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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

MEMORANDUM FOR THE PRESIDENT

DECZ ¢ iwid

Subject: Enrolled Bill H.R. 421 - Duty-free treatment of

upholstery regulators

Sponsor - Rep. Conte (R) Massachusetts

Last Day for Action

January 4, 1975 - Saturday

Purgose

Permits the importation of upholstery regulators and upholsterers'
regulating needles and pins free of duty; and contains numerous

amendments to the tax laws.

Agency Recommendations

Office of Management and Budget

Department of the Treasury

Council of Economic Advisers

Department of Housing and Urban
Development

Department of Commerce

Department of State

Department of Labor

Office of the Special Representative
for Trade Negotiations

Department of Justice

Approval

Approval

No

No
No
No
No

No

objection (Inforzally)

objection (Inforwally)

objection (Section 1)
objection (Section 1)
objection (Section 1)

objection (Secti®mfokbally

Defers to Treasury




Discussion

The first section of the enrolled bill provides for the duty-
free entry of upholstery regulators, upholsterers' regulating
needles and upholsterers' pins. Since there is no domestic
commercial production of these articles, the domestic upholstery
trade is dependent upon imports, principally from West Germany
and the United Kingdom. The annual value of imports of these
items is very low.

In its report on H.R. 421 to the House Committee on Ways and
Means, the Commerce Department stated:

"Generally, the Department believes that duty
removals should be accomplished through trade
agreements, thus affording the United States an
opportunity to obtain reciprocal tariff reduc-
tions of benefit to U.S. exporters. In view of
the small quantity of imports and the unlikeli-
hood of an opportunity for substantial reciprocal
benefits in this case, however, we would not
object to the enactment of H.R. 421."

The duty-free entry provided under the bill would be effective

as of the date of enactment of H.R. 421. The bill also includes
a provision which would treat the duty-free status as having
been proclaimed by the President as being required or appropriate
to carry out foreign trade agreements to which the United States
is a party. This would make possible, at some future time, the
extension of import relief, if appropriate.

The remainder of H.R. 421 consists of amendments to the tax
laws. Treasury did not oppose any of the amendments.

Extension of special 5-year amortization provisions =-- Section 3
would extend from December 31, 1974 to December 31, 1975 the
provisions for rapid writeoff of expenditures for pollution
control facilities, railroad rolling stock, rehabilitation of low-
income housing, and certain coal mine safety equipment.

The one-year extension of these provisions would permit the
Congress to examine in detail whether they should be continued or
permitted to expire.

The revenue loss from section 3 would be about $5 million.



Accrued vacation pay deductions -- Section 4 would allow employers
to take a deduction for accrued vacation pay which, except for
contingencies such as termination of employment before vacation
time arrives, has already been earned by the employees. Special
rules are provided which would prevent a doubling up of deduc-
tions in cases of employers who are newly adopting the accrual
pay system.

The revenue effect of section 4 would be negligible.

Repeal of application of class life system to real property =--
The Revenue Act of 1971 provided a new unified system of class
lives for depreciation purposes which may be elected by tax-
payers for assets placed in service after 1970 (commonly referred
to as the "ADR system"). The law provides that after 1973 this
class life system is to apply to real estate. The Treasury
Department has not yet devised a satisfactory manner of incor-
porating real estate into the ADR system.

At the request of Treasury, section 5 of the enrolled bill would
repeal the provision applying the ADR system to real estate
after 1973.

There would be no revenue effect from this provision.

Extension of special gain recapture provision re sale of sub-
sidized housing projects ~- Section 5 would extend from January 1,
1975 to January 1, 1976 the present rules providing a shorter
period for recapture of gain on the sale of certain Government
subsidized housing projects.

Under current law there is full recapture on projects such as
FHA section 236 programs in the first 20 months of holding the
property. The amount of recapture for these projects decreases
rapidly thereafter, and there is no recapture after the end of
10 years. This recapture period is shorter than the general
recapture period which applies to other types of property. This
special rule for Government subsidized projects applies to pro-
perty which is constructed or acquired before January 1, 1975.
The effect of H.R. 421 would be to extend this rule for one
year to property constructed or acquired after January 1, 1976.

This provision would have no revenue impact.




Treatment of foreclosure property income by real estate investment
trusts -- In order to qualify for special tax treatment as a

real estate investment trust ("REIT") under present law, a

trust must distribute its income to investors each year and may
receive only up to certain amounts of specific types of income.
These restrictions are designed to allow REIT tax benefits only
where there is a pooling of investment arrangement; the invest-
ment is basically in the field of real estate; and the trust's
income is clearly passive income from real estate investments.

Section 6 of the enrolled bill would make two changes in the
restrictions imposed on the sources of REIT income:

- a trust could receive income from real pro-
perty acquired through foreclosure without
being denied REIT status, inasmuch as such
an acquisition is usually inadvertent on the
part of the mortgagee. The trust could elect
a two-year grace period so that it could
liquidate the foreclosed property or arrange
to convert this income to qualified source
income in an orderly manner. During the grace
period, the trust would pay corporate tax on
nonqualified income received from property
acquired through the foreclosure.

- trusts would be allowed to receive income
from the sale of foreclosed property without
being disqualified.

The revenue effect of section 6 would be negligible.

Increase in interest charged on tax deficiencies and overpayments --—
Section 7 would increase from six to nine percent the rate of
interest payable (a) by taxpayers to the Government on tax defici-
encies and (b) by the Government to taxpayers on overpayments not
refunded within prescribed time limits. It would also provide

for further modifications of this rate of interest to be tied

by formula to the prime rate.

The revenue gain from section 7 is anticipated to be $300
million.
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Exclusion of interest from deposits with persons carrying on
banking business ~- Under a provision of current law which is
due to expire on December 31, 1975, interest received by non-
resident aliens and foreign corporations from deposits with
banks or other savings institutions is exempt from the 30-
percent withholding tax on income or gain not effectively con-
nected with the conduct of a trade or business within the

U.S.

Section 8 of the enrolled bill would extend this provision for
an additional year through December 31, 1976, to avoid serious
disintermediation when existing time deposits mature.

The revenue loss from section 8 is estimated at $50 million.

Withholding tax exemption for interest paid by U.S. companies
to foreign lenders -- In 1971 legislation was enacted to permit
U.S. firms to obtain funds from foreign lenders for use domes-
tically or abroad, and to exempt such foreign lenders from the
30 percent withholding tax. In the event these obligations
were transferred to U.S. persons, the Interest Equalization

Tax ("IET") was imposed. Since the expiration of the IET on
June 30, 1974, the withholding tax exemption has not been in
effect for such borrowings.

Section 9 of the enrolled bill would provide an exemption for
interest paid to foreign lenders except where the income is
effectively connected with the conduct of a business or trade

in the U.S. by the foreign lender. It would additionally
exclude debt obligations from U.S. estate tax where the interest
received by a decedent at the time of his death would qualify
for the 30 percent withholding tax exclusion.

The revenue loss from section 9 would be about $10 million.

Tax treatment of political parties and committees -- The enrolled
bill would generally treat political partles, committees, and
separate campaign funds as tax-exempt organizations. Contri-
butions to them would not be considered as income, although

they would be subject to tax on unrelated business income,
capital gains and investment income. Political organizations
would not be subject to tax or required to file a return unless
its gross income exceeds its directly-connected deductions by
more than $100. (Section 10)




Political contributions would not be subject to the gift tax
for transfers occurring after May 7, 1974. (Section 14)
However, where gifts of appreciated property are made to
political organizations, the contributor would be treated as
having sold the property on that date and would be taxed on

the difference between the fair market value of the transferred
property and his basis for the property. (Section 13)

Individuals holding elective office or candidates for such
office would be permitted to establish newsletter funds as
tax-exempt political organizations. (Section 10) The tax
credit or deduction allowed for political contributions would
be expanded to cover contributions to newsletter funds. Such
credit or deduction would be granted for contributions made

in the calendar year prior to the year that an individual
publicly announces his candidacy. (Section 11) Under present
law, a deduction or credit is allowed only for the year in
which the candidacy is announced.

The revenue effect of these provisions would be negligible.

Increase in political contributions credit and deduction ~-
Under current law a tax credit 1s avallable for one-half of the
political contributions by an individual, with a maximum credit
of $12.50 per individual, or $25 for a couple filing a joint
return. Alternatively, a tax deduction may be taken for one-
half of the contribution, with a maximum deduction of $50 per
individual or $100 on a joint return.

Section 12 of the enrolled bill would double the maximum credit
to $25 ($50 on a joint return) and double the maximum deduction
to $100 ($200 on a joint return). The estimated revenue loss
from these changes would be $26 million ($11 million from the
increase in the credit and $15 million from the deduction

Wit W et

Assistant Director for
Legislative Reference
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THE GENERAL COUNSEL OF HOUSING AND URBAN DEVELOPMENT
WASHINGTON, D. €. 20410
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DEC 31 1074

Mr. Wilfred H. Rommel

Assistant Director for
Legislative Reference

Office. of Management and Budget

Washington, D. C. 20503

Attention: Ms. Mohr
Dear Mr. Rommel:
Subject: H. R. 421, 93d Congress, Enrolled Enactment

This is in response to your request for our views on the
enrolled enactment of H. R. 421, an Act '"To amend the Tariff
Schedules of the United States to permit the importation of
upholstery regulators, upholsterer's regulating needles, and
upholsterer's pins free of duty."

This enrolled enactment contains provisions which would amend
the Tariff Schedules of the United States and the Internal
Revenue Code of 1954, Of interest to this Department are the
provisions which relate to the Federal income tax treatment
accorded real estate investments and investment trusts. These
include proposed one year extensions (from January 1, 1975 to
January 1, 1976) of Internal Revenue Code provisions which
allow (i) a five year amortization of expenses incurred in
rehabilitating rental housing for low- and moderate-income
families (section 3(c)) and (ii) accelerated capital gains
treatment of gain realized from the sale of low- and moderate-
income housing assisted under section 221(d) (3) or 236 of the
National Housing Act (section 5(c)).

We support these extensions. In our view, a close examination
during the next Congress of the entire range of issues relating
to tax incentives to encourage investment in real estate is
imperative. Pending such a review, however, we believe v
G Fus
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continuation of the tax benefits involved is desirable,
particularly in view of current economic conditions affecting
housing.

The enactment also would defer application of the class life
system (sometimes referred to as the assets depreciation range

or ADR provision) until such time as the Treasury Department
develops appropriate regulations for such application

(section 5). Additionally, it would provide that a real estate
investment trust (REIT) may not be denied so-called ''pass through"
tax treatment because of income received from foreclosure property,
and it would allow a REIT to hold foreclosure property for sale
(section 5(¢)).

We have no objection to these provisions, but would defer to
the Treasury Department as to their merits. Likewise, we would
defer to that Department and other interested agencies as to
the merits of the remainder of the enactment.

Sincerely,

Robert R. Elliott
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e THE WHITE HOUSE

ACTION MEMORANDUM WASHINGTON ~ LOG NO.: 912
Date: Time:
December 30, 1974 5:00 p.m.
FOR ACTION: Geoff Shepard cc (for information): g5 - ron Hendriks
Max Friedersdorf Jerry Jones
Bill Seidman Jack Marsh

Phil Arxeeda

FROM THE STAFF SECRETARY

DUE: Date: Monday, December 31 Time: 2:00 p.m.

SUBJECT:

Enrolled Bill H.R. 421 - Duty-free treatment of upholstery
regulators

ACTION REQUESTED:

For Necessary Action For Your Recommendations

Prepare Agenda and Brief Draft Reply

____ For Your Comments Draft Remarks

REMARKS:

Please return to Judy Johnston, Ground Floor West Wing

7
k

1e2

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

Hendriks
dent

If you have any questions or if you anticipate a
delay in submitting the required material, please
telephone the Staff Secretary immediately.

warren e ;
Forx the Presi
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"THE WHITE HOUSE

WASHINGTON
December 31, 1974

MEMORANDUM FOR: WARREN HENDRIKS
, FROM &4\MAX L. FRIEDERSDORF
SUBJECT: Action Memorandum Log No. 912

The Office of Legislative Affairs concurs with the Agencies
that the enrolled bill should be signed.

Attachments



THE DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

ASSISTANT SECRETARY

DEC 261974

Dear Sir:

This is in response to your request for the views
of the Treasury Department on the enrolled enactment,
H.R. 421.

Section 1 of the enrolled Act would eliminate the
duty on upholstery regulators, upholsterer's regulating
needles, and upholsterer’'s pins. The Department has no
objection to this provision.

Sections 2 through 14 of the Act amend several sections
of the Internal Revenue Code of 1954 (the '"Code'), the first
substantive amendment being contained in section 3. The
Department does not oppose any of such amendments.

Section 3 of the Act extends through December 31, 1975,
the Code provisions permitting the 60 month amortization
of expenditures for pollution control facilities, railroad
rolling stock, rehabilitation of low income housing and
coal mining safety equipment, which were due to expire
December 31, 1974. The revenue effect of this provision
is estimated to be -$5 million.

Section 4 of the Act deals with the method of accrual
of vacation pay for a limited class of taxpayers. The
revenue effect of the provision is estimated to be negli-
gible.

Section 5 of the Act postpones the inclusion of de-
preciable real property in the Asset Depreciation Range
Class Life System. There is no revenue effect from this
provision.

Section 6 of the Act deals with income from the op-
eration and gain or loss on the sale of property acquired
by a real estate investment trust through foreclosure.
The revenue effect of this provision is estimated to be
negligible.
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Section 7 of the Act increases the rate of interest
charged and paid by the United States with respect to tax
underpayments and overpayments from 6 to 9 percent annually
and also increases certain additions to tax from 6 to 9
percent. Provision is also made for future rate adjust-
ment. The revenue effect of the provision is estimated to
be +%300 million.

Section 8 of the Act extends through December 31,
1976 the Code provision excluding from the gross income of
certain non-resident aliens and foreign corporations interest
from bank deposits in the United States which was due to
expire December 31, 1975. The revenue effect of this pro-
vision is estimated to be -$50 million.

Section 9 of the Act provides that interest paid on
certain debt obligations in existence on April 1, 1971
shall be treated as income from sources outside the United
States, thus assuring that no tax need be withheld with
respect to payments to foreign lenders. The revenue effect
of this provision is estimated to be -$10 million.

Sections 10 through 14 of the Act contain new Code
provisions and amendments to existing Code provisions deal-
ing with the taxation of political parties and committees
and political contributions. The revenue effect of these
provisions is estimated to be negligible.

The Department recommends the President approve the
enrolled enactment.

Sincerely yours

Frederic W. Hickman
Assistant Secretary

Director, Office of Management and Budget

Attention: Assistant Director for
Legislative Reference, Legislative
Reference Division

Washington, D.C. 20503



THE UNDER SECRETARY OF COMMERCE
Washington, D.C. 20230

DEC 2 7 1974

Honorable Roy L. Ash

Director, Office of Management
and Budget

Washington, D. C. 20503

Attention: Assistant Director for Legislative Reference
Dear Mr. Ash:

This is in reply to your request for the views of this Department
concerning H.R. 421, an enrolled enactment

"To amend the Tariff Schedules of the United States
to permit the importation of upholstery regulators,
upholsterer's regulating needles, and upholsterer's
pins free of duty."

This Department has no objection to section 1 of H. R. 421 which
provides duty-free treatment under both Column 1 (MFN) and
Column 2 (Communist countries, except Poland and Yugoslavia)
of the TSUS for imports of '"'upholstery regulators, upholsterer's
regulating needles, and upholsterer's pins.'

While we have no objection to the other provisions of H.R. 421, we
would defer to the views of the Department of the Treasury concern-
ing their merits since they relate to amendments of the Internal

Revenue Code.

Enactment of this legislation will not involve the expenditure of any
funds by this Department.

Sincerely,

(——'?’
K. Jalor
n K Tabor



DEPARTMENT OF STATE

Washington, D.C, 20520

December » », 1974

Honorable Roy L. Ash
Director, Office of

~ Management and Budget
Washington, D.C. 20503

Dear Mr. Ash:

I am replying to your communication (Office of
Management and Budget Memorandum, dated

December 24, and signed by Mr. Rommel) requesting
our views and recommendations on H.R., 421, an
enrolled bill to amend the Tariff Schedules of
the United States to permit the importation of
upholstery regulators, upholsterer's regulating
needles, and upholsterer's pins free of duty.

