (c) of section 1,912 (as in effact 
before July 1, 197~) and which, when issued (or treated as is­
sued under [section 4912(c) (2)] subsection (c) (9J) (;f such 

* 

* 
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section), had a maturity not exceeding 15 years and, when is­
sued, was purchased by one or more underwriters with a view 
to distribution through resale, but only with respect to in­
terest attributable to periods after the date of such election, 
and 

* * * * * 
Subchapter P-Capital Gains and Losses 

* * * * * * 
PART IV-SPECIAL RULES FOR DETERMINING CAPITAL 

GAINS' AND LOSSES 

* * * * * * * 
SEC. 1232. BONDS AND OTHER EVIDENCES OF INDEBTEDNESS. 

(a) GENERAL RuLE.-For purposes of this subtitle, in the case of 
bonds, debentures, notes, or certificates or other evidences of indebted­
ness, which are capital assets in the hands of the taxpayer, and' which 
are issued by any corporation, or by any government or political sub­
divisioil thereof-

(1) RETIREMENT.-Amounts received by the holder on retire­
ment of such bonds or other evidences of indebtedness shall be 
considered as amounts received in exchange therefor (except that 
in the case of bonds or other evidences of indebtedness issued 
before January 1, 1955, this paragraph shall apply only to those 
issued with interest coupons or in registered form, or to those in 
such form on March 1, 1954). 

( 2) SALE OR EXCHANGE.'-
(A) CoRPORATE BONDS ISSUED AFTER 1\I:AY 21, 1969.-Except 

as provided in subparagraph (C), on the sale or exchange of 
bonds or other evidences of indebtedness issued by a corpora­
tion after May 27, 1969, held by the taxpayer more than 6 
months, any gain realized• shall (except as provided in the 
following sentence) be considered gain from the sale or ex­
change of a capital asset held for more than 6 months. If at 
the time of original issue there was an intention to call the 
bond or other evidence of indebtedness before maturity, any 
gain realized on the sale or exchange thereof which does not 
exceed an amount equal to the original issue discount (as de­
fined in subsection (b)) reduced by the portion of original 
issue discount previously includible in the gross income of 
any holder (as provided in paragraph (3) (B)) shall be con­
sidered as gain from the sale or exchange of property which 
is not a capital asset. 

(B) CoRPORATE BONDS ISSUED ON OR BEFORE MAY 27. 1969, 
AND GOVERNMENT BONDS.-Except as provided in subpara­
graph (C), on the sale or exchange of bonds or othPr eyi­
dences of indebtedness issued bv a government or political 
subdivision thereof after December 31, 1954, or bv a corpora­
tion after December 31·, 1954, and on or before May 27, 1969, 

72-115--76--3 
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held by the taxpayer more than 6 months, any gain realized 
which does not exceed-

( i) an amount equal to the original issue discount (as 
defined in subsection (b) ) , or 

(ii) if at the time of original issue there was no inten­
tion to call the bond or other evidence of indebtedness 
before maturity, an ·amount which bears the same ·ratio 
to the original issue discount (as defined in subsection 
(b) ) as the number of complete months that the bond or 
other evidence of indebtedness was held by the taxpayer 
bears to the number of complete months from the date of 
original issue to the date of maturity, 

shall ;be considered as ·gain from the sale or exchange of prop­
erty which is not a capital asset. Gain in excess of such amount 
shall be considered gain from the sale or exchange of a capital 
asset held more than 6 months. 

* * * * * * * 
(b) DEFINITIONS.-

(1) ORIGINAL ISSUE DISCOUNT.-For purposes of subseotion (a), 
the term "original issue discount" means the difference between 
the issue price and the stated redemption price at maturity. If 
the original issue discount is less than one-fourth of 1 percent of 
the redemption price a~t maturity multiplied by the number of 
complete years to maturi,ty, then the issue discount shall be con­
sidered to be zero. For purposes of this para·P,-ra.ph, the term 
"stated redemption price at maturity" means the amount fixed 
by the last modification of the purchase agreement and includes 
dividends payable at that time. 

(2) IssuE PRICE.-In the case of issues of bonds or other evi­
dences of indebtedness registered with the Securities and Ex­
change Commission, the term "issue price" means the initial offer­
ing price to the public (excluding bond houses and brokers) at 
which price a substantial amount of such bonds or other evidences 
of indebtedness were sold. In the case of privately placed issues of 
bonds or other evidence of indebtedness. the issue price of each such 
bond or other evidence of indebtedness is the price paid by the first 
buyer of s~1ch bond increased by the amount, if any, of tax paid 
under section 4911, a8 in effect before July 1, 1.974 (and not cred­
ited, refunded, or reimbursed) on the acquisition of such bond or 
evidence of indebtedness by the first buyer. For purposes of this 
para15raph, the terms "initial offering price" and "price paid by 
the first buyer" include the aggregate payments made by the pur­
chaser under the purchase agreement, including modifications 
thereof. In the case of a bond or other evidence of indebtedness 
and an option or other security issued together as an investment 
unit, the issue price for such investment unit shall be determined 
in accordance with the rules stated in this paragraph. Such issne 
price attributable to each element of the investment unit shall be 
that portion thereof which the fair market value of such element 
bears to the total fair market value of all the elements in the in­
vestment unit. The issue price of the bond or other evidence of 
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indebtedness inciuded in such investment unit shall be the portion 
so allocated to it. In the case of a bond or other evidence of in­
debtedness, or an investment unit as described in this paragraph 
(other than a bond or other evidence of indebtedness or an invest­
ment unit issued pursuant to a plan of reorganization within the 
meaning of section 368(a) (1) or an insolvency reorganization 
within the meaning of section 371, 373, or 374), which is issued 
for property and which-

( A) is part of an issue a portion of which is traded on an 
established securities market, or · 

(B) is issued for stock or securities which are traded on an 
established securities market, 

the issue price of such bond or other evidence of indebtedness or 
investment unit, as the case may be, shall be the fair market value 
of s~ch proi?erty. E;xcept in cases to which ~he preceding sentence 
applies, the Issue pnce of a bond or other evidence of indebtedness 
(whether or not issued as a part of an investment unit) which is 
i~sued ~or property. (other than money) shall be the stated red em p-
tion price at maturity. · 

( 3) IssUE DATE.-In the case of issues of bonds or other evidences 
of indebtedness registered with the Securities and ExchanO'e Com­
mission, the term "date of original issue" means the date o~ which 
the i~sue was first s?ld to the public at the issl!e price. In the case 
of privately placed Issues of bonds or other evidences of indebted­
ness, the term "date of original issue" means the date on which 
~ach such bond or other evicrence of indebtedness was sold by the 
ISSuer. 

* * * * * * * 

Subtitle B-Estate and Gift Taxes 
* * * * * * * 

CHAPTER II-ESTATE TAX 

• * * * * * * 
Subchapter A-Estates of Citizens or Residents 

* * * * * * * 
PART IV-TAXABLE ESTATE 

* * * * * * * 
SEC. 2055. TRJ~S[.ERS FOR PUBLIC, CHARITABLE, AND RELIGIOUS 

,(a) IN GENERAL.-For purposes of the tax imposed by section 2001, 
the value of the taxable estate shall be determined by deducting from 
tl:e value of the gro~s esta~e the a1!1ount of all bequests, legncies, de­
VIces, or transfers (meludmg the mterest which falls into any such 
bequest, legacy, devise, or transfer as a result of an irrevocable dis­
cla~mer ?f a bequest, legacy, devise, transfer, or power, if the dis­
claimer IS made before the date prescribed for the filing of the estate 
tax return)-



36 

(1) t? .or forth~ ~1s~ of the United Stat~s. a_ny Sta~e, Ter~itory, 
any pohtlcal suhd1nswn thereof, or the D1stnct of Columb1a, for 
exclusively public purposes; 

(2) to or for the use of any corporation organized and operated 
exclusively for religions, charitable, scientific, literary, or educa­
tional purposes, including the encouragement of art and the pre­
vention of cruelty to children or ammals, no. part of the net 
earnin~.rs of which inures to the benefit of any prrmte stockholder 
or individual, [no substantial part. of the act~vities of .wh~ch is 
carrying on propaganda, o~ otherwise at~mptmg,] ~ohwh Z8 not 
disqualified for taw ewemptw'fl; unc('er sectwn ~01 (c) ( 3) by rea.;o:n 
of at~empti!fg to infl1~enc~ lel.pS~atwn, and ":hi~h does l~Ot rart:cl­
pate m, or mtervene m (mclndmg the pubhshmg or distnb.ntmg 
of statements), any political campaign on behalf of any c.:'tndiclate 
for public office; . 

(3) to a trustee or trustees, or a fraternal society, ?rder, or ass~­
ciation operating under the lodge system, but only 1£ such contl'l­
but~ons or gifts are to be used by such trustBe or tntstees, or by 
such :fraternal sooiety, order, or associatiol'l,. exclusively :for re­
ligious, charitable, scientific, litera.ry, or educ3;tional purpooes, or 
for the prevention of crnBlty to children or ammals, [no substan­
tial pa.rt of the 1ac6vities of such trusteB or trustees, or of such 
fraternal society, order, or association, is carrying on propag.anda, 
or otherwise attempting, to influence legislation,] !5Uch trust, fra­
ternal society, order, or association would not be disqualified for 
tax; ex;empti011, under section 501 (c) ( 3) by reason of attempting 
to influence legislation, and such trustee or trustees, or such fra­
tPrnal society. order, or association, does not participate in, or 
intervene in· (including the publishing or distributing of state­
ments), any politi~al campaign on behalf of any candidate for 
public office; or 

( 4) to or for the use of any vetemns' organization incorporated 
by Act of Congress, or of its departments or looal chapters or 
posts, no part of the net earni-ngs of which inures to the benefit 
of any private shareholder or individual. . . 

For purposes of this subsection, the complete termination befote the 
date prescribed for the filing of the estate tax return of a power to 
consume, invade, or appropriate property for the benefit of an individ­
ual before such power has been exereised by reason of the death of such 
individual or for any other reason shall be considered and deemed to 
be an irrevocable disclaimer with the same full force and effect as 
thmtgh he had' filed such irrevocable disclaimer. 

* * * * * 

Subchapter B-Estates of Nonresidents Not Citizens 
* * * * * * * 

~SEC. 2106. TAXABLE ESTATE. 

( n) DEFINITION OF TAxABLE EsTATE.-For purposes of the tax im­
TJOSPd bv section 2101. the value of the taxa;ble estate of every decedent 
nonrPsidPnt not a citizen of the United States shall be determined by 
deducting from the value of that part of his gross estate which at the 
time of his death is situated in the United States-
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( 1) ExPENSES, LOSSES, INDEBTF..DNESS, AND TAXES.-That propor­
tion of the deductions specified in sections 2053 and 2054 (other 
than the deductions described in the following sentence) which 
the value of such part bears to the value of his entire gross estate,. 
wherever situated. Any deduction allowable under section 2053 in 
the case of a claim against the estate which was founded on a 
promise or agreement but was not contracted for an adequate 
and full consideration in money or money's worth shall be allow­
able under this paragraph to the extk'nt that it would. be ·allowable 
as a deduction under paragraph (2) if such promise or agree­
ment constituted a bequest. 

( 2) TRANSFERS FOR PUBLIC, CHARIT,\BLE, AND RELIGIOUS USES:-
( A) IN GENERAL.-:rhe a~nount ~f all bequ~sts, legal?Ies, 

devises or transfers ( mcludmg the mtBrest winch falls mto 
any su~h bequest, legacy, devise, or transfer as a. result of an 
irrevocable disclaimer of a bequest, legacy. devise, tran~fer, 
or power, if the disclaimer is made before the date prescribed 
for the filing of the estate tax return)-

(i) to Oi' for the use of the lTnited States, any Sta!e, 
Territory, any political sub?iYision tl.H'reo£. or the Dis­
trict of Columbia, for exclus1velv pubhc purposes: 

( ii) to or for the use of a~y domestic ~o~·poration .or­
ganized and operate,d exclusively. for rehgwus, c~anta­
ble, seientific, literary, or educatwnal purposes, I.nclud­
ing the encouragement. of art and the preYenho~ of 
cruel tv to children or amma1s, no part of the net earmngs 
of ·wh1ch inureR to tlw benefit of any printte stockholder 
or individual, [no substantial pari of the t;etivities of 
which is carrvina on propag-anda, or otherwise attempt­
ing,] which i.~ ~t disqualified for tam err:emptil!n under 
section 501 (c) ( 3) by reason of atte~nzJtzng .to mfl_uence 
legislation, and which does w?t I?arbcipat~ I~, 01~ mter­
vene in (including the pubhslnng or distnbutmg of 
statements), any political campaign on behalf of any 
candidate for public office; or . 

(iii) to a trustee or trustees, or a :fraternal socwty, 
order or association operating under the lodge system, 
but o~ly if such contributions or gifts are to be used 
within the United States by such trustee or trustees, or by 
such fraternal society, order, or association, exclusiv-ely 
for religious, charitable, scientifi~, literary, or educ.a­
tional purposes, or for the preventwn of cruelt;Y ~o. chil­
dren or animals [no substantial part of the activities of 
such trustee or' trustees, or of such fraternal society, 
order, or association, is carrying on propaganda1 or 
otherwise attempting,] such trust, fraternal soc:wty, 
order, or association 'would not be disqualified for taaJ 
exernption under section 501 (c) (3) by reason of attempt­
ing to influence legislation, and such trustee or trustees, 
or such fraternal society, order, ,or association, does not 
not participatein, or intervene in (including the publish­
ing or distributing of statements), any political cam­
paign on behalf of any candidate for public office. 
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CHAPTER 12-GIFT TAX 

* * * * * 
Subchapter C-Deductions 

* * * * * * * 
SEC. 2522. CHARITABLE AND SIMILAR GIFTS. 

· (a) CITIZENS OR RESIDENTs.-In computing taxable gifts for the cal­
endar quarter, there shall be allowed as a deduction in the case of a 
citizen or resident the amount of all gifts made during such quarter 
to or for the use of-

. (1) the United States, any State, Territory, or any political sub­
~IVISion thereof, or the District of Columbia, for exclusively pub­
he purposes; 

(2) a corpo_ration, or trust, or community chest, fund, or foun­
datwn, <?rga_mzed. and operated ex~lusively for religious chari­
table, scientific, hterary, or educatiOnal purposes, includino- the 
encou~agement of art ·and the prevention of cruehy to children 
or amma.ls, no part of the net earnino-s of which inures to the 
benefit of any p~i~'ll;te shareh?ldm; or i~d~vidual, [no substantial 
part o~ the activities of whiCh IS carrymg on propao-anda or 
otherwise a.ttempting,] which is not disqualified for taw e~emption 
~tnde_r sectwn 5~1 (c) (3) by rooson of attempting to influence leg­
~slation, and ~vh~ch does ~ot :part!cipate in, or intervene in (includ­
mg th~ pubhshmg or distnbutmg of statements), any political 
campaign on behalf o.f any candidate for public office; 

(3) a fraternal society, ?rder, or. ·association, operating under 
the lod~ system, b_ut only 1~ su<:h gi~ts are to be used exclusively 
for rel_Igwus1 chantable, scientific, hterary, or educational pur­
poses, mcludmg the encouragement of art and the prevention of 
cmelty to children or animals ; 

( 4) . P<?Sts or organizations of war veterans, or auxiliary units 
<0~ SO<:Iehes o~ any sue~ P?Sts or organizations, if such posts, orga­
mzatw~s, umts, o_r societies. are organized in the United States or 
any of Its possessiOns, and If no part of their net earnings inures 
to the 'benefit of any private shareholder or individual. 

<?) NONRESIDENTS.-In the case of a nonresident not a citizen of the 
Umted States, there shall be allowed as a deduction the amount of all 
gifts made during such quarter to or for the use of-

(1) ~~e United States, any State, Territory, or any political 
subdivisiOn thereof, or the District of Columbia for exclusively 
public purposes; ' 

(2) ·~ ~omestic c~wporation organized and operated exclusively 
for rel.Igwus, charita;ble, scientific, literary, or educational pur­
poses, mcludi!lg the encou_ragement of art and the prevention of 
cru~lty_ to children or ammals, no part of the net earnings of 
whiCh mures to the benefit of any private shareholder or individ­
ual, [no substantial part of the activities of which is carrying on 
propaganda, or otherwise attempting,] which is not disqualified 
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for taw exemption under seetion 501 (c) ( 3) by reason of attempt­
ing to influence, legislation, and which does not participate in, or 
intervene in (including the publishing or distributing of state­
ments) , any political campaign on behalf of any candidate for 
public office; 

( 3) a trust, or community chest, fund, or foundation, organized 
and operated exclusively for religious, charitable, scientific, lit­
erary, or educational purposes, including the encouragement of 
art and the prevention of cmelty to children or animals, no sub-­
stantial part of the activities of which is carrying on propaganda, 
or otherwise attempting, to influence legislation, and which does 
not participate in, or intervene in (including the publishing or 
distributing of statements), any political campaign on behalf of 
any candidate for public office; but only if such gifts are to be 
used within the United States exclusively for such purposes; 

( 4) a fraternal society, order, or association, operating under 
the lodge system, but only if such gifts are to be used within the 
United States exclusively for religious, charitable, scientific, lit­
erary, or educational purposes, including the encouragement of 
art and the prevention of cmelty to children or animals; 

( 5) posts or organizations of war veterans, or auxiliary units 
or societies of any such posts or organizations, if such posts, or­
ganizations, units, or societies are organized in the United States 
or any of its possessions, and if no part of their net earnings 
inures to the benefit of any private shareholder or individual. 

* * * * * * * 
Subtitle D-Miscellaneous Excise Taxes 

CHAPTER 31. Retailers excise taxes. 
CHAPTER 32. Manufacturers excise taxes. 
CHAPTER 33. Facilities and services. 
CHAPTER 34. Documentary stamp taxes. 
CHAPTER 35. Taxes on wagering. 
CHAPTER 36. Certain other excise taxes. 
CHAPTER 37. Sugar, coconut and palm oil (not reproduced). 
CHAPTER 38. Import taxes (not reproduced). 

·CHAPTER 39. Regulatory taxes (not reproduced). 
CHAPTER 40. General provisions relating to occupational taxes. 
CHAPTER 41. [Interest equalization tax] Public charitws. 
CHAPTER 42. Private foundations. 
CHAPTER 43. Qualified pension, etc., plans. 

* * * * * * * 
(CHAPTER 41-INTEREST EQUALIZATION TAX 

[SUBCHAPTER A. Acquisitions of foreign stock and debt obligations. 
[SUBCHAPTER B. Acquisitions by commercial banks. 

[Subchapter A-Acquisitions of Foreign Stock and Debt 
Obligations 

[Sec. 4911. Imposition of tax. 
[Sec. 4912. Acquisitions. · 
[Sec. 4913. Limitation on tax Ol'l certain acquisitions. 
[Sec. 4914. Exclusion for certain acquisitions. 
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[Sec. 4915. Exclusion for direct investments. 
(Sec. 4916. Exclusion for investment::; in less developed countries. 
[Sec. 4917. Exclusion for orginal or new i::;sues where required for international 

monetary stability. ' 
[Sec. 4918. Exemption for prior American ownership. 

. [Sec. 4919. Sales by underwriters and dealers to foreign persons. 
[Sec. 4920. Definitions and special r)lles. 
[Sec. 4921. l)ebt obligations with maturity of less than a year. 

[SEC. 4911. IMPOSITION OF TAX. 

[(a) IN GENERAL.-There is hereby imposed, on each acquisition by 
a Umte~ St~tes person (as defined in section 4920 (a) ( 4)) of stock 
of ~ for:eign Issuer, or of a debt obligation of a foreign obligor (if such 
obhgatwn has a period remaining to maturity of 1 year or more) a 
tax determined under subsection (b). ' 

[(b) AMOUNT oF TAx.-
[ ( 1) RATES OF TAX.-Except as provided in paragraphs ( 2) and 

(3)-
[ (.A). STOCK.-The tax imposed by subsection (a) on the 

acqmsibon of stock shall be equal to 15 percent of the actual 
value of the stock. 

[(B) DEBT o~L!~ATIONs.-The ta~ imposed by subsection 
(a) on the acqmsitwn of a debt obligation shall be equal to 
a percentage of the actual value of the debt obli()'ation meas­
ured by the period remaining to its maturity anddetermined 
under column II(A) of the following table: 

II 

I 
The tax, as a percent­
age of actual value, 

If the period remaining to maturity is- is-
( A) 

At least 1 year, but less than 114 years__________________ 1. 05 
At least 114 years, but less than 1% years________________ 1. 30 
At least 1% years. but less than 1%, years______________ 1. 50 
At lt•ast 1% years, but less than 214_..,__________________ 1. 85 
At least 2~:], years, but less than 2% years______________ 2. 30 
At least 2% years, b.ut less than :~V. years______________ 2. 75 
At least 3% years, but less than 41h years________________ 3. 55 
At least 4% years, but less than 5% years______________ 4. 35 
At least 5% years~ b.ut less tl!an 6% years______________ 5. 10 
At least 6112 years, but less tlian 7% years______________ 5. 80 
At least 7% years, but less than 8¥2 years______________ 6. 50 
At least 8¥2 years, but leRs than 9% years______________ 7. 10 
At least 9% Years, but less than 10% years______________ 7. 70· 
At least 10¥2 years. but less thanll% years______________ 8. 30 
At least 11 V. years, but less than 13112 years_____________ 9. 10 
At least 13% years, but less than 16% years ______________ 10. 30 
At least 16% years, but l!!SS than 18¥2 years ____________ 11. 35 
At least 18% years, but less thm~ 21% years ____________ 12.25 
At least 21% years, but less than 2:'1% years ____________ 13. 05 
At least 23% years, hut less than 26% years ____________ 13. 75 
At least 26% years, but less than 28% years _____________ 14. 35 
8% years or more _____________________________________ 15. 00 

((2) :MoDIFICATION OF TAX RATES BY ~XECUTIVE ORDER. 

(B) 
1.58 
1.95 
2.25 
2.7H 
3.45 
4. 13 
5.33 
6.53 
7.65 
8. 70 
9.75 

10.65 
11.55 
12. 45 
13.65 
15.45 
17.03 
18.38 
19.58 
20.63 
21.53 
22.50 

[ (A~ IN GENERAL.-:-If the President of the United States 
uetermmes that the rateso£ tax imposed by paragraph (1), 
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or pr:ovided in any prior Executive order issued pursuant 
to tlns pararaph, are lower or higher than the rates of tax 
necessary to limit the total acquisitions by United States 
persons of stock of foreign issuers and debt obligations of 
foreign obligors within a range consistent with the balance­
of-payments objectives of the United States (including 
a~hieving a minirr.mm relianc~ on t.he tax), he may by Execu­
~Ive order (effective as provided m subparagraph (C) ( ii)) 
mcrease or decrease such rates of tax. To the extent specified 
in such Executive order, the rates applicable to acquisitions 
of st?ck or debt obligations which are part of an original or 
new Issue may belower than the rates applicable to acquisi­
ti~n. of stock or ~ebt obligations ":"hich are not part of an 
origmal or new Issue. An Executive order which has the 
effect of establishing lower rates for original or new issues 
may be applicable to all original or new issues or to any 
aggregate amount or classification thereof and to acquisitions 
occnring during such period of time as may be stated therein, 
and may provide for other limitations and implementing 
procedures. In determining whether stock or a debt obli­
gation shall be treated as part of an "original or new issue" 
for purposes of this subparagraph, the provisions of section 
4917(c) shall apply. 

[(B) MAxaru:I\r RATE.-No increase in the rates of 'tax 
which is prescribed in an Executive order issued under sub­
paragh (A) shall-

[(i) cause the rate applicable to the acquisition of 
stock: ~.o be higher than 22.5 percent, or 

[ ( n) ~au~e the rates .applicable to the acquisition of 
debt obhgatwns to be lugher than the rates sPt forth in 
column. II(B) of the table in paragraph (1) (B) of this 
subsection. . 

( (C) APPLICATION OF EXECUTIVE ORDERS.-
[(i) Subject to the authorization to establish lower 

r.ates wit~ respect to ac(luisitions of stock or debt obliga­
~wns wh1eh are part of an original or new issue. each 
mcrease and each decrease in the rates of tax which is 
prescribed in an Executive order issued under subpara­
graph (A) shall provide for the same proportionate in­
crease or decrease in each rate of tax. except that any such 
rate ~ay be rounded ~o the nearest 0.01 percent. 

[(u) Any Execu.hn order issn<:>d n~4er subparagraph 
(A) shall apply with respect to acqUISitions made after 
the date on which s1_1ch order is issued (or, if lat~r, aft~r 
the 29th day followmg the date of the enactment of this 
paragraph); except that in the case of any such order 
w:hich increases the rates of tax (as in effect without 
regard to su~h. order) , to the extent specified in such 
order, rules Similar to th_e rules prescribed by paragra-phs 
(2), ( 3), and ( 4) of section 3 (c) ofthe Int~rest Equaliza­
tion ~~x ExtensiOn Act of 1967 shall apply. 

[ ( m) If, by reason of an Executive order issued under 
subparagraph (A), the rates of tax in effect on the date 



42 

of an acquisition described in paragraph ( 2) or ( 4) of 
section 3 (c) of the Interest Equalization Tax Extension 
Act of 1967 are lower than the rates of tax in effect on 
,January 25, 1967, the applicable rate of tax prescribed 
in such Executive order shall apply to such acquisition. 

[(3) RATES DURING INTERIM PERIOD.-In the case of acquisitions 
of stock and debt obligations made after ,January 25, 1967, and 
before the thirtieth day after the date of the enactment of this 
paragraph, the tax imposed by subsection (a) shall be 22.5 percent 
in the case of acquisition of stock, and shall be determined under 
column II(B) (rather than column II(A)) of the table in para­
graph (1) (B) in the case of acquisition of a debt obligation. 

{ ( 4) REGULATIONS.-The Secretary or his delegate may pre­
sc~Ibe s~ch regulations (not ~nconsiste~t with the provisions of 
this sectwn or of any Executive order Issued and in effect under 
this.section) as may be necessary to carry out the provisions of this 
section. 

[ (c) PERSONS LIABLE FOR TAx.-
~(1).IN GENERAL.-~h~ tax imposed by subsection (a) shall be 

paid by the person acqmrmg the stock or debt obligation involved. 
[ ( 2) CROSS REFERENCE.-

[For imposition of penalty on maker of false certificate in lieu of or 
in addition to tax on acquisition in certain eases, see section 6681. 

[(d) TERMINATION OF TAx.-The tax imposed 'by SU'bsection (a) 
shal'l not apply to any acquisition made ·after June 30, 1974. 
[SEC. 4912. ACQUISITIONS. 

. [ (a) IN GENERAL.-For purposes of this chapter, the term "acquisi­
twn" m~ans an~ purchase, transfer, distribution, exchange, or other 
transaction iby virtue of which ownership is obtained either directlv or 
through a nominee, cliStodi,an, or agent. A United States person acting 
as ~ fiscal agent in connection :with the redemption or purchase for 
retirement of stock or debt obli~ations (whether or not acting under a 
trust arrangement) shall not ibe considered to obtain ownership of 
such sto?k ~r debt oblig-atio~. Th~ exercise of a right to convert a 
d~bt obhgatwn (a~ .d~fined m sectiOn 4920(,a) fl)) into stock shall 
be deeme~ _an acqms~twn of stock fr<_>m the foreign issuer hy the per­
son. exe~Cismg s~~h right. Any exten_swn or renewal of an existing debt 
obligation reqmrmg affirmative actiOn of the obliO'ee shall be consid-
erPcl the acquisition of a new d~t obligation. e 

[(b) SPECIAL RULEs.-For purposes of this chapter-
[ ( 1) CERTAIN TRANSFERS TO FOREIGN TRUSTS.-

. [ (A) ExTENT OF TAX LIABILITY.-Any transfer (other than 
m a sale or exchange for full and adequate consideration) of 
money or other property to a foreign trust shall, i:f such trust 
!lcquires stock: or debt obligations (of one or more foreign 
Issuers or oblu~ors) the direct acquisition of which by the 
transferor would be snbje.d to the tax imPosed by section.4911 
be deemed an acquisition by the transferor (as of the tim~ 
of such transfer) of stock of a foreign issuer in an amount 
equ~l to the actual value of the money or property transfered 
or, If less, ,the actual value of the stock or debt 1obligations 
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so acquired by such trust. Contributions made by an employer 
to a foreign pension or profit-sharing trust established by such 
employer for the exclusive benefit of employees (who are not 
owner-employees as defined in section 401 (c) ( 3) ) ~ho pe::­
form personal servies for such employer on a full-time basis 
in a foreign country, and contributions to a foreign pension or 
profit-sharing trust established by an employer, made by an 
employee who performs personal services for such employer 
on a full-time basis in a foreign country (and is not an owner­
employee as defined in section 401 (c) (3)), shall not. be con­
sidered under the preceding sentence as transf~rs which may 
be deemed acquisitions of stock of a foreign Issuer. 

[(B) PRESUMPTION OF ACQUISITION OF FOREIGN SECURITIES.­
'V'henever money or other property is transferred to a foreign 
trust in the manner described in the first sentence of subpara­
graph (A), it shall be presumed, with respect to the calen~ar 
quarter in which the t_ra~sfer t<J?k place and eac~ su~ceedmg 
calendar quarter begmmng prior to the termmatwn date 
specified in section 4911 (d), that such trust subsequently 
acquired stock or debt obligations th~ direct acquis_ition of 
which by the transferor would be subJect to the tax Imposed 
by section 4911, in an amount equal to the actual value of the 
money or other property transferred. The transferor may 
rebut this presumption with respect to each such calendar 
quarter by submitting, on or before the 30th day following 
the close of such quarter, documents or other proof which will 
establish to the satisfaction of the Secretary or his delegate 
that, during such quarter, liability for such tax has not been 
incurred or any liability which has been incurred has been 
paid. 

[(2) CERTAIN TRANSFERS.-
[(A) TRANSFERS TO FOREIGN CORPORATIONS AND PARTNER­

SHIPS.-Any transfer of money or other property to a foreign 
corporation or a foreign partnership-

[(i) as a contribution to the capital of such corpora­
tion or partnership, or 

[(ii) in exchange for one or more debt obligations of 
such corporation or partnership, if it is a foreig-n corpora­
tion or partnership which is formed or availed of hy the 
transferor for the principal purpose of acquiring- (in the 
manner described in section 4915 (c) ( 1) ) an interest in 
stock or debt obligations the direct acquisition of which 
by the transferor would be subject to the tax imposed by 
section 4911, 

shall be deemed an acquisition b:v the transferor of stock of a 
foreign corporation or partnership in an amount equal to the 
actual value of the money or property transferred. 

[(B) TRANSFERS TO FORE-TON R~ANCTIER.-If a domestic cor­
poration or. partnership transfel'S money or other property 
(including, in the case of a transfer to a branch office described 
in section 4920 (a) ( 5A), a transfer made for consideration) 
to, or applies money or other property for the benefit of, a 
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branch office o£ such corporation or partnership with respect 
to which there is in effect an election under paragraph ( 5) or 
(5A) of section 4920(a), or if funds are borrowed by such 
branch office from a bank (as defined in section 581), other 
than from a branch of such a bank located outside the United 
States lending such funds in the ordinary course of its busi­
ness, such domestic corporation or partnership shall he 
deemed to have acquired stock of a foreign corporation or 
partnership in an amount equal to the actual value of the 
money or property transferred or applied, or the funds bor­
rowed. The preceding sentence shall not apply to a transfer 
of money or other property by a domestic corporation or part­
nership to a branch office with respect to which there is an 
election in effect under paragraph ( 5) of section 4920 (a), to 
the extent that such transfer is in payment of a commission 
on a transaction initiated by such branch office and such com­
mission is not in excess of the commission which such domestic 
corporation or partnership would pay to another domestic 
corporation or partnership in a similar transaction entered 
lito at arm's length. 

((3) AcQUISITIONS FROl\I DO:i\IESTIC CORI'OR.\TIOK OR PARTNERSHIP 
FORMED OR AVAILED OF TO OBTAIN FUNDS FOR FOREIGN ISSUER OR OB­
UGOR.-The acquisition of stock or a debt obligation of a domestic 
corporation (other than a domestic corporation described in section 
4920(a) (3) (B)), or a domestic partnership, formed or availed 
of for the principal purp9se of obtaining funds (directly or in­
directly) for a foreign issuer or obligor, shall be deemed an ac­
quisition (from such foreign issuer or obligor) of stock or a debt 
obligation of such foreign issuer or obligor. The preceding sen­
tence shall not apply to the acquisition of stock or a debt obliga­
tion of a domestic corporation all of whose acquisitions of stock 
or debt obi1gations of foreign issuers or obligors are either sub­
ject to the tax imposed by section 4911 or without liability for 
payment of such tax nnder section 4916, 4917, 491R. or 4920(b). 
An acquisition to which section 4914( c) applies shall not be taken 
into consideration in determining whether a domestic corporation 
or partnership is formed or availed of for the purpose of obtain­
ing funds (directly or indirectly) for a foreign issuer or obligor. 

((4) REORGANIZATTOK EXCHANGES.-Any acquisition of stock 
or debt obligations of a foreign issuer or obligor in an exchange 
to which section ~54, ~55, or ~fi6 applies (or would, bnt for section 
367, apply) shall be deemed an aCflllisition from the foreign issner 
or obligor in exchange for its stof'k or for its debt obligations. For 
purposes of this paragraph, in determining whether section 354, 
355, or n56 appliP~~- or would apply, to any transaction-

[(A) such transaction shall, if it took place before the date 
of the enactment of this chapter, be treated as taking place on 
suf'h Clate, and 

[(B) section 368(a) (1) (B) shall be treated as permitting 
the receipt by a United States person of money or other prop­
erty in addition to voting stock. 
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[(c) ELECTION TO SuBJECT CERTAIN DEBT OBLIGATIONS TO TAx.­
[ ( 1) IN GENERAL.-A domestic corporation or domestic partner­

ship may elect ~o have its debt obligations-
[(A) which are part of a new or original issue, or 
[(B) which are part of an issue outstanding on the date 

of the enactment of the Interest Equalization Tax Extension 
Act of 1971 and are treated under subsection (b) ( 3) as debt 
obligations of a foreign obligor. 

treate~ as debt oJ;lligatjons of a foreign obligor the acquisition 
of w~Ich by~ Umted States pe~·s?n (other than the issuer) will, 
notvnth~tandmg any oth.er provisiOn of this chapter, be subject to 
t~1~ tax Imposed by sectiOn 4911 at the rate applicable on acqui­
Sitions of stock under section 4911 (b). 

[(2) AssUJ\IPT!ON OF OBLIGATI?KS.-For purposes o-f paragraph 
( 1), the ~ssnmptwn by .a domestic corporation of dPbt obligations 

of an affiliated corporation shall be treated as the issuance of a new 
or original issne of .debt obligations by such domestic corpomtion. 
For purpose~ ?f this paragraph, a domestic corporation shall be 
treated as affiliated With another corporation if both corporations 
are members (or would be member-s if thev \WI'P both domestic 
corpor~tions) of the same controlled group" (within the meaning 
of sectiOn 48(c) (3) (C)). -

((3).ELECTION.-An.eleC:ion unclPr paragraph (1) with rPSPPd 
to any Issue of debt obligatiOns shall be made at such time and in 
such m~nner as the Secretary or his delco-ate mav prescribe bv 
regulati<?ns, and such election may not be ::evoked:In the case of 
a new orig-inal issue, such e_lection shall be made prior to the issu­
ance (or, m the case of al?- Issne treated as a. new or original issue 
un~er paragraph. (2), priOr to the assumptiOn) of any debt obli­
gatiOns of such Issue. 

((4) INDif'ATION OR ENDORfU,::\IEXT OF T.\XABILITY.-ln the case 
a debt o~ligation which is part of a. n~w o~ original issue (other 
than an Issue treated as a new or ongmal Issue nnder paragraph 
(2)), a~ electio~ under paragraph (1) shall apply to such debt 
?bhgatiOil'only If the document evidenrino- such debt oblio-ation 
mdicates t.hat its acquisition by a United States person is s;bit>et 
to the tax Imposed by section 41H~ as provided in paragraph ( 1). 
In the case of any other debt obhg-atwn. an eleetion nncler para­
graph (1) sh.all apply to sue}~ de?t o?ligation only if tlw docn­
~nent evidencmg su~h debt obligatiOn IS marked or endorsed, snb­
Jec!, to such regu_lat~ons as the .Secretary or his delegate ma~' pre­
scJ'lbe. ~o as t? mdicate that Its acquisition by a United States 
person IS subJect to such tax. 