The Department of State has no objection from

the standpoint of foreign relations of the

United States to the enactment of the legislation.
The articles cited in the bill are used by
craftsmen in the upholstery trade. United States
requirements of these articles are supplied
entirely by imports, which are estimated by

trade sources to be valued at less than $20,000
annually.

The bill, however, includes various amendments
of the Internal Revenue Code. With respect
to these amendments, the Department of State
defers to the appropriate agencies of the
United States Government.

Cordially,

o foltoin

Linwood Holton
Assistant Secretary for
Congressional Relations



U.S. DEPARTMENT OF LABOR
OFFICE OF THE SECRETARY
WASHINGTON

DEC 27 1974

Honorable Roy Ash

Director, Office of Management
and Budget

Executive Office of the President

Washington, D. C., 20503

Dear Mr, Ash:

This is in response to the request of your Office for
our views on the enrolled enactment of H,R. 421, "To
amend the Tariff Schedules of the United States to
permit the importation of upholstery regulators,
uPholsterer’s regulating needles, and upholsterer's
pins free of duty." This Department would have no
objection to the President's approval of this measure
insofar as it pertains to the rate of duty imposed on
the items referred to above,

This Department defers to the Department of the Treasury
regarding views on sections 2 through 14 of the enrolled

igéztment which would amend the Internal Revenue Code of

Sincerely,




ASSISTANT ATTORNEY GENERAL
LEGISLATIVE AFFAIRS

Bepartment of Justice
Washington, B.¢. 20530

t

QEC % ¢ %

Honorable Roy L. Ash

Director, Office of
Management and Budget

Washington, D. C, 20503

Deaxr Mr. Ash:

In compliance with yowr request, I have examined s facsimlle of
the enrolled bill (H. R. 421) "To amend the Tariff Schedules of the
United States to permit the importation of upholstery regulators,
upholsterer's regulating needles, and upholsterer's pins free of duty."

Only the first of the fourteen sections in this bill is germane to
its title. The other thirteen sections contain proposed amendments to
the Internel Revenue Code of 1954 unrelated, generally, to each other
and range from innocuocus extensions of existing provisions to rather
elaborate provisions dealing with the taxability of political organizations.
Section 7 of the bill contains a particularly timely change in the interest
rate with respect to the internal revenue from 6 percent to 9 percent with
an "adjustment" provision based on the prime interest rate charged by banks.

Although there are some provisions in this bill with which one could
disagree, they involve, generally, matters of policy within the purview of
the Treasury Department. The Department of Justice defers to the Treasury
Department as to whether this bill should receive Executive approval.

Sincerely,

ikt

« Vincent Rakestraw
Assistant Attorney General









98p CONGRESS HOUSE OF REPRESENTATIVES { RerorT
2d Session } ‘ ‘ No. 93-972

DUTY FREE IMPORTATION OF UPHOLSTERY REGU-
LATORS AND UPHOLSTERER’S REGULATING NEEDLES
AND PINS

APrIL 4, 1974.—Committed to the Committee of the Whole House on the.State
of the Union and ordered to be printed

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

REPORT

[To accompany H.R. 421]

The Committee on Ways and Means, to whom was referred the bill
(H.R. 421) to amend the Tariff Schedules of the United States to
permit the importation of upholstery regulators, upholsterer’s regu-
lating needles, and upholsterer’s pins free of duty, 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 the matter between lines 4 and 5 and insert the
following : :

651. 06 l Upholstery regulators, upholsterer’s regulating | Free.... l Free.
needles, and upholsterer’s pins,

. Page 2, line 5, insert ‘“(a)’”’ immediately before ‘“The amendments’.
Page 2, after line 8, insert the following:

(b) The duty free treatment applied to upholstery regu-
lators, upholsterer’s regulating needles, and upholsterer’s pins
under item 651.06 of the Tariff Schedules of the United
States (as added by the first section of this Act) shall be
treated as not having the status of a statutory provision
enacted by the Congress, but as having been proclaimed by
the President as being required or appropriated to carry out
foreign trade agreements to which the United States is a
party. :

992006 °
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Purrose

The purpose of H.R. 421, as reported, is to amend the Tariff
Schedules of the United States to make duty free imports of up-

holstery regulators, upholsterer’s regulating needles, and upholsterer’s.
pins.
GENERAL STATEMENT

H.R. 421 would provide duty free treatment for imports of up-
holstery regulators, upholsterer’s régulating needles, and upholsterer’s
pins by establishing a new item 651.06 in the Tariff Sehedules of the:
United States (TSUS) under which all imports of these articles would
be free of duty.

Upholstery regulators sre similar to knitting needles and are used
to stuff furniture being upholstered. They are currently dutiable
under TSUS item 651.04 at 9.5 percent ad valorem under rate column
numbered 1 (applicable to imports from countries accorded most-
favored-nation treatment) and 45 percent ad valorem under rate:
column numbered 2 (applicable to Communist countries, except.
Poland and Yugoslavia).

Upholsterer’s regulating needles are eyeless needles, about 12
inches in length, and aré currently dutianble under item 651.47 at
8.5 percent ad valorem under rate column numbered 1 and 40 percent
ad valorem under rate column numbered 2. ,

Upholsterer’s pins are 3 inches in length with a loop instead of a
head. These pins are dutiable under item 657.20 at 9.5 percent ad
valorem under rate column numbered 1 and 45 percent ad valorem
under rate column numbered 2.

Your committee is informed that there is no commereial production
of these articles in the United States and that the domestic upholstery
trade is dependent on imports of these articles, principally from West
Germany and the United Kingdém. Imports of upholstery regulators
and upholsterer’s pins and regulating needles are not separately
repolll'ted. However, it is known that the volume of such imports is
small.

Bills of identical purpose to H.R. 421 on two previous occassions
have been unanimously approved by the House, H.R. 10875 of the
91st Congress and H.R. 640 of the 92nd Congress. In each of these
instances, however, the bill was not finally enacted before sine die
adjournment because the Senate added unrelated amendments in
which the House did not eoncur.

- Section 2(b) of the bill, as reported by your committee, provides for
treating the duty free status nfp the articles covered by the bill as hav-
ing been proclaimed- by the President under trade agreements rather
than as statutory enactments. This would make possible, at some
future time, the extension of escape-clause relief if appropriate.

No unfavorable comment on H.R. 421 was received by your
committee in response to its press release and announcement of
December 21, 1973, issuing an invitetion for submission of written
statements by the general public on H.R. 421. No objection to its
enactment has been received from the executive departments or
from any other source. Favorable reports on the bill have been
received from the Departments of State, Treasury, Commerce and
Labor,

HR. 973
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Your committee is unanimous in recommending passage of H.R. 421.

ErFect ox THE REVENUES oF THE BIiin aAxp Vork oF THEB
ComyirTee 1IN REPorTING THE BIin

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 on the revenues of this bill. Imports of the articles for which
duty-free treatment is provided in H.R. 421 are not separately
classified, and, in the absence of import statistics, it is not possible
to estimate accurately the amount of revenue loss. Based on informa-
tion from firms supplying such items to the upholstery trade, it is.
estimated that annual imports of these items would be less than
$20,000. Therefore, it is estimated that the revenue loss due to H.R.
421 would be less than $2,000 in its first full year of effectiveness.

In compliance with clause 27(b) of rule XI of the Rules of the
House of Representatives, the following statement is made relative
to the vote by your committee on reporting the bill. This bill was
unanimously ordered favorably reported by your committee.

Cuanees v Existing Law MabpE BY THE Biry, as ReporTED

In compliance with clause 3 of rule XIIT of the Rules of the House of
Representatives, changes in existing law made by the bill, as reported,
are shown as follows (existing law proposed to be omitted is enclosed im
black brackets, new matter is printed in italic, existing law in which no
change is proposed is shown in roman):

TARIFF SCHEDULES OF THE UNITED STATES
* * * * * * #

ScHEDULE 6.—MEeTAaLs aND METAL PropUCTS
* * * * * * *

PART 3.~METAL PRODUCTS

Rates of Duty
Itemn Articles

- * * * * - *

Subpart*E.—Tools‘,‘ Cutlery, forks and §pcons

‘Handsewing or darning needles, bodkinsg, crochet hooks,
embroidery stilettos, [upholstery regulators, and} other
hand needles, and upholstery regulators, upholsterer’s
regulating needles, and upholsterer’s ping, all the foregoing,
of metal; and needle books and needle cases, furnished
with assortments of hand needles only:

Needle books and needle cases:
651. 01 Vah*md under 3;1.25 per éogen hooks OF €8865. ... 19% ad*val ...... 45%, ad‘val;

gi 0054 gg)]broidery stilettos [and upholstery regulatorsy.. ... ... 9.5% ad val..... 45% a4 val.
. er:

Hand sewing ordarning needlos_ . ... .. Free......._.._. Free,
651,06 | Upholstery regulators, upholsterer’s regulating needles, and
UPhOlSIErer’s PINS. . .ot Frete e Free..

»* * * * % L] »>

HR. 873 F



Calendar No. 1284

93p CoONGRESS SENATE REPORT
2d Session No. 93-1357

UPHOLSTERY REGULATORS

DECEMBER 16, 1974.—Ordered to be printed

Mr. Lowg, from the Committee on Finance,
submitted the following

REPORT

[To accompany H.R. 421]

The Committee on Finance, to which was referred the bill (H.R.
421) amending the Tariff Schedules of the United States to permit
the importation of upholstery regulators, upholsterer’s regulating nee-
dles, and upholsterer’s pins free of duty, having considered the same,
reports favorably with an amendment and recommends that the bill
as amended do pass.

I. Summary

The House-passed bill amended the tariff schedules of the United
States to make duty-free imports of upholstery regulators, uphol-
sterer’s regulating needles and upholsterer’s pins. :

The committee’s bill is a substitute for the provisions of the House
bill and includes the House-passed provision relating to the duty-free
importation of upholstery regulators and upholsterer’s regulated nee-
dles and pins as well as a series of tax amendments on which the com-
mittee believes immediate action is needed this year rather than hav-
ing them held over until next year for consideration in connection with
tax reform legislation.

The first tax provision in the committee’s substitute bill extends for
one additional year through December 31, 1975, four 5-year amortiza-
tion provisions. The four provisions were enacted in the Tax Reform
Act of 1969 for a 5-year period to make available the special rapid
amortization as an incentive for certain types of investments. The-
types of investment covered by these four provisions are: (1) rehabili-
tation of low and moderate income housing, (2) pollution control fa-
cilities, (3) railroad rolling stock, and (4) certain coal mine safety
equipment. The committee believes it is desirable to extend these four
amortization provisions through next year in order to afford the com-
mittee time to reexamine the question as to how much longer each pro-
vision should be continued.

38-010 )



2

. . i a
econd tax provision deals with the tax treatment of accrue
va'ga};;?oi pay. A pe?manent solution for the treatment of daccr‘uedjsfaf}e;~
tion pay is provided to allow an employer to take a deduction mh z
case of accrued vacation pay which, except for contingencies (Silc g
termination of employment before vacation time arrives), %]a_s alrea )%
been earned by the employees. However, to prevent a d();)l ing up o
deductions in the case of an employer who is not covered by thedprm é—
sions relating to accrued vacation pay in the Technical Amenhﬁmen 3
‘Act of 1958, if the employer elects to take deductions 11nde}‘ t (liS éxew
provision for accrued vacation pay, he may not currently take a de xﬁg—
tion for payments of the contingent amounts which accrued (on t ;s
basis) in years prior to the year in which the employer elects th1§3 treat-
ment. This amount is held in suspense and is available as a deduction
only to the extent that the end of the year liability for accrued irae..am%n
pay (on the new basis) is less than the beginning amount held in the
spense account. L )
S“%l‘he third tax provision relates to the application of the cl}a;ss }1fe
system to real property. Present law provides that after 1973, the ¢ ass
life system (sometimes referred to as the asset deprgama,tlgni.ra:ng?hoi
ADR provision) is to apply to real estate. The committee believ is ; &
bringing real estate into the ADR system before devising a satis a}e-
tory class life system for real estate would be unworkable. As a resutpi
the committee bill does not apply the ADR system to real estate uil i
such time as the Treasury Department develops regulations on a class
life system for real estate.

+th tax provision contained in the committee’s substitute bill
degigexfg)t%l tt}ﬁiatag treatment of real estate investment trusts. Ufldgr
present law, a real estate investment trust (REIT) must meet ccfltam
income source tests (among other requirements) to be trﬁateb raih&
REIT and to be allowed “pass through” tax treatment wi eref} e
income is taxed to the shareholders and not the trust. A series 0 trew;
sions would be necessary for the tax treatment of real estate inves me?} ,
trusts to take into account the current practices and ecop‘})lmlclpr;}h-
lems of the industry. However, the committee dealt with only u e
most pressing current problems of the industry, those relating to the
treatment of foreclosure property. In view of the current egonorxflﬁc
situation, these have become immediate problems for the 1ndu};s rg ' 3
committee’s bill generally provides that a REIT is not tof ¢ 1eme A
the “pass through” because of income that it recelves from foreclosure
property which formerly was classified as qualified real estate mcoxrie,
before it became necessary to foreclose on real estate mortgageg. n
general, instead the REIT will be taxed on the income fr(;lm the or§~
closure property and will have a period of time to sell the 'Il)fopirby
or convert it into qualified property. The trust, however, Iv;vx | not be
denied the pass through tax treatment with respect to its ot %'Il%CFme.
The committee’s bill also takes into account the difficulty ?R - (;m_ces«
as a result of the provision of present law prohibiting it f){}ll'fl Od'lf?gs‘
any property for sale to customers. In this regard, the I1 | Mo 10e-
the rule to a limited extent to allow a REIT to hold foreclosure prop
el%}fgrf??%ﬁ' tax provision increases the interest rate paid byrtax-
payers on tax de ciencies, and by the government on tax overpay-

ments, from 6 percent to 9 percent per year effective for obligations
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outstanding on July 1, 1975. In addition to updating the tax interest
at this time, the committee believes it is appropriate to provide a
procedure whereby the interest rate in the future will be kept up to
date with changes in the money market rates. As a result, the com~
mittee provided a procedure whereby the tax interest rate may be
adjusted as the prime rate quoted by commercial banks to large
businesses changes, The government interest rate is to be 90 percent
of this prime rate but to be at the nearest whole interest rate and not
to be changed more than once every two years.