[SEC. 4913. LIMITATION ON TAX ON CERTAIN ACQUISITIONS 

[(a) CERTAIN SvRRENDERS, ExTEKSIONs, RENEWALS, AND ExER-
CISES.- , 

. [(1) GENE;"~AL R:tJLE.-~f stock or a debt obligation of a foreign 
Issuer or obligor IS acqmred by a United States person as the 
resultof-

[(A) the ~urr.ender to the foreign obligor, for cancellatjon, 
of a debt obhgatwn o£ sucl: obligor; 
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[(B) the extension :or ren~wal of an e~isting debt obliga-
tion requiring affirmative actio~ of the.o~hgee i or . 

[ (C) the exercise of an optiOn or s1m1lar nght to acqmre 
such stock or debt obligation (or of a right to convert a debt 
obligation into stock) , 

then the tax imposed on such acquisition shall not exceed the 
amount determined under paragraph ( 2) .or ( 3). . 

[(2) GENER.A.L LIMITATION.-Except m cases .t? .which p~ra­
graph (3) applies, the tax_i~posed upon an acqmsitton descnbed 
in paragraph ( 1) shall be hmited to--

[ (A) the amount of tax imp~ed by section 4911, le~s 
[(B) th~ amount .of tax which w~ml~ have ?een Imposed 

under sectwn 4911 If the debt obhgat10n whiCh was sur­
rendered, extended, or renew~d, or. the option o! right .which 
was exercised, had ,been acqmred m a transactiOn sub]eC~ to 
such tax immediately before such surrender, extensiOn, 
renewal, or exercise. . . 

For purposes of this paragraph, a defaulted d~l?t obhgat.w.n. of 
the government of a for~ign country. or a pohtiCal subdiVISIOn 
thereof (or an agency or mstrum~nt~hty of such a government) 
which has been in default as to prmCipal for at l~ast 10 .yea::s and 
which is surrendered in exchanO"e for another debt obhgahon of 
that government (or agency or. i'nstrum~n_tality) shall. be deemed 
to have an actual value and penod remammg to maturity equal to 
that of the debt obligation acquired. 

( ( 3) SPECIAL LIMITATIONS.-
((A) CoNVERSIONS OF ~~B;r' OBLIGATIONS INTO STOC~.-The 

tax imposed upon an acqms1t10n of ~toe~ pursuant to th~ exer­
cise of a right to ?on vert •a debt obh~a~IOn (as defined m sec-
tion 4920 (a) ( 1) ) mto stock shall.be hm1ted to-- . 

[(i) the amount of tax whiCh ~ou!d have been Imposed 
by section 4911 if the debt obhgat10n had been treated 
as stock at the time of its acquisition by the person exer­
cising the right (or by a decedent froll_l wh~m such per­
son acquired the right by bequest or mher1tance or by 
reason of such decedent's death) , less . . 

[ ( ii) the amount of tax paid by the person exerCis~n~ 
the right, (or by such decedent) .as a. result <;>f the acqms~­
tion of the convertible debt obhgat10n or, If sue~ •acqUI­
sition was not subject to the tax imposed by sectiOn 4911 
the amount of tax which would have been imposed as a 
result of· such acquisition if such acquisition had been 
subject to such tax. 

[ (B) ExERCISE OF CER~.~I::' SHAREHOLDERS' mGHTs.--J;'he 
tax imposed upon an ~msl!tiOn ~f stock or a debt obligatiOn 
of a foreign corpomt10n by a U~1te~ St~tes pe::son, where-

[ ( i) the stock or debt obhga'tlon IS acqmred pursuant 
to the exercise of •an option or similar right to acquire 
such stock or debt obligation. wh~ch w~ U?lui:ed b~ a 
shareholder of such corporatiOn m a d1stnbut10n w1th 
respect to its stock, and · 
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[(ii) such option or right is exercised within 90 days 
from the date of its distribution by such corporation, 

shall be limited to the amount of tax which would have.been 
imposed by section 4911 if the price paid under such option or 
right were the actual value of the stock or debt obligation 
acquired. 

((C) CERTAIN EMPLOYEE STOCK OPTIONS.-The tax imposed 
upon an acquisition of stock of a foreign issuer by a United 
States person pursuant to the exercise of an option or similar 
right described in section 4914(a) (8) shall be limited to the 
·amount of tax which would have been imposed under section 
4911 if the price paid under such option or right were the 
actual value of the stock acquired. 

[(b) CERTAIN TRANSFERS WHICH ARE DEE~IED ACQUISITIONs.-The 
tax imposed upon an acquisition which is deemed to have been made 
by reason of a transfer of money or other property to a foreign trust, 
or a foreign corporation or partnership, as described in section 4912 
(b) (1) or (2) (A), shall be limited to--

[(1) the amount of tax imposed by section 4911, less 
[ ( 2) the amount of tax paid by the transferor as the result of 

the transfer being otherwise taxable as an acquisition und~r this 
chapter. 

[ (c) AcQUISITIONS BY CERTAIN DoMESTIC CoRPORATIONs AND PART­
NERSHIPS.-If stock for a debt obligation of a foreign issuer or obligor 
is acquired by a domestic corporation or a domestic partnership with 
funds obtained as the result of an acquisition by a United States per­
son of stock or a debt obligation of such corporation or partnership 
which under section 4912(b) (3) is deemed an acquisition by such 
person of stock or a debt obligation of a foreign issuer or obligor, the 
tax imposed upon the acquisition by the domestic corporation or the 
domestic partnership shall be limited to-

[ ( 1) the amount of tax imposed by section 4911, less 
[ ( 2) the amount of tax paid by the United States person from 

whom the funds were obtained on the acquisition by such person 
which under section 4912(b) (3) is deemed an acquisition of stock 
or a debt obligation of a foreign issuer or obligor. 

[SEC. 4914. EXCLUSION FOR CERTAIN ACQUISITIONS. 

[ (a) TRANSACTIONS NOT CoNSIDERED AcQmSITIONS.-The term 
"acquisition" shall not include-

[(1) any transfer between a person and his nominee, custodian, 
or agent; 

[ (2) any transfer described in section 4343 (a) (relating to cer­
tain transfers by operation of law from decedents, minors, in­
competents, financial institutions, bankrupts, successors, :foreign 
governments and aliens, trustees, and survivors) as in effect on 
January 1, 1965; 

[(3) any transfer by legacy, bequest, or inheritance to a United 
States person, or by gift to a United States person who is an 
individual; 

[ ( 4) any distribution by a corporation of its stock or debt 
obligations to a shareholder with respect to or in exchange for 
its stock; 
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[ ( 5) any distribution. to a shareholder by ~ corporation of stock 
or debt obligations owned by such corporatiOn on ,July 18, 1963, 
in complete or partial liquidation o£ such corporation, to the ex­
tent such shareholder acquired his stock ownership in such corpo­
ration in a transaction other than in an acquisition excluded from 
tax under subsection (b) of this section, or under section 4915, 
4916, or 4917; . 

[ ( 6) any exchange to which section 361 applies (or ~ould, but 
for section 367, apply) , where the transferor corporatiOn was a 
domestic corporation and was engaged ~n the a?t~ve ?onduc~ of a 
trade or business, other than as a dealer m secunties, Immediately 
before the date on which the assets involved are transferred to the 
acquiring corporation; 

( (7) any exercise of a right to convert inde?tedness, pursuant 
to its terms, into stock, if such indebtedness IS treated as stock 
pursuant to section 4920 (a) ( 2) (D) ; or 

[(8) the grant of a stock option or similar right to a Uni~ed 
States person who is an indivi~ual,_for any re~son con!lected wi~h 
his employment by a corporation,. If such. optwn or right (A) IS 
granted by the employer corporatiOn, or Its parent _or subsidiary 
corporation,_ to purchas~ stock of any sud~ corporations, and (B) 
by its terms IS not transferable bv such Umted States person other­
":ise than by will or the laws of descent and distribution, and is 
exercisable, during his lifetime, only by him. 

[(b) ExcLUDED AcQUISTTIOxs.-The tax imposed by section 4911 
shall not apply to the acquisition-

[(!) TnE exiTED STATEs.-Of stock or debt obligations by an 
agency or wholly owned instrnmentality of the United States. 

[ ( 2) Co11n1ERCIAL BANK LOANS.-

.f 

[(A) Of debt obligations by a commercia~ bank i~ makin~ 
loans in the ordinary course of its commercial bankmg busi­
ness. 

[(B) 0£ stock or debt obligations by a commerci.al b_ank 
throuo-h foreclosure, where such stock or debt obhgatwns 
were held as security for loans made in the ordinary course 
of its commercial banking business. Stock or debt obligations 
acquired by a foreign branch of a corpor~_ttion, in conne.c~ion 
with its banking business, shall be considered debt. obliga­
tions described in subparagraph (A) of the precedmg sen­
tence if-

[(i) such branch is engaged in the co~ercial bank­
ing business a;nd is also a member of a foreign stock ex­
change all the members of which on June 29, 1965, were 
banks, 

( ( ii) on July 18, 1963, such branch was so engaged and 
was such a member, 

[ (iii) such stock or debt obligations would ~ot (but 
for this sentence be excludable under the precedmg sen­
tence, and 

[ ( iv) at the time of such acquisition, such branch does 
not hold stock and debt oblig-ations described in clause 
(iii) which have an adjusted basis in excess of 3 percent 
of the deposits of the customers (other than. deposits o.£ 

49 

United States persons engaged in the commercial bank­
ing business and ~embers of an affiliated gr?UP (deter­
mined under sect1on 48 (c) ( 3) (C) of w h1ch such a 
United States person is a member) of such branch pay­
able in the currency of the country in which such branch 
is located. 

((3) ACQUISITIONS RE9UIRED UNDER FOUEIG~ LAW.-;--0£ ~tock OI 

debt obligations by a Umtcd States person ~~I~1g busmess m a for­
eiQ'll country to the extent that such acqmsitwns are reasonably 
n~essary to satisfy minimum requirements relating to holdings 
of stock or debt obiigations of foreign issuers or obligors imposed 
by the laws of such foreign co~mtry; ~xcept that if any of such 
requirements relate to the holdmg o_f msurance res~rves, the ex­
clusion otherwise allowable under this paragraph w1th respect to 
acquisitions made by such United States person during any calen­
dar year shall be reduced by the maximum :tmount of. the exclu­
sion which could be allowed under subsectiOn (e) with r~spect 
to acquisitions made by such person _during that yea1:

1 
or by the 

arnount of the insurance reserves which must be held m order to 
satisfy such requirements, whichever is less. 

( ( 4) ACQUISITIONS IN LIEU OF PAYMENT OF FOREIGN TAX.-0f 
stock or debt obligations by a United States ~~~n ~oing hu~i­
ness in a foreign country, to the extent _such acqmsibon IS ma~e, m 
conformity with the laws of such foreign country, as a substitute 
for the payment of tax to such foreign country. 

((5) ACQUISITIONS OF STOCK IN COOPERATIVE HOUSIXG CORPORA­
TIONS.-0f stock of a foreign corporation which entitles the 
holder, solely by reason of his ownership of such st?ck, to <?cc~1py 
for dwelling purposes a house,. or an apartment m a bmldmg, 
owned or leased by such corporatiOn. 

[(6) ExPORT CREDIT, ETC., TRANSACTIONS.-0f stock or d~bt ob­
ligations arising from the sale or lease of prope_rty or sery1ees by 
United States persons, to the extent provided m subsectiOn (c). 

[ (7) LoANS TO ASSURE RAW MA~IALS sou!tcEs.--;-Of debt obli­
g~tions by United States persons m connecb~n with loans made 
to foreign corporations to assure raw matenals sources, to the 
extent provided in subsection (d). 

[ (8) ACQUISITION BY INSURANCE COllfPAN~ES J_>OING BU~INESS JN 
FOREIGN couNTRIEs.-Of stock or debt obhgatwns by msurance 
companies doing business in foreign countries, to the extent pro­
. vided in subsection (e). 

[(9) ACQUISITIONS BY CERTAIN TAX-EXEMPT LABOR, Jj':UATERNAL, 
AND SiliHLAU OUGANIZATIONS HAVING FOUEIGN BRANCHES OR CHAP­
T~ms.-Of stock or debt obligations by certain tax-exempt United 
States persons operating in}oreign cmm.tries through local orga­
nintions, to the extent provided in subsection (f). 

((10) AcQmSITIONS OF DEBT OBLIGATIONS ON SALE OR LIQUIDATION 
OF FOREIGN SUBSIDIARIES on SALE OF FOREIGN BRANCHES.-0f debt 
obliO'ations acquired in connection with the sale or liquida;tion of 
a fo~eign corporation or the sale of a foreign branch, to the extent 
provided in subsection (g). 

((ll) AcQUISITIONS OF CERTAIN DEBT OBLIGATIONS SECURED BY 
REAL PROP.ERTY IN THE UNITED STATES.-0f debt obligations Secured 
72-ll.i-76-4 
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by real property in the United States, to the extent provided in 
subsection (h). 

((12) ACQUISITIONS BY UNITED STATES PERSONS RESIDING IN FOR­
EIGN COUNTRIES OF STOCK OF CERTAIN FOREIGN ISSUERS INVESTING EX­
CLUSIVF..LY IN THE UNITED STATES.-0f stock of foreign issuers in­
vesting exclusively in the United States by United States persons 
residing in foreign countries, to the extent provided in subsection 
(i). 

[(13) STUDENT LOANs.-Of debt obligations which arise out 
of loans to a foreign obligor registered as a full-time student at 
an educational institution (·as defined in section 151 (e) ( 4) ) in 
the United States, to the extent that the acquisition by the acquir­
ing person of such debt obligations with a period remaining to 
maturity of 1 year or more from such obligor in any ca,lendar 
year does not exceed $2,500. 

[(14) FoREIGN PROPERTY.-Of debt obligations arising out of 
thesaleof-

[(A) tangible property located outside the United States 
which was held by the person acquiring such obligation for 
his personal use, or 

[ (B) real property (other than real property to which 
subparagraph (A) applies) located . outside the United 
States and owned, on July 18, 1963, by-

[(i) the person acquiring such obligation, 
[(ii) a decedent who was a United States person on 

the date of his death, if such rea,} property was trans­
ferred to the person acquiring such obligation by reason 
of the Jeath of the decedent, or 

[(iii) a United States person who after July 18, 1963, 
transferred such property (whether or not for consider­
ation) to a trust created by him for the benefit of the 
members of his family (within the meaning of section 
318(a) (1) ), if such trust is the person acquiring such 
obligation. 

((15) CERTAIN ACQUISITIONS BY RESIDENTS NOT CITIZENS.-Q:f 
stock or debt obligations by an individual who is a resident but not 
a citizen of the United States, during the 90-day period beginning 
on the date such individual first be~ame a resident of the United 
States. 

((16) ACQUISITIONS OF STOCK OR DEBT OBLIGATIONS IN CONNEC­
TION WITH NATIONALIZATION, EXPROPRIATION, ETC.-Of stock or 
debt obligations of a foreign issuer or obligor, where such ~acqui­
sition is required as~a reinvestment in connection with an actual or 
threatened nationalization, expropriation, or seizure of property, 
to the extent provided in subsection (k). 

[ (c) ExPORT CREDIT, ETc., TRANSACTIONS.-
[(1) IN GENERAL.-The tax imposed by section 4911 shall not 

apply to the acquisition of a debt obligation arising out of the sale 
or lease of tangible personal property or services, or both, if-

[(A) payments of such debt obligation (or of any related 
debt obligation arising out of such sale or lease) is guaranteed 
or insured, in whole or in part .. by an agency or wholly 
owned instrumentality of the United States; or 
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[ (B) ( i) not less than 85 percent of the amount of the loan 
or the amount paid or other consideration given to acquire 
such debt obligation is attributable to the sale or lease of 
property manufactured, produced, grown, or extracted in the 
United States, or to the performance of services by United 
States persons, or to both, and 

[ ( ii) the extension of credit and the a,cquisition of the 
debt obligation related thereto are reasonably necessary 
to accomplish the sale or lease of property or services out 
of which the debt obligation arises, and the terms of the 
debt obligation are not unreasonable in light of credit 
pradices in the business in which the person selling or 
leasing such property or services is engaged. 

The term "services", as used in this paragraph and paragraph 
(2), shall not be construed to include functions performed as an 
underwriter. · 

((2) ALTERNATE RULE FOR PRODUCING EXPORTERS.-The tax im­
posed by section 4911 shall not apply to the acquisition by a. United 
States person from a foreign issuer or obligor of its stock in pay­
ment for, or of a debt obligation arising out of, the sale of tan­
~ible personal property or services (or both) to such issuer or 
obligor, if 

[ (A) at least 30 percent of the purchase price, or 60 per­
cent of the actual value of the stock or debt obligation ac­
quired, is attributable to the sale of property manufac­
tured, produced, grown, or extracted in the United States by 
such United States person (or by one or more includible 
corporations in a.n affiliated group, as defined in section 1504, 
of which such person is a member), or to the performance 
of services by such United States person (or by one or more 
such corporations) , or to both, &nd 

[(B) at least 50 percent of the purchase price, or 100 per­
ce~t o£ ~he ac~ual value of the stock or debt obligation ac­
qmred, IS attrrbutable to the sale of property manufactured 
produced, grown, or extracted in the United "states, or to th~ 
performance of services by United States persons, or to both. 

((3) CERTAIN TNTEREF\TS IN INTANGIBLE PERF\ONAL PROPERTY.­
The tax !mnosed by seciion 4911 shall not apply to the acquisition 
by a l!mted States person from a foreign issuer or obligor of its 
stock m payment for, or of a debt obligation arising out of the 
sale or license to such issuer or obligor of_:_ ' 

r (A) any interest in patents, inventions, models or designs 
(whether or not patented), copyrights, secret processes and 
formulas, good will, trademarks, trade brands, franchises 
or other like property (or any combination thereof) , or ' 

[(B) .any such _inter~st together 'Yith services to be per­
formed m conneetwn with any such mterest sold or licensed 
by such United States person (or by one or more includible 
corporations in an affiliated group, as defined in section 1504 

. of which such person is a member), · ' 
If not less than 85 percent of the purchase price, or license fee, is 
att~ibut~.ble to the sale or license of any interest in property de­
scribed m subparagraph (A) which was produced, created, or 
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developed in the United States by such United States person (or 
by one or more such includible corporations), or is attributable 
to the sale or license of any interest in such property so produced, 
created, or developed and to the performance of services described 
in subparagraph (B). 

[ ( 4) ExPORT-RELATED LOAxs.-The tax imposed by section 4911 
s~a~l no~ apply to the acquisition !roll_l a fo!~ign obligor by a 
Umted States person of a debt obhgatwn ansmg out of a loan 
made to the obligor to increase or maintain sales of tano-ible per­
sonal property produced, grown, or extracted in the United States 
by such United States person (or by one or more includible cor­
porations in an affiliated group, as defined in section 1504, of which 
such person is a member), but only if the proceeds of the loan will 
be used by the obligor for the installation. maintenance or im­
provem~nt of facilit!es outside ~he United States which (during 
the p~nod the loan Is. outstanrlmg) will be used for the storage. 
handlmg, transportatiOn, processmg, packaging, or servicino- of 
propert;v a substantial portion of wh~ch is tangiole personal p~op­
erty produced, grown, or extracted m the United States by such 
person (or one or more such corporations). 

( ( 5) OTHER LOAXS RELATED TO CERTAI"" SALES BY UNITED STATES 
PERS?~S:-The tax imp~sed by _section 4911 shall not apply to the 
acqmsibo~l fr?m a foreign ?bhgor by a United States person of 
a debt ohhgatwn of such obligor if such debt obligation-

[(A) was received ~y such pni~d States person as all or 
part of the purchase price provided m a contract under which 
the foreign oblig?r agrees to pu:ch~se for a period of 3 years 
or more o~es or mmerals (or _der1vatwes thereof)-

T ~ (I) extracted outside the United States by such 
lmite~ St~tes perso~ or by one or more includible cor­
poratiOns m an affiliated group (as defined in section 
48 (c) ( 3) (C) ) of which such United States person is a 
member, 
. [(ii) extracted outside the United States by a corpora­

bon at least 10 percent of the total combined votino­
pm~·er _of all classes of sto~k of which is owned, directly 
or mdirectl,v, by ~mch Umted _States person, by one or 
more .such m~lud1ble co!-poratwns, or by domestic cor­
porations "·h1ch own, directly or indirPctly, at least 1)0 
percent of the total combined voting power· of all classes 
of st?.C:k of su~h linited States person, 

· [ ( m) obtamed under a contract entered into on or 
before July 18, 196:3, by su~h United States person, by 
one or. more sue~ includible corporations, or by such 
domestic corporatiOns. or· 

[(iv) extracted outside the United States and obtained 
bv snch United States person, by one or more such in­
~Iudible corporat~on:"· or by sucli _domestic corporations 
m exchange for Slmilar ores or mmerals (or derivatives 
thereof) described in clause ( i), ( ii) ,. or (iii) : or 

[ (B) a nsrs out of a loan (made by such United Statps 
person to such foreign obligor) the pi·oceeds of which will 

53 

he used by such obligor (or by a person controlled by, or con­
trolling, such obligor) for the installation, maintenance, or 
improvement of facilities outside the United States which 
(during the period the loan is outstanding) will be used for 
the storage, handling, transportation, processing, or servicing 
of ores or minerals (or derivatives thereof) a substantial por­
tion of which is extracted outside the United States by such 
United States person or by a corporation referred to in clause 
( i) or ( ii) of subparagraph (A) , is obtained under a contract 
described in clause (iii) of subparagraph (A), or is obtained 
in an exchang-e described in clause ( iv) of subparagraph (A). 
If the proceeds of the loan by such United States person con­
stitute only a part of the cost of the installation, maintenance, 
or improvement of such facilities, the substantial portion re­
quirement in the preceding sentence shall he satisfied if the 
percentage of the total capacity of such facilities which will 
he used in connection with ores or minerals (or derivatives 
thereof) extracted or obtained in the specified manner is more 
than one-half of the percentage of the cost of such facilities 
represented by the amount of such loan and in no event is 
less than 10 percent of such total capacity. 

For purp<:>ses of clause (iii) of subparagraph (A) (and for pur­
poses of determining '"hether a debt obligation arises out of a 
Joan described in subparagraph (B) in a case where the ores, 
minerals, or derivatives involved are obtained under a contract 
described in such clause), a contract shall be deemed to have been 
entered into on or before ,July 18, 196:3, if it is entered into after 
such date and before ,January 26, 1967, and is a substitute for a 
contract, which has been canceled or terminated, between the same 
parties which was entered into on or before July 18, 1963: except 
that the total amount of the acquisitions excluded by this para­
graph on the basis of a contract entered into after July 18, 1963, 
which is deemed by this sentence to have been entered into on or 
before such date sha.Il not exceed the total amount of the acquisi­
tions which could have been excluded by this paragraph on the 
basis of the earlier contract for which such contract was substi­
tuted. For pm·poses of subparagraph (B), if the proceeds of the 
loan are to be used by the foreign obligor (or by •a person con­
trolled by, or controlling, the foreign obligor) for additional 
facilities, the substantial portion requirement contained in such 
subpai'agraph, and the one-half of the percentage of cost require­
ment contained in the last sentence of such subparagraph, shall 
be treated as satisfied with respect to such loan if it is established 
th!ft an additional amount of ores or minerals (or derivatives 
thereof) extracted outside the United States by the United States 
peFSon, or otherwise taken into account for purposes of such sub­
paragraph, will be stored, handled, transported, processed, or 
serviced in the existing and additional facilities of such foreign 
obligor or person, and! that, with respeet to such additional :facil­
i,tiles. such additional amount fulfills sueh substantial portion 
requirement or such: one-half of the percentage of cost requirernent, 
as-the case may be. 
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( ( 6) CERTAIN EXPORT LEASES.-The tax imposed by section 4911 
shall not apply to the acquisition from a foreign obligor by a 
United States person of a debt obligation of such obligor arising 
out a lease of tangible personal property to such obligor by such 
United States person if-

[(A) (i) at least 30 percent of the value of the property 
subject to the lease, or 60 percent of the actual value of tl1e 
debt obligation arising out of such lease, is attributable to the 
use of tangible personal property which was manufactured, 
produced, grown, or extracted in the United States by such 
United States person (or by one or more includible corpora­
tions in an affiliated group, as defined in section 1504, of which 
such person is a member), or to the performance of services 
pursuant to the terms of the lease by such United States per­
son (or by one or more such corporations) with respect to 
such personal property, or to both, and 

[(ii) at least 50 percent of the value of the property sub­
ject to lease, or 100 percent of the actual value of the debt 
obligation arising out of such lease, is attributable to the use 
of tangible personal property which was manufactured, pro­
duced, grown, or extracted in the United States, or to the 
performance of services pursuant to the terms of the lease bv 
United States persons, or to both; or · 

[(B) ( i) payment of such debt oblig-ation (or of any related 
debt obligation arising out of such lease) is guaranteed or 
insured, in whole or in part. bv an agency or wholly owned 
instrumentality of the United States, or 

[(ii) the lease is entered into with such :foreign obli~or and 
the United States person acquiring such debt obligation enters 
into the lease in the ordinary course of his trade or business 
~nd not less thai?- 85 p~rcent of the value of the property sub­
Ject to the Jense iS attributable to the use of tangible personal 
property which was manufactured, produced, grown, or ex­
tracted in the United States. or to the performance of services 
pursuant to the terms of the lPase by such United States per­
son (or by one or more includible corporations in an affiliated 
group, as dPfined in section 1504, of which such person is a 
member) with respPct to such personal property, or to both. 

((7) R.EACQUJSITION OF CERTATK EXPORT DEBT OBT,TGATIONS.-If 
paragraph (1), (2),or (6) ofthissubs~ctionappliedtotheacqnisi­
tion of a debt obli~ation by a Fnited States person and such debt 
obligation is transferred by such United States person to a person 
other than a United States person (and subsection ( j) ( 1) (A) ( iv) 
would have applied if such transfer had been to a Fnited States 
person), the tax imposed by section 4911 shall not apply to the 
reacquisition of such debt obligation by such United States person 
from such person. 

((8) REFUNDING OR REFINANCING CERTAIN DEBT OBUGATIONS.­
~he tax imposed ?Y s~cti?n 4911 shall not apply to the acquisi­
tion of a debt obhgahon ISRnPd for t.he purpose of refundino- or 
refinancinl! a new or original debt oblimltion if- ""' 

[ (A) the purpose for which and circumstances under which 
the new or original debt obligation was issued are such that, 
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were such debt obligation issued on the date on which the 
refunding or refinancing_ d_ebt obligatio~ is ~ssued, the acqui­
sition of that new or origmal debt obligatiOn would not be 
subject to tax under section 4911, and 

[ (B) the terms of the ref_un~ing or refina:ncing d~bt o_bliga­
tion are not unreasonable m ligh~ ?f credit practl~es i?- t~e 
business in which the person acqmrmg the debt obligatiOn iS 
engaged and the. re~und_ing or refina?-cing of t?-e new or 
original debt obligatiOn iS customary m transactiOns of the 
type out of which it arose. 

[(9) CROSSREFERENCE.-
[For loss of exelus,ion otherwise allowable under this subsection in 

ease of certain subsequent transfers, see subsection G). 
[(d) LoANS To AssuRE RAw MATERIALS SouRcES.-

[ ( 1) GENERAL RULE.-The tax imposed by section 4911 shall n~t 
apply to the acquisition by a United States person of a debt o?li­
gation arising out of a loan made by such person to a formgn 
corporation, if-

[ (A) such foreign corporation extracts or processes ores 
or minerals the available deposits of which in the United 
States are inadequate to satisfy the needs of domestic pro­
ducers; 

[(B) United States persons own at the time of s~ch acqui­
sition at least 50 percent of the total combined votmg power 
of all classes of stock of such foreign corporation; and 

[(C). such _loan will be amo_rtized under a contract or c~m­
tracts m which persons ownmg stock of such corporatwn 
(including at least one of the United States persons referred 
to in subparagraph (B)) agree to pay during the period 
remaining to maturity of such obligation, by purchasing a 
part of the production of such corporation or otherwise, a 
portion of such corporation's costs of operation and costs of 
amortizing outstanding loans. 

[(2) LIMITATION.-The exclusion from tax provided by para­
graph (1) shall ·apply to the acquisition of ·any debt obligation of 
a foreign corporation only to the extent that--

[(A) the applicable percentage of (i) the actual value of 
the debt obligation acquired, plus ( ii) the actual value (de­
termined '118 of the time of such acquisition) of all other debt 
obligations representing loans which were theretofore made. 
to t:he foreign corporation during the same calendar year and 
which are amortizable under contracts of the type described 
in paragraph (1) (C), exceeds 

[ (B) the actual mlue of the debt obligations descriibed in 
subparagraph (A) (ii) representing loans made by United 
States persons, to the extent that the acquisition of such obli­
gations was excluded from tax under this subsection. 

As used in this paragraph with respect to the acquisition of a 
debt obligation, the term "applicable percentage" means the lesser 
of ( i) the percentage of the total combined voting power of all 
classes of stock of the foreign corporation which is owned by 
United States persons at the time of such acquisition, or (ii) the 
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percentage of the corporation's operating and amortization costs 
for the calendar year which all such United States persons have 
•agreed to pay (as of the time of such acquisition) tinder contracts 
of the type described in paragraph (1) (C). . 

[(3) ExcEPTION.-The exclusion from tax provided by paragraph 
(1) shall not apply in 'any case where the acquisition of the debt obli­
gation of the foreign corporation is made with an intent to sell, or to 
offer to sell, any part of such debt obligation to United 'States persons. 

[ (e) AcQUISITIONS BY INSURAKCE Col\IPANIES DoiKG BtrsiNESS IN 
FoREIGN CouNTRIES.-

[(1) IN GENERAL.-The tax imposea by section 4911 shall not 
apply to the acquisition of stock or a debt obligation by a United 
States person which is an insurance company subject to taxation 
under section 802, 821, or 831, if such stock or debt obligation is 
designated (in accordance with paragraph (3)) as part of a fund 
of assets established and maintained by such insurance company 
(in acc0rdance with paragraph (2)) with respect to forreign risks 
insureq or reinsured by such company under contracts (induding 
annuity contracts) the proceeds of which are payable only in the 
eurre,ncy of a :foteign country. As used in this subsection; the term 
"foreign risks" means risks in connection with property outside, 
or liability arising out of activity outside, or in ·connection with 
the lives or health of residents of countries other than, the United 
States. 

((2) EsTABLISHMENT AND MAINTENAKCE OF FUND OF ASSETS.­
Each insurance company which desire;s to obtain the benefit of 
exclusions under this subsection shall (as a condition of entitle­
ment to any such exclusion) establish and maintain a fund (or 
funds) of·assets in accordance with this paragraph and paragraph 
(3). A life insurance company (as defined in s~tion 80l{a)) shall 

·establish such a fund of assets separately for ea~.h foreign currency 
(other than the currency of a country which qualifies as a kss 
developed country) in which the proceeds of its insl'lrance con­
tracts are payable and for which insurance reserves are maintained 
by such company. and "~th respect to which it desires to obtain 
the benefits of exclusions under this subsection; and the pre,ceding 
se~t~nce shall be applied separately to each such fund in deter­
rmmng the company's entitlement to exclude acquisitions of stock 
and debt obligations designated as a part thereof. An insurance 
compa;ny oth_er than a life insurance company (as so defined) sha 11 
estrubhsh a smgle fund of assets for all foreign currencies (other 
than currencies of countries which qualify as less developed 
countries) in which the proceeds of its insurance contracts are 
payable and for which insurance reserves are maintained by such 
company. 
[{3) DESIGNATION OF ASSETS.­

((A) l~TTIAL DESIGNATION.-
((i) REQUIREMENT OF INITIAL DF;siGNATION.-Except 

as provided in clause (iii), an insutance company desir­
ing to establish a fund {or funds) of assets underpara­
graph (2) shall initially designate, as part or all of such 
fund (or funds) , stock and debt obligations owned by 
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it on July 18, 1963, as follows: First, stock of foreign is­
suers, and debt obligations of foreign obligors having a 
period remaining to maturity (on July 18, 1963) of 3 
years or more and payable in fo_reig:t currency;, secon?, 
if the company so elects, debt obhgatrons of forergn obh­
gors having a period remaining to maturity (on July 18, 
1963) of hiss than 3 years and payable in foreign cur­
rency; and third, debt obligations of foreign obligors 
having a period remaining to maturity (on July 18, 
1963) of 3 years or more and payable solely in United 
States currency. The designation under the preceding 
sentence with respect to any fund shall be made, in the 
order set forth, to the extent that the adjusted basis 
(within the meaning of section 1011) of the designated 
stock and debt obligations was (on ,July 18, 1963) not in 
excess of 110 percent of the allowable reserve applicable 
to such fund (determined in accordance with paragraph 
( 4) (B) ( ii)), and shall in no case include any stock or 
debt obligation described in section 4916 (a). 

[ ( ij) TIME AND MANNER OF INITIAL DESIGNATION.-Any 
initial designation which an insurance company is re­
quired to make under clause ( i) shall be made on or 
'before the 30th day after the date of the enactment of 
this chapter (or at such later time as the Secretary or 
his delegate may by regulations prescribe) by the segre­
gation on the books of such company of the stock or debt 
obligations (or both) designated. 

[(iii) lNITI.U, DESIGNATION AFI'ER OCTOBER 2, l!l64.­

An insurance company whieh was not in existence on Oc­
tober 2, 1964, or was otherwise ineligible to establish a 
fund (or funds) of assets described in paragraph (2) by 
making an initial designation under clause ( i) on or be­
fore such date, may establish (and thereafter currently 
maintain) such fund (or funds) of assets at any time 
after the enactment of this clause 'by designating stock 
of a foreign issuer or a debt obligation of a foreig-n 
obligor as a part of such :fund in accordance with the 
provisions of clause (iv) (if applicable) and subpara­
graph (B) (i). 

[(iv) FUNDS INVOLVING CURRENCIES OF FORMER LESS 
DEVELOPED couNTRIEs.-An insurance company desiring 
to establish a fund under clause (iii) with respect to 
insurance contracts payable in the currency of a country 
designated as a less developed country on October 2, 1964, 
which thereafter has such designation terminated by an 
Executive order issued under section 4916 (b), shall desig­
nate as a:"sets of such fund. to the extent permitted hy 
subparagraph (E), the stock of foreign issuers or debt 
obligations of foreign obligors as follows: First, stock 
and debt obligations having a period remaining to ma­
turity of at least 1 year (other than stock or a debt 
obligation described in section 4916 (a)) acquired before 
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July 19, 1963, and owned by the company on the date 
which the President, in accordance with section 4916 (b), 
communicates to Congress his intention to terminate the 
status of such country as a less developed country; second, 
stock and debt obligations having a period remaining to 
maturity of at least 1 year described in seetion 4916(a) 
(and owned by the company on the date of such termi­
nation) which, at the time of acquisition, qualified for 
the exclusion provided in such section because of the 
status of such country as a less developed country ; and 
third, such stock or debt obligations as the company 
may elect to designate under subparagraph (B) ( i) . The 
period remaining to maturity referred to m the pre­
ceding sentence shall be determined as of the date of 
the President's communication to Congress. 

[(B) CURRENT DESIGNATIONS.-

. ·[ ( i) IN GKNERAL.-To the e.xte~t permitted by sul;>­
paragraph (E), stock of a foreign Issuer or a debt obli­
gation of a foreign obligor acquired by an insurance 
company after July 18, 1963, may be designated as .a 
part of a fund of assets described in paragraph (2), If 
such designation is made before the expiration of 30 days 
after the date of such acquisition and the company con­
tinues to own the stock or debt obligation until the time 
the designation is made-; except that any such stock. or 
debt obligation acquired before the initial designatiOn 
of assets to the fund is actually made under snbpar~­
graphs (A) (i) and (ii) may be designated unde_r this 
clause at the time of such initial designation without 
regard to such 30-day and continued ownership require­
ment!'!. 