The sixth tax provision is concerned with the tax treatment of
student loan funding programs. Present law exempts interest paid on
most State and local governmental obligations from Federal income
tax. The committee included in the list of obligations, the interest
from which is exempt from Federal income tax, qualified scholarship
funding bonds where the student loan programs are financed by non-
profit higher education authorities which are requested by govern-
mental units, even though they do not constitute a State or local gov-
ernment bond. In addition, the committee’s bill makes it clear that
student loan incentive payments made by the Commissioner of Educa-
tion under the Emergency Insured Student Loan Act of 1969 are not
to result in the treatment of the obligations as arbitrage bonds and in
this manner disqualify the financing of these student loan programs
for tax-exempt status. '

The seventg tax provision deals with the exclusion from gross in-

come of interest on U.S."bank deposits held by nonresident aliens.
Under present law, interest received by nonresident aliens from de-
posits with persons carrying on the banking business, from deposits
{or other accounts with savings and loan institutions or other similar
associations, and from amounts held by an insurance company under
an agreement to pay interest) is exempt from the 30-percent withhold-
ing tax on income or gain not effectively connected with the conduct
of a trade or business within the United States. This provision, how-
ever, expires as of December 31, 1975. The committee has agreed to
extend the termination of this provision for one additional year to
December 31, 1976, to prevent (during 1975) an outflow of funds held
as certificates of deposits with U.S. savings institutions. During thie
time the committee will review U.S. tax policies affecting all such
types of investments. '

The eighth committee tax provision provides that (1) where compa-
nies had 1ssues of indebtedness outstanding on the date of the enact-
ment of the interest equalization tax, (2) which were guaranteed by
U.S. persons, (3) which were treated under that Act as debt obliga-
tions of a foreign obligor, (4) the obligation does not have a maturity
date exceeding 15 years as of June 30, 1974, and (5) the obligation has
been purchased by one or more underwriters with the purpose of dis-
tribution through resale, then the interest on the obligations is to be
exempt from the 30-percent withholding tax in the case of interest
payments to nonresident aliens. In addition, these obligations are to
be exempt from U.S. estate tax when held by nonresident aliens. This
provision is needed because the only other procedure available to com-
panies since the interest equalization tax is no longer in effect if they
are to continue to avoid the payment of the 30-percent withholding
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is for the U.S. corporation to assume the obligations of its i::mgn‘c-
gg 1ssubsidiaary. Howeger, this would cause the financing sgb51d1§1y
to realize income upon the discharge of indebtedness. The action ta eztl;
with respect to the interest equalization tax was intended to gxem};tj
income from these. obligations from tax and to make it possible to
exclude them for estate tax purposes where they were held by fo,r:—
eigners. However, the repeal of this tax in practice inadvertently ter-
1 these effects. .
ml’}l‘i?%nal committee tax provision mO(thﬁed the tax treatment of
iti roanizations in five major respects: )
PO}(IS(}a,Iltopgovided that political parties or committees (and separate
campaign funds) are to be taxed on investment income and on lncome
from & trade or business, but not on campaign contributions they re-
ceive. In addition, & $100 minimum is to be prqylded before any lpag 1&;
payable on investment or business income. Generally, the politica
parties and committees are to be taxed as corporations but the surtax
exemption is not to be allowed and the dividends received deduction is
, ilable.
notzg I’?htvﬁlmited credit or deduction allowed under present law fOé‘
campaign contributions to individual candidates (and partl»;s an
committees) is available only if a person has an:nounged that he is a
¢andidate for office in the year of the contribution. The committee’s
provision allows this eredit or deduction in the year before a person
his candidacy.
am(l%méisnerally, newsﬁ;tter committees (and separate funds) are to
be treated for tax purposes in the same way as political campalgtn
committees. That is, contributions received by the newsletter comnﬁu;
tees are not to be taxable to the individual or cominittee nor are °
funds spent for a newsletter to be deductible. However, to the %xlteéx
of any investment income or business income in the case of these : nds,
tax is to be imposed. Should funds be withdrawn ’_from news et}tiei
funds for personal purposes, however, tax is to be imposed at tha
time. .
reciated property transferred by a taxpayer to a politica
pzﬁ})* (ﬁpg)mmittee,pif gocui‘ring after May 7, 1974, is to be tai;edtﬁo
the donor at the time of the transfer. A ruling already 1s§1{ed byf ©
Internal Revenue Service taxes appreciation in property given be ;;Le
that date to the political party or committee recerving {the property.
Flowever, this ruling is not to apply before August 2,19 {1 3. | partics
(5) Gift taxes are not to apply to contributions to political partie
. é(gl?é?;%;eihe provision outlined above has the effect of taxing tllri(z
parties on any earnings, but not on the contributions they receive. A
the same time, it prevents avoidance of tax by individuals by ta}%ng
them on any unrealized appreciation attributable to tl}elr'c(il}gm 1
tions. It also makes cledr that campaign contributions in reahity ar?
not a gift, but rather constitute contributions to further the } eneg'ﬁe
political or good-government objectives of the donor. Fll}ah ¥, he
changes also deal with existing problems in connection ‘}’-lth new >
fetter funds and technical difficulties arising 1n the case of the pre
ently deductible or creditable political contributions.
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IT GeneraL EXPLANATION

A. DUTY-FREE IMPORTATION OF UPHOLSTERY REGULATORS AND UP-
HOLSTERERS' REGULATING NEEDLES AND PINS

The first section of H.R. 421 under the committee substitute would
provide duty free treatment for imports of upholstery regulators,
upholsterer’s regulating needles, and upholsterer’s ping by establish-
ing a new item 651.06 in the Tariff Schedules of the United States
(TSUS) under which all imports of these articles would be free of
duty.

I%Tpholstery regulators are similar to knitting needles and are used
to stufl furniture being upholstered. They are currently dutiable
under TSUS item 651.04 at 9.5 percent ad valorem under rate column
numbered 1 (applicable to imports from countries accorded most-
favored-nation treatment) and 45 percent ad valorem under rate col-
umn numbered 2 (applicable to Communist countries, except Poland
and Yugoslavia). ‘ :

. Upholsterer’s regulating needles are eyeless needles, about 12 inches
in length, and are currently dutiable under item 651.47 at 8.5 percent
ad valorem under rate column numbered 1 and 40 percent ad valorem
under rate column numbered 2.

Upholsterer’s pins are 3 inches in length with a loop instead of a
head. These pins are dutiable under item 657.20 at 9.5 percent ad
valorem under rate column numbered 1 and 45 percent ad valorem
under rate column numbered 2. ;

The committee is informed that there is no commercial production
of these articles in the United States and that the domestic upholstery
trade is dependent on imports of these articles, principally from West
Germany and the United Kingdom. Imports of upholstery regulators
and upholsterer’s pins and regulating needles are not separately re-
ported. However, it is known that the volume of such imports is small.

The bill, as reported by your committee, provides for treating the
duty free status of the articles covered by the bill as having been
proclaimed by the President under trade agreements rather than as
statutory enactments. This would make possible, at some future time,
the extension of escape-clause relief if appropriate.

No unfavorable comment on this provision was received by the com-
mittee. No. objection to its enactment has been received from the execu-
tive departments or from any other source. Favorable reports on the
bill have been received from the Departments of State, Treasury, and
Commerce. ,

B. EXTENSION OF CERTAIN AMORTIZATION PROVISIONS FOR ONE YEAR

(Sec. 3 of the bill and secs. 167(k) (1), 169(d) (4) (B), 184(e) (1)
and (7) and 187(d) (3) of the code)

In the Tax Reform Act of 1969, four provisions were enacted to
make available a special 5-year amortization as an incentive to make
certain investments. The types of investment made eligible for rapid
amortization include (1) rehabilitation of low and moderate income
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housing, (2) pollution control facilities, (3) railroad rolling stock,
and (4) certain coal mine safety equipment. .

In general, rapid amortization was made available as an alternative
to the investment tax credit that was repealed in the 1969 Act. Each
of the types of investment eligible for rapid amortization was con-
sidered Important to the success of an existing social policy. Those pro-
grams relied entirely or partially upon private investment in order to

accomplish their objectives, and Congress believed that an additional
investment incentive restricted to these activities should be made avail-
able in lieu of the investment credit. When the investment credit was
reenacted in 1971, Congress specifically provided that the investment
credit and rapid amortization both would not be available for the same
investment. A taxpayer may elect either the investment credit or rapid
amortization.

All four of these special amortization provisions were enacted for
a 5-year period which expires at the end of 1974.

A'fter consultation with the appropriate Federal officials and public
hearings during which interested private parties expressed their views,
the committee concluded that there was still sufficient need for these
provisions to warrant extending the expiration dates. Because of the
late date in the year and the present state of the legislative calendar,
the committee decided to extend each of the four provisions for one
additional year, through December 31, 1975. Next year when it con-
siders a tax reform bill, the committee plans to re-examine the question
as to how long a time period each provision should be continued.

These four amortization provisions are summarized, as follows:

" Rehabilitation of low and moderate income rental housing (sec.
167 (k) ) —Taxpayers may elect to compute depreciation on rehabilita-
tion expenditures incurred after July 24, 1969, on low and moderate in-
come rental housing under the straight line method over a period of 60
months, if the additions or improvements have a useful life of 5 years
or more. This rapid amortization is available only for low-income
rental housing where the dwelling units are held for occupancy by
families or individuals of low or moderate income, consistent with the
policies of the Housing and Urban Development Act of 1968. The 60-
month rule does not apply to hotels, motels, inns, or other establish-
ments, where more than one-half of the units are used on a transient
basis.

To qualify for the 60-month depreciation, the aggregate rehabilita-
tion expenditures as to any housing may not exceed $15,000 per dwell-
ing unit and the sum of the rehabilitation expenditures for two con-
secutive taxable years—including the taxable year—must exceed $3,000
per dwelling unit.

Pollution control facilities (sec. 169).—Taxpayers may elect to
amortize a certified pollution control facility over a period of 60
months. The amortization deduction is limited to pollution control
facilities added to plants (or other properties) which were in opera-
tion before January 1, 1969. Thus, the special amortization provision
was not made available in the case of facilities included in new plants
built after 1968. Amortization is available for the first 15 years of the
normal useful life of a pollution control unit. For example, where the
useful life of a unit normally is longer than 15 years, say 25 years, the
first 15 years (or 60 percent of the total cost of the facility) could be
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treated as a separate property and amortized in 5 years. The remain-

ing 10 years of useful life (40 percent of the total cost) could be
treated as a second property with a 25-year normal useful life and de-
preciated under currently applicable regulations.

Eligible equipment has to be certified as a pollution control facility
to the Secretary of the Treastry by the appropriate Federal and State
authorities. Each facility, moreover, must be a separate, identifiable
treatment facility used to abate or control water or atmospheric pol-
lution or contamination by removing, altering, disposing or storing
of pollutants, contaminants, waste or heat. Facilities that only diffuse
pollution, rather than abate it, are not pollution control facilities.

Railroad rolling stock (sec. 184).—Specified classes of rolling stock
are eligible for rapid amortization over 5 years, if the original use by
the taxpayer is after December 31, 1968. The provision is available for
the rolling stock of all domestic railroads, switching or terminal com-
panies which are wholly owned by domestic railroads, and companies
95 percent or more of whose stock is owned by one or more railroads.
Rapid amortization also is available to lessors for rolling stock leased
to a domestic railroad or railroad company.

Coal mine safety equipment (sec. 187).—Taxpayers may elect
to amortize over a b-year period certified coal mine safety equipment.
For this purpose certified coal mine safety equipment means electrical
face equipment which is required in order to comply with the Federal
Coal Mine Health and Safety Act of 1969 and which is certified as
permissible under this Act by the Secretary of Interior and which
1s placed in service before January 1, 1975.

The equipment covered by this provision is designed to prevent
sparking of coal mine equipment. When sparking occurs in coal mines
with a sufficient concentration of methane gas, it can cause ignitions
and explosions. This provision was enacted to ease the cost burden on
operators of so-called nongassy mines who were required to install
this safe electrical face equipment under the Federal Coal Mine Health
and Safety Act of 1969.

. quenue effect.—There will be a decline of $5 million in tax liabili-
ties in 1975 as a result of the one-year extension, and further declines
of $4, $3, $2 and $1 million in succeeding years as the amortization is
completed, if there are no additional extensions of the provisions.

C. ACCRUAL OF VACATION PAY

(Sec. 4 of the bill and secs. 81 and 463 of the code)

Under the 1939 Code, deductions for vacation pay could be taken
when these expenses were paid or accrued, or paid or incurred, de-
pendmg upon the method of accounting, “unless in order to clearly
reflect income the deductions should be taken as of a different period.”
Under the above quoted portion of this provision, it was held by
the Internal Revenue Service that vacation pay for the next year
could be accrued as of the close of the year in which qualifying services
were rendered, provided all of the events necessary to fix the liabil-
ity of the taxpayer for the vacation pay under the employment con-
tract have occurred by the close of the current year. In determining
whether the events necessary to fix the liability of the taxpayer for
vacation pay had occurred the fact that the employee’s rights to a
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vacation (or payment in lieu of vacation) in the following year might
be termirfa,te{}l) i}é his employment ended before the scheduled pemoc}5
was not regarded as making the liability a contingent one instead o

a fixed one. It was held that the liability in such a case was not con-
tingent since the employer could expect the employees as a group
to receive the vacation pay; only the specific amount of the liability
with respect to individuals remained uncertain at the close of the

ear.? . i

In 1954, Congress enacted a provision (sec. 462) which provided
for the deduction of additions to reserves for certain estimated ex-
penses. Reserves for vacation pay, including accrual on a completion
of qualifying service basis, would have been deductible under this
provision and as a result it was concluded that it was no longer neces-
sary to maintain the administrative position described abovg with re-
spect to vacation pay. As a result, in Revenue Ruling 54-608 (C.B.
1954-2, 8), the Internal Revenue Service revised its position on the
deductibility of vacation pay. In this ruling, it held that no accrual
of vacation pay could occur until the fact of hability with respect
to specific employees was clearly established and the amount of the
liability to each individual employee was capable of computation with
reasonable accuracy. It was thought that taxpayers accruing vacation
pay under plans which did not meet the requirements of the strict
accrual rule set forth in this ruling would utilize this new provision
(sec. 462) providing for the deduction of additions to reserves for
estimated expenses. Thes ruling was initially made applicable to tax-
able years ending on or after June 30, 1955. )

Because the provision relating to the reserve for estimated expenses
was later repealed, the Treasury Department in a series of actions
postponed the effective date of Revenue Ruling 54-608 until January
1, 1959.2 These actions rendered Revenue Ruling 54-608 inapplicable
to taxable years ending before January 1, 1959.

Congress, in the Technical Amendments Act of 1958 (sec. 97), fur-
ther postponed the effective date of Revenue Ruling 54-608 for two
more years, making it inapplicable to taxable years ending before Jan-
uary 1, 1961. Subsequently, Congress in six sections (P.L. 84496,
P.L. 88-153, P.L. 88-554, P.L. 89-692, P.L. 91-172 and P.L. 92-580)
further postponed the effective date of Revenue Ruling 54-608. The
sixth of these laws postponed the application of the ruling until Jan-
nary 1,1973. ] . .

The application of Revenue Ruling 54-608 results in the denia
of a deduction in a_year where the accrual of vacation pay has not
been clearly fixed with respect to specific employees. With the provi-
sions for reserve for estimated expenses no longer a part of the
law, this creates hardships for taxpayers who have been accruing
vacation pay under plans which do not meet the requirements of the
strict accrual rules set forth in this rulm%; For such taxpayers, if this
ruling were to go into effect, they would have one year in which they
receive no deduction for vacation pay, This would occur since the
current year’s vacation pay deductions would have been accrued in

. C.B. 2, 44 : LT. 3956, C.B, 19491, 78,
;%(1:3{[1&?951:2 %% tgese postponements was made 1n Revenue Ruling 57-325. C.B. 1937-2, 302,

July 8, 1957.
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the prior year and the next year’s vacation pay does not meet the
tests of accrual of this ruling.

Since the repeal of the provision relating to the reserve for esti-
mated expenses in 1955, the House and Senate committees have indi-
cated that this problem needed to be studied before permanent legis-
lation would be prepared. A provision has been deve oped as a result
of such study and insofar as accrued vacation pay is econcerned the
committee believes it represents the permanent legislation promised by
the committees.

Election—The committee’s bill provides for an election by a tax-
payer who computes his income by the accrual method of accounting
to obtain a deduction as a trade or business expense (if the conditions
for deductibility as a business expense are otherwise satisfied under
sec. 162) for both the vested and contingent amounts of vacation pay
(reflected as reasonable additions to a vacation pay accrual account
maintained by the taxpayer) which were earned by the taxpayer’s
employees before the close of the taxable year and payable during that
year or within 12 months thereafter.® For purposes of this provision
amounts are to be treated as payable during a taxable year or within
12 months thereafter if the emp{oyees have a right to receive the pay-
ments during this period even though actually paid to them at some
time subsequent to that period.

Opening balances in account—To prevent a doubling-up of vaca-
tion pay deductions in the first year of the election provided in the
bill, two rules are provided for computing the opening balance of
the vacation pay accrual account. First, if the taxpayer maintained
a predecessor account for vacation pay under the Technical Amend-
ments Act of 1958 (sec. 97) (for his last taxable year ending before
January 1, 1973 and makes the election for his first taxable year end-
ing after December 31, 1972), the opening balance is the larger of
the balance as of the close of the preceding year in the predecessor
vacation pay accrual account maintained by the taxpayer or the
amount determined as if the taxpayer had maintained such an ac-

-count for the preceding year. Second, if the taxpayer did not maintain

a predecessor account, then the opening balance is an amount-equal to
the largest closing balance the taxpayer would have had for any of
the three years immediately preceding the first taxable year for wﬂich
the election is in effect as if the taxpayer had maintained such an
account throughout the 3 immediately preceding taxable years. The
liabilty for vacation pay earned by the taxpayer’s employees before
the close of the year may include amounts which but for the provisions
of this bill would not be deductible as an accrued trade or business
expense because of contingencies. All payments for vacation pay must
be charged to this account if the taxpayer elects to deduct vacation
pay as provided under the bill.

Suspense account—To prevent the permanent loss of vacation pay
deductions contained in the opening balance of the vacation pay ac-
crual account, the bill establishes a suspense account with an initial
amount equal to the opening balance of the vacation pay accrual ac-

FIn some cases, the taxpayer may alse obtain a deduction in the amount of the reduc-
tt)ionb(a“s;ul;f the close of the year) in the special vacation pay suspense account provided for
y the .

S. Rept. 98-1357——2
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count minus the amount of the accrual which has been allowed as de-
ductions in prior years (but not paid by the beginning of the first tax-
able year for which the election applies). This suspense account initial
amount, if any, is determined at the beginning of the first year for
which the taxpayer elects to determine his vacaton pay deduction
under this bill. At the close of each year, the suspense account is re-
duced by the amount, if any, by which the beginning balance of the
suspense account exceeds the ending balance of the vacation pay ac-
crual account (after making all additions and charges for the year).
The application of the suspense account to any amount attributable
to a transfer to which section 381(a) applies is to be determined by
regulations prescribed by the Secretary of the Treasury or his dele-
ate.

€ To insure that the balance in the suspense account is only used when
there is a permanent reduction in the vacation pay plan (and not when
there are temporary reductions), the committee’s bill provides that
the balance in the suspense account is to be increased (but not in an
amount. greater than the initial balance in the suspense account). The
increase 18 the excess (if any) of the balance in the acerued vacation
pay account at the close of the taxable vear (after making the addi-
tions and charges for the year) over the amount in the suspense ac-
count at the beginning of the taxable year. The amount of this increase
is to be included in gross income (sec. 81{2)}.

Qther rules—The election by the taxpayer to compute his business
deduction for vacation pay under this bill may be made at the time and
in the manner prescribed by the Secretary of the Treasury or his dele-
gate. If an accrual basis taxpayer elects to compute his business de-
ductiong for.vacation pay under this bill, he is not to be considered as
having changed his method of accounting, and no adjustment is re-
quired in the computation of his income because of the treatment of
vacation pay provided here. If a taxpayer treated his predecessor
vacation pay acerual account under section 97 of the Technical Amend-
ments Act of 1958 for his last taxable year ending before Janu-
ary 1, 1973, but fails to make the election provided by the bill for
his first taxable year ending after December 81, 1972, he is to be
treated as having initiated a change in accounting method for pur-
poses of section 481, with respect to vacation pay. Under the amend-
ment made by the bill a taxpayer who had previously deducted con-
tingent Habilities for vacation pay, but who fails to make the election,
cannot continue to take this deduction.

The term “wacation pay” as used in the bill includes amounts paid
or to be paid to an employee during the time he is on vacation or
amounts paid or to be paid to an employee in lieu of a vacation (solong
as the choice is solely the employee’s). However, vacation pay does

not include amounts for items such as sick pay or holiday pay.

If a taxpayer is deducting vested vacation pay liabilities with re-
spect to a vested plan, he need not make the election provided in the
bill in order to continue to deduct the vested liabilities.

Effective date—The provisions of the bill apply to taxable years
beginning after December 31, 1973, except if the taxpayer maintained
a predecessor account under the Technical Amendments Act of 1958
in which case it applies to taxable years ending after December 31,
1972,

I
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Revenue effect—The revenue effect of this provision is negligible
(a loss of revenues of less than $500,000).

D. APPLICATION OF CLASS LIFE SYSTEM TO REAL PROPERTY
(Sec. 5 of the bill)

The Revenue Act of 1971 provided a new unified system of class
lives for depreciation purposes which may be elected by taxpayers
for assets placed in service after 1970. (These new rules are com-
monly referred to as the asset depreciation range or the ADR pro-
visions.) A taxpayer which elects to determine the useful life of
assets it acquires cluring a taxable year under this class life system
generally must use this system for all assets acquired during the year
which fall within any class for which the Treasury Department has
established a class life. ‘

In the case of real estate, however, Congress in 1971 recognized
that under the rules of the 1962 %uidelines, taxpayers in many cases
were permitted to depreciate real property over shorter lives than
the guideline lives because of the particular facts relating to the
property. If these taxpayers were, as a condition of electing the class
life system, required to include the real property in the election, they
would be substantially, adversely affected since they would have to
use significantly longer lives for the real property than they had
used in the past. In view of this, Congress in the 1971 Act provided
a transitional rule for these taxpayers to enable them to elect the class
life system for other assets while the Treasury Department studied
the general matter of the appropriate lives for real property. As
a result, in the case of real property placed in service during the
3-year period beginning on January 1, 1971, taxpayers who elect
the class life system may exclude from the election real property in
cases where for the first year a life shorter than the intially prescribed
class life (which is to be the 1962 guideline life) is justified for the
asset under the rules of the 1962 guidelines.

Since this transitional period has expired, the application of the
class life system to real estate is to apply after 1973, The Treasury De-
partment has informed the committee that it has not yet completed
its study for providing a system for incorporating real estate into the
ADR system and has requested that the provision in the 1971 Act
which applies the ADR system to real estate after 1973 be repealed.
The committee is concerned that the effect of bringing real estate
into the ADR system before devising a satisfactory system would be
to unfavorably disturb the remainder of the system. As a result, the
committee believes it is appropriate at this time not to apply the ADR

system to real estate, .
~ As a result, the committee’s bill repeals the provision requiring
the application of the ADR system to real estate after 1973 (para-
graph (1) of section 109(e) of the Revenue Act of 1971). In the case
of real property placed in service before elass lives have been pre-
seribed for real property, a taxpayer who has elected the ADR system
may also elect to determine the useful life of depreciable real property
under Revenue Procedure 62-21 as in effect on December 81, 1970 (to
the extent the provisions of that revenue procedure are applicable to
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real estate), or on the basis of the facts and circumstances of the par-
ticular case. . L
Effective date—The amendment made by this provision is to apply
with respect to property placed in service after December 31, 1973.
Revenue effect—It is not believed this provision will have any effect
on revenues.

E. REAL ESTATE INVESTMENT TRUSTS-—TREATMENT OF FORECLOSURE
PROFERTY

~ {Sec. 6 of the bill and secs. 856 and 857 of the code)

Under present law a real estate investment trust (REIT) must meet
certain inlizome source tests (among other requirements) to, ,be treated
as a real estate investment trust and to be allowed “conduit” tax treat-
ment. Thus, for example, 75 percent of the income of the trust must be
from certain qualified real estate income sources to meet these tests
(and 90 percent of its income must be from these sources and certain
other passive sources of income). In addition, certain types of income
from real estate (such as rents which are based on profits) are not
treated as qualified income because a REIT is intended to be wholly
passive investor and not an active business competitor with businesses
which do not receive conduit tax treatment. However, no allowance is
made in present law for a situation where a REIT, inadvertently, as
the result of an unanticipated default of its debtor, takes over real
property under exisitng mortgages or leases that yielded nonqualified
income.? Therefore, under present law a REIT must meet the income
source tests even if it receives nonqualified income from foreclosed
real property, and even if the trust has had no opportunity to influ-
ence the type of income received from such property. As a conse-
quence, a trust may become disqualified involuntarily or may have to
take action which is not economically sensible to remain qualified.

In addition, often the best course for a REIT that acquires real
property on foreclosure is to sell off the property. However, under
present law, such action could cause the trust to be disqualified as
holding propety for sale to customers in the ordinary course of its
trade or business. Under these circumstances, (and particularly in
view of the present economic situation facing the real estate industry),
the committee believes that relief should be granted to real estate n-
vestment trust that involuntarily acquire property on foreclosure.

Foreclosure rules—As a result of these problems, the committee has
provided in its bill that, generally, a REIT is not to be disqualified
because of income that it receives from foreclosure property since the
REIT is not to be held responsible for the type of lease or other trans-
action entered into by its mortgagor. At the election of the REIT, a
two-year grace period—generally subject to one-year extensions——is to
be allowed so that a REIT may liquidate the foreclosed property in an
orderly manner, or negotiate changes in, e.g., leases on the property so
the income received is qualified. However, during the grace period the

ecognize that a REIT may involuntarily receive income when jts
pr;é)elx;’;nig lggxdgg;egeld‘, I% this case the 30 percent gain-from-sale limitation does not
include galn from involuntary conversions. (Sec. 856 (¢} (4) (B).)
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REIT is to pay corporate tax on nonqualified income received from
property acquired on foreclosure.

The foreclosure rules of the bill are to be wholly voluntary. No
real property will be treated as foreclosure property subject to these
rules unless the REIT elects to have the new rules apply (in a manner
to be prescribed in regulations). A REIT is to make the election
(which is irrevocable) to have these rules apply by the date for filing
its tax return (including extensions) for the year in which the trust
acquires the property in question. Generally an election is to be made
on a property-by-property basis.

Since the rules relating to foreclosure property are to apply to
such property acquired after December 31, 1973, the general time
for electin%lto have the rules apply may not be sufficiently long for
trusts which report on a fiscal year basis. Consequently, the bill also
provides that an election may be made up to 90 days after the date of
enactment of the foreclosure provisions, if this would be later than the
general time limit for an election.

Foreclosure property—Foreclosure property which will be subject
to the new rules of the bill (on the election of a REIT) generally is to
be real property which is acquired by a REIT after default, or on
imminent default, of a mortgagor to the REIT. Real property will be
acquired on foreclosure when a RETT which holds an obligation se-
cured by the real property bids in the amount of the secured obligation,
etc., at a sale of the property.2 In the case of a sale-leaseback arrange-
ment (which is closely analogous to a mortgage), real property also
will be foreclosure property when a REIT. which is a lessor, acquires
possession of the property from its defaulting lessee.® It is not neces-
sary for a REIT to go through a formal judicial or administrative
process for property acquired on default to be forsclosure property;
other mechanisms available under State or local law for acquisition on

_ default will be sufficient. Additionally, it is not necessary that a debtor

or lessee actually have defaulted on his obligation to the REIT for
property acquired to be foreclosure property. Since acquisition from a
debtor may occur when default is imminent, it is unnecessary to go
through the act of a formal default (but there must, of course, be
significant evidence that default was imminent),

Since the foreclosure rules of the bill are to provide relief for situ-
ations where a REIT inadvertently acquires property on foreclosure,
the committee intends that the rules are not to apply with respect to
real property acquired under a mortgage or lease that wags entered into
by the REIT (or acquired by the REIT) with an intent to foreclose or
evict. Also, where aqREIT acquires a mortgage or property subject to
a lease when it knew or had reason to know t at default would oceur,
the foreclosure rules are not to apply.

2 Foreclosure could be under g mortgage, deed of trust or other instrument; a fore.
closure sale could be a judicial sale, sale by a trustee, or other sale provided for by Iaw:
2 REIT might bid in the amount of the obligation {plus inferest and penalties), or might
bild in cash, ete,, as will satisfy local law. Of course when a REIT stands in the plaee
of any third person unrelated to the property, if it acquires the property in a foreclosnre
sale (or imminent foreclosure} the new foreclosure rules will not be svaiTable,

2The committee expects, however, that in the ease of a lease the Service will examine
the matter carefully, to be sure that there was a reasonable expectation that there would
not be a default under the lease, to prevent a situation where the REIT might attempt ta
use & straw man as lessee, use the siraw fo enter subleases paying wngualified rent, and
then arrange a “defanlt.”’ '
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sure property includes personal property acquired on fore-
cliﬁigcilg qthe g)ersgnal}property is incidental to (and, thertiforel,1 used
with) the real property acquired on foreclosure. For example, w ereta
REIT forecloses on a hotel and acquires all of the personal pr:operty
of the hotel (e.g., furniture, appliances, etc.), this personal pxope}r?t y
will be treated as foreclosure property. However, foreclosure proplei y
does not include personal property acquired on foreclosure of a lien,
where the personal property is not }h@ldental to the real property.

Subsequent leases—Under the bill, a REIT is not to enter 1lnt(3 a
Jease after it acquires the foreclosure property, which would yield 1_ni
come that does not qualify for the 75 percent income test. The specia
foreclosure rules are designed to give a REIT time in which 1t cag
chanee the income received from nonq}xall_ﬁed to qualified income, an
it would be inconsistent with this objective to allow the REIT also
to enter into leases which would yield nonqualified income.

The bill provides that if, after acquiring the property on fore-
closure. a REIT enters into a lease with respect to the foreclosure
property which, by its terms, will give rise to income which is not
qualified real estate income under the 75 percent income source test,
the property will immediately lose its status as foreclosure property.
For example, a REIT is not to enter into a lease with respect to fore-
closure property where any amount which will be received or accrued
directly or indirectly by the REIT with respect to that property de-
pends in whole or in part on the income or profits derived by any per-
son from the property. Rents from this type of lease do not qualify for
the income source test under present law (sec. 856(d)). Thus, on
entering into such a lease, the property will immediately lose its
status as foreclosure property.* .

1f a REIT enters into a Jease which will yield a fixed rent, plus a
contingent amount which is dependent on the profits in excess of a
specified dollar figure, the lease by its terms will not definitely give
rise to nonqualified income. However, if any amount is received or
accrued by the REIT under the percentage of profits provision, at
that. time the property, will lose its foreclosure property status.

Foreclosure status may also be terminated where the REIT enters
indirectly into an arrangement that results in nongualified income.
For example, if the REIT enters into a lease where the rent is based
on a percentage of the tenant’s gross receipts or sales, and the tenant
has a sublease based on a percentage of the sublessee’s profits, then the
rent received by the REIT would be nonqualified (as under present
law) and the property would cease to qualify as foreclosure property.
" Also, if a REIT delays foreclosure in order that the debtor might
enter into a new lease with bad income, that is to be treated as if the.
REIT itself entered into fhe lease, and the property would not be
entitled to the status of foreclosure property. o

Where there is an extension or renewal of an existing lease and the
REIT cannot control the terms of the lease, this will not be treated as a
new lease, and the renewal will not terminate the status of the prop-
erty as foreclosure property, even if nonqualified rent is payable under

4+ However, to improve the saleability of the property, the REIT could enter into & per-
edntage-of-profit lease where the percentage of profit clanse does not become pffective until
the RETT is no longer the owner of the property and where the REIT recelygd no rents
from such a clause. . s e
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the lease. But, if the REIT had a right to renegotiate the terms of the
lease, then it will be treated as having entered into a new lease.

Under the rule dealing with new leases, the real property in ques-
tion is to be the entire property acquired by foreclosure. For example,
if a REIT forecloses on a shopping center and the shopping center
has individnal leases with each store, the “property” for purposes of
the lease rule is to be the shopping center. Consequently, if the REIT
enters into a bad lease with any shopping center tenant, the shopping
center as a whole is to lose its status of foreclosure property, since this
lease would be evidence that the REIT is not following the foreclosure
rules in good faith.

Construction on foreclosure property.—TUnder the foreclosure rules
in the bill, a REIT will be able to complete construction of a project
where there has been so much construction that it would be diflicult to
dispose of the property unless the project is completed. This is neces-
sary for a REIT to make a project economically viable and for the
REIT to preserve its investment. The bill provides, therefore, that a
REIT may cause construction to take place on foreclosure property
where more than 10 percent of the building (or other improvement)
was completed before default became imminent. If the REIT causes
construction in other circumstances, the property will lose its status us
foreclosure property. (Any construction which a REIT ecauses is to
take place through an independent contractor, as under present law.)

The 10 percent rule will not prevent a REIT from providing needed
repair and maintenance to fix up a building for sale. But, repair and
maintenance is not to be construed to include renovation of a building
(such as remodeling apartments or changing an apartment building
from rental units to a condominium, etc.) ; in this case the 10 percent
rule must be met.

Under the 10-percent test, it is intended that the cost of construction
is not to include architects’ fees. While architects’ work is vital to
construetion, this work generally will not make sale more difficult. To
the contrary, if architectural work has been done with respect to
property, this work probably will make it easier to sell the property.
Therefore, the fact that architectural work has been done will not
make it necessary to all ow a REIT to complete construction,

A similar principle applies in the case of other types of overhead
expenses incurred in developing property, such as administrative costs
of the developer or builder, or lawyers’ fees and other expenses in-
curred in connection with obtaining zoning approval or building per-
mits. In other words, the 10-percent test is to be applied by taking only
the direct construction costs into account.