[(ii) CERTAIN DEBT OBLIGATIONS HAVING MATURITY OF 
LESS THAN 3 YEARs.-A debt obligation having a period 
remaining to maturitv (on the date of acquisition) of at 
least 1 year but Jess than 3 vears, which is acquired d~lr­
ing the period beginning February 11, 1965. and ~nd~ng 
on the date of the enactment of the Interest Equahzatwn 
Tax Extension Act of 1965, may be designated as part of 
a fund of assets described in paragraph (2) on or before 
the 30th day after the date of s~lCh enactment (or at such 
later time as the Secretary or Ins delegate may by regula­
tions prescribe) without regard to the 30-day and con­
tinued ownership requirements provided in clause (i). 

[(C) ADDITIONAL DESIGNATIONS AFTER CLOSF OF YEAR.-If 
the adjusted basis of the assets held in a fund of assets de­
scribed in paragraph (2) at the close of a calendar year aft\r 
1963 is less than 110 percent of the alJowable reserve appli­
cable to such fund at the close of such year, the insurance 
company may, to the extent permitted by subparagraph (E), 
designate additional stock or debt obligations (or both) 
which were acquired during such calendar year as part of 
such fund, so long as the company still owns such stock or 
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debt obligations at the time of designation; except that, 'Y.i.th 
respect to a fund established under subparagrap~ (A) (m), 
stock or debt obligations acquired before the establishment of 
such fund may not be desig?ate~ as part of ~uch fund under 
this subparagraph. Any designatiOn under this subparagraph 
shall be made on or before January 31 following the close of 
the calendar year. Any tax paid by such company under sec­
tion 4911 on the acquisition of the additional stock or debt 
obliaations so designated shall constitute an overpayment of 
tax~ and, under regulations prescribed by the Secretary or 
his 'delegate, credit or refund (without interest) shall be al­
lowed or made with respect to such overpayment. 

[(D) SUPPLEMENTAL REQUIRED DESIGNATIONS AFTER CLOSE 
oF YEAR.-If during any calendar year an insurance company 
acquires stock or debt obligations which are excluded from 
the tax imposed by section 4911 under an Executive order 
described in section 4917, and if at the close of the calendar 
year (and after the designation of additional assets under 
subparagraph (C)) the adjusted basis of all assets in a fund 
described in paragraph (2) is less than 110 percent of the 
allowable reserve applicable to such fund, such company shall, 
to the extent permitted by subparag~aph_ (E), de~ignate ~s 
part of such fund stock and debt obligatiOns acqmred by 1t 
during the calendar year and owned by it at the clos~ of_ the 
calendar year, as follows: First, stock, and debt obhgabo~s 
having a period remaining to maturity (~m the ~ate of acqUI­
sition) of 1 year or more and paya.ble m formgn c?rrency, 
which were excluded from the tax Imposed by sectwn 4911 
under such Executive order; second, if the company so elects, 
debt obligations of foreign obligors having a period remain­
ing to maturity (on the date of acquisitior,t) of less tha? 1 :year 
and payable in foreign currency; and third, debt obhgatlm~s 
having a period remaining to maturity (on t~1e dTat~ of acqUI­
sition) of 1 year or more and payable solely I~ Umted States 
currency, which were exclu~ed from the tax ~mpo~ed by sec­
tion 4911 under such Executive order. The designatiOns under 
this subparagraph shall be made on or before January 31 fol­
lowing the close of the calendar year. 

[(E) LIMITATIONS.- . . 
[ ( i) IN GENERAL.-Stock or a debt ?bligahon may be 

designated under subparagraph (A) (I v), (B) , (C) , or 
(D) as part of a fund of assets described in paragraph 
(2) only to the extent that, immediately after sud~ desig­
nation the adjusted basis of all the assets held m such 
fund does not exceed 110 percent of the applicable allow­
able reserve (determined in accordance with para.o:raph 
( 4) (B) ( i) ) . To the extent any designati_on of stock or a 
debt obligation exceeds t~e am~.mnt perm1t~ed by t_he pre­
ceding sentence, such designatiOn shall be 1~effectlve and 
the provisions of this chapter shall app~y w!th respect to 
the acquisition of such stock or debt obligatiOn as If such 
designation had not been made. 



60 

[(ii) SnoRT-TERM OBLIGATIONs.-No designation may 
be made under subparagraph (B) or (C) of any debt 
obligation which has a period remaining to maturity (on 
the date of acquisition) of less than 1 year. 

( ( 4) DETERMINATION OF ID'SERVES.-
((A) GENERAL RULE.-For purposes of this subsection, the 

term "allowable reserve" means-
[ ( i) in the case of a life insurance company (as de­

fined in section 801 (a) ) , the items taken into account 
under section 810 (c) arising out of contracts of insur­
ance and reinsurance (including annuity contracts) 
which relate to foreign risks and the proceeds of which 
are payable in a single foreign currency (other than the 
currency of a less developed country) ; and 

[(ii) in the case of an insurance companv other than 
a life insurance company (as so defined), the amount of 
its unearned premiums (under section 832 (b) ( 4)) and 
unpaid losses (under section 832 (b) ( 5)) which relate to 
foreign risks insured or reinsured under contracts pro­
viding for payment in foreign currencies (other than 
currencies of less developed countries) and which are 
tak~n into account in computing taxable income under 
sectwn 832 (for such purpose treating underwriting in­
come of an insurance company subject. to taxation under 
section 821 as taxable income under section 832). 

((B) Tum OF DETERMINATION.-
((i) IN GENERAL.-For purposes of paragraph (3) 

(other than subparagraph (A) (i) of such paragraph), 
the determination of an allowable reserve for anv calen­
dar vear shall be made as of the close of such v~ar. 

[{ii) lXITL\I, DESIGXATION.-For purposes -of para­
graph ( 3) (A) ( i), the determination of an allowable re­
serve shall be made as of .Tulv 18, 1963. If the insurance 
company so elects, the determimition under this clause 
may be made by computing the mean of the allowable 
reserve at the beginning and at the close of the calendar 
vear 1963 . 

. [(C) SPECIAL.RULE.-For purposes of subparagraph (A), 
1f a country designated as a Jess developed country on Sep­
tember '2, 1964, thereafter has such designation terminated by 
an Executive order issued under section 4916 (b), all insur­
ance contracts payable in the currency of such country whieh 
were entered into before such designation was terminated 
shall be treated as insurance contracts paya:ble in the currency 
of a country other than a Jess developed countrv. 

((5) NONRECOGNI'i'ION OF ARTIFICIAL INCREASER iN ALLOWABI~E 
RERERVE.-An insurance or reinsuranee contract which is entered 
into or acquired by an insurance companv for the principal pur­
pose of artificially increasing the amount determined as an allow­
able reserve as provided in paragraph ( 4) shall not he recognized 
in computing whether an acquisition of stock or a debt obligation 
of a foreign issuer or obligor can be excluded under this 
subsection. 
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[(f) AcQt.:ISITIONS BY CERTAIN TAx-ExEMPT LABOR, FRATERKAL, 
AND bil\IILAR ORGANIZATIONS HAVIKG FoREIGN BRANCHEs OR UHAr­
TERs.-The tax imposed by section 4911 shall not apply to the acquisi­
tion of stock or debt obligations by a United :::;tates person which is 
described in section 501 (c) and exempt from taxation under subtitle 
A, and which operates in a foreign cotmtry through a local organiza­
tion or organizations, to the extent that-

[ ( 1) such acquisition results :from the investment or reinvest­
ment of contributions or membership fees paid in the currency of 
such country by individuals who are members of the local orga• 
nization or organizations, and 

[(2) the stock or debt obligations acquired are held exclusively 
for the benefit of the members of any of such local organizations. 

For purposes of this subsection, stock or debt obligations acquired as 
a result of the investment or reinvestment of such contributions or fees 
which consist of insurance premiums (other than premiums paid to a 
mutual insurance company or association described in section 501 (c) 
( 15) ) paid by the members of such local organizations shall be treated 
as held exclusively for the benefit of such members if primarily so 
held, notwithstanding that such stock or debt obligations may, nuder 
certain contingencies, be used for the benefit of other members of such 
United States person. 

[(g) SALE OR LIQUIDATION OF FoREIGN SuBSIDIARY OR SALE OF FoR­
EIGN BRANCH.-

[ ( 1) IN GENERAL.-The tax imposed by section 4911 shall not 
apply to the acquisition by a United States person of a debt ob­
ligation of a :foreign obligor if the debt obligation is acquired-

[(A) in connection with the sale by such United States 
person (or by one or more includible corporations in an af­
filiated group, as defined in section 48 (c) ( 3) (C) , of which 
such United States person is a member) of all of the out­
standing stock of a foreign corporation held by such United 
States person (and such includible corporations) ; 

[ (B) in connection with the liquidation by such United 
States person (or by one or more such includible corpora­
tions) of a :foreign corporation but only if such debt obliga­
tion had been received by such :foreign corporation as part or 
all of the purchase price in a sale of substantially all of its 
assets; or 

[(C) as part or all of the purchase price in a sale by such 
United States person of substantially all of the assets of a 
bmnch of such United States person located outside the 
United States. 

Subparagraph (A) or (B) shall apply only if, immediately prior 
to the sale or liquidation involved. the Fnited States person (or 
one or more includible corporations in an affiliated group, as de­
fined in section 1504, of which such person is a member) owns 
(directly or indirectly) 10 percent or more of the total combined 
voting power of all classes of stock of the foreign corporation; 
and, for purposes of this sentence, stock owned ( directlv or in­
dirP<>tly) bv or for a forei[!n cornoration shall be considered as 
being owned proportionately by its shareholders. 
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((2) LIMITATIONS.-Subparagraphs (A) and (B) of para~ 
~raph (1) shall not apply to the acquisition of a debt obligation 
If any of the stock sold or surrendered in connection with its ac­
quisition was originally acquired with the intent to sell or sur­
render. Subparagraph (C) of paragraph (1) shall not apply to 
the acquisition of a debt obligation if any of the assets sold had 
been transferred to the branch for the purpose of sale (other than 
sale in the ordinary course of its trade or business). 

[(h) CERTAIN DEBT OBLIGATIONS SECURED BY UNITED STATES MoRT­
GAGEs, ETG.-

((1) IN GENERAL.-The tax imposed by section 4911 shall not 
apply to the acquisition from a foreign obiigor by a United States 
personof-

[(A) a debt obligation of such foreign obligor which is 
secured by real property located in the United States to the 
extent that such debt obligation- ' 

[(i) is a part of the purchase price of such real prop­
erty (or of such real property and related personal prop­
erty), or 

[(ii) arises out of a loan made by such United States 
person to the foreign obligor the proceeds of which are 
concurrently used as part of the purchase price of such 
real property (or of such real property and related per­
sonal property) ; or 

[ (B) a debt obligation of such foreign obligor which is 
secl!re~ by real property located in the United States on 
whiCh Improvements are under construction by the obliD"or 
if ~uch debt obligation arises out of a loan made by s~lCh 
Umted States person all the proceeds of which are used-

[ ( i) to finance the construction of such improvements, 
or 

[ ( ii) to repay all or any part of a loan made to finance 
such construction, if the construction loan has qualified 
(or would have qualified) · ~nder paragraph ( 2) (B) and 
such repayment occurs withm 5 years after such construc­
tion loan is made. 

[(2) LIMITATIONs.-Paragraph (1) shall apply to the acquisi­
tion of a debt obligation only if-

[ (A) in the case of the sale of property referred to in para­
graph (1) (A)-

[(D the seller is a United States person, and 
[ ( n) at least 25 percent of the purchase price of the 

property sold is, at the time of such sale, paid in United 
~tates Clfrrency to such United States person by the for­
mgn obh.~or from funds not obtained from United States 
pers~ms for the purpose of purchasing such property: or 

[ (B) m the case of the construction of improvements re­
fered to in paragraph (1) (B)-

[(i) at the time any proceeds of the Joan out of which 
such debt obligation arises are advanced. an amount equal 
to at l~ast one-third of the amount of st~ch advance, plus 
one-third of the amount of any previous advances of such 
proceeds, has been expended for such construction by the 
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foreign obligor in United States currency from funds not 
obtained from United States persons for the purpose of 
financing such construction, and 

[ ( ii) not less than 85 percent of the cost of such con­
struction attributable to property or services is attrib­
utable to property grown, extracted; manufactured, or 
produced in the United States, or to services performed 
by United States persons, or to both. 

[(3) RELATED PERSONAL PROPERTY.-For purposes of paragraph 
( 1) (A) , the term "related personal property" means personal 
property which is sold in connection with the sale of real property 
for use in the operation of such real property. 

[(i) AcQUisiTIONS oF SrocK oF FoREIGN IssUERS INVESTING ExcLu­
!!IVELY IN THE UNITED STATES.-

[(1) IN GENERAL.-The tax imposed by section 4.911 shall not 
apply to the acquisition from a foreign issuer of its stock by a 
United States person who is a bona fide resident of a forel.gn 
country within the meaning of section 911(a) (1), or who at the 
time of such acquisition is regularly performing personal services 
on a full-time basis in a foreign country, if at the close of each 
calendar quarter ending on or after June 30, 1963, preceding such 
acquisition, during any part of which such foreign issuer is in 
existence-

[(A) the assets of such foreign issuer, exclusive of money 
or deposits with persons carrying on the banking business, 
consist solely of : 

[(i) stock or debt obligations of domestic corporations 
(other than a corporation which has elected under section 
4920 (a) ( 3) (B) to be treated as a foreign issuer or obligor 
for purposes of this chapter) ; 

[ ( ii) debt obligations of the United States, or of any 
State or possession of the United States, or any political 
subdivision of any State or possession; or 

[(iii) debt obligations of citizens or residents of the 
United States; 

[(B) money and deposits with persons carrying on the 
banking business (other than banks as refined in section 581) 
constitute less than 5 percent of the value of the assets of such 
foreign issuer; and 

[(C) less than 25 percent of each class of issued and out-· 
standing stock of such foreign issuer is held of record by 
United States persons. 

· [(2) ACQUISITIONS THROUGH UNIT INVESTMENT TRUSTS.-For 
purposes of paragraph ( 1), an acquisition of an interest in a unit 
in vestment trust (within the meaning of section 4 ( 2) of the In vest­
ment Company Act of 1940), or in an entity performin§! similar 
cust.odial functions, shall be deemed a direct acquisition from the 
foreign issuer of the stock held by such trust or entity with respect 
to such interest and shall not be treated as an acquisition of stock 
issued by such trust or entity. 

[(3) LIMITATIONS.-
[(A) Paragraph (1) shall apply only to that portion of 

the total acquisitions of stock of foreign issuers described in 
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such paragraph (det~rmined in the order acquired) by a 
United States person many one calendar year that does not 
exceed $5,000. 

[(B) If, after July 30, 1964, a Unite?.~tates pers~:m sells 
or otherwise disposes of stock the acqmsitlo~ of whwh was 
excluded under paragraph (1) fro~ the tax Imposed by sec­
tion 4911, such person sha,ll not, with respect to such stock, 
be considered a United States· person. 

[(j) Loss oF ENTl'TLEl\IENT TO ExcLUSION IN CASE OF CERTAIN SuB­
SEQUENT TRANSFERS.-

( ( 1) IN GENERAL.-
((A) Where an exclusion provided by pttragraph (1} (B), 

(2), (3), (4), (5), 6(A), or 6(B) ~i!) of subsection (c) J;ras 
applied with respect to the acq!-nsi~ron. of a debt obhgatwn 
by any person, but such debt obhga,twn ~s st~bsequently tr!lns­
fen·ecl by such person (before the termmatwn elate. speCifi~cl 
in section 4911 (d)) to a United States person otherwise 
than- . 

· [(i) to any agency or wholly-owned instrumentality 
of the United States; . . . . . 

[(ii) to a commercia,} bank acqm!"mg the .obhgat~on m 
the ordinary course of its comm~rcu~J hankm.g husmess; 

[(iii) to an includible corporation man afl_ihated group 
(as defined in section 48 (c) ( 3) (C) ) of which such per-
son is a member; . . 

[(iv) in the case of an exclusiOn provided by para­
graph (1) (B), (2), (3), 6(A:), or 6(B) (ii) of subse~­
tion (c), to any transferee where the extensiOn o~ cre.dit 
by such person and the acquisition of the debt obhgat~on 
related thereto were reasonably necessary to accomplish 
the sale or lease of property or services out of which. the 
debt obligation arose, and the terms of th.e debt <!bhg!l­
tion are not unreasonable in light of credit practices m 
the business in which such person is engaged; or 

[ ( v) in a transact~on clesctibed in subsecti~m, (a) . ( 1) 
or (2), or a transactiOn (other than a transfer by gift) 
described in su bsec.ti on (a) ( 3) . . . 

then liability for the tax imposed by seehon 4911. ( m an 
amount determined under subparagraph (D) of this para­
·graph) shall 'be incurred by the transferor (with respect to 
such debt obligation) ·at the time of sueh subsequent transfer. 

[(B) Where the exclusion provided by a paragraph (2) ~r 
(3) of subseetion (c)-has applied with respe?t to the acqm­
sition of stock by any person, but such stock IS subsequently 
transferred by such p'erson (before the termination date spe~i­
fiecl in section 491l(d)) to a United States person otherwise 
than in a transaction described in subsection (a) (1) or (2), 
or a transaction (other than a transfer by gift) described in 
subsection (a) (3), then liability :for t:he tax imposed by sec­
tion 4911 (in an amount clete;mined under subparagraph (~) 
of this pa.ragraph) shall be mcurred by the transferor (with 
respect to such stock) at the time of such subsequent transfer. 
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[(9) · 1Yhere the exclusion pr:oyi~ed by subseetion (f) h~ 
- applied with respect to the 'acqUisitiOn of stock ?r a _deb~ obli­

gation by any person, but such stock or debt obligation 1s sub­
sequently transferred by such person (before the termination 
date specified in section 4911 ( cl)) to any United States per­
son; then liability :for the tax imposed by section 4911 (in an 
amount determined under subparagraph (D) ·o:f this para­
graph) shall be incur~d _by tl1e tra~feror (with respect to 
such stock or debt obhgatlon) at the time of such subsequent 
tmns:fer. 

· [(D) In any case where an exclusion provided 'by para­
graph (1) (B), (2), (3), (4), (5), 6(A), or6(B) (ii) Of sub­
section· (c) or by subsection (f) has ·applied, hut a subsequent 
transfer described in subparagraph (A) , (B) , or (C) oft his 
paragl"aph occurs and liability :for the tax imposed by .section 
4911 is incurred by the tmns:feror as a result th~reo:f,. the 
amount of such tax shall be equal to the amount of ·tax :for 
which the transferor would have been liable under such sec­
tion upon his acquisition of the stock 'or debt obligation in­
volved if such exclusion had not applied with respect to such 
application. · · 

((2) UNITED STATES PERSON TREATED AS FOREIGN PERSON ON DIS­
POSITION OF CERTAIN SECURITIES.-For purposes of this chapter, if, 
after December 10, 1963, a United States person sells or otherwise 
disposes of stock or a debt obligation which it---; · . . · 

[ (A) acquired to satisfy minimum requirements imposed 
by :foreign law and with respect to which it claimed an ex-
clusion under subsection (b) (3), or · 

[(B) designated (or was required to designate)' aspart of 
a fund of assets under subsection (e) , . 

such person shall not, with respect to that stock or detbt obligation, 
be considered a United States person. For purposes of this chapter, 
if, after July 18, 1963, a United States person sel1s or, otherwise 
disposes of stock or a debt obligation to the acquisition Of which 
the last sentence of subsection (b) (2) applied, such person shall 
not, "''ith respect to that stock or debt obligation, be considered a 
United States person. For purposes of this chapter, if, after 
February 27, 1967, a United States person sells or otherwise dis­
poses of stock or a debt obligation to the acquisition of which 
subsection (b) (15) applied, such person shall not, with respect to 
that stock or debt obligation, be considered a United States person. 

[(k) ACQmsiTIONs oF STocK oR DEBT OBLIGATIONs IN CoNNECTION 
WrrH NATIONALIZATION, ExPROPRIATION, ETC.-The tax imposed by sec­
tion 4911 shall not apply to the acquisition by a United States person of 
stock or a debt obligation of a foreign issuer or obligor, to the extent 
that such acquisition is required as a reinvestment within a :foreign 
country by the terms of a contract of sale to, or a contract of ,indemni­
fication with respect to the nationalization, expropriation, or seizure 
by, the government of such country or a political subdivision thereof, 
or an agency or instrumentality of such government, of property owned 
within such country or such political subdivision by such United States 
person, or by a controlled :foreign corporation (as defined in section 

72-115-76-5 
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957) more than 50. petcent of the itotr.tl combined vOting power of all 
classes _of stockent1tled to ~ote of whioh is owned ( withirt the meaning 
of section 95~) •by such Umted States person, but only if such eon tract 
was ~n~e_r0d Ilito becttuse the ~overnmM.t of such· country or political 
subdiVunon, or such a~enc:y or m~trumentality ........ 

[(A) has natl?Uah~ed or haa ei!Cp~priated ?r seized, or ~as 
thre~ened to nat10nahze or to expropriate or se1ze, a substant1al 
portwrt o! ~h.e pt'operty own~d :within such country or such polit­
Ical subdiVISion by BUch Umted States person or such controlled 
foreign corporation ; or 

[(B) hM taken action which has the effect of nMionalizina or 
of expro_priating. ~r seizingbor of.thre.atening t() nationalize o~ to 
e11:proprmte or se1.ze; a su stantial . portion of the :property so 
owned. 

[SEC. 4915. EXCLtJSlON FOlt Dt'REJCT INVElSTMEl!\"TS. 

[ (a) IN GENERAL.- , 
. [(1) ExcLUDED ACQmsrTwN-s.-Except as provided in subsec­

tlhaons (o) and (d) of this ~~i~:m, theta~ iJ?lposed by ~tion 4911 
s 11 not apply to·the, R0()UUllt~onby a. Umted StaW8 person (A) 
of ~toc~s or a debt obligation of a foreign corporation, or of a debt 
obligatiOn from a foreign corporation which received such obliaa­
tion in the ordinary course of its trade or business as a res~lt 
of the sale or. rental of products manufactured or assembled by it 
or o~ ~~e performa~ pf serviaes by it, if immediately after "the 
!lcqmSJ.tiO~ such person (Pr one or more includible corporations 
In an a~hated group, as defined in section 1504, of which such 
person Is a member) owns (directly or indirectly) 10 percent or 
more of the total combined voting power of all classes of stock 
of such foreign corporation, or. (B) of stock or a debt obliaation 
of a foreign partnership if immediately after the acquisitio~ such 
person _owns ( ~irectly or ir,tdirectly) 10 percent or more of the 
profits. mterest m such foreign partnership. For purposes of the 
prece~mg sentence: stock owned ( d~rectly or indirectly) by or for 
11: foreign corporatiOn shall be considered as being owned propor­
ti?nately by Its sharehold~rs, and stock owned (directly or in­
directly) by or for a foreign partnership shall be considered as 
being owned proportionately by its partners. 

((2) 0VE:rtPAYlllENT WITH RESPECT TO CERTAIN TAXABLE ACQUISI­

TIO~s.-The tax paid under section 4911 on the acquisition by a 
Umted ~ta.tes pers<?n of stock or. a debt obligation of a foreign 
corporatiOn or formgn partnerslup, or a debt obligation from a 
foreign corporation which received such obligation in the ordi­
nary course of its trade or business as a result of the sale or rental 
of pro~ucts ma:nufactured or assembled by it or the performance 
of serviCes by It, shall (unless this subsection is inapplicable by 
~eason of subsection (c) or (d)) constitute an overpayment of tax 
If such person- . 

_[(A) meets the ownership requirement of paragraph (1) 
w~th. respect to such corporation or partnership at any time 
Withm 12 months after the date of such acquisition, and 

[(B) holds the stock or debt obligation continuously from 
the d~te of. such acquisition. to the last day of the calendar 
year m whiCh such ownership requirement is first met. 
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Und~r regulations prescr~bed by the Secretary or his delegate~ 
credit or refWid ( lVJthout mterest) shall be allowed or made with 
respect to such overpayment. , , 

[(b) 8P.HciAL RULE FOR GoVERN:MENT-CoNTROLLEn ENTERPRISEs.~ 
A pmted States pe~on shall be ~onsidered to meet the ownership re. 
qmrement of subsection (a) ( 1) w1th respect to a foreign corporation or 
a foreign partnership if-

J~q) the government of a foreign country or any political sub­
divloSlO~ thereof, ~r al_lagency or instrumentality of such a govern­
ment, duectly or mdirectly through such corporation or partner­
ship or otherwise, restricts to less than 10 percent the percentaae of 
the tota.l. combined voting power of all classes of stock of ~uch 
corpo:atwn1 or the percent~e of the profits interest in such part­
nerslup, whiCh may be owned by such United States person; 

[_(2) such person owns at least 5 percent of the total combined 
vohng power of so much of such stock, or at least 5 percent of so 
much ()f such profits interest, as is not owned by any such govern­
rnent,agency,orinstrull1entality; 

[(3) a trade or business actively conducted in one or more 
foreign ~unt!"ies by su~h United States person (or by one or more 
corporat10~s m an affihate group, as defined in section 48 (c) ( 3) 
(C~, of whic~ such person is a _member) is directly related to the 
bu!'lmess earned on by such formgn corporation or foreign partner­
shm;and 
· [(4) r.uc~ pers?n· and one or.rr.10re other United Stat0s persons 
each of wlnch s~tisfies the conditiOn~ set foi:th in paragraphs (2) 
and ( 3) ~· together meet the ownership reqmrement of subsection 
(a)(l). 

[ (c) ExcF~ION FOR FoREIGN CoRPORATIONS oR PARTNERSHIPS FoR~IED 
OR AvAILED OF FOR TAx A VOIDANCE.- . 

[ (1) I!' GEN:r:RAL.-~he provisions of subsections (a) and (b) 
shall b~ mapphcable .m _any case where the foreign corporation 
or foreign partnership_ IS. formed or availed .o! by the United 
States ~rson for the prli.l.Clpal_Purpose. of acqmrmg through such 
eorporatwnor partnership, an mterest m stock or debt obli!!ations 
(of ?r,te or mor~ other foreign issuers or obligors) the di:'ect ac­
qmsltlon ~f whiCh by the United States person would be subject 
to the tax Imposed by section 4911. · 

((2} Co:M;~IERCIAL 'BANKS, UNDERWRITERS, AND REQIDRED HOLD­

JNGS.-For purposes of this subsection, the acquisition bv a 
Unite_d States p~rson of stock or debt obligations of a foreign cor­
~ora!Ion or formgn partner8hip which acquires stock or debt ob-
ligations of foreign issuers or obligors-- · 

[ (A) in m~king loans in the ordinary course of its business 
as a commercial bank, · 

J"(R} in the ordinarv course of its business of underwritina 
and distributi.n~ serurities issuerl by other persons, or ""' 

[{C) to sati.sfv minimum requirements relating to holdings 
of stock or debt obli~tions of foreign issuers or obliaors 
imposed _by the law~ of foreign countries where suclt for;ign 

· . . corporatron or foreign l?ll:r~nership is doing business, 
Ahal~ not, by reas~n of such ~ccpmntwns by the fon•i,g-n C'orporation or 
formgn partnership, bP considered an acauisition bv tlw United States 
person of an interest in stock or debt obligations of foreign issuers 
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or obligors. For purposes of subparagraph (A), any, :foreign corpora­
.tion or :foreign partnership which is regularly engaged in the business 
of accepting deposits :from customers and receiving other borrowed 
:funds in foreign currencies and making loans in such currencies shall 
be treated as a commercial bank. 

[ ( 4) Loss OF ENTITLEMENT TO EXCLUSION OR REFUND WHERE FOR­
EIGN CORPORATION OR PARTNERSHIP IS AVAILED OF FOR TAX AVOID­
ANCE.-ln any case where-

[(A) the exclusion provided by subsection (a) (1) has ap­
plied with respect to the acquisition of stock or a debt obliga­
tion by aU nited States person, or 

[ (B) a credit or refund of tax under subsection (a) ( 2) has 
been received by a United States person with respect to ac­
quisitions of stock made during a calendar year. · 

but the :foreign corporation or partnership is availed of by such 
person (after the acquisition described in subparagraph (A) is 
made or the calendar year described in subparagraph (B) has 
ended, but before the termination date specified in section 4911 
(d) ) :for the principal purpose described in paragraph ( 1) of this 
subsection, then liability :for the tax imposed by section 4911 shall 
be incurred by such person (with respect to such stock or debt ob­
ligation) at the time the :foreign corporation or partnership is so 
avail~d of.; and the amount of such tax shall be equal (in a case 
described m subparagraph (A)) to the amount of tax :for which 
such person would have been liable under such section upon his 
acq~isition of the stock or debt obligations involved if such ex­
clusiOn had not been applied to such acquisition, or (in a case de­
scribed in subparagraph (B)) to the aggregate amount of tax 
for which such person was liable under such section upon his ac­
quisitions of the stock involved. 

[(d) ExcEPTION FOR AcQUISITIONS MADE WITH INTENT To SELL TO 
UNITED ~TATEs. PERSONs.___:The provisions of subsecl.ions (a) and (b) 
shall be mapphcable in any case where the acquisition of stock or debt 
o~ligatio_n of the foreign corporation or foreign partnership is made 
With an mtent to sell, or to offer to sell, any part of the stock or deibt 
obligations,acquiredto United States persons.. . 

[ (e) SPECIAL RULE FOR INVESTMENTS IN CERTAIN LENDING AND 
FINANCING CoRPoRATIONS.-

[(~) lN. GENERAL.-For purposes of this chapter, a corporation 
~escri'be?-1~ paragraph (2) shal~ be treated as a foreign corpora­
tiOn :vh1~ IS not f~rmed or availed of for the principal purpose 
descnbed m sub~t1~n (c). ( ~) ~th respect to an acquisition of its 
stock or debt o'bhgabons, If 11t IS esta'bhshed to the satisf·action of 
the Secretary or his delegate, pursuant to regulations prescribed 
by the Secr~ry or his delegate, that-

[(A) (i) the .a'!ll?unts. received by the corporation as are­
s?lt o! the acqms1bon w1~l no.t be used to acquire stock of :for­
mgn Issuers or deibt ?bhgabons of foreign ol>ligors (other 
than stock or d®t dbhgations the acquisition of which is not 
subject to the tax imposed by section 4911 on account of sec­
tion'4914(c)), or utilized in any way outside of the United 

·states other tha~ for t~e ~cquisition of tangible· personal 
property for leasmg whiCh IS manufactured or produced in 
the Unite~ 'States, or (ii) the fun?-s used for such acquisition 
were obtamed :from sources outside the United States· and 

· [ (~) such in:fonnation ·and records with respect to th~ cor:..· 
porat~on ·as are necessary for the administration of this chap­
ter Will be made available to the Secretary or his dele(J'ate. 

[ ( 2) CoRPORATIONS.-The corporations referred to in par~~ ph 
(1) are-

[ (A) •a domestic oorporation described in section 4920 (a) 
(3) (C), 

[(B) a domestic corporation which is a qualified len din()' 
and. financing c.orporat~on (as. defined in .section 4920( d)) 
dunng any penod durmg whiCh an electiOn under section 
4920 (a) ( 3B) is in effect, and · 
· [ (C) a foreign corporation which is a qualified len din 0' and 

fi_nancing .corporation (as defined in section 4920 (d) ) and has 
gwen notice to the Secretary or his delegate of its status as 
such ·a corporation. 

[(3) MisusE <;JFAMOUNTS RE?~r:rrn.-In any case in which para­
graph (1) a.pphed to an acqms1t10n of stock or debt obligations 
and-

. [ ( i) the amounts received by the corporation whose stock 
o_r debt obligations were acquired as a result of such acquisi­
tion are (before the termination date specified in section 4911 
(d)) used to acquire stock of :foreign issuers or debt obliga­
t~ons of foreign obligors or utilized in any other wav out­
side of the United States in violation of the regulations pre­
scri~.d l!nder paragraph (1), or 
. [ ( n) fn:formatwn or records with respect to the corpora­

tion, whiC~ th~ Secretary or delegate has determined (before 
su?h termmat10n date) necessary for the administration of 
th1s chapter, are not, after reasonable notice, made aYailable 
to the Secretary, 

then liability ~or the tax imposed by section 4911 shall be incurred 
by the.acqmrmg corporation (with respect to such acquisition) 
at the time such amounts are so used or such information or records 
are not so made available; and the amount of such tax shall be 
equal to the amou.nt of tax for which the acquiring corporation 
would have been hable under such section upon its acquisition of 
the s.tock or debt o~li.g~tions involved if paragraph (1) had not 
apphed to such acqms1t10n. 

[SEC. 4916. EXCLUSION FOR INVESTMENTS IN LESS DEVELOPED 
COUNTRIES. 

[ (a) GENERAL RuLE.-The tax imposed by section 4911 shall not 
apply to the acquisition by a United States person of-

[ ( 1) a debt obligation issued or guaranteed by the goyern­
ment of a less developed country or a political subdivision thereof 
or by· an agency or instrumentality of such a government · ' 

[(~) stock or a debt obligation of a less developed con~trv cor-
poratiOn (except as provided in subsection (e)) ; or · 
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[(3) a debt obligation issued by an individual or partnership 
resident in a less developed country in r~turn for money or ~th~r 
property which is used, consume_d, or disposed of wholly withm 
one or more less developed countnes. 

For purposes of this subsection, an instrumentality of the government 
·of a less developed country or 3; political subdiv~sion thereof includes 
a corporation or other entity with respect to whiCh such government, 
or any agency of such government, owns more than ~ percent of the 
total combined voting power of all classes of stock entitled to vote or, 
in the case of a corporation or other entity not issuing shal"fs of stock, 
has the authority to elect or appoint a majority of the boa-rd of direc-
tors or equivalent body of such corporation or other entity. . 

[(b) LEss DEVEWPED CouNTRY DEFINED.-For purp~ of th1s 
section the term "less developed country" means any foreign co_untry 
(other 'than an area within the Sino-Soviet bloc) or any possession of 
the United States with respect to which, as of the date of a~ acquisition 
refeiTed to in subsection (a), there is in effect an Executwe order by 
the President of the United States designating such country as an 
economica1ly less developed country for purp~ of the tax impo~cl 
by section 4911. For purposes of the precedmg sent~nce,. Executrye 
Order Numbered 11071, dated December 27, 1962 ( des1gnatmg certam 
areas as economically less developed countries for purposes of subparts 
A and F of part IIi of subchapter N, and section 1248 of part IV of 
subchapter P, of chapter 1), shal~ be deemed to ~ave been issued and 
in effect, for purposes of the tax 1mp<_>sed by :oe<?hon 4911, on July ~8, 
1963, and continuously thereafter until there IS m effect the Exec.uhve 
order reJerred to in the preceding sentence. An overseas territory, 
department, provi:nce, or possessio!l of ~ny ~oreign country may be 
designated as a separate country. No designahon.shall be made under 
this subsection with respect to any of the followmg: 

Australia Luxembourg 
Austria Monaco 
Belgium N etherlancls 
Canada New Zealand 
Denmark Norway . 
France Republic of South Africa 
Germany (Federal San_Marino 

Republic) Spam 
Hon<T Kon<>' Sweden 
Italy b Switzerland 
,Japan United Kingdom. 
Liechtenstein 

After the President (under the first sentence of this subsection) has 
designated any foreign countrJ: as an econom!cally less developed 
country for purpo~s of_the ta;x Impos~d by sectiOn 4911,_ he shall not 
terminate such dest~natwn (either by 1ssmng an Executive order for 
that purpose or by issing an Executive order which has the effect of 
terminating such designation) unless, at least 30 days before such 
termination he has notified the Senate and the House of Representa­
tives of his intention to terminate such designation. 
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[ (c) ·LESs DEVELOPED CouNTRY CoRPORATION DEFINED.~ 

£_ ' ( 1) XN o_ENERA. L.-For P __ ·_ urpose~ of th. is _s. ectio:p., the te:r. rn_ . "~ess 
devtil __ o _ pe_d _coun.try c. orp __ orat. io11" . m_ _e_ an::; . a fore.Ign cor.pora.twn 
which :for the applicable per~oQ.s set forth m __ :P_ ar_ ag. ra_ph (3)-

[ (A) meets the reqmrel!lents of sect1o~ 9&5 ( c} ( 1) ; 

E ( B_ .. ·. ) (_i) meets the :reqn1r_. e_ rnents o_, f sec_ tlo:p. ~-5{) ( ~). ( 2), and 
(ii) on. each day of ~uc4 a,pphcable perw4s1 1$ owned 

(as determmed under sectiOn 985 ( & ) ) , to the ex~nt of at least 
~0 percellt of each cl~ss of its S,toc~, by United St;tt~ persons 
or residents of one or more less developed co~ntries; or 

[(C) de;rives80 percent or more of its gross inoome, if a~y, 
from sources within less developed countnes, or from deposits 
in the United States with 'p¢tspns carrying on t~e banking 
business, or both, and_ has a~ets 8Q percent or more I11 value of 
which consists of~ . 

· [(i) money, and deJlosits: in the. United States with 
persons carrying on the b~nk~ng busi~ss, 

[(ii) stock or debt <_>bhg11t10ns of any other less devel-
oped .~ountr_)T corporatlon1 • . 

[ ( n) stock or debt obhgatH'ms of !1~Y o.ther less de vel­
[ ( iv) investments which are requ1red because of re­

strictions imposed by a less d~veloJ?ed country, 
((v) debt obliga~IOns 4escribed m pn;r~tgraph (3) of 

subsection (a) of this sect10n, and 
[ (vi) obliga60ns of the U n~ted. States. 

I~ applying ~his paragr_af>h the determmation of whet~er a for­
eign country IS a less developed. coun~ry shall be _made m accor:d­
ance with subsection (b) of this section. A foreign partnersh~p, 
as defined in section 7701 ((a) (2) and ( 5), th~ assets, g_ross m­
come, and ownership of wh~ch, for the ll;Pphcable periods set 
forth in paragraph (3), satlsfy the reqmrements. of subpara­
gra_[>h (A), (B), or (C) of the first sentence of this_ paragraph, 
sha,U be treated as a less developed country corporatiOn for pur­
poses of this section. 

[(2) SPECIAL RULES.-
. [ (A) for purp.QSes of su bJ?l).r_agraphs ( AJ , (B), and (C) of 
paragraph (1), property descnbed m ~ectum_956(b) (1) (re­
gardless of when acquired), o~her than ~eposlts WI~h persons 
carrying on the banking busine~s, and mcome derived from 
such property, shall not be taken mi:D account. 

[(B). Fo:: purposes of subparagraph (A) of paragraph 
(1), oblig-ations of ~ny other less develope~ country corpora­
tion shall be taken mto ac.count under section 95a (c) (l) (B) 
(iii) without reg-ard to the period remaining to maturity 
at the time of their acquisition. 

[(C) F?r pu~oses of su?paragraph (C) of paragraph 
(1J, deposits outslde the Umted.States (ot}ler th~n deposits 
iq ·a less developed country) With persons carrymg on the 
banking lmsiness, and, income from such depo~nts, shall not 
be taken into account. 

[ ( 3) APPLICABLE PERIODS.-The determinations required by sub­
paragraphs (A), (B), and (C) of paragraph (1) shall be made 
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(A) for the annu~.~;l accountin~ pe!iod (if a~y) of ;the. :fore~gn 
corporation immed1ately precedmg 1ts account111g perwd 111 wh_ICh 
the acquisition involved is mad~, (~) for .the annual ac~<?u.nt111,g 
:period o:f the :foreign corporatiOn m whiCh such acq_uisJtiO~ IS 
made and (C) for the next succeeding annual accounting peTiod 
ofth~ foreign coq)oration. 

[(4) SPECIAL RULES FORTREATMENT 0~ CORPORATIO.NS AS LESS 
DEVELOPED COUNTRY CORPORATrO~s.-A foreign corporatl?n shall be 
treated as satisfying the definition in paragraph (1) with respect 
to the acquisition by a United States person of stock or a debt 
obligation if-

[(A) before the acquisition oc~cu~s (or, in the case of an 
acquisition occmring before or withm 60 clays after t~e d~te 
of the enactment o:f this chapter, pursuant to apphcat10n 
made within such period :foll?wing such. date as m_a,y be :pr~­
scribed by the Secretary or his delegate 111 regula;t~ons), It 1s 
established to the satisfaction o:f the Secretary or his delegate 
that such foreign corporatio~- . 

[ ( i) has met the applicable reqmrements _of paragraph 
(1) :for the period (if any) referred to 111 paragraph 
(3)(A),and . 

[(ii) may reasonably_ be expected to s~tlsfy such re­
quirements for the peTiods referred to m paragraphs 
(3) ~B) and (C); or . . . . . 

[(B) 111 the case of an acqmsitlon occurr111g on or before 
December 10 1963, the applicable requirements o:f paragraph 
(1) are met for the annual accounting period of the :f?reiw1 
corporation immediately preceding its accounting peTiod 111 

. which the acquisition occurred. 
I ( 5) TREATMENT OF CORPORATIONS A~ LESS DEVELO_PED COUKTRY 

CORPORATIONS IN OTHER CASES.-A foreign corporation may a~so 
be treated as satisfying the definition in paragraph (1) with 
respect to the acquisition by a Unite~ States person ?f ~t.ock or 
a debt dbligation (but subject to possible subsequent habihty for 
tax under subsection (d) ( 1) ) , if- · 

· [(A) such corporation has met the applicable requirements 
of paragraph (1) for the period (if any) re:ferredto in para­
graph (3) (A), and 

[(B) such person reasonably believes that such corporati?n 
will satisfy such requirements for the periods referred to 111 
paragraphs (3) (B) and (C). 

[(d) SuBSEQUENT LIABILITY FOR TAx IN CERTAIN CASES.-
[(1) 'STOCK AND DEBT OBLIGATIONS OF CERTAIN CORPORATIONS.­

Where a :foreign corporation is treated under subsection (c) ( 5) 
as satisfying the definition in subsection (~) (1). and the exclusiOn 
provided by subsection (a) ( 2) has apphed w1th respect _to the 
acquisition o:f stock or a d.ebt obligation of such corporatiOn by 
any person, but such corporation :fails to satisfy the definition 
contained in subsection (c) ( 1) for either o:f the applicab!e account­
ing periods referred to in clauses (B) and (C) ofsubsectlon (c) (3) 
(and it is not treated under subsection (c) ( 4) as satisfying such 
definition), then liability :for the tax imposed iby section 4911 shall 

be incurred by such person (with respect to such stock or debt 
obligation) as of the close of the earliest such applicable account­
ing period (ending on or before the termination date specified in 
section 4911 (d) ) with respect to which the corporation fails to 
satisfy such definition; and the amount of such tax shall be equal 
to the amount of tax for which such person would have been 
liable under such section upon the acquisition of the stock or debt 
obligation involved if such exclusion had not applied with respect 
to such acquisition. · 

[(2) DEBT OBLIGATIONS ISSUED IN RETURN FOR CERTAIN PROP­
ERTY.~"\Vhere the exclusion provided by subsection (a) (3) has 
applied with respect to the acquisition by a United States person 
of a debt obligation i&-;ued in return for money or other property 
as provided in such subsection, but part or all of such money or 
property is used, consumed, or disposed of (before the termination 
elate specified in section 4911 (d) ) otherwise than wholly within 
one or more less developed countries, then liability for the tax im­
posed by section 4911 shall be incurred by such person (with re­
spect to such debt obligation) as of the time such money or prop­
erty is first so used, consumed, or disposed of; and the amount of 
such tax shall be equal to the amount of tax for which such person 
would have been liable under such section upon the acquisition of 
the debt obligation involved if such exclusion had not applied with 
respect to such acquisition. 

[ (e) REPEAL OF ExcLUSION FOR IssUEs AFTER JANUARY 29, 1973, IN 
THE CAsE OF LEss DEVELOPED CouNTRY SHIPPING CoMPANIEs.-Sub­
s~ction (a) (2) slut~l not ap!?ly t<? acquisiti?ns of stock or debt obliga­
tions. of a corporation describedm subsectiOn (c) ( 1) (B) (relating to 
certam less developed country shipping companies) which were issued 
after .January 29,1973. 

[SEC. 4917. EXCLUSION FOR ORIGINAL OR NEW ISSUES WHERE RE­
QUIRED FOR INTERNATIONAL MONETARY STABILITY. 

[(a) IN GENERAL.-!£ the President of the United States shall at 
any ti~e determine that the application of the tax imposed by section 
4911 'vill have such consequences for a foreign country as to imperil 
or threaten to imperil ~he stability of the internationai monetary sys­
tem, he may ?:Y Executwe _order specify that such tax shall not apply 
t? the acqmsitiOn by a Umted States person of stock or a debt obliga­
ti_o~ of the government of such .foreign country or a political subdi­
VISion thereof, any agency or mstrumentality of any such govern­
me~t, any corporation, partnership, or trust (other than a company 
registered under the Investment Company Act of 1940) organized 
under the laws of such country or any such subdivision, or any individ­
ual resident therein, to the extent that such stock or debt oblio-ation 
is acquired as all or .part of an original or new issue as to which there 
is file~ such notice o~ acquisition as the Secre~~~:ry or his delegate may 
prescribe byregulahons. In the case of acqmsJtiOns made during the 
period beP"innin~ July 19, 1963, and ending with the date of the enact­
ment of this chapter, the. notice of acquisition may be filed within 
such period following the date of such enactment· as the Secretary 
or his dele~Sate may prescribe by regulations. In the case of acquisi­
tions of debt obligations having a period remaining to maturity of 1 



year or more but less than 3 years made during the period beginning 
February 11, 19651 a;nd ending w~th the dateo~ the ena?tment of ~l~e 
Inte:rest EqualizatiOn Tax ExtenSIOI,l Act of 196o, the notice of acqmsi­
tion may be filed within such perio~ following the _date of such ei!act­
ment as the Secretary or his delegate ma;r prescnbe by re~ulatwns. 

[(b) APPLICABILITY OF ExECUTIVE QRDER.-An Execrttl_ve_ order 
described in subsection (a) may be applicable ~o al~ such ongmal. or 
new issues or to any aggregate amount or classificat~o!l_thereof wh_ICh 
shall be stated in such order and shall apply to acqmsitlons occmTm~ 
during such period of time as shall be stated the~in. I~ the order IS 
applicable to a limited aggregate amount of such Issue~ It shall apply 
(under re~ulations prescr~bed b:y the Secr~t~~y or his delegate) .to 
those acquisitions as to whwh notice of. acqUisitiOn :"':a~ first file~, PI?­
vided that in the case of any such notice the acqmsitlon descrl~)ed m 
the notice is made before or within 90 days after the date: of fi!mg or 
within such longer period after such date as may be specified m such 
order. f 1 · t. 

[ (c) ORIGIXAL OR NEw Issu:r..-For purposes o .t ~Is sec 1on-. 
[ ( 1) 'stock shall be treated as rart of an Origm~l Or new ISSUe 

only when it is acquired from the Issuer by the Umted States per-
son claiming the exclusion; and . . 

[(2) a debt obligation shall be treated as part of an ongmal or 
new issue only if acquired not later than 90 ?ay~ after the date 
on which interest beo-ins to accrue on such obhgabon, except that 
a debt obligation sec~red by a lien on improvements on real prop­
erty which are under construction <?r are to be. co~stru_cted at the 
time such obligation is issuec_l- ( o_r If. such obh~at~o~ 1s one of a 
series at the time the first obhgatwn m such senes IS Issued) shall 
be tre~ted as part of an orginal or new issue if-

[(A) such obligation is acquired not later than !)0 days 
after the date on which interest begins to accrue on the total 
amount of such obligatim\. (or if_ sue~ ob~igation is. one of a 
series, on the last issued of the obhgatwns m such senes); and 

[(B) the United States pe~s?~ claiming the e~clu~ion be­
came committed to the acqmsitlon of such obhgabon not 
later than 90 clays after the d~~;te ~nwhich_interest b~gan. to 
accrue on any_ part of such obhf:!:atH;m (or, If ~uch obhga_twn 
is one of a senes, on the first obhgatwn 1ssued 111 such senes). 

[ (d) REoucTio:N OF ExcLusio::s- IN CAsE oF LATE FILING OF CERTAI:N 
NoTicEs oF' AcQUISITION.-If, with respect to an acquisition of stock or 
a debt obligation which is all or part of an original or new issue to 
which an Executive order i~sued under subsection (a) is applicable 
(other than an E:tecutiye order which i~ applicable_ t? _a limite~ aggre­
gate amount of such Issues), the notice of acqmsit!on re9t11red by 
subsection (a) is ndt filed on or before the last day ( mcludmg exten­
sions of time) specified in the tegulations prescribed by the Secretary 
or his ~elegate under such subsection, the exclusion ptovid~d. ~y such 
Executive ofder shall not apply to 1 percent of such acqms1t10n for 
each 30-day period or fraction thereof lifter such last day during 
which such failure continues, except that in no event shall such ex­
clusion be reduced under this subsection by more than 5 percent of such 
acquisition. · 
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[(e) FuLFILLM:EXT OF TR:UTY 0BLIGATIONs.-In determining 
w lu~ther to issue an Executive ordex under subsection. ( & ) with respect 
to a :foreign country, and in determini~ whethilr to revoke or modify 
an Executive orde:r issued under snbsection (a} with respect to a for­
eign col'.llltry (whether isgued before or after the emwtmflnt nf this 
subsectio-n) , the President may take into account whether sueh foceign 
cotmtry is a:coording privileges to United States persms· in conformity 
with treatieS' of friendship, commerce, and navigation between the 
United States and such foreign country. · 

[SEC. 4918. EXEMPTION FOR PRIOR AMERICAN OWNERSHIP AND COM­
PLIANCE. 

[ (a) GENERAL RuLE.-The tax imposed by section 4911 shall not 
apply to an acquisition o£ stock of a foreign issuer or a debt obligation 
of a foreign obligor if it is established in the manner provided in this 
section that-

[(1) the person from whom such stock or debt obligation was 
acquired was a United States person throughout the period of his 
ownership or continuously since .July 18, 1963, and was not in­
eli~ible, under the provisions of this chapter, to dispose of such 
stock or debt obligation as a United States person; and 

[ ( 2) such person-
[(A) had paid the tax imposed by section 4911 with re­

spect to the acquisition of such stock or debt obligation by 
such person; or 

[(B) acquired such stock or debt obligation without lia­
bility for payment of such ta.x. 

[(b) ESTABLISHING EXEl\IPTION FOR PRIOR AMERICAN OwNEJ:.SHIP 
AND CoMPLIANCE.-

[(!) CoNCLUSIVE PROOF.-For purposes of the exemption for 
prior American ownership and compliance provided in subsec­
tion (a)-

[(A) a validation certificate, evidencing that the person 
fro-m 'Yhom s~ock of a forei~n issuer or a debt oblig~tion ?f 
a formgn obhgor was acqmred was a person descnbed m 
subsection (a), issued by the Secretary or his delegate (or by 
any officer or employee of the United States designated by 
the Secretary or his delegate) and filed in accordance with 
the requirements prescribed by the Secretary or his delegate ; 
or 

[(B) a written confirmation (referred to as an lET clean 
confirmation) received. by the person acquiring such stock 
or debt obligation from a participating firm acting as a broker 
in effecting the acquisition (or acting for its own account) 
which contains no reference to liability for the tax imposed 
by section 4911, 

shall be conclusive proof that such exemption applies with respect 
to- the acquisition of the stock or debt obligation described in such 
certificaM or confirmation, if the person making the acquisition 
relies in good faith on the validity of such certificate or confirma­
tion. 

[(2) OTHER PROOF.-If the person making an acquisition of 
stock or a debt obligation shows reasonable cause for his inability 



year or more but less than ~ year~ made during the period begjnning 
February 11, 19651 a;nd endmg w~th the dateo~ the emt?tment of ~~~e 
Interest Equalizati<;m fax Extens.IOI,l Act ot.196a, the notice of acqUISI­
tion may be filed withm such penod followmg the .date of such ei~act­
ment as the Secretary or his delegate may prescribe by re~ulatwns. 

[(b) APPLICABILITY OF ExE<LJUTIVE QRDER.-An Executt_ve. order 
described in subsection (a) may be applicable ~o al~ such ongmal.or 
new issues or to any aggregate amount or clas:nficat~o~ .thereof ~wl~Ich 
shall be stated in such order and shall apply to acq~ISitlonsoccurrm~ 
during such period of time as shall be stated the:em. I! the order IS 
applicable to a limited aggregate amount of such Issue~ 1t shall apply 
(under re~ulations prescr~bed b:y the Secr~t!'l'~Y or his delegate) .to 
those acquisitions as to which notice of. acqmsitwn .":a~ firstfile.d, PI?­
vided that in the case of any such notice the acqUISition descn~)ed m 
the notice is made before or within 90 days after the date: of fi~mg or 
within such longer period after such date as may be specified m such 

order. £ 1 · t. 
[(c) ORIQIXAL oR NEw Issm;;.-For purposes o .t ~1s sec Jon-. 

[ ( 1) stock shall be treated as rart of an Orlg"lll~l or new ISSUe 
only when it is acquired from the Issuer by the Umted States per-
son claiming the exclusion; and . . 

[(2) a debt obligation shall be treated as part of an ongmal or 
new issue only if acquired not later than 90 ?ay~ after the date 
on which interest beains to accrue on such obhgabon, except that 
a debt obligation sec~red by a l~en on improvements on real prop­
erty ~which ar~ un;der _co~1structwn C?r are to be. con.stru.cted at the 
time such obhgatwn IS Issue~ ( o_r If. such obhgat~o~ IS one of a 
series at the time the first obhgatwn m such senes IS 1ssued) shall 
be tre~ted as part of a~ or gina~ or new. issue if-

((A) such obhgatwn IS acqmred not later than 90 days 
after the date on which interest begins to accrue on the total 
amount of such obligatim1 (or if. sue? ob~igation is. one of a 
series, on the last issued of the obhgahoiis m such ser1es) ; and 

((B) the United States pe~s?~ daimingthe e~clu~wn be­
came committed to the acqmsitlon of such obhgahon not 
later than 90 d::tys after the d3;te ~n ~which. interest b~gan. to 
accrue on any part of such obh~atH?n (or, If ~uch obhga.twn 
is one of a series, on the first obhgatwn 1ssned m such senes). 

((d) REDUCTIO~ oF ExcLusw~ IN CASE OF I~ATE F!L.n:m OF CERTAI~ 
NoTicEs o:l<' AcQUISITION.-If with respect to an acqms1tlon of stock or 
a debt oblig-ation which is ail or part of an ori~inal or .new is~ue to 
which a.n Executive order i!'lsued under subsectwn (a) 1s apphcab1e 
(other than an Et:ectttive order which i.s ttpplicable. t? .a limite~ ag-gre­
gate amount of such issues) , the notice of ac(Jmsit!on r{'9mred by 
subsection (a) is ndt filed on or befor.e the last (~ay ( mcludmg exten­
sions of time) specified in the teg~lat10ns prescr~bed by t~e Secretary 
or his delegate under such subsectiOn, the exclusiOn provid~d. ~y such 
Executive ofder shall not apply to 1 percent of such acqms1tlon !or 
each 30-day period or fraction thereof a~t~t such last day durmg 
which such :failure continues, except that m no event shall such ex­
clusion be reduced under this subsection by more than 5 percent of such 
acquisition. ~ 

75 

[(e) FuLFILLMEXT OF Tm:ATY OsLIGATIONs.-In determining 
whether to issue an Executive order under t>ubsection (a.) with respect 
to a :foreign country, and in detei'II1liNi~ whether to revoke or modify 
an Exe~ntive orde:r issued under snbsection (a} with l'eSpect to a for­
ei~ crnmtry (whether isS'Ued before or after the ~nactm~nt of this 
subsection) , the President may take into account whether sueh focei~];n 
country is according privileges to United States persoos· in conformity 
with treaties- of friend:S'hip, commerce, and navigation between the 
United .States and such foreign country. · 

[SEC. 4918. EXEMPTION FOR PRIOR AMERICAN OWNERSH.IP AND COM­
PUANCE. 

[(a) GENERAL RuLE.-The tax imposed by section 4911 shall not 
apply to an acquisition of stock of a foreign issuer or a debt obligation 
of a foreign obligor if it is established in the manner provided in this 
section that-

[(1) the person from whom such stock or debt obligation was 
acquired was a United States person throughout the period of his 
ownership or continuously since ,July 18, 1963~ and was not in­
eligible, under the provisions of this chapter, to dispose of such 
stock or debt obligation as a United States person; and 

[ ( 2) such person-
[(A) had paid the tax imposed by section 4911 with re­

spect to the acquisition of such stock or debt obligation by 
such person; or 

[(B) acquired such stock or debt obligation without lia­
bility for payment of such ta.x. 

[(b) ESTABLISHING ExEMPTION FOR PRIOR AMEJUCAN OwNErtSIIIP 
AND Co:UPLIANCE.-

((1) CoNCLUSIVE PROOF.-For purposes of the exemption for 
prio:r American mvnership and compliance provided in subsec­
tion (a)-

[ (A) a validation certificate, evidencing that the person 
from 'Yhom s~ock of a foreign issuer or a debt oblig~tion ?f 
a :formgn obhgor was aeomred was a person descnbed m 
subsection (a), issued by the Secretary or his delegate (or by 
any officer or employee of the United States designated by 
the Secretary or his delegate) and filed in accordance with 
the requirements prescribed by the Secretary or his delegate; 
or 

[(B) a written confirmation (referred to as an lET clean 
confirmation) received by the person acquiring such stock 
or debt obligation from a participating firm acting as a broker 
in effecting the acquisition (or acting for its mvn account) 
which contains no reference to liability for the tax imposed 
by section 4911, 

shan be conclusive proof that such exemption applies with respect 
to the acquisition of the stock or debt obligation described in such 
certificate or confirmation, if the person malting the acquisition 
relies in good faith on the validity of such certificate or confirma­
tion. 

[(2) OTHER PROOF.-If the person making an acquisition of 
stock or a debt obligation shows reasonable cause :for his inability 
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to establish such exemption under paragraph (1) he may furnish 
o~her evidence to establish to the satisfaction of the Secretary or 
Ins delegate that such exemption is applicable to such acquisition. 

[(3) CERTAIN ACQIDSITIONS BY DEALERS.-'-For purposes of para­
graph (1), if the person acquiring the stock or debt obligation is 
a participating firm acting for its own account and if such par­
ticipating firm would be entitled to issue a written confirmation 
refer~ed to in paragr~J?h (1) (B) if it were acting as a broker in 
effectmg such acqmsitlon for the account of a customer, such 
participating firm shall be treated as havin9 rece.ived a written 
confirmat~o?-. referred to in paragraph ( 1) \B) with respect to 
such acqmsitlon. 

[ (c) PARTICIPATING FIRM.- . 
. [(1) J?EFINITION.-For purposes of _this section, a participat­
mg firm1s a member or member orgamzation of a natio;nal secu­
rities exchange or association registered with the Securities and 
Exchange Commission which satisfies the eligibility require­
ments set forth in paragraph (2). 

[(2) ELIGIBILITY REQIDRE:\IENTS.-
[(A) IN GENEHAL.-A member or member organization of 

a national securities exchange or association registered with 
the ~e.curi~ies and ~xchange Commission shall qualify as a 
partle1patmg firm 1f such member or member organization 
notifies tJ:te Secretary or his delegate that it-

[ (I) agrees to comply with the provisions of this 
chapte_r and with. rt_he docn_mentation, recordkeeping, 
reportmg, and auditing reqmrements prescribed by the 
Secretary or his delegate to implement such provisions ; 
and 

[(ii) if such notification is made after August 14, 1967, 
is complying with such provisions and requirements. 

((B) PARTICIPATING FIRMS DUIUNG INTERIM PERIOD.-Dur­
ing the period commencing ,July 15, 1967, and ending on 
:\.ugust 14, 1967, the following are deemed to be participat­
mg firms which satisfy the eligibility requirements of sub­
paragraph (A) : 

[(i) all members and member organizations of the 
New York Stock Exchange; 

[(ii) all m.embers and member organizations of the 
American Stock Exchange; and 

[ (iii) members or member organizations of the N a­
tional Association of Securities Dealers, Inc., which 
reported net capital (as defined in rule 15c 3-1 under the 
Securities Exchange Act of 1934) of $750,000 in the latest 
financial statement filed with the Securities and Ex­
-change ComJ?-lission on form X-17A-5 prior to July 1~, 
1967, or whiCh effected at least 300 transactions with 
respect to the sale or acquisition of stock ·of foreign issuers 
or debt obligations of foreign obligors during either the 
~eekcommencing on .July 2,1967, or the week commenc­
mg on July 9, 1967. 

[(C) TERMINATION OF STc\.TUS.-The status of a member or 
member organization of a national securities exchange or 
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as~o~iation r~~i:;;tered with t~1~ Se~urities and Exchange Com­
. ~I\ISSlO~l qnahfymg as a partle1patmg firm. shall be terminated 
lf-

. [(i). :;;uch. member or I_neinber organizationqualiiies as 
~ part1c1patmg firm durmg the interim period described 
m subpar~graph (B) and does not submit to the Secre­
tary or lns delegate, on or before Au o-ust 15 1967 the 
notifi:?ation described in subparagraph (A); ' . ' 

[ ( n) such member or member oro-anization files a 
. w~·itten request with the Secretary or l~is delegate to ter-
nunate such status; or · 

[ (iii) the· Secretary or his delegate has reasonable 
ca:use to believe a particii?n;ting firm is failing to comply 
With the statutory ·provisiOns and procedural. require- . 
men~s _des?ribed in subparagraph (A), and notifies the 

· partl~Ipa~Ing firm of such noncompliance. 
Any termn~ation. of the status of a participating finn in ac­
eOI·dance .":Ith. tlns su?paragraph shall be effective as of the 
date,speClfied m a !lohce to such _participating firm issned by 
the Secretary or l~1s ~ele.~ate ':'Inch date _shall be subsequent 
to the date on _wluch ~nfonnatwn regardmg the termination 

· of su~l~ status I~ pub~Ishe~ for the purp?s.e of. informing the 
. remammg par1:Icipatmg firms and partwipatmg custodians. 
For P?TP?Ses of tins paragraph, an associate member or member 
orgamzatron of the N e\v York Stock Exchawre the .American 
S~ock Exchan~e7 .or a national securities ass~i~tion re!!istered 
. with the Secuntles and Exchange Commission shall be d~emed a 
member or member ~rganization of such exchange or association.· 

[(d) IssuAN_c~ oF. IE~ CLEAN 9oNJ<'IRMATION BY PARTICIPATING 
Fm:u.-A pa_rtiClpatm/6 firm may 1ssue an lET clean confirmation 
(_referred tom subsectu~n (~) (1) (B)) in connection with an acquisi­
twl?- of stock o_f a foreign Issuer or a debt obligation of a foreign 
obligor by a Umted States person-

[ ( 1) ifsuch participating firm-
[ (A) acted as a broker !~ eff~cting such acquisition and 

received from another parbcrl?atmg firm a wri~ten compari­
~on. or broker-dealer confir_matwn un~er subsectiOn (e) which 
md1eates tl_lat the exe_mph?n for prwr American ownership 
and :<?IJ?-Phance provided m subsection (a) applies to such 
acqmsitwn ; 
. l ~ ~) acted as a broker in effecting both the sale and ac­
qmsitron on the same ~ay of s~ch stock or: debt obligation and 
would have been entitl~d to Issue a written comparison or 
b!oker·dealer confirmah?n under l?aragraph (e) which in­
diCates tha;t the exe~ptloJ?- for pm;>r American ownership 
and comphance provided m subsection (a) applies to such 
acqu!s~tio~ if such acquisition had been effected by another 
partlc1patmg firm ; or · 

[(9) sold such stoc~ or debt obligation for its own account 
and ·lS a l?~r~on described iri subsection (a) with respect to 
such acqmsitwn; or 

· [(~) if such acquisition was effected by such participating 
firm m a sale by, or effected by, another participating firm on a. 
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·llational securities exchange registered with the Soour~ties and 
Exchange Commission, or in a tr-ansaction in which sach par­
ticipating firm and the participating firm effecting the :sale were 
members o:f a national association of securities dealers registered 
with the Securities and Exchan~e Commission, and i:f such ac­
quisition was -effectNl in acc.ordance with rules of mch exchange 
er sach .association which the Secretary or his delegate deter­
mines re~uir.e acquisitions exempt fron1 tax under this section 
to be dfected in such a manner that the requirements o:f sub­
section '(e) 'ftr.e:satisfied. 

Any lET clean confirmation issued under this subsection shall be 
clearly distinguishable :from any other confirmation issued with re­
spect to an acquisitiom o:f stock -of a foreign issuer or a debt obligation 
of a foreign dbligor<by a partieipating firm. 

{(e) SALES iEFHECTED\BY PARTICIPATING Fm:us IN CoNNECTION vVITH 
ExEl\IPT AcQUISITION;S.-A participating firm selling, or effecting the 
sale of, stock of a foreign issuer or a debt .obli~ion of -a foreign 
obligor may ~ssue a written comparison or broker-dealer confirmation, 
which indie11tes the exemption f@r prior American ownership and 
<Compliance provided in subsecti-on (a) applies to the acquisitiOn of 
such stock or debt obligation, only if such participating finn (or an­
'Other paTticipating firm for which the sale is being eff6cied) has in its 
possession'( except in the case of a sale by a participating firm selling 
:for its own account and in the case of a sale for another·participating 
firm or a par't!icipating custodian to which paragr-aph (4) applies) a 
statement, upon which such participating firm ( Qr such other pavtici­
-pating :firm) relies in good faith, executed under penalty o:f perjury 
by the person making the sale, establishing that such perSQn is a 
United States :person and is the owner o:f all stock of forei~ issuers 
and debt obligations o£ :foreign obligors carried in the records of such 
participating ;fil'lll (or such other participating firm) for the accmmt 
of such person; and such participating firm (or such other partici­
pating firm) either-

[(1) (A) at the close o:f fflisiness on.;July 14., 1~, carnied such 
· . st.OOk nr debt 10bligution in its records . (on a tra:de-date basis) :for 

the account 1'ff .the. seller ; and 
[(;B) included ·such ·stock or debt obligation in ·the transition 

inventory referred to in subsection (g) filed or to he filed on 
on or before the,due date by such participating firm with 'the Secre­
tary or his delegate in accordance with the provisions o:f such 
subsection; 

[(2) after July :14, 1967, acquired such stock:ordebt obligation 
:for its own account, i:f the exemption for prior American owner· 
ship and compliance provided in subsection (a) applie<ll to such 
:acquisition by reason o:f subsection (b) ( 3), or-

[( A) sold for its OW,!l account such stoc.k or debt ~b~iga­
tion to the·seller, or actmg as broker effected the :acqmsition 
of such stock or debt obligation by the seller, ':if the exemp­
tion for prior American ownership and compluuu1e provided 
in ;subsection {a) applied to sueh acquisition ·by reason o:f 
subsection (b) (1) (B); and 

r[(B) continuously carried in its !lleoords on a trade-date 
!basis 'for the account of !the seller such stock: or debt 
obligation; 

79 

[ ( 3) (A) sold :for its own account such stock or d~ obligation 
to the seller, or acting a.s .ti"broker effected the ac,q.uisition of such 
stoc.k or d!.lbt obligation by the seller, if, by rea,scm o:f subsection 
(b) ( 1) (B) (or b1 reason of subsection (c) or (d) as in effect with 
respect to aGquisitions before July 15, 1967), the exemption for 
prior American OWJlership and compliance provid~ by subsection 
(a) (or the e~emptio.n for prior American ownersh.ir. provided by 
subsection (a) as in effect with respect to 1J-~quisit.Ions before 
July 15, 1967) applied to sQeh acquisition; an<} 

[(B) aft~r July 14, 1967, receiVed from the seller the iden­
tical steck cerlificat~ or evidef\.ces of indebtedn~s which it had 
previously delivered to the seller with ~sp.ect to such acquisition 
by the seller; · 

[ ( 4) recei':"e~ po~ession of such. stock or 4e~t o~li~ation from 
another p~rtlcipatmg firm or fr~m a. parhcipatmg custodian, 
together with a transfer of custody cert~ficate, as provided in sub­
section (h) ; 

((5) receives froin the seller stock which was registered before 
July 19, 1963, in the name of thfl seller by a participating custodian 
whiCh acted as transfer agent o,r registrar in registering such 
stock; 

[( 6) receives a validation certif}cate issued by the Secretary or 
his delegate eviden~iJ.lg that the seller is a p!.lrSol). described in sub­
section (a) with respeCt to such stock or debt obligation and files 
s~ch certifica!e wit.h the Sec_retary or his deJega~ in accordance 
with_ the r~q:tnrements prescrJ.bed by the .Se~retary or his delegate; 

[(7) withholds :from the proceeds of .such sale (with the con­
~ent of the sel.ler) . an amount equal t?. t~e tax which would be 
Impose<} under section f911 on the acqlUSitl.on of such stock or debt 
ohligation by the purc}laser if such ~cquisition were not exempt 
from su!?h ta)( under this section; 

((8) sells for its own ac!?ount and pays the tax impOI'led under 
section4911 on its acquisition o:f such stock or debt obligation not 
late.r than the t~me it would pe required to pay over such tax to the 
Secretary or his delegate if such tax were withheld unqer para­
graph (7); or 

[(9) conditions set :forth in regulations prescribed by the Sec-
retary or his delegate are met. 

~he withholding under paragraph (7) shall be treated (l.S the co:llec­
tlon o:f the tax Imposed under section .4.911 on the (lcq.uisition by the 
seller of SlJCh stock or debt obligation a,nd shaH be paid over .to the Sec­
retary; or his de~egat~ ,or ;r~lea~d to (he se!ler 11t sucb. time .an<;l i.n Sl!Ch 
man_ ne ___ r as P_ rpvi. ded m regulatiOn_ .s. P_ res_er1bed by th_ e ... Sec_retar_ v_ or his 
delegate, For purposes of par~graphs (2), (3), (5), and (7), the term 
"seller" does not i11clude a p.arti.cipating fi.rm selling for its own 
account. 

[ (f) PA~T.ICIPATI.NG GusTOPlAN.~ 
[( 1) DE;FINI'fiO::tr .-For purposes of this ~ction, ~ participating 

cus~iJlU .is a b.a:n]): ,Q:r tr-1.1s.t Wnn>:any iusu.red by the Fe<leral De­
posit Insura,nce. Corpo,r~tion which satisfies tll~ eligibility requi:re-
ments set forth m p.ar.agra ph {2), · · 

[ ( 2) ELI!JJ,BU,;rT¥ ~EQlJl~~N',l'B.-:- . . 
[(A) IN GENERAL.-A bank or trust company insured by 

the Federal Deposit Insurance Corporation may become a 
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participating custodian if such bank or trust company notifies 
the Secretary or his delegate that it-- · . · ·. 

[ ( i) agrees to comply with the provisions of this chap­
ter and the d,ocumentation, record-keeping, reporting, 
and auditing requirements prescribed by the Secretary 
or his delegate to implement such provisions, m~d . 
· [(ii) if such notification is made after August 14,1967, 

is complying, with such provisions and requirements. 
((B) PARTICIP4TING CUSTODIANSDURING INTERil\{ PERIOD.­

During the period commencing July 15, 1967, and ending on 
August J4, 1:967, Federal ~serve m0mber banks which are 
classified as reserve qity banks are deemedto be participating 
custodians which satisfy the eligibility requirements of sub­
paragraph (A). 