In determining whether 10 percent of construction has been com-
pleted, generally the property is to be examined building-by-building.
For example, if a REIT acquires on foreclosure a project where two
identical apartment buildings are being constructed on one piece of
land, if one apartment is 80 percent finished and the other apartment
is less than 10 percent finished, the REIT could complete the construc-
tion of the first building, but could not complete work on the second
building. On the other hand, if an integral part of the first apartment
building was a garage not yet begun at the time of foreclosure, the
REIT would be able to have the garage constructed (if the garage
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and building considered together as one unit were more than 10 percent
completed).

Li%{ewise)a, where the REIT has foreclosed on land held by a devel-
oper building a housing subdivision, the REIT could complete con-
struction of the homes where more than 10 percent of the construction
had already been completed, but could not begin construction of other
homes in the subdivision. '

The 10 percent rule applies to the amount of construetion completed
before default became imminent. This time period is used in order to
prevent last minute increases in the amount of construction m order to
push the construction over the 10 percent limit, where 1t 1s clear that
foreclosure will take place. . )

Since the 10 percent limit with respect to construction applies only
to foreclosure property, to the extent that present law allows construc-
tion to be undertaken by a REIT it may do so where 1t acquires prop-
erty on foreclosure, but does not elect to have the property treated
under the new foreclosure rules of the bill. . )

Property used in a trade or business.—This bill also provides that if
a REIT acquires, through foreclosure, real property which is used in
a trade or business, the REIT is not to conduct the trade or business
it=elf but is to use an independent contractor. Thus, if a REIT acquires
a hotel on foreclosure, the REIT is to operate the hotel through an
independent contractor during the grace period. However, the REIT
ig given 90 days 1o hire an independent contractor, and thus may itself
operate the hotel for 90 days after acquisition on foreclosure. By re-
quiring an independent contractor te operate a trade or business ac-
quired on foreclosure, the bill preserves the REIT’s basic character as
a passive investment medium.’

Ewxtensions of time—~1f a REIT elects to have property treated
as foreclosure property, it will be treated in this manner for two years
after the date of acquisition on foreclosure by the REIT. Thus, a
REIT initially is given two years to negotiate new leases and change
the type of income received from foreclosure property from non-
qualified to qualified income, or two years to dispose of the property.

If two years is not sufficient, extensions of time may be granted. The
two-year period may be extended twice, and each extension may be up
to a year, if the REIT establishes to the satisfaction of the Internal
Revenue Service that an extension is necessary for the orderly liguida-

tion of the trust’s interest in the property (or an orderly change in'the

terms and conditions of leases on the property). It is expected that ex-
tensions will be granted in cases of significant difficulties in disposing
of the property or in changing the type of income. The burden is to be
on the REIT to show that good faith efforts have been made before
applying for the extension to correct the situation resulting from the
foreclosure.

Taxation of income from foreclosure property—1If a REIT elects
to have real property treated as foreclosure property, all of the non-
qualified income from that property is to be subject to tax. The REIT
is to pay tax on this income as if it were a corporation subject to tax
under section 11. The tax rate generally is to be the corporate tax rate,

s Under the bill, “Independent contractor” is defined in the same way as under present
law. See Regs, 1.856-4(b} (8} (i) (b).
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without the surax exemption. On the other hand, any qualified income
received from the foreclosure property would, of course, not be subject
to tax (provided that it was distributed to the REIT’s shareholders).

The income which is to be taxed under the bill is the gross income re-
ceived from the foreclosure property which is not qualified under the
75 percent income source test (such as “bad” rents or income derived
from the sale or other disposition of property held primarily for sale)
less the direct (but not the indirect) expenses attributable to the pro-
duction of this income. For example, if 100 percent of REIT’s income
prior to foreclosure gualified for the 75 percent income source test
{and, therefore, also for the 90 percent test), but after foreclosure
11 percent of a REIT’s income was converted to income from “bad”
rents, then, if the RETT elected to use the foreclosure rules, it would
continue to remain qualified, but the 11 percent of its income would be
taxable. The direct expenses of earning this income would be deducti-
ble, but indirect expenses (including the general overhead and admin-
istrative costs of the REIT) would not be deductible.

All of the income from foreclosure property (whether or not other-
wise qualified) will be treated as qualified income for purposes of the
90 percent and 75 percent income source tests.® Therefore, if a REIT
has 10 percent of gross income sources, the REIT will not be disqual-
ified if it receives additional nonqualified income from foreclosure
property. :

Under thes bill, as noted above, tax is imposed only on nonqualified
net income from foreclosure property, and is not imposed on qualified
income from that property. In this way, a REIT will be encouraged
to change the type of income it receives from foreclosure property to
qualified income.

Following the current requirement that a REIT act as a conduit of
income, the bill also provides that 90 percent of net income from fore-
closure property (in excess of the tax on such income) is to be dis-
tributed under the rules of present law.

Foreclosure property is to be treated as any other property for pur-
poses of determining if the 75 percent (and 25 percent) assets tests are
met. Since foreclosure property generally will be real property, it gen-
erally will qualify for the 75 percent test.

Foreclosure property held for sale—Present law prohibits a REIT
from holding any property for sale to customers. Under the bill, this
rule is moditied to allow a REIT to hold foreclosure property for sale.
This is necessary to allow a REIT to sell off property that it inad-
vertently acquired on foreclosure. Any income from the sale of this
property (less direct expenses of the sale) is to be taxed to the REIT
at corporate rates. As with other foreclosure income, 90 percent of this
net after-tax income is to be distributed to shareholders.

The committee recognizes that the holding-for-sale rule in general
has caused problems for REITs. For example, questions have been
raised with regard to whether income from specific transactions con-
stitute holding-for-sale income in the context of a real estate invest-
ment trust. This is part of the overall problem that under present law

¢ This income will be included in both the numerator and denominator of the fractions.
Of course, income from foreclosure property will not be treated as qualified income to the
extent that it is derived from sources which produced unqualified income for the REIT
prior to the foreclosure. .

8. Rept. 93-1367—3
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it a REIT does not meet the various income, asset, and distribution
tests, the REIT will be disqualified from using the special tax provi-
sions even in cases where the failure to meet a requirement occurred
after a good faith, reasonable effort on the part of the REIT to com-
ply. Disqualification would have the effect of not only changing the
tax status of the REIT itself, subjecting its income to tax at corporate
rates, but also could adversely affect the interests of the public share-
holders of the REIT. These problems are numerous and complex,
and consequently the committee does not believe that this is the ap-
propriate time to consider these questions. However, the committee
believes, and intends, that these problems should be addressed early
in the next Congress.

Effective date~These provisions are to apply to foreclosure prop-
erty acquired after December 31, 1973.

Revenue effect.—The revenue effect of these provisions is believed
to be negligible.

F. INCREASE IN INTEREST CHARGED AND PAID FROM 6 PERCENT TO 9 PERCENT

{Sec. 7. of the bill and secs. 514, 6601, 6602, 6611, 6332, 6654, 6655,
7426 of the code and sec. 2411 (a) of title 28 of the U.S. code)

In general, interest is payable by a taxpayer to the Government if
the taxpayer fails to pay a tax on time (disregarding extensions) and,
likewise, the Government will pay interest to a taxpayer if the tax-
payer overpays his tax and the overpayment js not refunded within 45
days from the date when the return is due or, if later, the date when
the return was filed. The interest rate is generally 6 percent per year.

Under present law a 6 percent annual interest rate also applies to
any personal liability of a taxpayer who fails or refuses to surrender
any property {or rights to property) on which a levy has been made
Igsec. 6332(c) (1)) ; to erroneous refunds recovered by the Internal
Revenue Service (sec. 6602) ; and to certain wrongful levies by the Gov-
ernment on money or other property of a person other than the tax-
payer (sec. 7426(g)).

There are a number of special situations under present law where
a 4 percent annual interest rate, rather than 6 percent, is paid. Under
present law the estate tax attributable to a closely held business in-
cluded in a decedent’s estate may be paid in ten annual installments
if the business constitutes a large portion of the estate, subject to cer-
tain qualifications (sec. 6166). Payment of the estate tax may also be
extended at an executor’s election where the tax is imposed on the value
of a reversionary or remainder interest included in the gross estate
(sec. 6163). Further, if the Internal Revenue Service determines that
payment of any part of the estate tax on any due date would impose
undue hardship on the estate, extensions of time for payment may be
granted (sec. 6161(a)). In each of these instances interest is payable
at the rate of 4 percent per vear (sec. 6601(b)).

A 4 percent interest rate also applies under present law to an exten-
sion of time to pay tax attributable to recovery of a foreign expro-
priation loss (sec. 6601(j)), and to refunds or credits for overpay-
ments of tax on unrelated business income by an exempt organization
under the so-called “neighborhood Iand rule” (see. 514(b) (3)).
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Most taxpayers are subject to withholding of tax on their salary
or wages by their employers. Tf a taxpayer is not subject to withhold-
ing on his Income or withholding is not sufficient to cover his tax liabil-
ity, the taxpayer is required to make an estimate of his tax liability and
make timely installment payments. In the case of an underpayment
of an installment of estimated tax, an addition to the tax is imposed
at an annual rate of 6 percent. The amount to which the 6 percent
rate applies is the difference between the payment (if any) made on
or before the due date of each installment and 80 percent (6624 percent
in the case of farmers or fishermen) of the payment which would be
due on the basis of the taxpayer’s final tax on his annual return.

The present addition to tax on underpayment of estimated tax by
a corporation is also 6 percent. A 6 percent addition to tax also applies
t(o )a)n excessive credit or refund claimed by a corporation (sec. 6655

g)). ‘

Historically the 6 percent tax interest rate has been higher than the
prevailing money market interest rate. The 6 percent rate on refunds
has been in effect since 1921, and the 6 percent rate on underpayments
or nonpayments of tax has remained unchanged since 1935. By way of
comparison, in 1935 the average rate of interest on grade Aaa cor-
porate bonds was 3.6 percent, or roughly 60 percent of the tax interest
rate. The purpose for this differential was to provide an incentive for
the taxpayer to pay his tax promptly and for the Government to credit
or refund overpayments promptly. However, money market rates are
currently (and for several years have been) at significantly higher
levels than 6 percent. During the period 1969-1973, the average inter-
est rate on grade Aaa corporate bonds ranged from just over 7 percent
(in 1969) to just over 8 percent (in 1970). The average rate for 1973
was 7.44 percent and in the latter part of 1974, it has been in the neigh-
borhood of 9 percent. There is little expectation that commercial inter-
est rates will return to a rate lower than 6 percent in the foreseeable
future. As a result, the present statutory interest rate no longer serves
the purposes for which it was originally intended.

An increasing number of taxpayers are finding it more profitable
to “borrow” tax funds at the present 6 percent rate rather than paying
their taxes when due, and rather than using their own funds or borrow-
ing funds at prevailing commercial rates. The present rate may also
encourage taxpayers to claim more questionable deductions or other
tax reducing items than they otherwise might, on the theory that a
later disallowance will ony “cost” 6 percent. The trend in taxpayer
postponement of tax payments is indicated in the fact that delinquent
mdividual and business tax accounts totaled 2.8 million in 1978, an in-
crease of approximately 400,000 over 1972. The dollar value of these
delinquent accounts was approximately $5 billion, an increase of $1.5
billion, or 40 percent, over corresponding 1972 amounts. As a result
of these developments, the committee believes that the interest rate
should be increased to 9 percent per vear and kept in line with money
market rates in the future,

In those cases where the 4-percent interest rate applies, although
an extension of time to pay a tax may be appropriate in certain cases
in order to avoid unnecessary hardship, the committee sees no sound
reason to permit some taxpayers to pay interest at a lower rate than
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other taxpayers are required to pay on underpayments of tax. Relief
from the hardship of paying taxes in a lump sum should not also
mean that the interest rate should be reduced if payments are made
in installments. This is particularly so if a closely held business owned
by an estate, or a business which has recovered an expropriation loss,
is or can be earning a significantly higher return on the tax money
which it presently can, in effect, borrow from*the Government at 4
percent.

On the other hand, where a taxpayer is entitled only to 6 percent
interest (or 4 percent in some cases) under present law on a refund
or credit relating to an overpayment of tax, he is not receiving the
value he could obtain by the use of his own funds. Moreover, since
the Government must pay more than 6 percent for money, the incen-
tive to make refunds promptly is no longer operative. For these
reasons, the committee believes that this interest rate should be up-
dag(]%d to 9 percent and kept in line with interest rate movements as
well. :

The inereased interest rate js intended as a practical approximation
or composite rate, and is not designed to reflect every money market
factor which annually affects interest rates, such as the degree of risk
or the demand or supply of loanable funds, etc. While the committee
does not expect interest rates to decline to the avea of 6 percent or in-
crease to much higher levels in the foreseeable future, it is concerned
that subsequent declines or increases in interest rates could create a
significant gap between the 9-percent rate (as provided by the com-
mittee amendment) and prevailing money market rates. In order to
avoid in the future the present wide gap between the interest rate
charged on fax refunds and tax deficiencies and the prevailing money
market rate (that has occurred over a long period of time when no
adjustment in the interest rate on taxes was made), the committee con-
cluded that it is appropriate to provide for a periodic, semi-automatic
adjustment of the interest rate on tax payments to reflect significant
changes in money market rates. For this purpose, the committee con-
cluded that the prime lending rate which banks quote on short-term
loans to large businesses is the appropriate money market rate to use
as a guideline for adjustments, since it is sensitive to money market
conditions and is widely known and accepted as a good indicator of
interest rates generally.

Under the bill the present 6-percent rate on tax overpayments and
underpayments, on underpayments of estimated tax by individuals
and corporations, and on excessive adjustments of overpayments of
estimated tax by a corporation, is increased to 9 percent. The bill also
amends the United States Code (28 U.S.C. sec. 2411(a)) to increase
from 6 to 9 percent the interest rate to be paid by the Government
on a judgment for any overpayment of tax. A similar increase to 9
percent is also provided in the case of personal liability resulting from
enforcement of a levy, recovery by the Government of an erroneous
refund and recovery by certain persons of property on which a wrong-
ful levy was made.

In addition, in those cases where the special 4-percent interest rate
applies, the bill also increases the rate to the general 9-percent rate.
Thus, in cases where the time for payment of an estate tax (either at
the executor’s election or in hardship situations) has been extended, or

1
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the time to pay a tax attributable to recovery of a foreign expropria-
tion loss has been extended, interest at the rate of 9 percent per year
must be paid on the unpaid balance of the tax and‘on the unpaid
balance of any deficiency in the tax prorated to the installments. The
9-percent interest rate will also apply to refunds or credits for over-
payments of tax by a charity on unrelated business income under the
neighborhood land rule. ) ) _

The bill provides that the 6-percent interest rate is to be increased
to 9 percent for liabilities outstanding after July 1, 1975. This delay
is to permit the Internal Revenue Service to revise its procedures and
publications to take into account the new interest rate. Subsequently,
the 9-percent rate is to be increased or decreased to keep it approxi-
mately equal to 90 percent of the prime rate (the current relationship
of the new 9 percent rate with the prime rate of slightly over 10 per-
cent), The 9-percent rate is, therefore, to become an “adjusted rate.
This is done in the bill by providing an “adjusted prime rate” which
is to be 90 percent of the prime rate. Under the bill the basic 9-percent
rate will be changed if the adjusted prime rate is at least a full per-
centage point more or less than the interest rate then in effect ( 9 per-
cent or whatever the subsequently modified rate may be). Thus, if the
prime rate at the first adjustment period were to drop to 8 percent, the
9 percent would be reduced to 7 percent (90 percent of 8 percent
rounded downward to the 7 percent rate according to the general
rounding rule of one-half and over is rounded up and less than one-
half is rounded down—a rule to ease the administrative complications
of fractional rates). ) '

The . prime rate for this purpose is the predominant prime rate
quoted by commercial banks to large businesses as regularly published
by the Board of Governors of the Federal Reserve System. The review
of the prime rate is to be made by the Secretary of the Treasury or his
delegate based on the average rate for the month of September, an-
nounced by him on or before October 15, and made effective as of the
following February 1 so that sufficient lead time will be available for
taxes due on March 15 or April 15. Thus, the first change in the 9-
percent rate could be made for February 1975. To prevent excessive
adjustments in the interest rate which would present administrative
problems for the Internal Revenue Service, a change in the rate can-
not be made more often than once every 23 months. If the first change
was made in October 1974 for February 1975, the next change could
not be made before October 1976 applicable to February 1977.