((C) TERMINATION OF STATUS.-The status of a bank or 
trust company insured by the Federal Deposit Insurance Cor­

.. poration as a participating custodian shall be terminated, if-
. [ ( i) such bank or ~rust company qualifies as a partic­

ipating firm during the interim period described in sub­
paragraph (B) and doesnot submjtto the.$ecretary or 
his delegate, on or before August 15, 1967, the notification 
described in subparagraph (A).; 

[ ( ii) such bank or trust company files a written re­
quest with the Secretary or his delegate to terminate such 
status; or 

[ (iii) the Secretary or his delegate has reasonable 
cause to believe a participating custodian is failing to 
comply with the statutory provisions and procedural re­
quirements described in subparagraph (A), and notifies 
the participating custodian of such noncompliance. 

Any termination of the status of a. participating custodian 
in accordance with this subparagraph shaH be effective as of 
the date specified in a notice to such participating custodian 
issued by the Secretary or his delegate which date shall be 
subsequent to the elate on which information regarding the 
termination of such status is published for the purpose of 
informing the remaining participating custodians and par­
ticipating firms. 

[(g) FILING OF TRANSITION lNVENTORY.-A participating firm and 
participating custodian which qualifies before August 15, 1967, shall, 
on or before August 15. 1967, file an inventory (designated as a 
transition inventory) with the Secretary or his delegate which shall 
include all stock of foreign issuers and debt obligations of foreign 
obligors carried in its records (on a trade-date basis) by such par­
ticipating firm or participating custodian as of the close of business 
on July 14, 1967 (excluding, in the case of a membe.r or member 
organization which becomes a participating firm ~fter July 15, 1967, 
and in the case of a bank or trust company whiCh becomes a par­
ticipating custodian afte.r July 15, 1967, stock and debt obligations 
not also carried in its records (on a trade-date basis} as of the close 
of business on the day prior to the day on which it became a partici­
pating firm or participating custodian), together with such infor­
mation as may be required by the Secretary or his delegate. 

.f 
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[(h) ·,TRANSFER OF CusToDY CERTIFICATE.-
. ( ( 1) NATURE OF CERITIFICATE.__c. A certificate (designated as a 
transfer of custody certificate) may be issued in accordance with 
paragraph (2) by a participating tirm or participating custodian 
in connection with a delivery of stock of foreign issuers or debt 
obligations of foreign obligors which are carried in its records 
for the account of a United States person to another participat-
ing firm or participating custodian. . 

[(2) AuTHORIZED TRANSFERS OF CUSTODY.-A participating firm 
or. participating custodian shall issue a transfer of custody cer­
tificate only if, with respect to the stock or debt obligations de­
scribed in such certificate, such participating firm or partici­
patitig custodian (or another participating firm or participating 
custodian for which the delivery is being effected) has in its 
possession a statement upon which such participating firm or 
participating custodian (or such other participating firm or par­
ticipatmg custodian) relies in good faith, executed under _penalty 
of perjury, by the person for whose account the delivery Is being 
made, e8tabhshing that, such person is a United States person 
and i$ the owner of all stock of foreign issuers and debt obli­
gations of foreign· obligors carried in its records for the account 
of such person, and if either-

:.: [(A) such participruting firm or participating custoclimi.-
[ (i) carried in its records (on a trade-date basis) at 

the close of business on July 14, 1967, for the account of 
a United States person the stock or debt obligation cle­
scri'bed in the transfer of custody certificate; and . 

[(ii) includes such stock or debt obligation. in the 
transition inventory referred to in subsection (g) filed or 
to be filed on or before the due date by such participating 
firm with the Secretary or his delegate· in accordance 
with the provisions of such subSec.tion; 

· [(B) such participating firm or participating custodian 
. !'eceived a like 'a:mount of sto~k or debt obligations described 

m the transfer of custody certificate from another participat­
ing firm or participating custodian accompanied by a trans­
fer of custody certificate with respect to such stock or debt 
obligation; 

[(C) such participruting firm-
[ ( i) effected as broker (or for its own account) the 

<acquisition of the stock or debt obligation described in 
the tvansfer of custody certificate, and the exemption for 
prior American ownership and compliance provided in 
subsection (a) applied to such acquisition by reason of 
subsection (b) (l).(B); and · 

[ (ii) continuously carried in its records for the ac­
count of the person who acquired such stock or debt obli­
gation, or received from such person, the identieal stock 
certificates or evidences of indebtedness which it had pre­
viously delivered to such person in connection with such 

· <acquisition; 
[(D) such participating custodian received an lET clean 

confirmation in connection with the acquisition of the stock 
72-115-76-·6 



82 

or debt obligation described in the tr.ans£e.r t>f ,eustady certifi­
cate for the person for whose account such stock or ~t obli­
gn.tion is carried in ~ts r.eeords ; or 

[ (E) conditions set £ooth in r.egula;tions pr~bed :by the 
Secretary .or his delegate ue met. 

[ ( i) CERTAIN DEBT 0BL:OOATWNS Alusr11m OUT OF LoANS 'f~ Ass eRE 
RAw MA'.f'!\:RIAL 8ouRoEs.,..,.....UJlld.er ·r.egu1ations pr.escribed by tlite Secre­
tary or his delegate, subsection {a) sha.U not apply to the·~u.isition 
by a. United States person of any debt obligation. to whlch f3eetion 
4914((1) applied wll8e the acquisition of the debt obligat~n by such 
person is :made W'itJl an intent to sell, or ro off-er to seil1, ll!ltY pa:rt of 
such d~t obligati<>n to I:'nited Sta:tes pePSOns. The preoo&iHJ!~'·~;~eRtence 
shall not apply if the tai'r imposed by section 4911 has appli~ to any 
prior acquisition of such debt ob}igatlon. 

{(j) REGULATIONs.-The Seeret.ary or his delegate shall ~ribe 
sucl~ regulations as may he .necessary to carry out the purposes .of this 
sectw.n. 

[S:EC. 4919. SAJ,~ BY UNJ>ERWRITERS AND DE~~ItS 'fQ ~JiiiGN 
PERSONS. 

[ (a) C.lU<mrr OB fu:.F:u~D.-~ '(he .tax paid Qnder .sectic:m 4911 on the 
acquisition of stock or debt obligations of a :£or.eig;n iSSWlr or .obligor 
shaH constitute :a.n ove.rpa:v:m.ent of ta11: to \the extent thttt such stock 
or cle,bt obligations-

[ (1) PRIVATE Pf,ACEMEN'ffl ANI} PUBJ,,I,C OFFE~NGS.-Are acquired 
by an unde.ywriter in co.unection with lJ. prhr-at.e placement or a 
public offering by a foreign issuer .o.r .obl~igor (.or ~ person or per­
sons directly or indirectly ~ontrolli.llg, .controUOO. by, or under 
common contr.ol w·ith .such issuer or ®Iigor) -and .are sold as part 
of such private placement or public .offerjng by the underwriter 
(including sales by other .underwriter,s who are United States 
persons participating ir). the placement or distribution of the stock 
or debt obligations acquir:ed by the l;U,J.~envr.irter) to pWSons other 
than United Sttttes persons; 

((2) CE~TAI:N DEBT OBLIGA'nONs.-CoRSis.t of .debt obligations­
( (A) acquired by a dealer in :the ordinary cQurse of his 

business and .sold by him, within 90 days after .their pur-
chase, to-- · 

[(i) persons other th41n United States ~ons, or 
[(ii) m10ther deakr who resells the:rnwithin 30 days 

after the day of purchase to persons other than United 
States persons; or 

I (B) acquired by a dealer in the ordinary .course of his 
business to cover short sales -made by hi,m, within 90 days 
before their purchase, t.o--

[ ( i) persons other than United States persons, or 
£( ii) another dealer who resold them within 30 ~ays 

after the day of purchase to persons other than Umted 
States persoJ,ls; or 

((3) CERTAIN ST.OCK.-Consist of stock-
((A) acquired by a dealer in th~ orclin;:try course of his 

h.usiness and sold by him on .the day of pl.lrcha~»e-9r on either 
of the tw:o succeeding busines;; ~ys to--

.f 
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[( i} pN·sons .other than U uited States persons, or 
[{ii) al10ther <.lealer who :re~ells it on the s.ame or the 

ooKt l.>:usiness .day .to persons other than United States 
persons; or . . . 

[.(B,) .acqui.r.e.d l;>y .a dealer 1.u tOO .o~d.mary .course of Ins 
bu-siness to cov& shor.t sales made by han on the .day of pur­
chase or on .either .of the tw.o procedJl~ busine-ss days to--

E
.,( i) pe1:20ns other tha.n United States persons, 'Or 
( ii) another dealer who r,esold it on the ~me or the 

next business day to persons .other than Unitea States 
pe-rsons. . . . . . 

Unde.r reg.ulat:i<>us pr.esc.ribed by the Secn~tary .or h10> delegate, credit 
·( ~vitlaout interest} .o.r ooflltlld s.Iiall be allowed or made with respect to 
such overpayment. F,o.r .p.urpuse.s .of pa1·~raphs ,(2) l41.lld (3) of this 
subsection &nd ·f<=>r purposes .of paragra;pli {3~ of .subsection (b), the 
.day of purchase or sale of MlY stock or debt .obligation is.the day on 
which .an order to ,purch111se ort<> sell, .as the case may.~, J.S executed. 
The Pr.esident may be Executi:ve QI!oor (which s.hal_l he .app. licable for 
such period and suiJject to <Bll;Cb cond-itions ~s may be specilie<l therein) 
extend the .period of .two huSUJ.ess days spec).fied m suhparag~a phs (A) 
and {B) .of paragraph (.3) t.o not to erweed 13 calenda-r days m the ease 
of acquisitions m.ade far customers and not £or investment purposes, 
but any ,such extension shall he applicable only in cases where the 
acquiring de~Uer has .s.uhr:W.tted to the .Secretary @r his delegate in ad­
v_ance a s.atisfactory procedure _£or identifying which of his acquisi­
i.wns are for customers ,and which ,are :£or mvestment purposes. 

[(b) EvJ.D.ENCE To Suwoo!l' f\I~'&I)[TO.R ~xQ.~ 
[(1) LN- G.EN~.RAL.-.Ctueilit or :refttnd Shall be allowed to an 

underwriter or ~aler under .suhsee.tion (~) with respect to any 
stock or debt .ohlig..,tion sQld .by him .only if :th.e underwriter or 
dealer-

[.( A) Jiles w:itli 1t.he .:return ·required by sediQll 6011 (d) on 
wliich cr.edit is clain:ted, .or with the claim .for refund, such 
information as the Secretary or his .delegate may prescribe 
by I:egulat.iQI1s,,and . 

[(B) .establishes that ~uch .stock .or ,debt obligation was 
.sold to a ,p.er.son other Ulan .a United States pers@n, and 

[(C) in any case to which subpa.:ragraph (A) or (B) of 
su'osection (a) (3) applies and whichinvolvesasaleeracquisi­
tion -occurring after the expiratiQll of the two-business-day 
period specidioo th-erein, establishes that the sale or acquisi­
tion complied with the appJicaJhle .Executive order issued 
under the last sentence oi sUbsection {.a) and that the proce­
dure.submitted under su.chsente.nce was f-ol10wecl.. 

In any .case whe-re .two or more unde-rwriters form a gll'O'"-P for the 
purpose oi p.urchasi:og .and distributing ·(;thr.ou~h re.sale) stock or 
debt obligations of .a single foreign ·issuer .or ooli~r, any onp. of 
such underwriters may., rto .the e.¥:tent provided by regulations 
prescribed ·hy .the Secretllll'y or his delegate, ,satisfy the require­
ments of this paragraph ori behalf of all such ,underwriters. 

[(2) .C~I.N &.WS ,ny UNDl'mV.JU!fEBS,,.....J.For purposes of para­
gr,aph ,(1) (B)~ in.the case of a el8.d.m for c:redit .or refund under 
subsection (a) (1) with respect to st~ .or a ,debt obligation 



84 

acquired by an underwriter and not sold by him directly to a 
person other 'than a United States person, a certificate of sale to 
a foreign person (setting forth such information, and filed in such 
manner, as_ the Secretary or his delegate may prescribe by regula­
tions), executed by the underwriter who made such sale, shall be 
conclusive proof that such stock or debt obligation was sold to 
a person other than a United States person, unless the underwriter 
relying upon the certificate has actual knowledge that the certifi­
cate is false in any material respect. 

[(3) CERTAIN SALES BY DEALERS.-
. ((A) SALES ON NATIONAL SECURITIES EXCHANGES.-For pur­
poses of paragraph (1) (B), in the case of a claim for credit 
or refund. un~er subsecti<;m (a) (2),_ ~he sale by a dealer of 
a ?~bt obhgatio;n. on a national secunbes e~cl~ange ·registered 
mt~ the Secunbes and Ex.change CommissiOn su'bject to a 
special contract (and not m the regular market) shall be 
conclusive proof that such debt obligation was sold to a per-

. son other than a United States person, if such exchano-c has 
in" effect ~t the time of the sale rules providing that-~=> 

[(I) a member or member organizat.ion of snch 
exchange selling a debt obligation as a dealnr. or effectino­
the sale as broker of a debt obligation on behalf of ; 
dealer, on such exchange subject to a special contract (and 

. not in the regular market) shall furnish to the rrwmber or 
member organization purchasing such debt obli<ration 
as a dealer, or effecting the purchase as broker of such 
debt obligation bn behalf of a dealer, a written confirma­
tion or comparison stating that such sale is being made as 
a dealer, or on behalf of a dealer; and · 

[ ( ii) if the purchaser of such debt obligation is a dealer 
(whether or not a member or member organization of 
such exchange), theterms of the contract applicable to 
such sale shall require the purchasing dealer to lindertake 
to resell such debt obligation within :-w davs after the day 
of purchase to~ person other t~an ~ UJ?-ited States person. 

A dealer who acqmres a debt obhgatwn m a transaction in 
which 3; ":'ritten. confirmation or co~parison described in 
elause (I) IS furmshed shall not be entitled to a credit or re­
fund under subsection (a) ( 2) with respect to his acquisition 
of such debt obligation unless he establishes that such debt 
obligation was sold by him within 30 days after the day of 
purchase to a person other than a United States person. 

[(B) OVER-THE-COUNTER SALES.-For purposes of para­
graph (1) (B), in the case of a claim for credit or refund 
under subsection (a) (2) or (a) (3) with respect to a sale 
not ~n a national securities exchange, a written confirmation 
furmshed by a member or member organization of a national 
securities association registered with the Securities and Ex­
chang~ C_ommission stating that such member or member 
orgamzatwn-

l(i) _effected the purchase as broker of a stock or debt 
obhgatwn on behalf of a person other than a United 
States person, • · 
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[(ii) purchased a stock which he resold on the day of 
purchase or the next business day to a person other than 
a United States person, or 

[ (iii) purchased a debt obligation which he resold 
within 30 days after the day of purchase to a person 
other than a United States person, 

shall be .conclusive proof that such stock or debt obllgation 
was sold to a person other than a United States person (un­
less the dealer relying upon the confirmation has actual 
knowledge that the confirmation is false in any material re­
spect), if such association has in effect at the time of the 
purchase rules providing that a member or member organiza­
tion who effects a purchase of, or purchases, a stock or debt 
obligation from a dealer who notifies such member or member 
organization that such stock or debt obligation is being sold 
by such dealer and that such dealer intends to claim a credit 
or refund under subsection (a) ( 2) or (a) ( 3), shall furnish 
to such dealer a written confirmation stating that the pur­
chase of such stock or debt obligation was (or was not) ef­
fected by such member or member organization on behalf of 
a person other than a United States person, or that such stock 
or debt obligation was (or was not) sold by such inember or 
member organization on the day of purGhase or the next busi­
ness day in the case of stock, or within 30 days after the day 
of purchase in the case of a debt obligation to a person other 
than aU nited States person. 

[(4) SALES OF STOCK BY DEALERS.-For purposes of paragraph 
( 1) (B), in the case of a claim for credit or refund under subsec­
tion (a) ( 3), the sale by a dealer of stock on a national securities 
exchange registered with the Securities and Exchange Commis­
sion subject to a special contract (and not in the regular market) 
shall be conclusive proof that such stock was sold to a person other 
than a United States person, unless such dealer has actual knowl­
edge at the time of such sale that the purchaser of such stock is a 
dealer (whether or not a member or member organization of such 
exchange). 

[ (c) DEFINITIONs.-For purposes of this section-
[ ( 1) the term "underwriter" means any person who has pur­

chased stock or debt obligations from the issuer or obligor (or 
from a person controlling, controlled by, or under common control 
with such issuer or obligor), or from another underwriter, with a 
view to the distribution through resale of such stock or debt 
obligations; 

[(2) the h~rm "dealer" means any person who is a member of a 
national securities association registered with the Securities and 
Exchange Commission and who is regularly engaged, as a mer­
chant, in purchasing stock or debt obligations and selling them to 
cn~>tomers with a view to the gains and profits which may be de­
rived therefrom; and 

[ ( 3) the term "persons other than United States persons" in­
eludes any foreign branch whose acquisition of stock or a debt 
obligation of a foreign issuer or obligor from an underwriter or 
dealer is excluded from the tax imposed by section 4911 by reason 
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of the rast s-entenc-e of s~ti6n 4914(b) (2) (B}, but only with re­
spect to the aC'qn:i'srtron of stack or debt obligations to which such 
exclusion applies. 

[SEC. 4920. DEFINITIONS AN.D SPECIAL RULES. 
[ (a) IN GENERAL.-Fo:F purposes o-fi thischapter­

[(1) DEBT OBLIGATION.-
[(_A.) IN GENERAL.~Except as provided in subparagraph: 

'B), the term "debt obligation" means-
[ ( i) Any indebtedness, whether or not represented by 

a bond, debenture, note, certificate, or other writing, 
whether or not secured by a mortgage, and whether or 
not bearing interest; and 

[ ( ii) any interest in, or any option or similar right to 
acquire, a debt obligation referred to in this sub para­
graph, whether or not such interest, option, or right is 
in writing. 

For purposes of the preceding sentence, the term "indebted­
ness" includes obligations arising under a lease which is 
entered into principally as a financing transaction. 

[(B) ExcEPTIONs.-The term "debt obligation" shall not 
include any obligation which-

[ ( i) is convertible by its terms into stock of the ob­
ligor, if it is so convertible only within a period of 5 
years or less from the date on which interest begins to 
accrue thereon; or 

[ ( ii) arises out of the divorce, separate maintenance, 
or support of an individual who is a United States person. 

[(.2) STOcK.-The term "stock" means-
[(A) any stock, share, or other capital interest in a cor-

poration; 
[(B) any interest of a partner in a partnership; r (c) any interest in an investment trust; 
[(D) any indebtedness which is convertible by its terms 

into stock of the obligor, if it is so convertible only within a 
period of 5 years or less :from the date on which interest 
begins to accrue thereon; and 

[(E) any interest in. or option or similar right to acquire, 
any stock described in this paragraph. 

((3) FoREIGN ISSUER OR OBLIGOR.-The terms "foreign issuer", 
"foreivn oblio-or", and "foreip:n is~m<'r or obliA"or" mean any issuer 
?f stock or obligor of a debt obligation, ru; the Gase may ~' which 
lS-

[(A) (i) an international organization of which the United 
St.atRs is not a member, 

[(ii) the ~overnment o:f a :foreign country or any political 
subdivision thereof, or an agency or instrumentality o:f such a 
government, 

((iii) a corporation, partnership, or estate or trust which 
is not a United States person as defined in paragraph ( 4); or 

[ ( iv) a nonresident alien individual; 
[(B) subject to the provisions of subsection (e), a donwstic 

corporation which, as of July 18, 1963, was a management 
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twmpany registered under the Investment Company Act of 
1940 if~ 

[ ( i) at }t?-ast 80 percent of the value o~ the stock and 
debt obligatiOlls owned by such corporjltJ.on 01l July 18, 
1963, and a:t least 80 ~rcent of the va.ltle o~ the stock and 
debt obligations owrted by such co1-porat1on at the t>nd 
of every calendar quarter t?erea:f~r (through_ t?~ qu~r­
ter preceding the quarter In winch the acquuntwn m­
volved is mnde), consists of stock or debt obligations of 
foreign issuers or obligors and other debt obligations hav-
ing an original matu~ty of 90 days or less; . 

[ ( ii) such corporatwn elects to he treated as a fort>1gn 
issuer or obligor for purposes o£ this chaptt>r; and . 

[ (iii) such corporation does not materially increase 1ts 
assets during the period from July 18, 1963, to the date 
on which such election is made through borrowing or 
through issuance or sale of its stock (other than stock 
issued or sold on or before September 16, 1963, as part of 
a public offering with respect to which a registration 
statement was first filed with the Securities and Exchange 
Commission on July 18, 1963, or within 90 days before 
that da,te) . 

The election under clause ( ii) shall be made on or before the 
60th day rafter the date of the enactment of this chapter under 
regulations prescrilbed by the Secretary or his delegate. Such 
election shall be effective as of the date specified hy the cor­
poration, but not later than the date on which such election 
is :made, and shall remain in effect tmtil revoked. If, at the 
close of any succeeding calendar quarter, 15 percent or more 
in value of the outstanding stock of the company is owned, 
directly or indirectly (within the meaning o:f sectioo 4915 ~a) 
( 1), by one person, or the company ceases to meet the reqmre­
ment of clause ( i), the election shall thereupon (with respect 
to quarters after such calendar quarter) be deemed revoked. 
When ·an election is revoked no further election tnay be made. 
If the assets o:f a foreign corporation are acquired 'by a do­
nrestic corporation in a reorganization described in subpara­
graph (D) or (F) of section 368(a) (1), the two corpora­
tions shall be cortsidered ra single domestic corporation for 
purposes of this subparagraph; or 

[(C) a domestic corporation which together with its sub­
sidiaries (if any)-

[(i) is primarily engaged in the lending or finance 
business through offices located outside the United Statt>s, 
and 

[ ( ii) holds itself out, in the course of such business 
outside the United States, as lending money to the public 
generally, 

nnd which elects to be tre;ated as a foreign issuer or obligor 
far purposes of this chapter. The election under the preceding 
sentence shall be made on or be.fore the 60th day after the 
date of the enactment of this subparagraph or the 60th day 
after the organization of the corporation, whichever is later,. 
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. under regulati?ns prescribed by .the Secretary or his delegate. 
Any such electiOn sha:ll ~ effectrve as of January 26, 1967, or 
the date of the or~rz~hon of the corporation, whichever is 
later, and shall.remam m effect until revoked. If, at the close 
of any succeedn~g calendar quarter, the corpovation ceases 
t? meet the reqmrement of clause ( i) or clause ( ii), the elec­
tiOn shall thereupon (with respect to quarters a:l!ter such 

. calendar quarter) be deemed revoked. When an election is 
revoked no further election may be made. 

[ ( 3A) For purpose~, of p~ragraph ( 3 [A] ) (C)-
. [ ( ~) the t~rm lendmg or finance business" has the mean­

. r~g grven to rt by section ?42(d) (1), except that the por­
tion of subparagraph (B) ( r) of such section following "60 
months" shall be disreO'arded · 

[( 
. 0 ' 

B) a corpo~atwn s~all be considered a "subsidiary" of 
another co~poratwn only If stock possessing at least 50 percent 
?f ~he votmg power of all classes of its stock is directly or 
md,rr~ctly owned .by sue~ other corporation and the two cor­
poratiOns are affiliated, wrth each other· and · · 

[(C) a corporation primar!ly engaged in lending money 
to. on~ or more. other corporatiOns each of which is affiliated 
With It and satisfies the requ!rements of clauses ( i) and ( ii) 
of p~ragraph (3) (C) shallrtself be deemed to satisfy such 
reqmrements. 

~?r purposes o~ this paragraph, two corporations are "affiliated" 
w rth each other If ~hey are meJ?bers (or would be members if they 
we~e ?oth domes_tic corpo~a.twns) of the same affiliated group 
( ''athm the mean~ng of sectiOn 1504). For purposes of determininO' 
~vhether a domestic corporation is primarily eno-aO'ed in the lend~ 
r~gor fi~ance J:msiness, own~rship of stock of an ~'lffiliated corpora­
tiOn wluch satisfies the reqmrements of clause ( i) or ( ii) of para­
graph ( 3) (C) shall be disregarded. 

((3B) CERTAIN DOMESTIC LENDING OR FINANCING CORPORA­
TIONS.-

~ (A~" IN G~NE~L·--:-The terms ."foreign issuer", "foreign 
obligor '·and forergn rssuer or obhgor" also mean a domestic 
c~:)l'poratwn whic~ is a quali.fied lending or financing corpora­
bon {as defined m subsection (d)) and which elects to be 
trea~ed, fo~ purposes of this chapter, as a foreign issuer and 
forergn obhgor. . 

[(B) ELE~ION.-An election under subparagraph (A) 
shall b.e made m such_ manner as the Secretary or his delegate 
prescrrbes by regulatiOns. Any such election shall be effective 
as of the da!e thereof and shall remain in effect until revoked. 
~f, at any tu:r:te, the corporation ceases to be a qualified lend-

. mg or financmg corporation, the election shall thereupon be 
deem.ed revoked. 1Vhen an election is revoked, no further 
e!ectwn m~y be n;ad~ .. If an elect~on is revoked, the corpora­
tiOn sha~l mcur habrhty at the time of such revocation for 
the tax Imposed bv section 4911 with respect to all stock or 
debt ob_liga,tions w~ich wer~ aconired bv it during the period 
for whiCh the electwn was m effect and which are held by it 
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· · · :at the time of such revocation ; and the amount of such tax 
~hall be equal to the amount of tax for which the corporation 
would be liable under such section if it had acquired such 
stock or debt obligations immediately a.fter such revocation. 

. [(4) UNITED STATES PERSON.-The term "United States person" 
mean~ 

[ (A) a citizen or resident of the United States~ 
[(B) a dofi?.estic partnership, 
( (C) a domestic corporation, other than a corporation de­

Scribed in subparagraph (B) or (C) of pamgraph (3) or in 
paragraph (3B), 

[(D) an agency or wholly-owned instrumentality of the 
United States, 
t [(E) a State or political subdivision, or any agency or 

· instrumentality thereof, and 
· [(F) any estJate or trust-

. . [ ( i) the income of which from sources without the 
: United States is includible in gross income under subtitle 

A (or would be so includible if not exempt from tax 
· under section 501 (a), section 521 (a), or section 584 (b) ) , 

or 
· [ ( ii) which is situated in the Commonwealth of Puerto 
Rico or a possession of the United States. 

( ( 5) . DOMESTIC CORPORATION; DOMESTIC PARTNERSHIP.-The 
terms "domestic corporation" and "domestic partnership" mean, 
respectively, a corporation or partnership created or organized 
in the United States or under the l1aws of the United States or of 
any State, except that such terms do not include a bmnch office 
of such a corporation or partnership located outside the United 
Statesif-

[(A)· such corporation or partnership (without regard to 
the activities of such office) is a dealer (as defined in section 
4919(c)(2)); 
·[(B) such office (which is operated by employees or part­

ners of such corporation or partnership) was located outside 
the United States on July 18, 1963, and was regularly en­
gaged, as a merch111nt, in purchasing and selling stock or debt 
obligations of foreign issuers or obligors with a view to the 
gains and profits which may be derived therefrom, for a 
period of not less than 12 c011secutive calendar months prior 
to .July18, 1963; . 

[ (C) all acquisitions by such branch office of stock of for­
eign issuers and debt obligations of foreign obligors are made 
in the ordinary course of its business as such a merchant or 
as an lmderwriter (as defined in section 4919 (c) ( 1) ) ; 

· ·[(D) such office maintains separate books and records rea­
sonably reflecting the assets and liabilities properly attrib­
utable to such office; and 

[(E) there is in effect an election that such bmnch office 
be treated as a foreign corporation or foreign partnership for 
purposes of this chapter. 
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The e~ection u~der su?paragru,ph (E) shall 'be made py such cor­
poratwn or partnership on or before the 60th ?ay after the date 
of the enwtment o~ this chapter under regulatwns PNS.eribed by 
t~e Secretary or his delegate. A separate election ~y be made 
Wl~h respect to e~LCh branch oflioo of s.uch ~rporntiop (>l" pttrtner­
shlp .. S~ch election ~hall be e~ective as of July 18, 1963, and shall 
remam m e1_fect m;t1l revoked m ·accordance with such regulations. 
If, at any time, a branch office ceases to meet the requirements of 
subp~J-ragraph (A) , (C), or (D) , the election with :respect to such 
office shall thereu~n be deemed revoked. When an a1eetion is re­
:roked, a new elec~I?n under s?hpar~graph (E) may ba made sub­
Ject to such condi~wns and limitatiOns as may be prescribed by 
~he Secreta~y or has del~gate. A corporation or partnership mai~­
mg an electwn under tlns paragraph or para.graph (5A) with re­
spect to~ branch offi~ located o~tside the United St~tacl shall not, 
at any time, be considered a Umted States person either with re­
spect to stock or a debt obligation of a foreign issuer or obli o-or 
held by such 'branch office at the time the election is made "~th 
resl_)eet to such ~ra~ch office or ~ith respect to stock or a debt obli­
gat~on of a for~Ign I~suer or obhgor acquired by such branch office 
while the electwn with respect to such branch office is in effect. 

[(5A) CERTAIN COMl\fERCIAL FINANCING BRANCHES NOT TREATED 
As DOME~TIC OORPORATIONS.-The term ''domestic corporation" 
cl_oes not mclude a branch office of such a corporation located out­
Sldethe United States if-

[ (A) such corpo:a.tion is primarily engaged in the trade 
or busmess of acqumng debt obligations ( i) a.rising out of 
the sale of tangible personal property produced, manufac­
tured, ~r assembled 'by one or more includible corporations in 
an affiliated group. (determined. lmder section 48 ( ~) ( 3) (C) 
except th11:t ?lanse (I) of ~uc~ section shall not apply) of which 
such acqmrmg corporatiOn IS a member :and (ii) arising out 
of the sale of ~angi~le l?ersonal property received as part or 
all of. the ?onstderat~on m sales of tangible pel'80llfLl property 
described m clause ( J) ; • 

[(B) sucl: ?ffice is primarily engag-ed in the trado or busi­
ness of a~qmrmg debt obligations described in suhparao-rn.ph 
(A). which are repayable exclusively in one or mor: cur­
rencies other than United StJates cunency; 

[(C) such office was loc!lted outside the United States on 
Fe~rnary 10, 19~5: and was re~ula:Iy eng-aged in the trade or 
busmess of acqmrmg debt obhgattons described in subpara­
g-raph (B) for a period of not less thn,n 12 consecutive months 
before February 10, 1965; 

[(D) such o.ffice maintains separate books and r~rds rea­
sonably retleetmg the assets and liabilities properly attributa-
ble to such office; and -

[(E) there is in effect an election tlw.t such branch office be 
, treated as a fm:eign corporation for purposes of this chapter. 

I~ or purposes of tlus para_graph, a corporation or a bioanch office 
sh3:ll be .treated as pnmanly engaged in the trade or bU,Siness de­
scnbed m subparagraph (A) during the taxable year if at least 
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90 percent of the face ramount of the debt obligations acquired by 
such corporation or branch office during such taxable year consists 
of debt obligations described in subparagraph (A) and if throu~h­
out such taxable year such corporation or branch office is exclu­
sively engaged in the trade or business of 'acquiring debt obliga­
tions (whether or not descri,bed in subparagraph (A)) and serv­
icing debt obligations arising out of sales of tan11:ible personal 
property described in subparagraph (A). The election under this 
paragraph shall be made by such corporation in accordance with 
regula.tionsprescrirbed by the Secretary or his delegate, A separate 
election may be made with respect to each branch office of such 
corporation except that, for purposes of this paragraph, all branch 
offices of such corporation located in a country shall bt\ treated as 
a single branch office. Such election shall be effective as of Febru­
ary 10, 1965, and shall remain in effect until revoked in accordance 
with such regulations. If, at any time, such corporation ceases to 
meat the requirements of subparagraph (A) , all elections made by 
such oorporahon under this paragraph shall be deemed revoked. 
If, at any time, a branch office (within the meaning of this para­
graph) ceases to meet the requirements of subparagra.ph (B) or 
(D), the election with respect to such office shall thereupon be 
deemed revoked. When an election is revoked, a new election under 
subparagraph (E) may be made subject to such conditions and 
limitations as may be prescribed by the Secretary or his delegate. 

[(6) UNITED STATEs; sTATE.-The term "United States" whe 
used in a geographical sense includes the States, the District of 
Columbia, the Commonwealth of Puerto Rico, and the possessions 
of the United States; and the tenn "State" includes the District 
of Columbia. the Commonwealth of Puerto Rico, and the posses­
sions of the Unite<l States. 

[ ( 7) PERIOD RE~IAINDW TO ~IATURTTY.-
[(A) IN GENERAL.-Subject to the modifications set fmth 

in subparagraph (B), the period remaining to maturity of 
a debt obligation shall be that period beginning on the date 
of its acquisition and ending on the fixed or determinable date 
when, according to its terms, the payment of principal be­
comes due. 

[(B) 1\fomFICATIONs.~The period remaining to matu-

rity-[(') f . . . . 'l . l t 
I o any mterest m, or any option or snm ar rig 1 

to acquire, any debt obligation shall be the period re­
maining to maturity of that debt obligation at the time 
of the acquisition of such interest, option, or right; 

((ii) of any debt obligation which is renewable with­
out affirmative action by the obligee, or of any interest in 
or option or similar right to acquire such a debt obliga­
tion. shall end on the last day of the final renewal period; 

[(iii) of any debt obligation which has no fixed or 
determinable date when the payment of principal be­
comes due shall be considered to be 28lf2 years; 

[(iv) of any debt obligation ·which is payable on de­
mand (including any bank deposit) shall be considered 
to be less than 1 year; and 
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[ ( v) of a debt obligation which is subject to retire­
. nient before its maturity through operation of a ruanda­
. tory sinking fund shall be determined under regulations 

.· prescribed by the Secretary or his delegate. 
[(b) FoREIGN STOcKissuEsThEATEnAsDoMESTIC.~ 

[(1) IN GENERAL.-For purposes of this chapter, a foreign cor­
poration (other than a company registered under the Investment 
Company Act of 1940) shall not 'be considered a foreign issuer 
with respect to any clas8 of its stock if-

. [ (A) as of the corporation's latest record date before ,T uly 
19, 1963, more than 65 percent of such class of stock was held 
of record by United States persons, or 
. [(B) the class of stock had its principal market during the 

calendar year 1962 on one or more national securities ex­
changes registered with the Securities and Exchange Com­
mission, and, as of the corporation's latest record date before 
July 19, 1963, more than 50 percent of such class of stock was 
held of record by United States persons. · 

((2)€LASS OF STOCK DEFINED.-For purposes of this subsection, 
the term "class of stock" means all shares of stock of a corpora­
tion issued and outstanding as of the corporation's latest record 
date before July 19, 1963, which are identical with respect to the 
rights and interest such shares represent in the control, profits, and 
assets of the corporation. Such term also includes additional shares 
possessing rights and interests identical with the rights and in­
terests of shares described in the preceding sentence if such ad­
ditional shares shall have been-

r (A) issued on or before November 10, 1964; 
[(B) issued after November 10, 1964, pursuant to a m·it­

ten commitment made by such corporation on or before such 
date; 

· [ (C) issued after November 10, 1964, to a shareholder with 
resped to or in exchange solely for shares described in this 
paragraph; 

[(D) issued after November 10, 1964, and prior to Janu­
ary 30, 1973, upon exercise of a stock ootion granted to an 
individual, in connection with his employment by the em­
ployer corporation, or its parent or subsidiary corporation, 
to purchase stock of any such corporations if the tax im­
posed by section 4911 has been paid; 
··[(E) issued after November 10,1964, and if-

[ ( i) such corporation was actively engaged in a trade 
or business on July 19, 1963; 

[ ( ii) shares of such class were held of record by more 
· than 250 shareholders on the corporation's latest record 

date before July 19, 1963, or on the latest record date be­
fore the jRsnancP of such ~dditional shares; 

[ (iii) the percentage of shares of such class held of 
record by United States persons as of the corporation's 
latest record date before the issuance of such additional 
shares is not less than the percentage required to be held 
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by United States persons as of the latest record date b~­
fore July 19, 1963, in order for the class of stock to quah-
fy under paragraph (1); . . 