Apart from increasing the rate of interest and the rate of additions

‘to the tax, the bill does not change any substantive rules under present

law relating to interest or to additions to the tax.

Effective date—The amendments made by this provision take effect
on July 1, 1975. The increased rates apply to a tax liability which
initially arises on and after July 1, 1975, and to a liability which arose
before that date and continues outstanding in part or whole thereafter
(but only on the portion that remains outstanding after Julv 1, 1975).
The 4- or 6-percent interest rate (as the case may be) under present
law will continue to apply to interest aceruing up to July 1, 1975,

Revenue effect—The estimated increase in receipts from this in-
crease in interest rates is $130 million in calendar year 1975, $300
million in 1976, and $330 million in 1977.
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G, TAX TREATMENT OF CERTAIN STUDENT LOAN FUNDING PROGRAMS
(Sec. 8 of the bill and sec. 103 of the code)

Under present law (sec. 103(a) of the code), interest paid on cer-
tain governmental obligations is exempt from Federal income tax.
These obligations are, 1n general, those of the Federal Government,
States and their political subdivisions, and of certain corporations
%rga-nized under an Act of Congress as instrumentalities of the United

tates,

Present law, however, does not extend this tax-exempt status to
what are referred to as “arbitrage bonds.” These bonds which are used
by State or local governments where all, or a major part, of the pro-
ceeds can be reasonably expected to be used (directly or indirectly)
to acquire securities or obligations which may be reasonably expected,
at the time of the issuance of the State or local obligation, to produce
a vield which is higher than the yield on the State or local government
bond issue.

The committee has been informed that certain student loan pro-
grams which are financed by nonprofit higher education authorities,
rather than by political subdivisions of the State, do not qualify for
tax-exempt status for bonds issued to finance student loans. This is be-
cause in certain States political subdivisions apparently do not have
the governmental authority to issue bonds to finance their student
loan programs and, as a result, certain organizations are created for
this purpose. These organizations, although established pursuant to
State law, are not, political subdivisions of ﬁle State and, therefore, the
obligations they issue are not exempt under section 103(a).

In addition, the committee understands that in certain cases even
if these obligations were to gualify under section 103(a), they would
nevertheless not be exempt because they would be treated as arbitrage
bonds (under sec. 103(d) of the code). This is because of the provisions
in the Emergency Insured Student Loan Act of 1969. This Act pro-
vides that the Commissioner of Education (of the Department of
Health, Eduecation, and Welfare) is authorized to provide incentive
peyments to institutions providing student loans. Although the maxi-
mum rate of interest to be paid by students on their loans is now set
at seven percent, this yield, together with the incentive payments re-
ceived by the institution making the loan from the Commissioner of
Eduecation, will constitute a yield that should be higher than the maxi-
mum yield the associations believe they will be able to pay on their
bonds if they are to cover administrative expenses and maintain a
solvent loan program. As a vesult, these bonds would be subject to the
arbitrage bond provision and, thus, would not be entitled to tax
exemption.

Although the Treasury temporary regulations (Regs. § 13.4(b) (3)
(ii) (b)) provide, in general, that a bond issue is not to be classified
as an arbitrage issue if the yield from the intended program will not
exceed the yield from the governmental issue, plus administrative ex-
penses, this rule further provides that administrative expenses may be
taken into account for this purpose only if they are not payable with
funds appropriated from other sources. In cases where the bonds are
general obligation bonds and a State legislature is required to appro-
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priate the funds necessary to pay the administrative expenses, as well
as the principal of and interest on the bonds, if the program fails to
generate the necessary revenue, the expenses would be “payable from
other sources” and as result such bonds not meet the regulation’s re-
quirements. This means that they would be treated as arbitrage bonds.

The provision added by the committee amendment includes in the
list of exempt obligations described in section 103 (a) of the code cer-
tain qualified scholarship funding bonds. These are defined as obliga-
tions issued by a corporation which is nonprofit and is established and
operated exclusively for the purpose of acquiring student loan notes
incurred under the Higher Igducation Act of 1965. In addition, the
corporation must be organized at the request of the State or political
subdivision and must be required by its corporate charter and bylaws
(or required by State law) to devote any income, after the Ipayment
of expenses and debt service, to the purchase of educational student
loan notes or to pay over any income to the State or political subdivi-
sion. As a result of this provision, a nonprofit corporation which meets
these requirements will qualify to issue tax-exempt bonds to finance
student loan programs.

In addition, the arbitrage provision (sec. 103(d) of the code) is
amended to make it clear that the student loan incentive payments
made by the Commissioner of Education under the Emergency In-
sured Student Loan Act of 1969 are not to be taken into account in
determining whether the yield on the student loan notes is higher than
the yield on the bonds issued to finance the student loan program. As
a result, these obligations issued to finance student loan programs will
not be treated as arbitrage bonds.

Effective date—The amendments made by the committee amend-
ment will apply to obligations issued on or after the date of enactment.

Revenue effect—The revenue loss from this provision is estimated
at less than $1 million in 1975 and in 1976 and between $1 million and
$2 million in 1977 if the associations that finance the student loan pro-
grams under this provision are limited to those the committee under-
stands are in the planning stage. If formation of similar associations
became more widespread, the revenue loss could be substantially
larger.

. EXCLUSION FROM GROSS INCOME OF U.8. BANK DEPOSITS HELD BY
NONRESIDENT ALIENS

(Sec. 9 of the bill, and sec. 861 of the code).

Present law provides, in general, that interest, dividends, and other
similar types of income of a nonresident alien or a foreign corpora-
tion are generally subject to a 30-percent tax on the gross amount
paid* if such income or gain is not effectively connected with the
conduet of a trade or business within the United States (sec. 871(a)
881).2 However, interest from deposits with persons carrying on the
banking business, from deposits or other accounts with savings and

1 This tax is generally collected by means of a withholding by the person making the
payment to the foreign reciptent of the income (secs. 1441 and 1442).

£ Tf the interest, dividend or other similar income is effectively connected with a U.B.
trade or business, that income ig included in the normal {ncome tax return which must be
filed for the business,
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loan institutions or other similar associations, and from amounts held
by an insurance company under an agreement to pay interest are ex-
empt under a provision which expires after December 81, 1975 (sec.
861(a) and 861(c)). In addition, for these types of debt obligations
and deposits no U.S. estate tax liability is assessed if, upon the dece-
dent’s death,’any interest received would be exempt from- withhold-
ing tax (sec, 2105(b)). )

The exemption for bank deposits and other similar types of deposits
and debt obligations has aided in attracting substantial amounts of
funds to the United States. Most of these funds are placed in certifi-
cates of deposits having a duration of 12 months or longer. Since the
present exemption is to expire on December 31, 1975, it 1s understood
that may of these one year certificates of deposits may not be renewed
during 1975 unless the foreign depositors receive some assurance that
the interest exemption will be continued.

For this reason, the committee has agreed to extend the termina-

tion date for the exemption for one additional year until December 31,
1976. Thus, interest on bank deposits and other similar types of de-
posits and debt obligations presently exempt from withholding tax
will continue to be exempt through 1976. As a result of this extension,
these deposits and debt obligations will also continue to be exempt
from estate tax through the end of 1976.

The committee takes thig action as an emergency measire to prevent
during 1975 an outflow of funds held as certificates of deposits with
1.8, savings institutions. The committee intends in the next Congress
to review the withholding tax provisions for all types of interest obli-
gations, as well as for other types of investments, and at that time to
reach more comprehensive conclusions regarding U.S. tax policies
affecting all such types of investments.

The amendments extending the exemption for bank deposits and
other similar types of deposits and debt obligations are to be effective
as of the date of enactment of this bill. Since these items are exempt
under present law, the extension of this provision does not result in
any additional revenue logs.

I. CERTAIN INTEREST EQUALIZATION TAX OBLIGATIONS
(See. 10 of the bill and secs. 861(a) (1) and 2104(c) of the code)

The interest equalization tax (IET) contained a procedure whereby
U.S. obligators could borrow money from foreign lenders without the
foreign lenders being subject to the 30-percent withholding tax on
interest or any U.S. estate tax. This procedure was accomplished by
the U.S. obligor electing to subject its obligations to the IET (sec.
4912(c) ). Furthermore, in order to permit U.S. companies to simplify
their existing international financing structures, companies were per-
mitted to use this procedure for outstanding obligations of an affiliated
corporation by having the domestic parent assume those obligations.
Those provisions are no longer applicable since the IET expired on
June 30, 1974. However, obligations which were made subject to this
TET procedure continue to receive the interest withholding and estate
tax exemptions (secs. 861(a) (1) (G) and 2104 (e) ).
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The purpose of this procedure was to enable companies to simplify
their international financing operations by eliminating foreign or
domestic financing subsidiaries which they were otherwise required
to maintain. However, the requirement that the U.S. corporation
assume the obligations of its finance subsidiary has prevented some
companies from fully utilizing this procedure, since the change in
interest rates would cause the finance subsidiary to realize income
from discharge of indebtedness upon the assumption. These companies
have been forced to retain the financing structures they established to
satisfy the IET. Accordingly, the committee’s bill provides U.S. com-
panies which were entitled to make the TET election may make the in-
terest paid on that obligation exempt from withholding tax.

The committee’s bill limits this procedure to any issue of indebted-
ness outstanding on the date of the enactment of the Interest Equal-
ization Tax Extension Act of 1971 if it was guaranteed by a U.S.
person and was treated under that Act as a debt obligation of a for-
eign obligor. In addition, as under the requirements of existing law
(see. 861 %a} (1) (G)) the obligation may not have a maturity date ex-
ceeding 15 years as of June 30, 1974, and when issued the obligation
must have been purchased by one or more underwriters with the pur-
pose of distribution through resale. Obligations the interest from
which are exempt from tax under this provision are excluded from
property in a foreign person’s gross estate for estate tax purposes.

The income tax amendment applies to interest paid after date of
enactment and the estate tax amendment applies to estates of decedents
dyin%after the date of enactment. Since these obligations are presently
held by financing subsidiaries and are treated as foreign obligations,
the interest paid on them is presently not subject to U.S. withholding
taxes. Thus, the enactment of this provision joes not result in a reve-
nue loss.

J. POLITICAL ORGANIZATIONS

1. Taxation of Political Parties and Committees (sec. 11 of the bill
and sec. 527 of the Code)

Until recently, the tax status of political organizations has been
somewhat uncertain. Historically, the Internal Revenue Service has
not generally required the filing of income tax returns by political
organizations.! Presumably, this practice resulted from the %elief that
virtually all of the receipts of political organizations were from gifts
and that these organizations would not have taxable income. However,
in 1968 the Internal Revenue Service announced that investment in-
come of a political campaign fund constitutes gross income and may
be reported on a fiduciary tax return, (Form 1041) with the tax due
thereon paid with the filing of the return. Recently, as a result of the
increasing practice of individuals making political contributions in
the form of appreciated property, the Internal Revenue Service con-
ducted a study of the tax consequences relatinig to these transactions.
This study also included the tax status of political organizations in

eneral.
£ On August 1, 1973, after conducting public hearings on these ques-
tions, the Internal Revenue Service announced that political parties

-
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and committees are taxable organizations and must pay tax on interest,
dividends from investments, income from ancillary commercial activi-
ties, and gains from sales of appreciated property. In its subsequent
ruling, the Service stated that campaign contributions are not includ-
able in gross income and that expenditures for political purposes and
expenses incurred for fund-raising activites are not deductible. On
the other hand, expenses directly attributable to activities undertaken
for the production of income which is taxable (interest, dividends,
ete.) are deductible. Expenses attributable to the sale of appreciated
property are to reduce gross proceeds in determining gain or loss real-
1zed on the sale. Under the ruling, political organizations may be
treated as corporations, trusts, or possibly partnerships depending
upon the facts and circumstances of the individual organization.

The Service also has ruled that political organizations with taxable
incomes of $100 or less are not required to pay taxes or file returns for
taxable years beginning before January ., 1975.

Because the questions involved in this arvea require a delicate balance
between the need to protect the revenue and of the need to encourage
political activities which are the heart of the democratic process, the
committee has examined the entire problem of the tax treatment of
these organizations.

In general, the committee’s bill provides that political organiza-
tions are to be treated as tax-exempt organizations, since political ac-
tivity {including the financing of political activity) as such is not a
trade or business which is appropriately subject to tax. However,
where assets are not currently used by a political organization for
political activities, but are invested for use at a later date, the income
from the investment (less direct expenses incurred in earning that
income}) is to be subject to tax. ‘ '

Political organizations—Under the bill, special tax treatment is
provided for political organizations which are organized and oper-
ated primarily for accepting contributions or making expenditures for
activities related to the election, etc., of candidates for public or party
office. The organizations that qualify for this treatinent may include
political parties, comiittees, associations, funds (including the trust
of an individual candidate), or similar political organizations. A quali-
fying organization may be formally established under articles of in-
corporation, a charter, ete.; however, it is also anticipated that such
an organization may be established informally. '

To be treated as a political organization for tax purposes, the orga-
nization must be operated primarily to receive money or make ex-
penditures for influencing or attempting to influence the selection,

nomination, election, or appointment of individuals for Federal (or

*In a news release issued on October 3, 1972 (IR-1257), the Internagl Revenue Service
stated, “It i3 a matter of history that the Internal Revenue Service has never required
the filing of income tax returns by political parties as such.” However, it appears that
the Government took a contrary public position on at least one occasion, in attempting
to sustain an_asserted income tax deficiency against the Communist Party. In that case
(Communist Party of the UR.A. v. Commissioner, 373 F.2d 682 (CAD.C,, 1987)), the
Court of Appeals stated that *“the Government now assures us that all political parties,
including petitioner! are taxable associations under the statute, That may bhe, but the
Tax Court did not so rule; and petitioner is entitled to an adjudication in that court
of its contention that the statute is not to be construed-becausé the Commissioner and
his predecessors have never so construed it.” [Footnote omitted.] The case was remanded
to the Tax Court, but the Government conceded wirtually all of the asserted tax, and so
the Tax Court never ruled on this gquestion. The committes is not aware of any other
instances in which the Internal Revenue Service has attempted to require a political
party, as such, to file a Federal income tax return or to pay a Federal income tax.
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regional), State (including D.C.), or local public office or for office
in a Fed)e,ral {or E:egional), State (including D.C.), or local political
organization. It is recognized that between elections a political
organization, such as a local political party, may not be supporting
any specific candidate for election. In such a case, where the orga-
nization is engaged in activities that are related to and support the
process of selection, nomination, election, etc., of candidates, it is to
meet the operational test. For example, a local party that, between
elections, prepares for the next party convention, engages in fund rais-
ing, transacts intraparty organizational business, etc., 1s engaged
in qualifying activities. In addition, where an organization 1s estab-
lished for a single campaign, it may continue to qualify after the
election in order that it may wind up the campaign, pay off debts, put

records in order, ete. o i .

To qualify, an organization’s activities must primarily invelve re-
ceiving campaign contributions or making campaign expenditures.
However, the organization need not engage in both raising and ex-

ending money.