[ ( iv) all such additional shares are s~ares whi.c~, If 
acquired by United States persons at the bme of ~:mgmal 
issuance, would have been exclud.ed from tire tax Imposed 
by section 4911 bv reason of sectiOn 4914(a) (6), 4916, or 
4917 or are shares issued after January 29, 1973, upon 
exer~ise of an option described in section 4914 (a) ( 8) 
(determined without regard to whether or not the op­
tionee is a United States person) _gra~tcd to an e_mplo~ee 
who immediately after such optwn IS granted .Is an m­
dividual described in section 422 (b) (7) (proVIded that 
the aggregate number of shares of such class subject t? all 
options described in section 4914 (a) (8) ( ~etermi;ned 
without re()'ard to whether or not the optwnee IS a Umted 
States per:on) that are granted during one calendar year 
does not exceed one percent of the total number of out­
standing shares of such class on the first day . of such 
calendar year) , or are shares exchanged in a reorganiza­
tion described in section 368(a) (1) (B) for shares of a 
domestic corporation which was engaged in the active 
conduct of a trade or business (other than as a dealer in 
securities) immediately before the date of such exchange; 
and 

[(v) at least 15 days before the date such additional 
shares are issued (or,- in the case of an issue occurring 
on or before the 60th day after the date of the enact­
ment of this sentence, within such period as may be pre­
scribed by the Secretary or his delegate by regulations), 
the issuing corporation files (in acco~dance with regu~a­
tions prescribed by the Secretary or his delegate) a notice 
of intent to issue such shares; or 

[(F) issued after March 31, 1973, as consideration for, or 
upon conversion _(or. in con~ection with the prior .conver­
sion) of debt obhgatwns whiCh :were the co~side!'a~wn fo~, 
the acquisition of stock of a foreign corporatiOn, If Immedi­
ately after such acquisition the acquiring corporation owns 
(directly or indirectly) more than 50 percent of the t~tal 
combined votin(J' power of all classes of stock of such formgn 
corporation or '"'the acquisition of more than 50 percent (in 
value) of the assets of a £~reign c?rporation, if----;-

[(i) such corporatiOn. sati~~ed the r~<pnrements of 
sections 4920(b) (2) (E) (I), (n), and (m); 

[ ( ii) shares of such class were held of record by more 
than 5,000 persons on such corporation's latest record 
date before January 1, 1973; · 

[(iii) during the period beginning on January 1, 1973, 
and running through the date of issuance of such shares, 
shares of such class were listed for tr~ding on _one or 
more national securities exchanges registered With the 
Securities and Exchange Commission ; 
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[(iv) during the period beginning on January 1, 1973, 
and running through the date of the issuance of the addi­
tional shares such corporation has maintained its prin­
cipal office in the United States; 

[ ( v) during the period beginning on January 1, 1973, 
and running through the date of issuance of the addi­
tional shares such corporation has been engaged in trade 
or business in the United States; 

[(vi) during the 5-year period immediately preceding 
the date of issuance, the aggregate number of additional 
shares (other than additional shares issued under sub­
paragraph (B), (C), (D), or (E) of this subsection) 
does not exceed 5 percent of the total number of out­
standing shares of such class on the first day of such 
5-yearperiod, and 

[ (vii) the acquired foreign corporation was engaged 
in the active conduct of a trade or business (other than 
.as a dealer in securities) immediately before the date 
of such acquisition. · 

For purposes of subparagraph (E), the issuance of an option or 
similar right to acquire stock, or of any debt obligation convertible 
into stock, shall be treated as the issuance of the stock which may 
be obtained on the exercise of such option or similar right or the 
conversion of such debt obligation. Upon application by the issu­
ing corporation within 2 years after the date o~ which additional 
shares described in the second sentence of thrs paragraph were 
issued, the Secretary or his delegate may waive the 15-day require­
ment set forth in subparagraph (E) ( v) with respect to s_uch 
additional shares if it is shown that the issuing corporation failed 
to file the notice required by such subparagraph due to inad­
vertence and not with an intent to avoid tlre requirements of this 
chapter. . . 

[(c) SrECIAL RuLE FoR FoREIGN UNDERWRITERs.-A par:tnershir ~r 
corporation which is not a United States person and whiCh partici­
pates, as an underwriter in an u?derwriti?g grol!P that includes one 
or more United States persons, m a pubhc offermg of stock or _debt 
obligations of a foreign issue: or obligor shall, if such pa_rt:nershrp or 
corporation so elects and subJect to such terms and condrbons as the 
Secretary or his delegate may prescribe ~y regulation_s, he treated a~ a 
United States person for purposes of this chapter wrth respect to Its 
participation in snch public offering. 

[(d) QuALIFIED LENDING AND Fr~ANCIXG _CORPORATION_s.-For 

purposes of this chapter, the term "quahfied lendmg or financmg cor-
poration" means a co!poration- . . . 

[(1) substantially all of the busmess of wln-ch cons1sts of­
[(A) making loans (including the acquisition of obliga­

tions arising under a lease which is entered into principally 
as a financing transaction) , 

[(B) acquiring accounts receivable, notes, or installment 
obligations arising out of the sale of tangible personal prop­
eity or the performance of services, 

[(C) leasing tangible personal property (but only if such 
leasing accounts for less than 50 percent of its business), 
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[(D) servicing debt obligations, 
·[ (:IS) carrying on incidental activities in connection with 

i~ bu~ine~s described in subpa,ra.graphs (A), (B), (C), or 
(D), or 

[(F) any c01llbination of the foregoing; 
[ ( 2) all debt obligations of :foreign obligors (other than debt 

obligntions the acquisition of which is not subject to the tax im­
posed by section 4911 on account of se~tion 4914(c)) acquired by 
such corporation, and all tangible personal property not manu­
factured or produced in the United ~tates acquired by such corpo­
ration for leasing, are acquired and carried solely out of-

{(A) the proceeds of the sale. (including a sale in a 
tranl'laction described in sMtion 4919 (a) ( 1) ) by such corpo­
ration (or by a domestic corporation described in section 
4912(b) (3) which is a member of a controlled group, as de­
fined in section 48(c) (3) (C), of which such corporation is a 
member) of debt obligati()hS of such corporation (or such 
domestic corporation) to per8ons other than-

. [(i) a United States person (not including a foreign 
branch of a domestic corporation or of a dotnestic part­
nership, if such branch is engaged in the commercial 
banking business and acquires such debt obligations in 
the ordinary course of such commercial banking 
business) , · 

[(ii) a foreign partnership in which such corporation 
(or one ot more includible corporations in an affiliated 
group, as defined in section 1504, of which such corpora­
ti<m is a member) owns directly or indirectly (within 
themeaning of section 4915(a) (1)) 10 percent or more 
of the profits interest, or 

[ (iii) a foreign corporation (not including a qualified 
lending or financing corporation or a foreign corpora­
tion enga~d in commercial banking business which ac­
quires such debt obligations in the ordinary course of 
such com'rhercial banking business), if such corporation 
(or one or morp ihcludible corporations in an affiliated 
group, as defined in section 1504, of which such corpora­
tion is a member) owns directly or indirectly (within the 
meaning of section 4915(a) (i)) 10 percent or more of 
the total combined voting power of all classes of stock of 
such foreign corporation, except to the extent such for­
eign corporation has. after having given advance notice 
to the Secretary or his delegate, sold its debt obligations 
to persons other than persons described in clauses ( i) 
and (ii) and this clause and is nsing the proceeds of the 
sales of such debt obligations to acquire the debt obliga­
tions of such corporation (or sneh other domestic cor­
poration), 

[(B) the proc:eeds o:f payment 'for stock, or a contribution 
to th<' capital of _such corporation, if the payment or con­
tribution was derived from the sale of debt obligations hv 
a corporation owning directly or indirectly (within the 
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meaning of section 4915 (a) ( 1)) 10 percent or more of the 
total combined voting power of all classes of stock of such 
corporation to persons other than persons described, in clauses 
(i), (ii), and (iii) of subparagraph (A) and sue!} debt ob­
ligations, if acquired by United States persons, would be 
subject to the tax imposed by section 4911; 

[(C) retained ~arnings and reserves of such corpo.ratiOI~ 
to the extent attnbutable to the conduct of the ~'endmg or 
financing business outside the United States, , · 

[(D) trade accounts and accrued li~bilities, to t~e exte~t 
attributable to the conduct of the lendmg or financmg busi­
ness outside the United States, which are payable by such 
corporation within 1 year ( 3 years in the case of tax liab~li­
ties) from the date they were lllcurred or accrued., and wh1eh 
arise in the ordinary course of the trade or busmess of the 
corporation otherwise than from borrowing, or . ; 

[(E) the proceeds of the sale of debt oblig~tions (by a 
doq1estic corporation which has made an election .1Ulder sec­
tion 4912 (c) with respect to such debt db ligations) to a person 
other than a person described in clause ( i), ( ii) , or (iii) of 
subparagraph (A) if the proceeds ·a.re transferred directly 
from the lender to such corporation ; 

[(3) which does not acquire or own any stock of foreign issuers 
or of domestic corporations or domestic partnerships other than-

[ (A) stock of one or more members of a controlled group 
(as defined in section 48 (c) ( 3) (C) ) of which such corpora­
tion is a member (or of a corporation which would be a mem­
ber if it were a domestic corporation) acQuired as payment 
for stock, or as a contribution to capital, of such corporation, 

[(B) (i) stock of a corporation described in section 4915 
(e) (2) (C) or section 4920(a) (3B), if 10 percent or more of 
the total combined voting power of all classes of such stock 
is owned (directly or indirectly) by the acquiring corporation, 
or 

[ ( ii) stock of a partnership which meets the requirements 
of section 4920(d) (1) and (2) under regulations promul­
gated by the Secretary or his delegate, if immediately follow­
ing the acquisition of such corporation owns (directly or 
indirectly) 10 percent or more of the profits interests in such 
partnership. 

[ (C) stock acquired by such corporation through foreclo­
sure, where such stock was held by such corporation as secu­
rity for loans or leases described in paragraph ( 1) if such 
stock is disposed of within a 90-day period beginning on the 
day after the date of such foreclosure (including any addi­
tional 90-day periods reasonably necessary to dispose of such 

· stock that the Secretary or his delegate may allow), or 
[(D) stock of a foreign corporation acquired in connection 

with and incidental to an acquisition of ·a debt obliga;tion in 
a transaction described in paragraph (1) if (i) at.the time 
of the acquisition of the debt dbligation the value of such 

.{ 

{)7 

stock does not exceed 10 percent of the v.alue of the debt obliga­
tion, and ( ii). the terms of the d~bt obligation ·are not unrea­
sonable in lig-ht of credit prat<tices in the business in which 
the corporatwn acquiring such debt obligation is engaged; 
and 

[ ( 4) such corporation, in a manner satisfactory to the Secretary 
or his delegate, identifies the certificates representing its stock 
and debt obligations and maintains such records and accounts 
and submits such reports and other. documents as may be neces­
sary to establish that the requirements of the foregoing para­
graphs have been met. 

[(e) CERTAIN MUTUAL FuNos.-Notwithstanding subsection (a) 
( 3) (B), a domestic corporation described in such subsection shall not 
ce treated as a "foreign issuer", "foreign obligor", or "foreign issuer or 
obligor" with respect to any acquisition of stock or a debt obligation 
which is attributable to funds obtained by borrowing or through is­
suance of its stock after :March 24, 1971, except stock issued as a capital 
gain dividend, as defined in section 852(b) (3) (C). 
. [ {f) CROSS REFERENCE.-

[For definition of "acquisition", see section 4912. 

[SEC. 4921. DEBT OBLIGATIONS WITH MATURITY OF LESS THAN A 
YEAR. 

[ (a) STANDBY AuTHORrrY.-
[(1) IN GENERAL.-H the President of the United States deter­

mines, after taking into account the domestic economic objectives, 
the balance of payments objectives, and the other international 
economic objectives of the. United States, that it is desirable to 
apply the tax imposed by section 4911 to the acquisition of debt 
obligations of foreign obligors having a period remaining to ma­
turity of less than 1 year, he may, from time to time by Executive 
order (applicable as provided in subsection (c)), extend the appli­
cation of such tax, at such rate or rates (subject to the provisions 
of subsection (b)) specified in such order, to the acquisition of 
such debt obligations specified in such order. The authority con­
ferred by this paragraph may be exercised, at the discretion of the 
President, with respect to any classification of such debt obliga­
tions specified in paragraph ( 2), and with respect to acquisitions 
occurring during such period of time, as may be specified in the 
Executive order. The President may by subsequent Executive 
order terminate or modify any Executive order previously issued 
under this section. 

[(2) CLASSIFICATIONS.-For purposes of paragraph (1}, debt 
obligations may be classified according to-

[(A) type of debt obligation, 
· [(B) period of maturity, · 

[(C) category of obligee, 
[(D) category ofobligor, 
[(E) aggregate amounts subject to tax or not subject to 

tax, or 

72-115-76-7 
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[(F) other criteria similar to an~ of the foregoi~g. . 
[(b) RATES OF TAx.-The rates of tax which may be spemfied man 

Executive order issued under this section shall not exceed the rate 
applicable to debt obligations having a period remaining to maturity 
of at least 1 year, but less than 114, years. 

[ (c) APPLICABILITY OF ExEcuTIVE 0RDER.-Any Executive order 
issued under this section shall apply with respect to acquisitions made 
after the date on which such Executive order is issued, except that in 
the case of any such order which subjects acquisitions to the tax which 
are not then subject to the tax, or which increases a rate of tax (as in 
effect without regard to such order) , to the extent specified in such 
order, rules similar to the rules prescribed in paragraphs (2), (3), and 
( 4) of section 3 (c) of the Interest Equalization Tax Extension Act of 
1967 shall ·apply. 

[(d) REGULATIONs.-The Secretary or his delegate may prescribe 
such regulations (not inconsistent with the proviswns of this section 
or any Executive order issued and in effect under this section) as may 
be necessary to carry out the provisions of this section. 

[SEC. 4922. EXCLUSION FOR CERTAIN ISSUES TO FINANCE NEW OR 
ADDITIONAL DIRECT INVESTMENT IN THE UNITED 
STATES. 

[ (a) GEXERAL RuLE.-The tax imposed by section 4911 shall not 
apply to the acquisition by a United States person of-

[ ( 1) stock or a debt obligation constituting all or part of a 
new issue (as defined in section 4917 (c) ) which was issued for the 
purpose of financing new or additional direct investment (as de­
fined by the Secretary or his delegate) in the United States by the 
foreign issuer or obligor and which qualifies under subsection (b)~ 

[ ( 2) stock pursuant to a right to convert a debt obligation into 
stock without the payment of any further consideration if such 
debt obligation qualified for exclusion from tax under this sub­
section when it was issued. or 

[(3) a debt obligationissued for the purpose of refunding or 
refinancing a new or original issue which met the requirements 
of paragraph (1) when that new or original issue was issued. 

[(b) QuALIFICATION FOR ExcLusiON.-In order for any issue of 
stock or debt obligations to qualify for an exclusion under subsection 
(a), the foreign issuer or obligor (prior to the issuance of such stock 
or debt obligation) shall ha.ve established to the satisfaction of the 
Secretary or his delegate, pursuant to rules or regulations prescribed 
by the Secretary or his delegate, that-

[ ( 1) at least 50 percent of the total funds required for the di­
rect investment involved will come from sources outside the United 
States; 

[(2) such investment will be made for a period of at least 
10 vears: 

[(3) during such 10-year period the aggregate amount of all 
investments in the United States by the foreign issuer or obligor 
will at no time be reduced below the aggregate amount of such 
investments as determined immediately after the investment to 
which the exclusion applies; 

·[(4) during such 10-year period the foreign issuer or obligor 
will comply with such other conditions and requirements as the 
Secretary or his delegate may prescribe and make applicable to 
such issuer or obligor; and 

·[ ( 5) during such 10-year period the foreign iss-uer or obligor 
will submit such reports and information, in such form .and man­
ner, as may be required by the Secretary or his delegate to sub­
stantiate compliance by the foreign issuer or obligor with tho 
requirements of the preceding paragraphs. . 

For purposes of this subsection, a foreign iss1,1er or obligor shall not be 
considered to have failed to meet the requirements of this subsection 
with respect to an issue of stock described in subsection (a) ( 2), or a 
debt obligation described in subsection (a) (3), if he complies with the 
requirements imposed on him by this subsection with respect to the 
debt obligation converted, refunded, or refinanced, for the fulllO-year­
period. 

[ (c) Loss oF ENTITLEMENT To ExcLuSION IN CAsE oF SUBSEQUENT 
N ONCOM;PLIANCE.-

[(1) IN GENERAL.-Where an exclusion under subsection (a} 
has applied with respect to the acquisition of any stock or debt 
obligation, but the foreign issuer or obligor subsequently fails 
(before the termination date specified in section 4911 (d)) to com-· 
ply with any of the requirements enumerated in subsection (b) · 
or made applicable to such issuer or obligor under paragraph (4) 
thereof, then liability for the tax imposed by section 4911 (in an 
amount determined under paragraph (2) of this subsection) shall 
be incurred by such foreign issuer or obligor (with respect to such 
stock or debt obligations} at the time such failure to comply oc­
curs as determined by the Secretary or his delegate. 

[(2) AMOUNT OF TAX.-In ·any case where an exclusion under 
subsection (a) has applied with respect to an original or new issue 
of stock or debt obligations, but a subsequent :failure to comply 
with the requirements enumerated in or made applicable to the 
foreign issuer or obligor under subsection (b) occurs and liability 
for the tax imposed by section 4911 is incurred by the issuer or 
obligor as a result thereof, the amount of such tax shall be equal 
to the amount of tax for which all persons acquirin_g such stock 
or debt obligations (as part of the original or new ISSUe) would 
have been liable under such section upon their acquisition thereof 
if such exclusion had not applied to such acquisition. 

[Subchapter B-Acquisitions by Commercial Banks 
[Sec. 4931. Commercial bank loans. 

[SEC. 4931. COMMERCIAL BANK LOANS. 

[(a) STANDBY AUTHORITY.-The provisions ofthis section shall ap­
ply only if the President of the United States- · 

[ ( 1) determines that the acquisition of debt obligations of 
foreign obligors by commercial banks in malring loans in the 
ordinary course of the commercial banking business has materially 
impaired the effectiveness of the tax imposed by section 4911, be­
cause such ·acquisitions have, directly or indirectly,--replacecilf' ace. 
quisitions by United States persons, other than commercial banks;. 
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of debt obligations of fo~ign obligors which are subject to the 
tax imposed by such section, !lnd · . . · . 

[(2) specifies by Execut!v:e. order that the I?roviSJons of this 
section shall apply to acqmsitiOns by commercial banks of debt 
obligations of foreign obligators, to the extent specified in such 
order. 

Such Executive order shall be effective, to the extent specified therein, 
with respect to acquisitions made du~ng the period be~inning on the 
day after the date on which the order IS Issued and endmg on the ?ate 
set forth in section 4911 (d). Such Executive order may be modifi~ 
from time to time (by Executive order), e~cept that no such. mo.di­
fication shall (A) have the effect of excluding from the apphcatwn 
of subsection (b) a significant class ?f acquisitions to whi~h s~ch 
subsection a:ep. lied under such Execut1ve order or any modificatiOn 
thereof, or (B) subject any acquisition made on or before ~he date 
of issuance of such modification to the application of subsect~on (~). 
Clause (A) of the preceding sentence shall not prevent a mod1ficat10n 
of such Executive order (or any modification thereof) to exclu.de 
from the application of subsection (b) acquisitions by commercial 
banks, through branches located outside the United States, of debt 
obligations of foreign obligors payable in currency of the United 
States. 

·[(b) DEBT OBLIGATIONS Wrm MATURITY oF 1 YEAR OF MoRE, ETc.­
Durmg the period in which an Executive order issued under subsec­
tion (a) is effective, and to the extent specified in such order (and 
any modifications thereof), sections 4914(b) (2) (A), 4914(j) (1) (A) 
(il),and4915 (c) (2) (A) shall not apply. 

[ (c) ExcLUSLONS.-
[(1) ExPORT LOANs.-The provisions of subsection (b) shall 

not apply with respect to the acquisition by a commercial bank of 
a debt obligation arising out of the sale or lease of personal prop­
erty or services (or both) if-

[(A) not less than 85 percent of the amount of the loan, 
amount paid or other consideration given to acqui:re such debt 
obligation is attributa,ble to the sale or lease of property man­
ufactured, produced, grown, extracted, created, or developed 
in the United States, or to the performance of services by 
United States persons, or to both, and 

[(B) the extension of credit and the acquisition of the debt 
obligation related thereto are reasonably necessary to accom­
plish the sale or lease of pl"operty or services out of which the 
debt obligation arises, and the terms of the debt obligation are 
not unreasonable in light of credit practices in the business in 
which the United States person selling or leasing such prop­
erty or services is engaged. 

For purposes of the preceding sentence, the acquisition by a 
wholly-ownedsubsidiary of a commercial bank of a debt obliga­
tion arising out of a lease made by such subsidiary shall be treated 
as the acquisition of a debt obligation by a commercial bank. 

((2) FOREIGN CURRENCY LOANS BY FOREIGN BRANCHES.-The 
provisions of subsection (b) shall not apply to the acquisition by a 
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commercial bank of a debt obligation of a 'foreign obligor payable 
in the currency of a foreig~ country if, under regulations pre-
scribed by the &cretary or his delegate- . . 

[(A) such bank establishes and maintains, for each of it.s 
branches located outside the United States, a fund of a:ssets 
with respect to deposits payable in foreign currency to cus­
tomel'6 (other than United S~ates persons engaged in the com· 
mercial banking business. and members of an affiliated group 
(determined under section 48 (c) (3) (C)) of which such a 
United States person is a member) of such branch, and 

[ (B) such debt obligation is· designated, to the extent per· 
mittedby this paragraph, as part of a fund of assets described 
in subparagraph (A) (but only after debt obligations of for­
eign obligors payable in foreign currency having a period 
remaining to maturity of less than one ye·ar held by such bank 
have been designated as part of such 'n fund). . • 

A debt obligation may be designated as part of a fund of assets 
described in subparagraph (A) . o.nl:v to the extent that, imme~ 
diately after such designation, the adjusted basis of all the assets 
held in such fund does not exceed 110 percent of the deposits pay­
able in foreign currency to customers (other than United States 
persons engaged in the commercial banking business and members 
of an affiliated group (determined under section 48( c) (3) (C)) of 
which such a United States person is a member) of the branch 
with respect to which such fund is maintained. . . ·. 

[ ( 3) PREEXISTING cmiMITMENTS.-The proVIsiOns of suhsectwn 
(b) shall not apply to the acquisition by a commercial bank of a 
debt obligation of a foreign obligor-

[(A) made pursuant to an obligation to acquire which on 
August 4, 1964-

[(i) was unconditional, or 
[(ii) was subject only to conditions contained in a 

formal contract under which partial performance had 
occurred; or . . . . . . . . . . 

[(B) as to which on or before August 4, 1964, the acqmrmg 
commercial bank (or, in a case where 2 or more commercial 
banks are making acquisitions as part of a single transaction, 
a majority in interest of such banks) hadtaken every action 
to signify approval of the acquisition under the procedures 
ordinarily employed by such bank (or banks) in similar trans­
actions and had sent or deposited for delivery to the foreign 
person from whom the acquisition was made wri~ten evidence 
of such approval in the form of a document settmg forth, or 
referring to a document sent by the foreign person from whom 
the acquisition was made which set forth, the principal. terms 
of such ae<]uisition. · ·. . 

[ (d) REGULATIONS.-The Secretary or his delegate shall. -preScribe 
such regulations (not inconsistent with the prQvisions of this section 
or of an Executive order issued under suh.'-e<;tion '(a)) as maybe neces­
sary to carry out the provisions of_ t~is sect~on.] ·· ' 
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CHAPTER 41-PUBLIC CHARITIES 

Sec . .qB11. Tam on excess ea:p()11..d.itures to influence legislation. 

·sEC. 4911. TAX ON EXCESS EXPENDITURES TO INFLUENCE LEGISLA­
TION. 

(a) TAX IMPOSED.-
(1) IN GENERAL.-There is hereby imposed on the excess lobby­

ing ewpenditures of any organization to 'which this section applies 
a taaJ equal to 25 percent of the amownt of the excess lobbying 
expenditures for the taxable year. 

(2) ORGANIZATIONS TO WHICH THIS SECTION APPLIES.-This section 
applies to any organization with respect to which an election 
under section 501 (g) (relating to lobbying expenditures by pub­
lic charities) is in effect for the taxable year. 

(b) ExcEss LoBBYING ExPENDITUREs.-For purposes of this section, 
the term "excess lobbying expenditures" means, for a taxable year, the 
g1'eater of-: 

( 1) the amownt by which the lobbying ewpenditures made by 
the organization during the taxrible year exceed tlw lobbying 
nontaxable am.ownt for such organization for such taxable year, or 

(2) the amount by which the grass roots expenditures made by 
the orga.niztaion during the taxable year exceed the grass roots 
nontaxable amount for such organization for such tawable year. 

(c) DEFINITIONs.-For purposes of this section.- · 
(1) LoBBYING EXPENDITUREs.-The term "lobbying expendi­

tures" means expenditures for the purpose of influencing legisla­
tion (as defined in subsection (d) ) . 

(2) LOBBYING NONTAXABLE AMOUNT.-The lobbying nontaxable 
amount for any organization for any taxable year is the lesser of 
(A) $1,000,000 or (B) the amount determined under the following 
t,able: 
If the exempt purpose expenditures 
are-

Not over $500,000 ____________ _ 

Over $500,000 but not over 
$1,000,000 ----------------­

Over $1,000,000 but not over 
$1,500,000 ------------------Over $1,500,000 _______________ _ 

The lobbying nontaxable 
amountis-

20 percent of the exempt pur­
pose expenditures. 

$100,000, plus 15 percent of the 
ea:cess of the ea:empt purpose 
ea:penditures over $500,000. 

$115,000, pZus 10 percent of the 
ea:cess of the CJ/empt purpose 
ea:penditures over $1,000,000. 

$225,000, plus 5 percent of the 
eil!cess of the ezempt purpose 
expenditures over $1,500,000. 

(3) GRASS ROOTS EXPENDITURES.-The term "grass roots expendi­
t'l!res" means exp~nditures for 'the purpose of influencing legisla­
twn (as defined ~n subsectwn (d) without regard to paragraph 
(1) (B) thereof). . 

(#) GRASS ROOTS NONTAXABLE AMOUNT.-The grass roots non­
taxable amount for (lf)'l,y organizati<m.. for any taxable year is 25 
percent of the lobbying nontaxrible a:mount (determined under 
paragraph (2)) for such organization for such taxable year. 
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(d) INFLUENCING LEGISLATION.-
(1) GENERAL RULE.-Except as otherwise provided in paragraph 

( 2), for purposes of this section, the term "influencing legislation" 
means-

( A) any attempt to influence any legislation through an 
attempt to affect the opinion of the general public or any 
segment thereof, and 

(B) (lf)'l,y attempt to influence any legislation through com­
munication with any member or employee of a legislative 
body, or with any other government official or employee who 
may participate in the formulation of the legislation. 

(93) ExcEPTIONS.-For purposes of this section, the term "in­
fluencing legislation", with respect to an organization, does not 
~nclude-

(A) malcing available tlw results of nonpartisan analysis, 
study, or research; 

(B) providing of technical advice or assistance (where 
such advice would otherwise constitute the influencing of 
legislation) to a governmental body or to a committee or 
other subdivision thereof in response to a written request by 
such body or subdivision, as the case may be; 

( 0) appearances before, or communications to, any legis­
lati1Je body with respect to a possible decision of such body 
·which might affect the existence of the organization, its 
powers and duties, its tax-exempt status, or the deductions of 
contributions to the organization; 

(D) communications between the organization and its 
bona fide members with respect to legislation or proposed 
legulation of direct interest to the organization and such 
members, other than communieations described in paragraph 
(3); and 

(E) any communication with a government official or em­
ployee, other thanr--

( i) a communication with a member or employee of a 
legislative body (where such communication 'Would 
otherwise constitute tlw influencing of legislation), or 

( ii) a communication the principal purpose of which 
is to influence legislation. 

(3) CoMMUNICATIONS WITH MEMBERS.-
( A) A communication between an organization and any 

bona fide 1nember of such organization to directly encourage 
such member to communicate as provided in paragraph (1) 
(B) shall be treated as a communication described in para­
graph (1) (B). 

(B) A communication between an organization and any 
bona fide member of such organization to directly encoumge 
such member to urge persons other than members to com­
municate as provided in either subparagraph (A) or sub­
paragraph (B) of paragraph (1) shall be treated as a com­
munication described in paragraph ( 1) (A). 



. (e) OTHER DEFINITIONS. AND SPECIAL 1luiES.~F01' purposes of' this 
sectio'fk--,- . 

(1) ExEMPT PURPOSE EXPENDITURES~- · · . . . ' 
:1 't " (A) 1NGR:NERAL.-The terr.n "exempt purpose expen«d ures 

means, with 1'espect to a71,ypr:gani~ation fo1' any taxable y~ar, 
the total of the amounts paid 01' 'lncuned by S'tteh organzza­
tion to accomplish purposesdescribed in section 1'/0(c) (2) 
(B) (relating to religious, charitablf,, education, etc., pur-
poses). · · · · · .· · . . . ' 

(B) 0ERTAIN AMOUNTS nvcLUDED,:_The ~erm "exempt pur­
pose expenditures" includes-

( i) administrative expenses paid or incuned for pur-
poses described in section 17 0 (c) ( 2) (B) , and , 

( ii) amounts paid or incuned for the purpose of zn­
fluencing legislation (whether or not for purposes de­
scribed in section 170( c) (2)(B) ). 

(0) 0ERTAIN AMOUNTS EXCLUDED.-The term "exempt pur­
pose expenditures" does not include amounts paid or incuned 
to or for-

( i) a separate fundraising unit of such organization, 
or 

( ii) one or more other organizations, if such amountEt 
are paid or incuned primarily for fundraising. 

(2) LEGISLATION.-The term "legislation" includes action with 
respect to Acts. bills, resolutions, or similar items by the Oonqress, 
any State legislature, any local council, or sirnilar qoverning bod!!, 
or 'by the public in a referendum, initiative, constitutional amend­
ment, or lfimilar procedure. · 

(3) AcTION.-The term ','action" is limited to the int1'oduction, 
amendment, enactment, defeat, or repeal of Acts, bills, resolu­
tions, or lfirruilar items. 

(4) DEPRECIATION, ETC., TREATED AS EXPENDITURES.-fn comput­
ing expenditures paid or incurred for the fyurpose of influencing 
legislation (within the meaning of subsection (b) (1) or (b) (2)) 
or exempt. purpose expenditures (as defined in paragraph (1)), 
amounts-properly charqeable to capital account shall not be taken 
into account. There shall be taken into account a reasonable allow­
ance for exhaustion, wear and tear, obsolescence, or amortization. 
Such allowance shall be computed only on theba.~is of the straight­
line method of depreciation. For purposes of this section, a deter­
mination of whether an amount is properly ahar,qeable to capital 
account shall be made on the basis of the prinCiples that apply 
under subtitle A to amounts which are paid or incuned in a trade 
arr business .. 

(f) AFFILIATED ORGANIZATIONS.- . . .. 
(1) IN GENERAL-Except as otherwise p1'ovided in paraqraph 

(4), if for a taxable year two or more organizations described in 
section 501 (c) ( 3) are members of an af!iiated group of orga­
nizations as defined in paragraph (2), and an election under sec­
tion 501 (g) is effective for at least one such organization for such 
year, ther~r-

(A) the determination as to whether excess lobbying ex­
penditures have been made and the determination as to 
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whethef' the expenditure limits of section 501 (g) (1) have 
been exceeded shall be made as though 8UCh affilriated group is 
one organization, 

(B) if sueh group has excess lobbying expenditures, each 
such organization as to which an election under section ~01 (p) 
is effective for such yea_r shall be ~reated_ as an organ'tzat~on 
w.hich has excesslobbyzng expenditures 'ln an amount whwh 
equals 8UCh organization's proportionate share of 8UCh group's 
excess lobbying expenditures, 

( 0) if the expenditure limits of section 501 (g) (1) are 
exceeded, eaeh siwh organization as to which an election under 
section 501 (g) is effective for such year shall be treated, as an 
organization which is not desoribed in section 501(c) (3) by 
reason of the application of 501 (g), and 

(D) subparagraphs (0) and (D) of subsection (d) (2), 
paragraph (3) of BU.bsection (d), and clame (i) of sub­
section (e) (1) (0) shall be applied as if such affiliated group 
were one organization. 

(2) DEFINITION OF AFFILIATION.-For purposes of paragraph 
(1), two organizations are members of an affiliated group of or­
ganizations but only if-

( A) the governing instrument of one such organization 
requires it to be bound by decisions of the other organization 
on legislative issues, or 

(B) the governing board of one such organization includes 
persons who-
. ( i) are specifically designated representatives of an-

othm• such organization or are members of the governing 
board, officers, or paid executive staff members of -Yuch 
other organization, and 

( ii) by aggregating their votes, have sufficient voting 
power to cause or prevent action on legislative i-Ysues by 
the first such organization. . . . 

(3) DIFFERENT TAXABLE YEARS.~Jf members of an affilzated 
grpup of organizations have different taxab~e year~, t~ir expendi­
tures shall be computed for pwrposes of th'l8 sectwn 'ln a manner 
to· be pre8cribed by regulations promulgated by the Se<J'i'etary 01' 

· his delegate. . · . · 
· (4) LIMITED OONTRot.-lf two or more organizations are mem­
bers of an affiliated group· of. organizati0'/1,8 (as defined in para­
graph (!B) without 'regard to subparagraph (B) thereof), and the 

. governing ins_tr:ument of no such organization re9uir,es it to be 
· bound by deoVJuJiM of any of the other such orgamzat'tons on leg­

islative issues other than as to action with respect to Acts, bills, 
resolidions, or similar items by the Congress, the71r- ·· 

·(A) in the case of any organization whose d~cisions bir;d 
one or more members of such affiliated group, dzrectly or 'In­
directly, the determination as to ilihether stibh organ'kation 
has paid Or' incuned excess lobbying expenditures and .the 
determination. as to. whet he'!' such 'Ortganization ha.~ ~!pceeiied 
the expenditure limits of section 501(g) (1)shall be.made as 
thou!J.h 8uch organization has paid drinmi'l"red tl/;ose amounts 
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paid ~r in()Uned by ~uch members of such Cf:!Tiliated gr_oup to 
influence legislation with respect to .Aqts, bzl'ts, resolutwns, 01' 

similar items by the Congress, and 
(B) in the case of any organization to which subparag;aph 

(.A) does not app~y, b'!l't which is a member of sue~ aff!lwted 
group, the determ'lnatwn as to, whether stt:ch organ'lzatwn has 
paid or in()Urr·ed excess lobbyzng ewP.end_dures artd the deter­
mination as to whether such orgamzatwn has emceeded the 
empenditure limits of section 501 (g) (1) shall be mad_e as 
though such organization is not a member of such affilwted 
group. 

~ * * * * * * 
S.ubtitle F-Procedure and Administration 

* * * * * * * 

CHAPTER 61-INFORMATION AND RETURNS 

* * * * ·* * * 
Subchapter A-Returns and Records 

* * * * * * * 
PART II-TAX RETURNS OR STATEMENTS 

* * * * * * * 
Subpart A-General Requirement 

* * * * * * * 
SEC. 6011. GENERAL REQUIREMENT OF RETURN, STATEMEJ'I;"T, OR 

LIST. 

(a) GENERAL RULE.-When required by regu~ations prescribed. by 
the Secretary or his delegate any p~rson made hable for any tax Im­
posed by this title, or for the collectiOn thereof,,shall make. a return or 
statement according to the forms and regul~tlons preser1bed by the 
Secretary or his delegate. Every person reqmred to make a return or 
statement shall include therein the information required by such forms 
or regulations. . . . 

('b) lDE:NTIFIC.ATION OF TAXPAYER.-The Secretary Or his delegate lS 

authorized. to require such information with respect to ~rsons sub­
ject to the ~axes imposed by ch!'pter. 21 o; chapter 24 as lS necessary 
or helpful m securrng proper IdentificatiOn of such petsons. 