P It is%xpecteyd that if an organization qualifies for purposes of the
tax credit (or deduction) for political contributions, it will also
qualify as a tax-exempt political organization. However, to qualify
as a tax-exempt political organization, an organization does not have
to be exclusively political. Thus, a Jocal political elub could carry on
incidenta] social activities as long as it was organized and operated
primarily to receive campaign contributions or make campaign ex-
penditures. Similarly, a qualified organization could support the en-
actment or defeat of a ballot proposition, as well as support or oppose
a candidate, if the latter activity wasits primary activity,

- An organization may qualify as a political organization if it indi-
rectly receives or expends money for campaign purposes. For example,
if a national organization receives political contributions indirectly
through local organizations, it would be indirectly accepting conttibu-
tions and would qualify under the bill. Similarly, a national orga-
nization that transfers money to local: organizations for campaign
expenditures would be indirectly making campaign expenditures. The
committee expects that in such a case the national organization will
take such care as is reasonable under the circumstances to see that
the money transferred to the local organizations is spent for campaign

urposes. : : :

P Egempt income.—Under the bill, a political organization is not
to be taxed on the receipt of “exempt function income,” including con-
tributions of money or other property, or the receipt of membership
fees, dues, or assessments from members of the organization. Whether
a transfer of money or property constitutes a “contribution” is to be
determined under present law (sec. 271(b) (2) ). Generally, individual
contributions of cash or property whether solicited personally or by
direct mail will qualify as “contributions”. However, in order to be
exempt from tax, these amounts must be segregated in separate ac-
counts to be used solely for nomination, ete. If contributions, ete., are
received for campaign purpeses, but are not segregated for such pur-
poses, they will not be treated as exempt income. The income tax con-
sequences of any diversion of segregated funds frem campaign pur-
poses are to be the same as under present law. -
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The committee also intends that filing fees paid by a candidate
directly or indirectly to a political party in order that he may run
in the primary election of that party (or run in the general election
as a candidate of that party) are to be treated as exempt contributions.
For example, some States provide that a certain percentage of the first
vear’s salary of the office sought must be paid to the State as a filing
(or “qualifying”) fee and party assessment. The State then transfers.
part of this fee to the candidate’s party. In such a case, the entire
amount transferred to the party is to be treated as exempt function in-
come, not taxable to the party. These filing fees also would be treated
as contributions if the political party itself made the assessment and
directly collected the money. In addition, to the extent that political
organizations receive Federal, State, or local funds under the §1
“checkoff” provision or any other provision for public financing of
campaigns, these amounts are to be treated as tax-exempt contributions..

Under the bill, political organizations are not to be taxed on pro-
ceeds received from political fund raising or political entertainment
events, or proceeds from the sale of political campaign materials.
which are not received in the ordinary course of any trade or busi-
ness. Thus, proceeds received from casual sporadic fund raising
events or political entertainment events, such as an annual politica%
dinner or an annual athletic exhibition, are to be treated as exempt.
function income. Similar fund raising events would include political
breakfasts, receptions, picnics, dances, etc. However, in all of these-
cases the income would be exempt function income only if the event
is a political event and is not carried on in the ordinary course of a
trade or business. Factors to be taken into account in determining
whether an activity is a trade or business, for purposes of this section,
are to include the frequency of the event; the manner in which the-
event is conducted ; and the span of time over which the event is car-
ried on. Whether an event is a political fund raiser or a political enter--
tainment event will depend upon the facts and eircumstances of the
particular event, taking into account the extent to which the event is:
related to a political activity aside from the need of the organization
for income or funds.

In addition, amounts received on the sale of campaign materials
are to be eligible for exempt function income treatment under the-
bill if the sale ig'not in the ordinary course of a trade or business, and
is substantially related to the political activities of the organization.
Thus, proceeds from the sale by a political organization of political
items such as political memorabilia, bumper stickers, campaign but-
tons, posters, hats, shirts, political posters, stationery, jewelry, or
cookbooks are generally not to be taxable to the political organization
where the sale is closely related to other political activity, such as
distributing political literature, organizing voters, etc. However, where
these materials are sold in the regular course of a trade or business,.
the income derived from the sale is to be taxable.

Other income.—Under the bill, all income received by political orga--
nizations, other than exempt function income, is to be subject to tax. A
political organization’s taxable income is gross income (excluding the-
exempt income described above) less deductions otherwise allowed that
are directly connected with producing that gress income. The divi-
dends received deduction and other special deductions for-corporations:
are not to be allowed.
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Tndirect expenses (such as general administrative expenses) are not
to be allowed as deductions, since it is expected that these amounts will
be relatively small and eliminating these deductions will greatly sim-
plify tax calculations. ) i ) 3

The bill provides a specific deduction of $100 against gross mcome,

As a result, a political organization is not subject to tax and is not

required to file a return unless its gross income exceeds its directly

connected deductions by more than $100.

The bill provides that a political organization is to be taxed on its

mnonexempt income as if the organization were a corporation. How-

ever, in order to avoid proliferation of a number of organizations no
surtax exemption will be allowed. Also, the alternate capital gains rate
for the corporations (30 percent, under sec. 1201(a)) is to be available
for net capital gains income. . o

Exempt organizations which are not political organizations—\Under
present law, certain tax-exempt organizations (such as sec. 501(c) (4)
organizations) may engage in political campaign activities. The bill
generally treats these organizations on an equal basis for tax purposes
with political organizations. Under the bill, organizations w ich are
.exempt under section 501(a) and are described n section 501(c), that
.engage in political activity, are to be taxed on their net Investment
income in part as if they were political organizations. Thus, an
«exempt organization is to be subject to this tax 1f it spends any amount
.on the nomination, election, ete., of a candidate for public office, ete.
However, these organizations are to be taxed only to the extent they
actually operate as political organizations (that is, to the extent of
their political expenditures). Therefore, if the amount expended for
political purposes is less than the net investment income, the lesser
amount is to be the tax base. The bill does not require “1’_ra,cmg” in t}_us
regard. Thus, the tax is to apply even though the organization uses its
investment income exclusively for nonpolitical purposes and makes its
political expenditures entirely out of funds other than its investment
1ncome. , ) )

To avoid double taxation (and double deductions), the bill pro-
vides that income and deductions taken into account for purposes of
the tax on unrelated business income of such exempt organizations
are not to be included as either income or deductions in determining
net investment income under the political organization provisions.

Tt is not intended that the section 501(c) exempt organization be
absolutely liable for any expenditures made by an organization to
which it gives funds. However, if the payment is made for any of
the political purposes described in this section, then the exempt orga-
nization is to be treated as having indirectly made the political ex-
penditure. Also, if there are reasonable questions as to whether funds
will be spent for political purposes and the exempt organization
wisses to avoid imposition of the tax, it would be expected to take
reasonable steps to see that the recipient organization does not spend
funds for political purposes. In administering this provision ‘the In-
ternal Revenue Service could, for example, provide that egtabilshment
of trust funds or other appropriate methods of segregating the pay-
ments will be satisfactory in demonstrating that indirect political ex-
penditures do not result from the payment by the exempt organiza-

tion.
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The committee expects that, generally, a section 501 (c) organization
that is permitted to engage in political activities would establish a
separate organization that would operate primarily as a political
organization, and directly receive and disburse all funds related to

nomination, etc., activities. In this way, the campaign-type activities

would be taken entirely out of the section 501(c) organization, to the

benefit both of the organization and the administration of the tax laws.
Under present law (section 610 of title 18 of the United States

Code), a corporation or a labor organization which is otherwise for-

bidden to make contributions or expenditures in connection with Fed-

eral elections to public office or to political party office, may neverthe-

less establish a “separate segregated fund” which is maintained by the:

corporation or labor organization. The separate segregated funds is
permitted under the statute to be utilized for political purposes.

For purposes of the rule in this bill regarding the treatment of

exempt organizations (and for purposes of the definition in this bill
of “political organization”), a separate segregated fund maintained by
an exempt organization (a labor union described in sec. 501(c) (5), a
chamber of commerece, etc., described in sec. 501 (c) (6) ), is to be treated
as an entity which is separate from the exempt organization maintain-
ing the fund. In such a situation, where the contributions are collected
by employees of the exempt organization and are placed directly into
the accounts of the separate segregated fund, these contributions are
not to be treated as having come from the exempt organization. The
amount subject to tax on account of those contributed amounts is to
be measured by the political organization taxable income and the
capital gains of the separate segregated fund in the same manner as
other politieal organizations, and not by the income of the exempt,
chamber of commerce or labor union.

The committee understands that, in a number of States, exempt
chambers of commerce and labor unions may establish funds similar
to the section 610 separate segregated funds. Although the require-
ments as to the manner of collection of contributions in those States, for
State elections, may be somewhat different from the requirements
under Federal law with regard to Federal elections, where the State
statutes are similar to the Federal in this respect, then the separate
segregated funds or their equivalents are to be treated the same as the
section 610 separate segregated funds for purposes of this bill. In
such a case, if the exempt organization technically receives the con-
tributions or dues but the exempt organization does not receive any
Interest, etc., income on those contributions or dues and promptly
transfers the contributions or dues to the separate segregated fund,
then the chamber of commerce or labor union is to be treated as not
having made a political expenditure of those contributions or dues.

This provision is not intended to affect in any way the prohibition
against certain exempt organizations (e.g., sec. 501(c)(3)) engaging
in “electioneering” or the application of t%m provisions of section 4945
to private foundations. :

Disposition of unexpended funds—Under the bill a political
organization may contribute any amount to or for the use of another
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(qualified) political organization. Such a transfer is not to affect the
tax status of the transferor organization, and the transfer is not to be
treated as a diversion of funds for the personal use of the candidate,
the governing board, or any other person. (Newsletter funds are to be-
treated somewhat differently—see below.) Similarly, a political orga-
nization may transfer funds fo the general fund of the U.S. Treasury
or of any State (including D.C.) or local government or to or for use
of an exempt “public charity” (i.e., an organization which is exempt

under sec, 501(c) (3) and is not a private foundation or an organiza-

tion described in sec. 509(a) (8) or (4)). Since no one is to realize
income on such a transfer, no deduction is to be allowed to the political
organization or to any other person on account of a transfer to a
charitable, etc., organization. o

As under present law, when amounts are diverted from a political
organization by a candidate for his personal use, the amount diverted
is taxable income to the candidate in the year in which the funds are-
diverted. ) ’

If the payment satisfies a legal obligation of the candidate, then it
may be treated as a diversion for his personal use. For example, if the-
candidate uses amounts from his campaign fund to pay his Federal
income tax, then this is treated as a diversion, even though the amount
is deposited “in the general fund of the Treasury.” Similarly, use of’
a campaign fund to satisfy a legally binding pledge to make contribu-
tions to a public charity is to be treated as a diversion. In such a case,.
the candidate would include the diverted amounts in his gross income.
In the illustration relating to Federal income taxes, there would be no-
offsetting deduction ; in the illustration relating to charitable contribu-
tions, there would be an offsetting charitable contributions deduction
(assuming that the candidate was itemizing his deductions and that.
the applicable deduction limits (the 50-percent, 30-percent, or, in the-
case ofp a contribution for the use of a “public charity,” the 20-percent
limit) were not exceeded).

Where unexpended funds are held by a candidate who dies, and.
these funds go to his estate or to his survivors, it is expected that
the Internal Revenue Service will allow a reasonable period after
death for these funds to be transferred to another political organiza-
tion, charitable organization, or to the general fund of the U.S.
Treasury, etc. However, the unexpended funds that are not so trans--
ferred constitute income of the decedent, since by arranging for the-
funds to go to his estate, the decedent will have exercised sufficient
“control” to be i constructive receipt of the funds before death.

Under the bill, incidental amounts used by a political organization
for the primary purpose of benefiting the candidate directly in con--
nection with his campaign are not to be treated as amounts diverted
for the personal benefit of the candidate. For example, self-improve-
ment courses directly related to the campaign, such as voice and speech
lessons, are not to be treated as diversions. Similarly, where a political’
organization pays for a candidate’s transition expenses, these expen-
ditures are not to be considered a diversion if the amount paid is:
reasonable.
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2. Contributions to Political Organizations (secs. 13 and 14 of the
bill and secs. 84 and 2501 of the Code)

Since 1932, the Internal Revenue Service has treated political cam-
paign contributions as taxable transfers for purposes of the gift tax.?

Under present law, a $3,000 annual exclusion from taxable gifts is.

allowed for each donee. The Internal Revenue Service has ruled that
for gift tax purposes political organizations (and not the candidates
they support) generally are considered the donees of political contri-
butions. The Service has further ruled that each political organiza-
tion, if it is-organized and operated as a bona fide committee or orga-
nization, will generally be treated as a separate donee for purposes
of the annual gift tax exclusion where the committees are the actual
recipients of the contributions.?

As indicated, there is some uncertainty in the law as to whether
political contributions are properly taxable as gifts. The committee
believes that it is inappropriate to apply the gift tax to political con-
tributions because the tax system should not be used to reduce or re-
strict political contributions. Consequently, the committee’s bill pro-
vides that the gift tax is not to apply to the transfer of money or any
other property to a qualified political organization, where the trans-
fer occurs after May 7, 1974.

However, if a decedent includes a political organization as a bene-
ﬁ(;latry of his estate, the amount so transferred is to be included in his
estate,

As previously discussed, it is the position of the Internal Revenue
Service that campaign contributions are taxable transfers for pur-
poses of the gift tax. As a result, in the case of gifts of appreciated
property, the donee takes over the contributor’s “basis”, ie., his tax
cost, for income tax purposes and no gain is recognized by the donor
at the time of the transfer. However, the committee’s bill provides
that the gift tax is not to ap’p}y to transfers to political organizations
which occur after May 7, 1974. The committee also believes that it is
appropriate to tax the contributor on unrealized appreciation on prop-
erty transferred to political organizations. This rule is to apply solely
to contributions to political organizations and is not to apply, nor
is any inference to be drawn with respect to, contributions of appre-
ciated property to other organizations such as charitable organizations.

Under the bill, if a person transfers property to an exempt political
organization, and at the time of transfer the fair market value of the
property exceeds its adjusted basis to the contributor, then the con-
tributor is to be treated as having sold the property on the date of
transfer. The contributor then is to be treated as having realized an

- amount equal to the fair market value of the property on the date of
transfer. The sales price is deemed to be fair market value at the time

2 However, one court has held that, in the circumstances in the particular case, political
contributiong were not taxable giftg because they were motivated by a desire to protect and
advance a taxpayer’s personal and economic interests. Stern v. United Hiates, 436 F.24
1327 (CA5, 1971). The Internal Revenue Service has announced that it will follow the
Stern decision only in the Fifth Circuit; in that circuit, the Service will follow that deci-
ston in “any case on all-fours with the Stern case.” Rev, Rul. 72-583, 1972-2 CB 534,

3 However, one U.8, district court hag ruled that political contributons by one donor to
multiple committees established to further the nomination or election campaign of the
same candidate are not to be treated ag gifts to distinet persons for purposes of the $3,000
anémaiggif)t tax exclusion, Taw Analysiz & Advocates v. Shuliz, 376 F. Supp. 889 (DC

.C., 1974},
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of contribution (rather than the proceeds received by the political
organization on sale of the property) in order that the contributor
may know what his tax liability is at the time he transfers the property.
Since the property is to be treated as having been sold on the date
of transfer to the political organization, the basis of the property to
the organization is to be the basis to the transferor plus the amount
of gain recognized to the transferor on account of the transfer. How-
ever, to avoid the selective recognition of losses by contributors, this
provision does not apply where the fair market value of the property
is less than its adjusted basis and the sale treatment would result in a
loss to the contributee.

A transfer of appreciated property to a political organization gen-
erally is to be treated as a sale for all income tax purposes. Conse-
quently, if gain on the sale would have been treated as ordinary
income, it is to be taxed as ordinary income under this provision; if
the gain would have been long-term capital gain, it is to be treated
as long-term capital gain. Similarly, other provisions of the tax law,
such as the minimum tax and recapture of depreciation, are to apply
as if the property had been sold.

3. Newsletter Funds (secs. 11 and 12 of the bill and secs. 41, 218, and
527 of the Code)

At present, if an elected official receives contributions to a fund
established to pay for his newsletter, the Internal Revenue Service
treats the contributions as his income in the year received. Also, the
amounts he spends in printing, addressing, etc., the newsletter are
deductible as ordinary and necessary business expenses, so long as the
elected official itemizes his deductions.

The committee believes that the present treatment of newsletter
funds improperly affects the taxable income that must be reported
by elected officials, since by reporting this income the individual’s tax
situation may be distorted. For example, since charitable contribu-
tion deductions cannot exceed a percentage of the taxpayer’s adjusted
gross ineome, inclusion of newsletter contributions in adjusted gross
income could increase the charitable contribution deductions available
to an elected official. By the same token, inclusion of newsletter contri-
butions could increase the nondeductible “floor” for medical expense
deductions, thereby decreasing the deductions available to the official.
Also, if the individual does not spend the full amount he receives as
contributions in the year received, newsletter income and deductions
will not match each year, thereby increasing his income tax and reduc-
ing the amount available for newsletter purposes. Further, if an indi-
vidual does not itemize his deductions he will not be allowed to deduct
his newsletter expenses, thereby unfairly increasing his income tax.