* • • * * * 
((d) INTEREST EQuauZATION T.u RETURNs, ETc.- . 

[ ( 1) IN GENERAL.- . 
[.(A) Every person shall ma.ke a. return f()r ea.ch calendar 

quarter during which he incurs liability for the tax imposed 
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by section 4911, or would so incur liabili~y but .f?r the pro~ 
visions of section 4918. The return shall, m additiOn to such 
other information as the Secretary or his del~gate may by 
regulations require, include a list of all acq~si~ions :made.by 
such person during the calendar quarter .for which exemptiOn 
is claimed under section 4918 accompamed by a copy of any 
return made during such quarter under subparagraph (B). 
No return or acc_ompaning. evid~nce shall be _r~q.uired. under 
this paragraph, m connectiOn w1th any acqms1tlon w1th re~ 
spect to which- · . . . . · • 

[(i) an lET clean confirmatiOn·IS obtamed rn accord­
dance with the provisions of section 4918 (b), 

[(ii) a validation certificate described in sectioJ?. ~~1S: 
(b) issued to the person :from whom such acqms1tl<?Ili 
was made is obtained, and such certificate was filed m 
accordance with the requirements prescribed by the Sec­
retary or his delegate, or 

[ (iii) a validation certificate was obtained by the ac­
quiring person after such acquisition and before tho 
date prescribed by section 6076 (a) :for the filing of the, 
return, 

nor shall any such acquisition be required to be listed in any 
return made under this paragraph. · 

[(B) Every person who incurs liability for the tax imposed 
by section 4911 shall, if he disposes of the stock or debt obli" 
gation with respect to which such liability was incurred prior 
to the filing of the return required by subparagraph (A) 
(unless such disposition is I?ade under circu!ll.stances wh~ch 
entitle such person to a credit under the provisions of sectiOn 
4919), make a return of such tax. 

[ ( 2) lNFOIDI.ATION RETURNS ~F CO~MERCI.AL BANKS.-~very 
United States person (as defined m sectiOn 4920 (a) ( 4) ) wh1ch IS 
a commercial bank shall file a return with respect to loans and 
commitments to foreign obligors at such times, in such manner, 
and setting forth such information as the Secretary or his dele­
gate shall by forms and regulations prescribe. 

[(3) REPORTING REQUIREMENTS FOR CERTAIN MEMBERS OF .E~­
CH.ANGES .AND .ASSOCIATIONs.-Every member or member orgamza­
tion of a national securities exchange or of a national securities 
association registered with the Securities and Exchange Coin­
mission, which is not subject to the provisions of section 4918 (c), 
shall keep such records and file such information as the Secre­
tary or his delegate may by forms or regulations prescribe in 
connection with acquisitions and sales effected by such member 
or member organization, as a broker or for his own account, of 
stock of a foreign issuer or debt obligations of a foreign obligor-

[ (A) with respect to which a validation certificate de­
scribed in section 4918(b) (1) (A) has been received by such 
member or member organization; or · 

[(B) with respect to which an acquiring United States 
person is subject to the tax imposed by section 4911.] 

[e] (c) RETURNs, ETc., oF DISCS AND FoRMER DISCS.-:-· · 
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(1) RECORDS AND INFORMATION.-A DISC or former DISC shall 
for the taxable year-

( A) furnish such information to persons who were share­
holders at any time during such taxable year, and to the 
Secretary or his delegate, and 

(B) keep such records, as may be required by regulations 
prescribed by the Secretary or his delegate. 

(2) RETURNS.-A DISC shall file for the taxal?le year such 
returns as may be prescribed by the Secretary or h1s delegate by 
forms or regulations. 

[f] (d) INCOME, EsTATE, AND GIFT TAXES.-

* 

• 

For requirement that returns of income, estate, and gift taxes 
be made whether or not there is tax liability, see secitons 6012 to 
6019, inclusive. 

* * * * * * 
PART III-INFORMATION RETURNS 

* * * * * * 
Subpart A-Information Concerning Persons Subject to Special 

Provisions 

* * * . * * • • 
SEC. 6033. RETURNS BY EXEMPT ORGANIZATIONS. 

(a) ORGANIZATIONS REQUIRED To FILE.-:- . 
(1) IN GENERAL.-Except as :rrov1ded mp~rag_:aph (2), every 

organization exempt from taxatiOn under section o01 (a) shall file 
an annual return, stating specifically the ite~s of gr?ss income, 
receipts and disbursements, and such other mformatwn for the 
purpose' of carrying out the internal revelfue laws as .the Secretary 
or his delegate may by forms or regulatwns prescribe, and shall 
keep such records, rend-er under oath such statements, make 
such other returns, and comply with such .rules alfd regulat~ons 
as the Secretary or his delegate may from time to ~1me prescribe; 
except that, in the discretion of the Secretary or h1s de;Iegate, any 
organization described .in section 401(a) may be reheved from 
stating in its return any i!lformati~n which is reporJ:ed ~n returns 
filed by the employer whrch established such orgamzat10n. 

(2) ExcEPTIONS FROM FILING.- . 
, (A) MANDA'I;'ORY EXCEPTIONs.~Paragraph (1) shall not 

applyto- . ' . . . . . d. .
1
. . d 

( i) churches, the1r mtegrate aux1 1anes, an conven-
tions or associations· of churches, · 
·. (ii) any orga.ruz~ti~n. (other thana priv~te founda­
tion, as defined lil sectwn 509 (a)) described m subpara­
graph (C), the gross receipts of .which. in each taxable 

·· yea~. ~re nor-mallY. not mo~e ~han $5:09~· or . . 
(m) the exclus1velyrehgwus a.ctlvitles of any rehgwus 

1 
• •• order. · . ' . : . . . 

·. (B) DISCRETIONARY EXCEPI'IQNS,-The Secretary or his. 
delegate may relieve any organization required under para-· 
graph ( 1) to file an information return from filing such a 
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return where he determines that such filing is not necessary 
to the efficient administration of the internal revenue laws. 

(C) CERTAIN ORGANIZATIONS.-The organizations referred 
to in subparagraph (A) (ii) are-

( i) a religious organization described in section 501 

(c) ( 3) ; . l . . d "bed . t" ( ii) an educatlona orgamzatwn escm rn sec 10n. 
170(h) (1) (A) (ii); 

(iii) a charitable organization, or an organization for 
the prevention of cruelty to children or animals, described 
lin section 501 (c) ( 3), if such organization is supported, 
in whole or in part, by funds contributed by the United 
States or any State or political subdivision thereof, or 
is . primarily supported by contributions of the general 
public; 

( i v) an organization described tin section 501 (c) ( 3), 
if such organization is operated, supervised, ·or con­
trolled by or in connection with a religious organizatioa 
described in clause (i); 

(v) an organization described in section 501(c) (8); 
and 

(vi) an organization descri~d in section 501 (c) ( 1), 
if such organization is a corporation wholly owned by 
the United St,ates or any agency or instrumentality there­
of, or a wholly-owned subsidiary of such a corporation. 

(b) CERTAIN ORGANIZATIONS DEsCRIBED IN SEcTION 501(e) (3).­
Every organization described in section 501fc) (3) which is subject to 
the requirements of subsection (a) shall furnish annually informa­
tion,· at such time and in such manner as the Secretary or his dele­
gate may !by forms or regulations prescribe, setting forth-

(1) its gross income for the year, · 
(2) its expenses attributable to such income and incurred with-

in the year, . 
( 3) "its disbursements within the year for the purposes for 

which it is exempt, 
( 4) a balance sheet showing its assets, liabilities, and net worth. 

as of the beginllling of such year, . 
( 5) the total of the contributions and gifts received by_it dur­

ing the year, and the names and addresses of all substantial con­
tributors, 

(6) the names and addresses of its foundation managers (with­
in the meaning of section 4946(b) (1)) and highly compensated 
employees, [and] 

(7) the compensation and other payments made during th& 
year to each individual described in paragraph (6)[.], anil 

( 8) in the case of an organization with, respect to which an·elee­
tion wnder section 501 (g) is ejfecti1'e for the taxable year, the foTr 
lowi:ng a:mounts for such organization for s~ch taxable year: 

(A) the lobbying expenditures (as defined in secti'Of& 
J,f)11(c) (1) ), 

(B) the lobbying nontaxable amount ( a.g defined in sec time. 
J,f)11 (c) ( 13))' 

( 0) the grass roots expendituros (as )define.d in section. 
J,f)11(c) (3) ), and 
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(D) the grass Poots nontamable amount (as defined in sec-
4f)11(c) (1) ), 

f'~r pyrposes of paragraph (8), if section 4911 (f) applies to the oPga­
nzzatwn fo; the tamable year, ~uch organization shall furnish the 
~mounts w~th ;espect to the affil~ated group as well as with respect to 
such organzzatwn. 

* * * * * * * 
PART V-TIME FOR FILING RETURNS AND OTHER 

DOCUMENTS 

B_ec. 6071. Time for filing returns and other documents. 
·Sec. 6072. Time for filing income tax returns. 
·sec. 6073. Time for fi!ing declarations of estimated income tax by individuals. 
_sec. 6075. Time for filmg estate and gift tax returns. 
[Sec. 6076. Time for filing interest equalization tax returns.] 

* * * * * * * 
;{SEC. 6076. TIME FOR FILING INTEREST EQUALIZATION TAX RETURNS. 
· [ (a) Each return made under section 6011 (d) ( 1) (A) shall be filed 
on ?r l?e~ore the last day of the first month following the period for 
whiCh It Is made. 

[(b) Each return made ~nder. s~ction 6011 (d) (1) (B) shall be filed 
o~ or before the ?-ate of disposition of the stock or debt obligation 
With respect to whiCh such return is made.] 

* * * * * * * 

Subchapter B-Miscellaneous Provisions 

* * * * * * * 
SEC. 6103. PUBLICITY OF RETURNS AND DISCLOSURE OF INFORMA­

TION AS TO PERSONS FILING INCOME TAX RETURNS. 

(a) PUBLIC RECORD AND INSPECTION.-
( 1) Returns made ~ith respect to taxes imposed by chapters 

1, 2, 3, and f? upon whiCh the tax has been determined by the Sec­
retary or his delegate shall constitute public records· but ex­
cert as h~reinafter provided in this section, they shall be ~p~n 
to mspect101_1 only upo~ order of the President and under rules 
and regulatiOns prescribed by the Secretary or his delegate and 

. approved by the President. 
(2) All returns made with respect to the taxes imposed by 

chapters 1, 2, 3, 5, 6, 11, 12, and 32, subchapters B and C of chapter 
33, subchapter B of chapter 37, and chapter 41 (as in effect before 
July 1, 1974) shall constitute public records and shall be open to 
publjc . exaJ?ination and insp~ction to such extent as shall be 
authorized m rules and regulatiOns promulgated by the President. 

( 3) . Whenever a return is open to the inspection of any person, 
a certified copy thereof shall, upon request, be furnished to such 
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pers<'>n under rules and regulations prescribed by the Secretary 
or his delegate. The Secretary or his delegate may prescribe a 
reasonable fee for furnishing such copy. 

* * * * * * * 
SEC. 6104. PUBLICITY OF INFORMATION REQUIRED FROM CERTAIN 

EXEMPT ORGANIZATIONS AND CERTAIN TRUSTS. 

* * * * * * * 
(c) PuBLICATION TO STATE OFFICIALS.-

(1) GENERAL RULE.-In the case of any organization which is 
described in section 501(c) (3) and exempt from taxation under 
section 501(a), or has applied under section 508(a) for recogni­
tion as an organization described in section 501 (c) ( 3), the Secre­
tary or his delegate at such times and in such manner as he may 
by regulations prescribe shall-

( A) notify the appropriate State officer of a refusal to 
recognize such organization as an organization described in 
section 501 (c) ( 3), or of the opera.tion of such organization in 
a manner which does not meet, or no longer meets, the re­
quirements of its exemption, 

(B) notify the appropriate State officer of the mailing of 
a notice of deficiency of tax imposed under section 507 or 
chapter 41 or 42, and 

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

(2) APPROPRIATE STATE OFFICER.-For purposes of this sub­
section, the term "appropriate State officer" means the State attor­
ney general, State tax officer, or any State official charged with 
overseeing organizations of the type described in section 501 
(c) (3). 

(d) PuBLIC INSPECTION oF PRIVATE FouNDATIONs' ANNUAL RE­
PORTS.-The annual report required to be filed under section 6056 
(relating to annual reports by private foundations) shall be made 
available by the foundation managers for inspection at the principal 
office of the found!lti~m during regular business hours by any citizen 
on request made w1thm 180 days after the publication of notice of its 
availability. Such notice shall be published, not later than the day 
prescribed for filing such annual report (determined with regard to 
any extension of time for filing), in a newspaper having general cir­
culation in the county in which the principal office of the private 
found~tion is locat~d. ~he n~tice shal~ stat': t~at the annual report of 
the _Private foundat_wn IS available at Its prmCipal office for inspection 
durmg regular busmess hours by any citizen· who requests it within 
180 days after the date of such publication, and shall state the ad­
dr~ss .of the private foundation's principal office and the name of its 
prmCipal manager. 

* * * * * * 
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CHAPTER 62-. TIME AND PLACE FOR 
PAYING TAX 

* * * * * * 
Subchapter B-Extensions of Time for Payment 

* * * * * 
SEC. 6161. EXTENSION OF TIME FOR PAYING TAX. 

(a) * * * 

* * * * 

* * 

* * 
(b) AMOUNT DETERMINED -!--S DEFICIENCY.-Under regul~tions pre­

scribed by the Secretary or his delegate, the Secretary or his delegate 
may extend, to the extent provided below, the time for payment of the 
amount determined as a deficiency : . 

(1) In the case of a tax imposed by chapter 1, 12, 41, 42, or 43, 
:for a period not to exceed 18 months from the date fixed for pay­
ment of the deficiency, and, in exceptional cases, for a further 
period not to exceed 12 months; 

(2) In the case of a tax imposed by chapter 11, for a period 
not to exceed 4 years from the date otherwise fixed for payment 
of the deficiency. 

An extension under this subsection may be granted only where it is 
shown to the satisfaction of the Secretary or his delegate that the pay­
ment o:f a deficiency upon the date fixed for the payment thereof will 
result in undue hardship to the taxpayer in the case of a tax imposed 
by chapter 1, 41, 42, or [chapter] 43, t<;> the estate in the. c~se of a tax 
imposed by chapter 11, or to the donor m the case of a tax Imposed by 
chapter 12. No extension shall be granted if the deficiency is due to 
negligence, to intentional disregard of rules and regulations, or to 
fraud with intent to evade tax. 

* * * * • 
CHAPTER 63-ASSESSMENT 

• * * * * * • 
Subchapter A-In General 

* * * * * • • 
SEC. 6201. ASSESSMENT AUTHORITY. 

(a) AuTHORITY oF SECRE1'ARY oR DELEGATE.-The Secretary or his 
delegate is authorized and required to make the inquiries, determina­
tions, and assessments of all taxes (including interest, additional 
amounts, additions to the tax, and assessable penalties) imposed by 
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this title or accruing under any former internal revenue law, which 
have not'been duly paid by stamp at the time aJ?.d in the manner pro­
vided by law. Such authority shall extend to and mclude the followmg :. 

* * * * * * * 
(d) DEFICIENCY PROCEEDINGS.-

For special rules applicable to deficiences of income, estate, gift, [chapter 42,. 
and chapter 43] and certain excise taxes, see subchapter B. 

* * * * * * * 
Subchapter B-De:ficiency Procedures in the Case of 

Income, Estate, Gift, and Certain Excise Taxes 

* * * * * • 
SEC. 6211. DEFINITION OF A DEFICIENCY. 

(a) IN GENERAL.-For purposes of tllis title in the case of. income,. 
estate, and gift taxes imposed by subtitles A and B. and excise taxes 
imposed by chapters 41, 42, and 43, the term "deficiency" means the 
amount by which the tax imposed by subtitle A or B, or chapter 41y 
42, or 43, exceeds the excess of-

(1) the sum of-
(A) the amount shown as the tax by the taxpayer upon 

his return, if a return was made by the taxpayer and an 
amount was shown as the tax by the taxpayer thereon, plus 

(B) the amounts previously assessed (or collected without 
assessment) as a deficiency, over- · 

(2) the amount of r~bates, as defined in subsection (b) (2), 
made. . . 

(b) RULES FOR APPLICATION OF SUBsECTION (a).-For purposes of 
this section-

(1) The tax imposed by subtitle A and the tax shown on the 
return shall both be determined without regard to payments on 
account of estimated tax, without regard to the credit under 
section 31, and without regard to so much of the credit under 
section 32 as exceeds 2 percent of the interest on obligations de­
scribed in section 1451. 

( 2) The term "rebate" means so much of an abatement, credit, 
refund, or other repayment, as was made on the ground that the 
tax imposed by subtitle A or B or chapter 41, 42, or 43 was less 
than the excess of the amount specified in subsection (a) ( 1) over 
the rebates previously made. . 
. (3) .The computation by the Secretary or his delegate, pur­
suant to section 6014, of .the tax imposed by chapter 1 shall be 
considered as having been made by the taxpayer and the tax so 
computed considered as shown bv the taxpayer upon his return. 

(4) Thetax imposed by s~btitle ~ and the tax shown on t~e 
return shall both be determmed Without regard to the credit 
under sedion 39. unless, wit.hont regard to such credit, the tax 
imposed bv subtitle A exceeds the excess of the amount specified 
in subsection (a) ( 1) over the amount specified in £ubsection 
(a) (2). 

72-115-76--8 
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SEC. 6212. NOTICE OF DEFICIENCY. 
(a) IN GENERAL.-If the Secretary or ~is delegate dete:mines that 

there is a deficiency in respect of any tax Imposed by subtitle A orB 
of chapter 41, 42, or 43, he is _authori~ed to s~nd notice. of such de­
ficiency to the taxpayer by certified mail or reg:tstered mail. 

(b) ADDRESS FOR NOTICE OF DEFICIENCY.-
( 1) INCOME AND GIFT TAXES AND TAXES HIPOBED BY CHAPTER 4 2.­

In the absence of notice to the Secretary or his delegate under 
section 6903 of the existence of a fiduciary relationship, notice of 
a deficiency in respect of a tax imposed by subtitle A, chapter 12, 
chapter 41, chapter 42, or chapter 4?, if mailed to the taxpa1er at 
his last known address, shall be sufficient for purposes of subtitle A, 
chapter 12, chapter 41, chapter 42, ~hapter 43, and ~his .c~apter 
even if such taxpayer is deceased, or Is under a legal disability, or, 
in the case of a corporation, has terminated its existence. 

(2) JOINT INCOJ\IE TAX RETURN.-In the case of a joint income 
tax return filed by husband and wife, such notice of deficiency may 
be a sin ale joint notice, except that if the Secretary or his delegate 
has be~ notified by either spouse that separate residences have 
been established, then, in lieu of the single joint notice, a d~pli­
cate original of the joint notice shall be sent by certified mail or 
rerristered mail to each spouse at his last known address. 

(3) EsTATE TAx.-II_l the absence of 1_10tice to the Sec_retary or 
his delegate under sectwn 6903 of the existence of a fiduCiary rela­
tionship, notice of a deficiency in respect of a tax imposed by chap­
ter 11, if addressed in the name of the decedent or other person 
subject to liability and mailed to his last kno'':n address, shall be 
sufficient for purposes of chapter 11 and of this chapter. 

(c) FURTHER DEFICIENCY LETTERS RESTRICTED.-
( 1) GENERAL RULE.-If t~1e Secreta:ry or ·his d~lega~e has 

mailed to the taxpayer a notice of deficiency as provided 111 sub­
section (a), and the taxpayer files a petition with the Tax Cou:t 
within the time prescribed in section 6213 (a), the Secretary or his 
delegate shall have no right to determine any a~ditional defi­
ciency of income tax for the same taxable year, of gift tax for the 
same calendar quarter. of estate tax in respect of the taxable 
estate of the same decedent of chapter 41 taw for the same tamable 
year, of chapter 43 tax for the same taxable '[years] year, of sec­
tion 4940 tax for the same taxable year, or of chapter 42 tax 
(other than under section 4940) with respect to any act (or fail­
ure to act) to which such petition relates, except in the case of 
fraud, and except as pr~>Vi~ed in section 6214(a) (relat!ng to .as­
sertion of greater deficiencies before the Tax Court) , m sectiOn 
6213 (b) ( 1) (relating to mathematical errors), or in section 
6861 (c) (relating to the making of jeopardy assessments). 

SEC. 6213. RESTRICTIONS APPLICABLE TO DEFICIENCIES; PETITION 
TO TAX COURT. 

(a) TIME FOR FILING PETITION AND RESTRiariON ON AssESSMENT.­
Within 90 days, or 150 days if the notice is addressed to a person 
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outside the States of the Union and the District of Columbia, after the 
notice of deficiency authorized in sC?tion _6212 is ~ai_led (not coun.t­
ina Saturday Sunday or a leaal holiday 111 the DistriCt of Columbia 
as 

0
the last day), the t~xpayer 

0

may file a petition with th~ Tax C~:mrt 
for a redetermination of the deficiency .. Except as otherwise provi~ed 
in section 6861 no assessment of a deficiency 111 respect of any tax Im­
posed 'by subtitle A or B or cl_l:apter 41, 42, or 43 and no levy or pro­
ceeding in court for its coll~twn shall be made, begun, ~r prosec~ted 
until such notice has been mailed to the taxpayer, nor until th~ expir~­
tion of such 90-day or 150-day period, as the ?Use may~' nor, If a peti­
tion has been filed with the Tax Court, until the deCisiOn of the ~ax 
Court has become final. Notwithstanding the pr~wi~ions of sectiOn 
7 421 (a), the making of sucJ: assessment o_r ~~e ~g~nn111g of such pro­
ceedin(J" or levy dur111g the time such proh1b1tion IS 111 force may be en­
joined'by a proceeding in the proper court. 

* * * * * * * 
SEC. 6214. DETERMINATIONS BY TAX COURT. 

(a) JuT.ISDIC,'TION As To INCREASE OF DEFICIENCY, ADDmo~AL 
Al\IOLTNTS oR ADDITIONS TO THE TAx.-Except as provided by sectiOn 
7463, the Tax Court shall have jurisdiction to redeterm~ne t~e correct 
amount of the de'ficiency even if the amount so redeterm111ed IS g:reater 
than the amount of the deficiency, notice of w~i~h has been mailed 1::<> 
the taxpayer, and to determine whet~er a1_1y add1t10na~ amount, or addr­
tion to the tax should be assessed, If claim therefor IS asserted by the 
Secretary or his delegate at or before the hearing or a rehearing. 

(b) _J1:mrsmcTr~N. OvER O~HER YE~Rs AND QuARTERS.-~he Tax 
Court m redeterm111111g a defiCiency of mcome tax for any taxable :year 
or of gift tax for any calendar year or calendar quarter shall consider 
such facts with relation to the taxes for other years or calendar quarters 
as may be necessar:y correctly to red~teJ?Ili;ne.the amount ~f such defi­
dency, but in so do111g shall have no JUrisdiCtion to determ111e wheth~r 
or not the ta.x for any other year or calendar quarter has been overpaid 
or underpaid. 

(c) TAxEs IMPOSED B~ ~ECTION 507 OR CHAPTER 41, _42, OR 43.-The 
Tax Court in redetermnung a defiCiency of any tax Imposed by sec­
tion 507 or' chapter 41, 42, or 43 for any period, act, or failure to act, 
shall consider such facts with relation to the taxes under chapter 41, 
42, or 43 for other periods, acts, or failures to ac~ as may b~ necess~ry 
correctly to redetermine the amount of such deficiency, but 111 so domg 
shall have no jurisdiction to determine whether or not the taxes under 
chapter 41, 42, or 43 for ~ny other period, act, or failure to act have 
been overpaid or underpa1d. 

(d) FINAL DECISIONS OF TAx CouRT.-For purposes of this chapter, 
chapter 41, 42, or 43, and subtitles A orB the date _on which a. deci­
sion of the Tax Court becomes final shall be determ111ed accord111g to 
the provisions of section 7481. 

* * * * * * * 
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CHAPTER 64-COLLECTION 

* * * * * * 
Subchapter D-Seizure of Property for Collection, 

of Taxes 

* * * 
SEC. 6344. CROSS REFERENCES. 

(a) LENGTH OF PERIOD.-

* * * * 

For period within which levy may be begun in case of-
(1) Income, estate, and gift taxes, and taxes imposed by chapter 11~-

42, or 43, see sections 6502(a) and 6503(a)(l). 
(2) Employment and miscellaneous excise taxes, see section 6502(a) ... 

(b) DELINQUENT CoLLECTION 0FFICERS.-
For distraint proceedings against delinquent internal revenue officers 

see section 7803(d). .-. 

(c) OTHER· REFERENCES.-'-For provisions relating to~ 
(1) Stamps, marks and brands, see section 6807. 
(2) Administration of real estate acquired by the United States, see• 

section 7506. 

* * * * * * * 
CHAPTER 66-LIMITATIONS 

* * * * * * *' 

Subchapter A-Limitations on Assessment and: 
Collection 

* * * * * 
SEC. 6501. LIMITATIONS ON ASSESSMENT AND COLLECTION. 

(a) GENERAL RbLE.-Except as otherwise provided in this section, 
the amount of any tax imposed by this title shall be assessed within 3': 
years after the return was filed (whether or not such return was file~ 
on or. after the date prescribed) or, if the tax is payable by stamp, at 
any time after such tax became due and before the expiration of 3 years 
~fte~ the date o;n which any part of such tax was paid, and no proceed­
mg m court without assessment for the collection of such tax shall: 
be begun after the expiration of such period. 

* * * * * * * 
(e) SUBsTANTIAL OMISSION OF ITEMs.-Except as otherwise pro...­

vided in subsection (c)-
(1) INCOME TAXEs.-In the case of any tax imposed· by sub~ 

title A-
(A) GENERAL RULE.-If the taxpayer omits from gross in­

come an amount properly includible therein which is in ex­
cess of 25 percent of the amount of gross income stated in· 
the return. th~ tax may be assessed, or a proceeding in court 
for the collectiOn of such tax may be begun without assess-.-
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ment, at .any time within 6 years after the return was filed. 
For purposes of this subparagraph- . " 

{ i) In the case of a trade or busmess, the t~rm gross 
income" means the total of the amounts received or ac­
-crued from the sale of goods or services (if_ such a~ol!-nts 
.ar.e required to be shown on the re~urn) prwr to dimmu· 
tion by the cost of such sales or services; ~nd 

( ii) In determining the amo_unt omitted from gross 
:inoome there shall not be taken mto account any amount 
·which is omitted from gross income stated in ~he return 
if such amount is disclosed in the return, or m a state­
ment attached to the return, in a manner adequate to ap­
'prise the Secretary or his delegate of the nature and 
amount of such item. 

(B) CoNSTRUCTIVE DIVIDENDs.-If .the ta~payer OIJ?-its from 
·gross income an amount prope_rly n~clu~Ible therem. under 
·section 551(b) (relating to the mclu~wn_m ~he gross mcome 
of United States shareholders of their distributive shares .of 
the undistributed foreign personal holding company m­
come), the tax may be assessed, or a proce~ding in court for 
the collection of such tax may be begun without assessment, 
at any time within 6 years after the return was filed. 

(2) EsTATE AND GIFT TAxEs.-In the case of a return of esta~e 
·tax under chapter 11 or a return of gift tax under chapter 12, If 
'the taxpayer omits from the gross ~state or fro.m the total amount 
·'Of the gifts made during the perwd for whiCh the retu~n was 
nled items includible in such gross estate or such total gifts, as 
·the case may be, as exceed in amount 25 percent of. the gross e.s­
tate stated in the return or the total_amount of. gi~S stated m 
'the return the tax may be assessed, or a proceedmg m court for 
the collection of such 'tax may be begun without assessmel?-t•. at 
any time within 6 years after the return was filed. In de~ermmmg 
the items omitted from the gross es~ate or t~e i?tal !gfts, there 
shall not be taken into account any Item which IS omitted from 
the gross estate or from the total gi.:fts stated in the return if such 
'item is disclosed in the return, or m a statement attached to the 
return, in a manner adequate to apprise the Secretary or his dele-
. gate of the nature and amount of such item. . .. 
_ (3) ExcisE TAXES.-In the case of a return of a tax imposed 
under a provision of subtitle D. if the return oimts an amount of 
such tax- properly includible thereon which exceeds 25 percent 
of the amount of such tax reported thereon, the tax m11ybe as­
sessed, or a procMding in court :for th~ colle~cti?n of such tax may 
'be begun without assessme;nt_, at any time withm 6 year~ after the 
return is filed. In determmmg the amount of ta~. om1tted on a 
return there shall not be taken into account any amount of tax 

-·impos~d by chapter 1,.1, 42, or 43 which is omitted from the r.eturn 
i£ the transaction giving rise to such tax is disclosedi_nthe_return, 
or in a statemrnt attached to the return, in a_·manner adequate to 
apprise the Secretary or his .delegate o:f the existence and nature 

•of such item. · - · ' . · _ . . .. _ * * * -*. * 
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Subchapter B-Limitations on Credit or Refund 

* * * * * * * 
SEC. 6512. LIMITATIONS IN CASE OF PETITION TO TAX COURT. 

(a) EFFECT OF PETITIO~ TO TAx CouRT.-!£ the Secretarv or his 
d_elegate has mailed to the taxpayer a notice of deficiency under sec­
bon 6212(a) (relating to deficiencies of income, estate, gift, and chap­
ter 41, 42, or 43 taxes) and if the taxpayer files a petition with the Tax 
Court witp.in the time prescribed in section 6213 (a), no credit or 
refund of mcome tax for the same taxable year of gift tax for the same 
calendar year or calendar quarter, of estate tdx in respect of the tax­
able est!-lte of the same decedent, o~ of tab imposed by chapter 41, 42, 
or 43 WI~h respect to any act (or failure to act) to which such petition 
re~ates, m resp~ct of which the Secretary or his delegate has deter­
mmed the deficiency shall be allowed or made and no suit by the tax­
payer. for the recovery of any part of the tax shall be instituted in 
any court exeept-

(1) As. to overpayments determined by a decision of the Tax 
Court whiCh has become final; and 

(2) _As to any amount collected in excess of an amount com­
puted m accordance with the decision of the Tax Court which has 
become final; and 

(3) As to any amount collected :after the period of limitation 
upon t_he making _of levy m; beginning a proceeding in court for 
col~ectwn has ex.r;nred; but m any such claim for credit or refund 
or many such smt for refund the decision of the Tax Court which 
has. become fin!-11, as to whether such period has expired before the 
notice of deficiency was mailed, shall be conclusive. 

(b) OvERPAYMENT DETERMINED BY TAx CouRT.-
(1) JuRisDicTION T<? DE~~n~E.-Except as provided by para­

graph (?) and by sectiOn 1463, If the Tax Court finds that there is 
no deficiency an~l further finds that the taxpayer has made an 
overpayment of mcome tax for the same taxable year, of gift tax 
for the same calendar year or calendar quarter, of estate tax in 
respect of the taxable estate of ~he same decedent, or of tax im­
posed by chapter 41, 42, ~~ 43 With respect to any act (or failure 
to act) to 'YhiCh such petition relates, in respect of which the Sec­
~etary or. his delegate determined the deficiency, or finds that there 
IS a defiCiency but that the taxpayer p.a~ m!ld~ an overpayment of 
such tax, the Tax Court shall have JUriSdiction to determine the 
am?~nt of such overpayment, and such amount shall, when the 
demswn of the Tax Court has become final, be credited or re­
funded to the taxpayer. 

(2) LIMIT ON AMOUNT OF CREDIT OR REFUND.-No rsuch credit or 
refund shall be allowe~ or made of any portion of the tax unless 
t~e Tax Coprt determmes as part of its decision that such· por­
tion was pald-

(A) a~e~ the maili!lg of t~e notice of deficiency. 
. (B) Withm the penod whiCh ~ould be applicable under sec­

tiOn 6511 (b) (2), (c), or (d), If on the date of the mailino­
of the notice of deficiency a claim had been filed (whether 0~ 

* 

* 
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not filed) stating the grounds upon which the Tax Court finds 
that there is an overpayment, or . 

(C) within the period which ~ould be applicable _under 
section 6511 (b) (2), (c), or. (d), m r~pect of. any ~laim ~or 
refund filed within the applicable perwd specified m sectiOn 
6511 and before the date of the mailing of the notice of 
deficiency-

(i) which had not been disallowed before that date, . 
(ii) which had been disallowed before that date and m 

respect of which a timely suit for refund could have been 
commenced as of that date, or 

(iii) in respect of which a suit for refund had been 
commenced before that date and within the period speci­
fied in section 6532. 

* * * * * * * 

CHAPTER 67-INTEREST 

* * * * * * 
Subchapter A-Interest on Underpayments 

* * * * * * 
SEC. 6601. INTEREST ON UNDERPAYMENT, NONPAYMENT, OR EXTEN­

SI<mS OF TIME FOR PAYMENT, OF TAX. 

(a) * * * 

* * * * * * * 
(c) SusPENSION oF INTEREST IN CERTAIN INCOME, EsTATE, GIFT, AND· 

CHAPTER 41, 42, OR 43 TAx CAsES.-In the case of a deficiency as de­
fined in section 6211 (relating to income, estate, gift, and certain excise 
taxes), if a waiver of restrictions under section 6213 (d) on the assess­
ment of such deficiency has been filed, and if notice and demand by the 
Secretary or his delegate for payment of such deficiency is not made 
withln 30 days after the filing of such waiver, interest shall not be 
imposed on such deficiency for the period beginning immediately after 
such 30th day and ending with the date of notice and demand. 

* * * * * * * 
Subchapter B--lnterest on Overpay:rpents 

* * * * * * * 
SEC. 6611. INTEREST ON OVERPAYMENTS. 

(a) B.ATE.-lnterest shall be allowed and paid upon. any overpay­
ment in respect of any internal tax at an annual rate established under 
section 6621. · · 
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(b) PERIOD.,-Such interest shall be allowed and paid as follows : 
(1) CREDITS.-In the case of a credit, from the date of the over~ 

payment to the due date of the amount against which the credit is 
taken. 

(2) REFUNDS.-In the case of a refund, from the date of the 
overpayment to a date (to be determined by the Secretary of his 
delegate) preceding the date of the refund check by not more than 
30 days, whether or not such refund check is accepted by the tax~ 
payer after tender of such check to the taxpayer. The acceptance 
of such check shall be without prejudice to any right of the tax~ 
payer to claim any additional overpayment and interest thereon. 

(d) ADVANCE PAYMENT OF TAx, PAYMENT OF EsTIMATED TAx, AND 
·CREDIT FOR INCOME TAx WITHHOLDING.-The provisions of section 
'6513 (except the provisions of subsection (c) thereof), applicable in 
determining the date of payment of tax for purposes of determining 
the period of limitation on credit or refund, shall be applicable in de~ 
termining the date of payment for purposes of subsection (a) . 

(e) INCOME TAx REFUND WITHIN 45 DAYS AFTER RETURN Is 
FILED.-If ·any overpayment of tax imposed by subtitle A is refunded 
within 45 days after the last date prescribed for filing the return of 
such tax (determined without regard to any extension of time for 
filing the return) or, in case the return is filed after such last date, is 
refunded within 45 days after the date the return is filed, no interest 
:shall be allowed under subsection (a) on such overpayment. 

(f) REFUND OF INCOME TAx CAUSED BY CARRYBACK OR ADJUSTMENT 
YOR CERTAIN uNUSED DEDUCTIONS. 

(1) NET OPERATING LOSS OR CAPITAL LOSS CARRYBACK.-For pur~ 
poses of subsection (a), if any overpayment of tax imposed by sub­
title A results from a carryback of a net operating loss or net 
capital loss, such overpayment shall be deemed not to have been 
made prior to the close of the taxable year in which such net 
operating loss or net capital loss arises. 

( 2) INVESTMENT CREDIT CARRYBACK.-For purposes o:f subsection 
(a), i:f any overpayment of tax imposed by subtitle A results from 
an investment credit carryback, such overpayment shall be deemed 
not to have been made prior to the close of the taxable year in 
which such investment credit carryback arises, or, with respect to 
any portion of an investment credit carryback from a taxable year 
attributable to a net operating loss carryback or a capital loss 
carryback from a subsequent taxable year, such overpayment shall 
be· deemed not to have been made prior tO the close ·of such subse­
quent taxable year. 

( 3) ADJUSniENT FOR CERTAIN UNUSED DEDUCTIONS OF LIFE IN~ 
SURANCE COMPANIES.-For purposes of subsection (a), if any over­
payment of tax imposed by subtitle A arises by operation of section 
815 (d) ( 5). (relating to reduction of policyholders surplus account 
of life inshrance companies for certain unused deductions), such 
overpayment shall be d~nwd. n()t to_ hav() beyn m~de prior to the 
close of the last taxable·vear tO which the loss described in section 

.815(d) (5) (A) is carried. under S!'lctipn- 812(b)(2) .. 
· .(4) WoRKINCENTivE ~ROGRAM .CREDI'l', CARRYBACK.-;-:-For pur~ 
pose's of subsection '(a), if any overpayment of tax_imposed by 

1 
I 
I 
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subtitle A results from a work inc~ntive program credit carryba~k,. 
such overpayment shall be deeJ?ed n.ot to have bee.n ma~e pno:r­
to the close of the taxable year m whiCh such work llleent~ve pro­
O"ram credit carryback arises, or ,with respect to any portion of a 
;ork incentive program cr~dit carryback from a taxat;>le year 
attributable to a net operatmg loss carryback or a capital loss 
carryback from a subsequent taxable.year, such overpayment shall 
be deemed not.to have been made prwr to the close of such subse~ 
quent taxable year. 

(g) REFUND oF INCOME TAx CAUSED BY CARRYBACK OF FoREIGN 
TAxEs.-For purposes of subsection (a), if any overpa:yment of t~x 
results from a carryback of tax paid· or accrued to formgn countries 
or possessions of the United States, such overpayment shall be deemed 
not to have been paid or accrued prior to the _close of tl_le taxable year 
under this subtitle in which such taxes were m :fact paid or accrued. 

[(h) REFUND WITHIN 45· DAYS AFTER FILING CLAIM FOR REFUND OF 
INTEREST EQUALIZATION TAx PAm ON SEcuRmES SoLD TO FoREIGN­
ERs.-No interest shall be allowed under subsection (a) on any over­
payment of the tax imposed by se~tion 4911, ar~sin.g by reason of 
section 4919 (a), if the overpayment IS refunded withm 45 days af!.er 
the filing of a claim for refund for that overpaym~nt of tax With 
respect to a prior quarter.] . 

[(i)] (h) PRoH;mmoN oF ADMINISTRATIVE REVIEW.-

. For prohibition· of administrative review, see section 6406. 

* * * * * * * 

CHAPTER 68-ADDITIONS TO THE TAX, ADDI­
TIONAL AMOUNTS, AND ASSESSABLE PENAL­
TIES 

* * * * * * * 
Subchapte~ A-. Additions to the Tax and Additional 

.Amounts 

* * * * * * * 
SEC. 6651. FAILURE TO FILE TAX RETURN OR TO PAY TAX; 

(a) ADDITION TO THE TAX.-I~ case of failurer--:--
(1). to file any return reqmred under autP,onty of subchapter A 

of chapter 61 (other than part III thereof), subchapter A of chap­
ter 51 (relating todistilled spirits, wines, and beer); o! of sub­
chapter A of chapter 52 (relating to tobacco, cigars, cigarettes,. 
and cigarette papers and tubes), .or of subchapter A of chapter 53 

. (relating to machine guns an.d cert~in other firearms), on th~ date 
prescribed therefor ( determmed with reg~rd t? ftnY. extensiOn of 
time for filing) .unless it is shown thatsuch failure IS due to rea­
sonabl!'l cause a~d not due to willfull neglect, there shall be added 
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to the amount required to be shown as tax on such return 5 per­
cent of the amount of such tax if the failure is for not more than 1 
month~ with an additional 5 percent for each additional month 
or fraction thereof during which such failure continues, not ex­
ceeding 25 percent in the aggregate; 

( 2) to pay the amount shown as tax on any return specified in 
paragraph (1) on or before the date prescribed for payment of 
such tax (determined with regard to any extension of time for 
payment), unless it is shown that such failure is due to reasonable 
cause and not due to willful neglect, there shall be added to the 
amount shown as tax on such return 0.5 percent of the amount of 
s~ch tax if the failure is for not _n~ore than 1 month, with an addi­
tional 0.5 percent for each additiOnal month or fraction thereof 
during which such failure continues, not exceeding 25 percent in 
the aggregate; or 

(3) to pay any amount in respect of any tax required to be shown 
on a return specified in paragraph (1) which is not shown (in­
cluding: an assessment made pursuant to section 6213 (b)) within 
10 days of the date of the notice and demand therefor, unless it is 
shown that such failure is due to reasonable cause and not due to 
willful neg-lect, there shall be added to the amount of tax stated 
in such notice and demand 0.5 percent of the amount of such tax 
if the falure is for not more than 1 month, with an additional 0.5 
percent for each additional month or fraction thereof during 
which such failure continues, not exceeding 25 percent in the ag­
gregate. 

'(b) PENALTY IMPOSED ON NET A~roUNT DuE.-For purposes of-
( 1) subsection (a) ( 1) , the amount of tax required to be shown 

on the return shnll be reduced by the amount of any part of the 
tax which is paid on or before the date prescribed for payment of 
the tax and by the amount of any credit against the tax which may 
be claimed on the return, 

(2) subsection (a) (2), the amount of tax shown on the return 
shall, for purposes of computing the addition for any month, be 
reduced by the amount of any part of the tax which is paid on or 
before the beginning of such month and by the amount of any 
credit against_ the tax which may be claimed on the return, and 

(3) subsPctwn (a) (3), the amount of tax stated in the notice 
and demand shall, for the purpose of computing tbe addition for 
any month, be reduced bv the amount of any part of the tax which 
is paid before the beginning of such month. 

'(c) LnnTATIONS AND SPECIAL RuLE.-
(1) ADDITIONS UNDER MORE THAN ONE PARAGRAPH.-

. (A) With respect to any return, the amount of the addi­
tion under paragraph (1) of subsection (a) shall be reduc(',d 
by the amount of the addition under paragraph (2) of sub­
section (a) for any month to which -an addition to tax applies 
underbothparagraphs (1) and (2). 

(B) With respect to any return, the maximum amount of 
the addition permitted under paragraph (3) of subsection 
(a) shall be reduced by the amount of the ad.dition under 
paragraph (1) of subsection (a) which is attributable to the 
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tax for which the notice and demand is made and which is 
not paid within 10 days of notice and demand. 

(2) AMOUNT OF TAX SHOWN ~fORE THAN AMOUNT REQUIRED TO ~E 
BHOWN.-If the amount required to be shown as tax on a return IS 
less than the amount shown as tax on such return, subsections (a) 
(2) and (b) (2) shall be applied by substituting such. lower 
amount. . 

(d) ExcEPTION FOR DECLARATIONS OF EsTIMATED TAx.-This section 
shall not apply to any failure to file a declaration of es~imated tax ~­
quired by section 6015 or to pay any estimated tax reqmred to be paid 
by section 6153 or 6154. . 

[(e) CERTAIN INTEREST EQuALIZATION TAx RETURNs.-The provi­
sions of this section shall apply with re~pect to ~eturns. of am~mnts 
withheld under section 4918 (e) (7) ( relatmg to withholdmg of mter­
est equalization tax by participating firms) in the same mam~er a~d 
to the same extent as they apply with respect to returns specified m 
subsection (a) ( 1) .] 

* 

Sec. 6671. 
Sec. 6672. 

Sec. 6673. 

Sec. 6674. 
Sec. 6675. 

See. 6676. 
Sec. 6677. 

Sec. 6678. 
Sec. 6679. 

ESec. 6680. 
Sec. 6681. 
Sec. 6682. 

Sec. 6683. 

Sec. 6684. 

Sec. 6685. 

See. 6686. 
Sec. 6687. 
Sec. 6688 . 

[Sec. 6689. 

Sec. 6690. 

Sec. 6692. 
See. 0093. 

• 

* * * * * * 
Subchapter B-Assessable Penalties 

Rules for application of assessable penalties. 
Failure to collect and pay over tax, or attempt to evade or defeat 

tax. 
Damage assessable for instituting proceedings before the Tax Court 

merely for delay. 
Fraudulent statement or failure to furnish statement to employee. 
Excessive claims with respect to the use of certain fuels or lubricat­

ing oil. 
Failure to supply identifying numbers. 
Failure to file information returns with respect to certain foreign 

trusts. 
Failure to furnish certain statements. 
Failure to file returns as to organization or reorganization of for-

eign corporations and as to acquisitions of their stock. 
Failure to file interest equalization tax returns. 
False equalization tax certificates.] 
False information with respect to withholding allowances based on 

itemized deductions. 
Failure of for.eign corporation to file return of personal holding 

company tax. 
Assessable penalties with respect to liability for tax under chaP­

ter 42. 
Assessable penalties with respect to private foundation annual 

reports. 
Failure of DISC to file returns. 
Failure to supply information with respect to place of residence. 
Assessable penaltieA with respect to information required to be fur-

nished under section 7654. 
Faiure by certain foreign issuers and obligors to comply with 

United States investment equalization tax requirements.] 
Fraudulent statement or failure to furnish statement to plan 

participant. 
Failure to file actuarial report. 
Failure to provide reports on individual retirement accounts or 

annuities. 

* * * • * * 
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[SEC. 6GSO. FAILURE TO FILE INTEREST EQUALIZATION TAX RETURNS. 

[(a) IN .GENERA~.-In a?dition to the penalty imposed by section 
7203 ( relatmg to willful failure to file return, supply information or 
paytax)----, ' 

[(1) · RET~RN R~IDRED UNDER. SECTION 6011(d) (1).-Any 
person who 1~ r~qmred under sectwn 6011 (d) ( 1) (relating to· 
~nterest equahz3;t10n tax returns) to file a return for any period 
~n respect ?f vy-l.nch, by reason of the provisions of section 4918, he­
mcurs no h3;b1hty for payment of the tax imposed by section4911 
and. who fails to file such return within the time prescribed by, 
section 6076, sh!l'll pay a penalty of $10 or 5 percent of the amount 
of tax for whwh he would incur liability for payment under 
section 4911 but for the provisions of section 4918 whichever is the 
greater, for each such failure unless it is shown that the failure is 
due to reasonable cause. The penalty imposed by this paragraph 
shall not exceed $1,000 for each failure to file a return. 

[(2) RE!URN REQUIRED UNDER SECTION 601l(d) (3).-Any 
person reqmred to file a ret~1rn under ~ection 6011 (d) ( 3) who fails 
to file such return at the time prescnbed by the Secretary or his 
delegate, or who files a return which does not show the information 
re9mre~, shall pay a penalty of $1,000, unless it is shown that such 
failure IS due to reasonable cause. 

[ (b) CROSS REFERENCE.- . . . 
[F'!r .a.dditions and penalities in case of failur~ to. file interest 

equalization tax returns or pay or remit, see section 6651. 

[SEC. 6681. FALSE EQUALIZATION TAX CERTIFICATES. 

[(a:) FALSE STATE1\fENT OF UNITED STATES PERRON STATUs.-In 
add1t10n to the criminal penalty imposed by section 7241, any person 
who, f<?r purposes of se?tlon 4918 (e) or 4918 (h), executes a statement 
as to h1s. sta~us as a .Umted ~tates p~rson and ownership of stock .and 
debt o~hgatwns which con tams a misstatement of material fact shall, 
unless It IS shown that such action is due to reasonable cause and not 
due to willful negle?t, be liable to a penalty equal to 125 percent of the· 
amount of the t3:x I~ posed. by sectwn 4911 on the acquisition of any 
stock or debt obhgatwn whwh, but for the provisions of section 4918 
wol!ld .be payable by the person acquiring such stock or debt 
obhgatwn, · 
· [(b) LiABII"TI'Y OF PARTICIPATING FIRMS AND PARTICIPATING Cus-
TODIANs.~ . . 

[(1) CoNFIRMATIONS AND COMPARISONS.-Unless it is shown 
that such action is due to reasonable cause and not d~e to willful' 
fl:eglect, a participating firm described in section 4918 (c) shall be 
hable to a pe!lalty equal to ~2.') percent of the amount of tax im­
~osed b:y sectwn 4911 'on the !l'?quisition of stock or a debt obliga~ 
tion which, but for the p~oVISlo:qs of section 4918, would be pay­
able .by th.e person acqmrmg the stock or debt obligation if such 
part1c1patmg firm- - · . ' . 
. .. [(A) furnishes ari lET clean confirmation referred to in· 

sectwn 4918 (b) other than in accordance with the provisions: 
of section 4918 (d), ~. -

[(B) furnishes a ":ritten comparison or broker-dealer con­
~rmatwn other than m accordance with the provisions of sec-­
tion 4918 (e), or 
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[(C) violates the rules of an exchange or association re­
ferred to in section 4918(d) (2) and as a result thereof an 
JET clean confirmation referred to in section 4918 (b) is 

· issued under section 4918 (d) ( 2) by another participating 
'firm. 

'[(2) TRANSFER OF CUSTODY CERTIFICATES.-Unless it is shown 
that such action is due to reasonable cause and not due to willful 
neglect, a participtaing firm or participating custodian (de­
scribed in section 4918(f)) shall be liable to a penalty equal to 
125 percent of the amount of tax imposed by section 4911 on the 
acquisition of stock or a debt obligation which, but for the provi­
·sions of section 4918, would be payable by the person acquiring 
the stock or debt obligation, if such firm or custodian issues a 
·transfer of custody certificate (described in section 4918 (h) ( 1) ) 
which contains a misstatement of material fact or issues a trans­
-fer of custody certificate other than in accordance with the pro­
visions of section 4918. 

'[(c) FALSE CERTIFICATE OF SALES TO FoREIGN PERsoNs.-In addi­
·tion to the criminal penalty imposed by section 7241, any person who 
willfully executes a certificate of sales to foreign persons described 
·in section 4919 (b) ( 2) which contains a misstatement o£ material fact 
·shall be liable to a penalty equal to 125 percent of the amount of the 
tax imposed by section 4911 on the acquisition by the underwriter of 
the stock or debt obligation with respect to which such certificate is 
executed. 

[(d) FALSE CoNFIRMATIONs OR CoMPARISONS FURNISHED BY 
DEALERS.-

[(1) MEMBERS OF NATIONAL SECURITIES EXCHANGES.-A member 
or member organization of a national securities exchange de­
scribed in section 4919(b) (3) (A) who, in a transaction subject to 
the rules of such exchange as described in such section, willfully 
furnishes a written confirmation or comparison which contains a 
misstatement of material fact or which fails to state a material 
fact shall be liable to a penalty equal to 125 percent of the amount 

· ··of the tax imposed by section 4911 on the acquisition of the debt 
·obligation by the dealer for whose benefit such confirmation or 
·comparison is furnished. 

[(2) DEALERs.-Any person who sells as a dealer a debt obli­
gation in a transaction subject to the rules of a national securities 
exchange as described in section 4919(b) (3) (A), in which s!1ch 
sale is effected on his behalf by a member or member orgamza­
tion of such exchange, and. who willfully fails to disclose to such 
member or· member organization that such sale is being made- by 
him as a dealer, shall be liable to a penalty equal to 125 percent 
of the amount of the tax imposed on his acquisition of such debt 
obligation. ·· 

[(3) ME1\IRERS OF NATIONAL SECURmES ASSOCIATIONS.-A mem­
ber or member organization of a national securities association 
described in section 4919(b) (3) (B) who willfully furnishes a 
written confirmation described in such section (in a transaction 
subject to the rules of such association as described in such sec­
tim:i.) which contains a misstatement of materialfact or which fails 
to state a material fact shall be liable to a penalty equal to 125 
percent of the amount of the tax imposed by section 4911 on the 
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acquisition of the debt obligation by the dealer for whose benefit 
such confirmation is :furnished. 

[(e) PENALTY To BE IN LIEu OF TAx IN CERTAIN CAsES.-Unless 
the person acquiring the stock or debt obligation involved had reason 
to know that the lET clean confirmation which. he received was false 
in any material respect, the penalty under subsection (ib) ( 1) shall be 
in lieu of any tax on the acquisition of stock or debt obligation under 
section 4911. 

[ (:f) FALSE APPLICATION FOR VALIDATION CERTIFICATE, ETc.-Any 
person who knowingly supplies information in connection with an 
application for a validation certificate (described in section 4918 (b) 
(1) (A)) which contains a misstatement of a material fact, or who 
knowingly obtains or uses a validation certificate for the purpose of 
establishing an exemption for prior American ownership and compli­
ance under section 4918(a) other than in a~cordance with the provi­
sions of section 4918, shall be liable to a penalty equal to 125 percent 
of an amount equal to the tax which would have been imposed by sec­
tion 4911 if the stock or debt obligation described in such certificate 
had been acquired by a person required to pay such tax on the date of 
application.] 

* * * * * * * 
[SEC. 6689. FAILURE BY CERTAIN FOREIGN ISSUERS AND OBLIGORS. 

TO COMPLY WITH UNITED STATES INVESTMENT EQUALI­
ZATION TAX REQUIREME!\'TS. 

[In addition to any other penalties imposed by law, any foreign 
issuer or obligor with respect to an original or new issue of whose 
stock or debt obligations an exclusion from tax under section 4922· 
applied, but who fails to comply with any of the applicable require­
ments enumerated in or made applicable to such issuer or obligor under· 
subsection (b) of such section and (under section 4922 (c) ) incurs 
liability for the tax imposed by section 4911 as a result thereof, shall, 
unless it is shown that such failure to comply is due to reasonable 
cause and not due to willful neglect, be liable (in addition to the 
liability for tax so incurred) for a penalty equal to 25 percent of the 
total amount of such tax.] 

* * * * * * * 
CHAPTER 75-CRIMES, OTHER OFFENSES, 

AND FORFEITURES 
• * * * * .. • 

Subchapter A-Crimes 
• • * • * * .. 

PART II-PENALTIES APPLICABLE TO CERTAIN TAXES 

Sec. 7231. Failure to obtain license for collection of foreign items. 
Sec. 7232. Failure to register, or false statement by manufacturer or producer 

of gasoline or lubricating oil. · 
Sec. 7233. Failure to pay, or attempt to evade payment of, tax on cotton futures. 

and other violations. 
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Sec. 7234. Violation of laws relating to oleomargarine or adulterated butter 
operations. 

Sec. 7235. Violation of laws relating to adulterated butter and process o.r ren• 
ovated butter. 

Sec. 7236. Violation of laws relating to filled cheese. 
Sec. 7237. Violation of laws relating to narcotic drugs and to marihuana. 
Sec. 7238. Violation of laws relating to opium for smoking. 
Sec. 7239. Violations of laws relating to white phosphorus matches. 
Sec. 7240. Officials investing or speculating in sugar. 
[Sec. 7241. Penalty for fraudulent equalization tax certificates.] 

• • • * * * • 
[SEC. 7241. PENALTY FOR FRAUDULENT EQUALIZATION TAX CERTIF­

ICATES. 

[ (a) Any person who, on or afte:J? the date of the enactm~nt of the 
Interest Equalization Tax Act, wil~fully executes ~ certificate ?f 
American ownership or blanket cerJ:Ificate of American. ownership 
described in section 4918 (e), or a certificate of sales to foreign persons 
described in section 4919(b) (2) '·which is known by hi~ to be fra?-du­
lent or to be false in any material respect shall be guilty of a misde­
meanor and upon conviction thereof, shall for each offense be fined 
not mor~ th~n $1,000, or imprisoned not more than 1 year, or both. 

[(b) Any person who, on or after the date of the ~nactment of the 
Interest Equalization Tax Extension Act of 1967, willfully e.xecutes, 
for purposes of section 4918 (e) or 4918.(h), a statement as to h~s st~tus 
as a United States person and ownership of stock and ~ebt dbhgatwps 
which is known by him to be. fraudulent or to be false I~ a~y material 
respect shall be guilty of a misdemeanor and, upon conviCti.on t~ereof, 
shall for each offense be fined not more than $1,000, or Imprisoned 
not more than 1 year, or both.] 

• 

* 

* 

• • • • * 
CHAPTE:R 76-JUDICIAL PROCEEDINGS 

* * * * * 
Subchapter B-Proceedings by Taxpayers and 

Third Parties 

* * * * * 
SEC. 7422. CIVIL ACTIONS FOR REFUND. 

(a) No SUIT PRIOR TO FILING CLAIM FOR REFUND.- * * * 

* * * * * * 

• 

* 

* 

* 

(e) STAY OF PROCEEDINGS.-If the Secretary or h~s d~legate prior to 
the hearing of a suit brought by a taxpay~r m a district court or ~he 
Court of Claims for the recovery of any mcome tax, estate tax, gift 
tax, or tax imposed by chapter [42] 41, 42, or 43 (or any penalty 
relating to such taxes) mails to the taxpayer a notice that a deficiency 
has been determined in respect of the tax which is the subject matter 
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of taxpay~r~s suit,. the proceedings in taxpayer's suit shall b~ stayed 
during the period of time in which the taxpayer may file a petition 
with the Tax Court for a redetermination of the asserted deficiency, 
.and for 60 days thereafter. If the taxpayer filM a petition with the 
Tax Court, the district court or the Court of Claims, as the case niay 
be, shall lose jurisdiction of taxpayer's suit to whatever extent juris­
diction is acquired by the Tax Court of the subject matter of tax~ 
payer's suit for refund. If the taxpayer doM not file a petition with 
the Tax Court for a redetermination of the asserted deficiency, the 
United States may counterclaim in the taxpayer's suit, or intervene in 
the event of a suit as described in subsection (c) (relating to suits 
against officers or employees of the United States), within the period 
()f the stay of proceedings notwithstanding that the time for such 
pleading may have otherwise expired. The taxpayer shall have the 
burden of proof with respect to the issues raised by such counterclaim 
or intervention of the United StatM except as to the issue of whether 
the taxpayer has been guilty of fraud with intent to evade tax. This 
subsection shall not apply to a suit by a taxpayer which, prior to the 
date of enactment of this title, is commenced, instituted, or pending in 
a district court or the Court of Claims :for the recovery of any income 
tax, estate tax, or gift tax (or any penalty relating to such taxes) . 

• • • * * • * 
0 
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FOOD STAMP PURCHASES BY WELFARE RECIPIENTS 

SEPTEMBER 29, 1976.-0rdered to be printed 

Mr. LoNo, from the Committee on Finance, submitted the following 

REPORT 
[To accompany H.R. 13500] 

The Committee on Finance, to which was referred the bill 
(H.R. 13500) to amend the Internal Revenue Code of 1954 with 
respect to influencing legislation by public charities, having consid­
ered the same, reports favorably thereon with an amendment and 
with an amendment to the title and recommends that the bill (as 
amended) do pass. 

House bill.-As passed by the House, H.R. 13500 provided a new 
elective set of requirements :for determining whether a charitable 
organization has engaged in excessive lobbying activities sufficient to 
cause it to lose its exemption and qualification for receiving deductible 
contributions. The substance o:f the bill has already been enacted by 
the Congress as part of H.R. 10612, the Tax Reform Act o:f 1976. 

Committee bill.-The committee bill strikes out all a:fter the enact­
ing clause and instead substitutes an amendment dealing with :food 
stamp purchases by wel:fare recipients. 

Under a provision o:f Public Law 93-86, State welfare agencies 
were mandated to withhold, at the option o:f the recipient, the amount 
of the AFDC grant needed to purchase the recipient's food stamp 
allotment and to distribute the :food stamp coupon allotment along 
with the reduced cash grant (usually by mail). The committee bill 
would add a provision to title IV-A of the Social Security Act to give 
the States the option of using this procedure instead o:f requiring it. 

II. GENERAL ExPLANATION OF THE BILL 

In response to problems encountered by some States in implement­
ing the mandatory requirement for Public Assistance Withholding 
(PAW) procedures, Public Law 94-182 allowed the Federal Govern­
ment to make PAW procedures optional with each State until Octo­
ber 1, 1976. This action was taken in the expectation that major food 

(1) --------;~-::-:0., 
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stamp legislation (including permanent provisions for PAW pro­
cedures at the option of the States) 1would be acted on before the 
October 1 extended deadline. 

Both the Senate-approved (S. 3136) and House Agriculture Com­
mittee (H.R. 13613) food stamp bills include provisions making PAW 
procedures permanently optional with the States. However, it appears 
unlikely that final action on these bills will come before the October 1 
deadline. 

Although many States do use PAW issuance procedures success­
fully, some States and localities have found the provisions extremely 
difficult to implement. There is a serious problem in the mail issuance 
of readily negotiable food stamp coupons in urban areas where the 
probability of mail loss is high. Major design problems are met in 
attempting to coordinate State-run AFDC systems with locally run 
or contracted-out food stamp issuance systems. Many States, even 
though they utilize computers, encounter the costly problem of com­
puter incompatibility between the AFDC and food stamp systems. 
The heavy additional cost of establishing computer capability to im­
plement withholding or computer compatibility is a financial burden 
with which a number of States find they cannot cope. There is, in addi­
tion, strong opposition in some States to requiring that PAW issuance 
procedures operate in all areas of the State, rather than in those areas 
where the State feels these procedures would be most appropriate. 

A recent House Agriculture Committee survey of State and local 
welfare administrators noted that: 

A State option to offer PAW was overwhelmingly favored 
by State administrators. A concern about the possibility of 
mail theft in all or some localities appeared frequently in [the 
State administrators'] responses. State administrators also 
observed that not all States share the capability of an in­
tegrated computer system for public assistance and food 
stamps, a capability said to be necessary for PAW implemen­
tation. The need to take into account other variances in 
administrative systems was also cited. The local administra­
tors also favored a State option (41 percent). They expressed 
concern over mail theft and spoke of difficulties in implemen­
tation because there are two different agencies administer­
ing two different programs with resulting difficulty in coordi­
nation. 

To date, only 23 States and one other jurisdiction have fully im­
plemented PAW issuance procedures for food stamp coupons. Ten 
other States have implemented the procedures in some of the counties 
of the State. However, 17 States and three other jurisdictions have not 
implemented PAW issuance procedures. The following shows the 
breakdown by State. 
States and jurisdictions with fUll implementation ( 934) 

Alaska, Arizona, Arkansas, Delaware, Guam, Hawaii, Idaho, Iowa, 
Kansas, Kentucky, Mississippi, Montana, New Mexico, North Caro­

lina, Ohio, Oklahoma, Oregon, South Carolina, South Dakota, Utah, 
Virginia, Washington, West Virginia, and Wyoming. 

3 

States with partial implementation (10) 
California, Colorado, Indiana, Maryland, Minnesota, New York, 

Tennessee, Texas, Vermont, and Wisconsin. 
States and jurisdictions witlwut implementation ( 930) 

Alabama, Connecticut, the District of Columbia, Florida, Georgia, 
Illinois, Louisiana, Maine, Massachusetts, Michigan, Missouri, N e.. 
braska, Nevada, New Hampshire, New Jersey, North Dakota, Penn­
sylvania, Puerto Rico, Rhode Island, and the Virgin Islands. 

Under current law, the Agriculture Department will begin requir­
ing that all States offer, statewide, PAW food stamp issuance pro­
cedures to AFDC recipients in October 1976. In view of the circum­
stances cited above, the committee believes that this requirement is 
unwarranted. The committee bill therefore would give States t~e 
option of offering PAW issuance procedures on a permanent ba;s1s. 
States could choose not to offer PAW procedures, offer them statewide, 
or offer them only in selected areas of the State. For those States 
choosing to offer PAW issuance procedures to AFDC recipients, the 
administrative cost of the procedures would continue to be governed 
by the Federal-State cost-sharing provisions of the Food Stamp Act, 
asamended. · 

The committee bill also provides that administrative costs incurred 
by States in conducting public assistance withholding procedures must 
be paid under the food stamp program. 

III. BUDGETARY IMPACT OF H.R. 13500 

The Finance Committee estimates that the enactment of H.R. 13500 
with the amendments recommended by the committee would be con­
sistent with the budgetary totals included in the second concurrent 
resolution on the budget for fiscal year 1977. 

Giving States the option of using public assistance withholding 
procedures is estimated to result in a savings in AFDC administrative 
costs of $3 million in fiscal vear 1977 and in the four subsequent fiscal 
years. For purposes of indicating the relationship between this bill 
and the allocation by the committee of budget totals for fiscal year 
1977 pursuant to section 302 (b) of the Congressional Budget Act, the 
Committee on Finance estimates that there would be an overall net 
reduction in Federal budget authority and outlays, of an entitlement 
nature amounting to $3 million. 

IV. VoTE oF TilE CoMMITTEE IN REPORTING THE BILL 

In compliance with section 133 of the Legislative Reorganization 
Act of 1946, the following statement is made relative to the vote by 
the committee on the motion to report the bill. The bill was ordered 
reported by voice vote. 

V. CHANGES IN ExiSTING LAw 

In compliance with subsection ( 4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as r~­
ported, are shown as follows (existing law proposed to be omitted IS 
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enclosed in black brackets, new matter is printed in italic, existing law 
in which no change is proposed is shown in roman) : 

SociAL SEcuRITY ACT, As AMENDED 

• • • • • • • 
TITLE IV-GRANTS TO STATES FOR AID AND SERVICES 

TO NEEDY FAMILIES WITH CHILDREN AND FOR 
CHILD-WELFARE SERVICES 

PART A-Am TO FAMILIES WITH DEPENDENT CHIIDREN 

• * • * • * * 
FOOD STAMP DISTRIBUTION 

Sec. 410. (a) Any State plan for aid and services to needy families 
with children may (but is not require'd under this title or any other 
povision of Federal law to) provide for the institution of procedures, 
in any or all areas of the State, by the State agency administering or 
supervising the administration of such plan under which any house­
hold participating in the food stamp program established by the Food 
Stamp Act of 1964, as amended, will be entitled, if it so elects, to have 
the charges, if any, for its coupon allotment under such program de­
ducted from anry aid, in the form of money payments, which is (or, 
except for the deduction of such charge, would be) payable to or with 
respect to such household (or any member or members thereof) under 
such plan and have its coupon allotment distributed to it with such aid. 

(b) Any deduction mdde pursuant to an option provided in accord­
ance with subsection (a) shall not be considered to be a payment de­
scribed in section 406 (b) ( ~) . 

(c) Notwithstanding any other provision of law, no agency which 
is designated as a State agency for any State under or pursuant to the 
Food Stamp Act of 1964, as amended, shall be regarded as having 
failed to comply with any requirement imposed by or pursuant to such 
Act solely because of the failure, of the State agency administering or 
supervising the administration of the State plan (approved under this 
part) of such State, to institute or carry out a procedure, described in 
subsection (a) . 

0 
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H. R. 13500 

lF\intQ!'fourth CiongrtS$ of tht tinittd ~tattS of amtrica 
AT THE SECOND SESSION 

Begun and held at the City of Washington on Monday~ the nineteenth day of January, 
one thousand nine hundred and seventy-six 

To amend the Social Security Act with respect to food stamp purchases by 
welfare recipients. 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, 

FOOD STAMP DISTRIBUTION TO AFDC FAMILIES 

That (a) Part A of title IV o:f the Social Security Act is amended by 
adding at the end thereof the :following new section : 

"FOOD STAMP DISTRIBUTION 

"SEC. 410. (a) Any State plan for aid and services to needy families 
with children may (but is not required under this title or any other 
provision of Federal law to) provide for the institution of procedures, 
in any or all areas of the State, by the State agency administering or 
supervising the administration of such plan under which any house­
hold participating in the :food stamp program established by the Food 
Stamp Act of 1964, as amended, will be entitled, if it so elects, to have 
the charges, if any, for its coupon allotment under such program 
deducted :from any aid, in the :form of money payments, which is (or, 
except :for the deduction o:f such charge, would be) payable to or with 
respect to such household (or any member or members thereof) under 
such plan and have its coupon allotment distributed to it with such aid. 

"(b) Any deduction made pursuant to -JIJl option provided .in 
accordance with subsection (a) shall not be considered to be a payment 
described in section 406 (b) (2). 

" (c) Notwithstanding any other provision o:f law, no agency which 
is designated as a State agency for any State under or pursuant to the 
Food Stamp Act of 1964, as amended, shall be regarded as having 
failed to comply with any requirement imposed by or pursuant to such 
Act solely because of the failure, of the State agency administering or 
supervising the administration of the State plan (approved under this 
part) of such State, to institute or carry out a procedure, described in 
subsection (a).". 

(b) Administrative costs incurred by a State plan for aid and 
services to needy :families with children, approved under Part A of 
title IV of the Social Security Act, in conducting procedures 
(described in section 410 of such Act, as added by subsection (a) of 
this section) in connection with the food stamp program shall be paid 
:from :funds appropriated to carry out the Food Stamp Act of 1964, 
as amended. 

S:Ec. 2. (a) Title XVI of the Social Security Act is amended by add­
ing immediately after section 1617 the following new section: 

"OPERATION OF STATE SUPPLEMENTATION PROGRAMS 

"SEc. 1618. (a) In order for any State which makes supplementary 
payments of the type described in section 1616(a) (including pay-
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ments pursuant to a.n agreement entered into under section 212 (a) of 
Public Law 93-66), on or after June 30, 1977, to be eligible for pay­
ments. pursuant to title XIX with respect to expenditures for any cal-
endar ~uarter which begins- . 

'(1) after June 30, 1977, or, if later, 
"(2) after the calendar_ quarter in which it first ma.kes such 

su_pplementary payments, .· 
such State must have in effect an agreement with the Secretary 
wherebt, the State will-

' (3) continue to make such supplementary payments, and 
"(4) maintain such supplementary payments at levels which 

are not lower than the levels of such payments in effect in Decem­
ber 1976, or, if no such payments were made in that month, the 
levels for the first subsequent month in which such payments were 
made. 

"(b) The Secretary shall not find that a State has failed to meet the 
requirements imposed by paragraph (4) of subsection (a) with 
respect to the levels of its supplementary payments for a particular 
month or months if the State's expenditures for such payments in the 
twelve-month period (within which such month or months fall) begin­
ning on the effective date of any increase in the level of supplemental 
security income benefits pursuant to section 1617 are not less than its 
expenditures for such payments in the preceding twelve-month 
period.". 

(b) Section 401(a) (2) of the Social Security Amendments of 1972 
isamended-

(1) by inserting "(subject to the second sentence of this para­
graph)" immediately after "Act" where it first appears in sub­
paragraph (B), and 

(2) by adding at the end thereof the following new sentence: 
"In determining the difference between the level specified in sub­
paragraph (A) and the benefits and income described in sub­
paragraph (B) there shall be excluded-any-pal'tef-a-ny sueh bene-· 
fit which results from (and would not be payable but for) any 
cost-of-living increase in such benefits under section 1617 of such 
Act (or any ~eneral increase enacted by law in the dollar amounts 
referred to m such section) becoming effective after June 30, 
1977.". 

(c) The provisions of this section shall be effective with respect to 
benefits payable for months after June 1977. 

Speaker of the House of Representatives. 

Viae President of the United Statea and 
Preaident of the Senate. 

-~-c-'D ~Y:JEET roRPf-CTi<.Jr ~n. 



FOR IMMEDIATE RELEASE Octoher 22, 1976 

Office of the White House Press Secretary 

-------------------------------------------------------------
THE WHITE HOUSE 

STATEMENT BY THE PRESIDENT 

I am today signing H.R. 13500, amendments to the Food 
Stamp and Supplemental Security Income (SSI) programs. 

This Food Stamp amendment gives to the States needed 
flexibility in deciding how to manage their food stamp 
programs. It makes optional a previous legislative require­
ment which was often inappropriate because of its 
complexity, cost, and the occasional unintended hardships 
it created. 

The bill also has a provision which guarantees that 
the aged, blind, and disabled recipients of Supplemental 
Security Income benefits will receive annual cost-of-living 
increases from the Federal government. Under current law, 
these increases do not always get passed on to the recipient. 
However, I think it is important that this guarantee be 
available. SSI recipients are particularly vulnerable to 
the ravaging effects of inflation. This bill will at least 
provide this deserving group a minimum level of protection. 
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