In the usual case, it appears that income received by an individual
from contributions to newsletter funds and the amounts paid out for
expenses involved in publishing and distributing newsletters will be
approximately equal over time. The committee believes that it is more
appropriate not to tax the contributions received (and not to allow
any deduction for expenses paid by the fund) for newsletters, to avoid -
the distortions of income described above. As a result, the bill provides
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that a newsletter fund is to be treated in a manner similar to an exempt
political organization. Thus amounts received for printing and dis-
tributing the newsletter are not to be taxed and deductions attributable
to the newsletter are not to be allowed.

Taxation of newsletter funds—Under the bill, if an individual
«establishes a fund to be used exclusively to prepare and circulate his
newsletter, the fund is to be treated as an exempt political organiza-
tion, as described above. This tax treatment is to be available for an
individual who holds any Federal, State (including the District of
Columbia), er local elective public office. It also is to be available for
4 person who is a candidate for such office, and to individuals who
have been elected to public office, but who have not yet begun to serve
in that office.#

To be eligible for this tax treatment, the assets in a newsletter fund
must be maintained in separate accounts and must be used solely for
ithe purpose of preparing and circulating the newsletter. The cost of
preparation is to include (but not be limited to) the cost of secre-
tarial services and the cost of printing, addressing, and mailing the
newsletter.

Amounts received as contributions, membershi;l)] (or subscription)
dues, or proceeds from fundraising events for the newsletter fund
are not to be treated as taxable income to the fund. However, any
-other income received by the fund, such as interest, dividends, and
gain on the sale of appreciated property, is to be subject to the tax
which applies to exempt political organizations. With respect to
-the taxation of such income, however, the $100 deduction allowed to
political organizations is not to be allowed for newsletter funds. The
~§omn1ittee believes that this is necessary to avoid proliferation of such

unds.

A qualified newsletter fund is to be treated for most purposes as an
-exempt political organization. For example, contributions to a quali-
fied newsletter fund are not to be subject to the gift tax. Transfers of
appreciated property to such a fund are to be treated as sales to the
fund by the transferor on the date of transfer. Unexpended assets may
‘be transferred to certain charitable organizations, and to the general
fund of the United States or of any State (including the District of
Columbia) or local government, and the transfer is not to be treated
‘as the diversion of amounts for the personal use of any person. How-
-gver, it is intended that transfers are not to be allowed from a news-
letter fund to a political organization which is not a newsletter fund
since, to qualify, newsletter fund assets must be used exclusively for
newsletter (and not campaign) activities. If assets of the newsletter
fund are used for any purpose other than preparing or circulating

-the newsletter, contributions to certain charitable organizations, or
transfers to the general fund of Federal, State (including the District
-of Columbia), or local governments, these amounts are to be treated
-as diverted for personal use and, therefore, taxable as under present
law. Since activities of a newsletter fund are to be tax-exempt, it is
‘intended that no deduction may be taken by the fund or by an elected

¢ Of course, after an individual has completed his term of office, the newsletter pro-
~yisions will not be available to him unless he again becomes a candidate.
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oﬁicéal for newsletter expenses that are paid for with assets of the
fund.

Tax credit for contributions to newsletter funds.—In the Revenue
Act of 1971 (Public Law 92-178) Congress added a provision to allow
an individual taxpayer a credit against his income tax liability (or an
itemized deduction) for a limited amount of political contributions.
This was done to encourage more widespread financing of political
campaigns by small contributions. By encouraging small-scale con-
tributions and broadening the base of political financing, these provi-
sions were designed to help reduce the dependency of candidates on
Iarge contributors and special interest groups.

No similar credit or deduction is at present allowed for contribu-
tions to newsletter funds. However, the committee believes that the
governmental process is strenl%:;hened by encouraging such contribu-
tions. It is vital that citizens know what their elected public officials -
are doing in office, so the voters can evaluate their performance for
future elections and can tell their officials what they want them to
do and not to do. Consequently, the committee has extended the exist-
ing credit and deduction provisions for political contributions to con-
tributions to newsletter funds. Under this provision, the maximum
annual credit or deduction allowed for political contributions and
newsletter fund contributions together is limited to the amount avail-
able under present law, e.g., $12.50 credit or $50 deduction for an
individual ($25.00 credit or $100 deduction in the case of a joint
return).

4. Tax Credit or Deduection for Political, ete., Contributions (sec. 12
of the bill and sec. 41 of the code)

Under present law, a credit against tax (or a deduction from in-
come) is allowed for political contributions to an individual or to a
campaign committee supporting the individual only if the individual
has publicly announced in the taxable year in question that he is a
candidate for election. However, it is understood that for various rea-
sons an individual may not wish to publicly announce his candidaey
at an early date even though there is a substantial likelihood that he
ultimately will become a candidate. Among the factors that may in-
fluence a decision to become a candidate is the willingness of a number
of individuals to make small contributions to sustain a campaign.
Accordingly, the bill provides that the tax credit (or deduction) %gr
small political contributions is to be allowed to taxpayers if the in-
dividual publicly announced his candidacy before the end of the cal-
endar year following the calendar year in which the contribution is
made. For example, under the bill if a taxpayer makes a contribution
to the “Elect X for Mayor Committee” in 1977, and X has not
announced his candidacy, the taxpayer is to be allowed a credit (or
deduction) for 1977 if X becomes a publicly announced candidate by
December 31, 1978, The committee expects that the Internal Revenue
Service will require appropriate verification in such cases that the
individual has made a timely announcement of his candidacy.

4 Similar rules are to apply to political committees for such candi-
ates.
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5. Returns (sec. 11(b) of the bill and sec. 6012 of the code)

Under the bill every exempt political organization that has gross
income (less deductions directly connected with the production of that
income) in excess of $100 is to file a tax return for the years in which
it has such income. The bill also provides that political organizations
with $100 or less of such income need not file tax returns for years
beginning after December 81, 1971, and before January 1, 1975.

6. Effective Dates

The provisions of the bill regarding the taxation of exemﬁt politi-
cal organizations and newsletter funds are to apply to taxable years
beginning after December 31, 1974, .

"~ The provisions of the bill treating as a sale the transfer of appreci-
ated property to a political organization, and the provisions eliminat-
ing the gift tax on such transfers, are to apply to transfer made after
May 7, 1974.

The provisions of the bill extending the tax credit (or deduction) to
contributions to newsletter funds, and allowing the tax credit or deduc-
tion for contributions to political campaigns in the year before a can-
didacy is publicly announced, are to take effect for contributions made
after December 31, 1974, in taxable years ending after that date. -

In addition, the bill provides that political organization does not
have to pay tax on gains from the sale of contributed property if the
sale occurred before August 2, 1973,

7. Revenue Effect

The estimated revenue gain in 1974 from the provisions taxing the
donor on transfers of appreciated property to a political organization
is expected to be less than $1 million; the estimated revenue gain in
1975 from the provisions relating to the taxation of political organi-
zations and newsletter funds is expected to be less than $1 million; the
estimated revenue loss in 1974 from the provisions excluding transfers
to political organizations from the gift tax is expected to be less than
$1 million ; and the estimated revenue loss in 1975 from the provisions
allowing an individual taxpayer a credit or deduction for contribu-
tions to newsletter funds is expected to be less than $1 million, In
the aggreﬂgate, these provisions are expected to have a negligible
revenue effect.

III. Costs or Carrying Our TR B axp ErFror o THE REVENUES
oF THE BIrL

In compliance with section 252(a) of the Legislative Reorganization
Act of 1970, the following statement is made relative to the costs to be
incurred in carrying out this bill and the effect on revenues of the bill.

Imports of upholstery regulators and upholsterer’s regulating nee-
dles and pins, for whiei duty free treatment would be provided, are
not separately classified, and, in the absence of import statistics, it is
not possible to estimate accurately the amount of revenue loss, Based
on information from firms supplying such articles to the upholstery
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trade, it is estimated that annual imports of these articles would be less
than $20,000. Therefore, it is estimated that the revenue loss resulting
from this provision of H.R. 421 would be less than $2,000 during the
first full year of its effectiveness. i . .

Most of the tax provisions included in the committee bill are ex-
pected to have either no revenue effect or a negligible revenue effect.
The only exceptions to this are the provision relating to the tax treat-
ment of certain student loan funding provisions which is expected to
result in a revenue loss of under $1 million in 1975 an@i 1976 and be-
tween €1 and $2 million in 1977, the four amortization provisions
which are extended for one year which are expected to decrease reve-
nues by $5 million in 1975, $4 million in 1976 and $3 million in 1977,
and finally, the provision increasing interest rates charged and paid
from 6 percent to 9 percent which are expected to result in revenue
gains of $130 million in 1975, $300 million 1n 1976, and $330 million in
1977 (assuming the 9-percent rate remains effective in these S.years)‘

IV. Vore or Coymmrrrer oN Reporring THE Bion

In compliance with section 133 of the Legislative Reorganization
Act, as amended, the following statement is made relative to the vote
of the committee on reporting the bill. This bill was ordered favorably
reported by the committee without a roll call vote and without

objection.
V. Cuanges 18 Exmstine Law

In the opinion of the committee, it is necessary, in order to expedite
the business of the Senate, to dispense with the requirements of sub-
section 4 of rule XXIX of the Standing Rules of the Senate (relating
to the showing of changes, in existing law made by the bill, as

reported). o
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UPHOLSTERY REGULATORS

DECEMBER 19, 1974.—Ordered to be printed

Mr. UrLman, from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 421}

The committee of conference on the disagreeing votes of the two
Houses on the amendment of the Senate to the bill (H.R. 421) to
amend the Tariff Schedules of the United States to permit the. impor-
tation of upholstery regulators, upholsterer’s regulating needles, and
upholsterer’s pins free of duty, having met, after full and free confer-
ence, have agreed to recommend and do recommend to their respective
Houses as follows:

That the House recede from its disagreement to the amendment of
the Senate and agree to the same with an amendment as follows:

In lieu of the matter proposed to be inserted by the Senate amend-
ment insert the following:

SECTION 1. AMENDMENT OF TARIFF SCHEDULES.
(@) In General.—Schedule 6, part 3, subpart E of the Tariff Sched-
ules of the United States (19 U.S.C. 1202) is amended—

(1) by striking out “upholstery regulators, and”, and by insert-
ing “and upholstery requlators, upholsterer's requlating needles,
and upholsterer’s pins,” after “other hand needles,” in the item
description preceding item 651.01;

((;3) by striking out “and upholstery regulators” in item 651.04;
an

(8) by inserting after item 6561.05 the following new item :

Upholstery regulators, upholsterer’s regulating needles, and
upholsterer’s Ping. . ..o i

“ l 651.06

Fyee ‘ "

(b) Effective Date—T he amendments made by subsection (a) apply
with respect to articles entered, or withdrawn from warehouse, for
consumption on or after the date of enactment of this Act.

(¢) Status of New Item.—The duty free treatment applied to up-
holstery regulators, upholsterer's regulating needles, and upholster-
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er's pins under item 651.06 of the Tariff Schedules of the United States
(as added by subsection (a)) shall be treated as not having the status
of a statutory provision enacted by the Congress, but as having been
proclaimed by the President as being required or appropriate to carry
out foreign trade agreements to which the United States is a party.

SEC. 2. AMENDMENT OF INTERNAL REVENUE CODE.

Except as otherwise expressly provided, whenever in this Act an
amendment is expressed in terms of an amendment to a section or other
provision, the reference is to a section or other provision of the In-
ternal Revenue Code of 195} o

SEC. 3. EXTENSION BY ONE YEAR OF PERIOD DURING
WHICH POLLUTION CONTROL FACILITIES,
RAILROAD ROLLING STOCK,REHABILITATION
HOUSING, AND COAL MINE SAFETY EQUIP-
MENT MAY QUALIFY FOR 5-YEAR AMORTIZA-
TION.

(a) Pollution Control Facilities.—Section 169(d) (4) (B) (defin-
ing new identifiable treatment facility) is amended by striking out
“January 1, 1975 and inserting in lieu thereof “January 1, 1976,

(b) Railroad Rolling Stock—=Section 184(e) (relating to amortiza-
tion of railroad rolling stock) is amended— ) o

(1) by striking out “1975” in paragraph (1) and inserting in
liew thereaf “1976", and ) i}

(2) by striking out “January 1, 19757 in paragraph (7) and
inserting in liew thereof “January 1,1976”. - .

(¢) Rehabilitation of Low-Income Rental Housing—Section 167
(k) (1) (relating to ewpenditures to rehabilitate low-income rental
housing) is amended by striking out “January 1, 1975” and inserting
in liey thereof “January 1, 19767, o .

(d) Ooal Mining Safety Equipment.—=Section 187(d)(3) defining
certified coal mine safety equipment) is amended by striking out
“January 1, 1975 and inserting in liew thereof “Janvary 1,1976™.
SEC. 4. ACCRUAL OF VACATION PAY. _

(@) In General—Subpart C of part II of subchapter E of chapter 1
(relating to tawable year for which deductions taken) is amended by
adding at the end thereof the following new section:

“SEC. 463, ACCRUAL OF VACATION PAY. .

“(a) Allowance of Deduction.—At the election of a taxpayer whose
tawable income is computed under an accrual method (:i/ accounting, if
the conditions of section 162(a) are otherwise satisfied, the deduction
allowable under section 162(a) with respect to vacation pay shall be
an amount equal to the sum of— o

“(1) a reasonable addition to an account representing the tax-
payer’s Liability for vacation pay earned by employees before the
close of the taxable year and payeble during the tawable 'quar or
within 12 months following the close of the tazable year; plus

“(2) the amount (if any) of the reduction at the close of the
tawable year in the suspense acccount provided in subsection

(e} (2)-
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Such lLability for vacation pay earned before the close of the tawable
year shall include amounts which, because of contingencies, would not
(but for this section) be deductible under section 162(a) as an accrued
expense. All payments with respect to vacation pay shall be charged
to such account.

“(b) Opening Balance—The opening balance of the account de-
soribed in subsection (a) (1) for the first taxable year shall, under
regulations prescribed by the Secretary or his delegate, be—

“(1) in the case of a tawpayer who maintained a predecessor
account for vacation pay under section 97 of the Technical Amend-
ments Act of 1958, as amended, for his last taxable year ending
before January 1, 1973, and who makes an election under this
section for his first tawable year ending after December 31, 1972,
the larger of— ‘ ) ‘

“(A) the balance in such predecessor account at the close

" " of such last taxable year, or

“(B) the amount determined as if the taxpayer had main-
tained an account described in subsection (a)(1) for such
last taxable year, or

“(2) in the case of any taxpayer not described in paragraph (1),
an amount equal to the largest closing balance the taxpayer would
have had for any of the taxpayer's 3 taxable years immediately
preceding such first tawable year if the taxpayer had maintained
such account throughout such 3 vmmediately preceding tazable
years.

“(¢) Suspense Account for Deferred Deduction.—

“(1) Initial suspense account—The amount of the suspensc
account at the beginning of the first taxable year for which the
tawpayer maintains r this section an account (described in
subsection (a) (1)) shall be the amount of the opening balance
deseribed in subsection (b) minus the amount, if any, allowed ax
deductions for prior taxable years for vacation pay accrued but
%gg paid at the close of the taxable year preceding such first taz-
able year.

“(2) Adjustments in suspense account~—At the close of each
taxable year the suspense account shall be—

“ Z&) reduced by the ewcess, if any, of the amount in the
suspense account at the beginning of the taxable year over the
amount in the account described in subsection (a) (1) ot the
close of the tawable year (after making the additions and
charges for such taxable year provided in subsection (a)), or

“(B) increased (but not to an amount greater than the
initial balance of the suspense accoumi} by the excess, if any
of the-amount in the account described in subsection (a) (1)
at the close of the tawable year (after making the additions

- and charges for such taxable year provided in subsection (a))

over the amount in the suspense account at the beginning of

the taxable year.
“(3) Section 381 acquisitions—The application of this subsec-
tion to any acquisition to which section 381(a) applies shall be

: %gmggwd under regulations prescribed by the Secretary or his

F g .
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“(d) Election—An election under this section shall be made ot such
time and in such manner as the Secretary or his delegate may by regu-
latffom pgeseribe.. 4 ' sino Method ’

“(g) Changes in Accounting Me —

( )“ 1) Establishment ofgaxzcmmt niot considered change.—The
establishment of an account described in subsection (a) (1) shall
not be considered a change in method of agcountmg for g:rg»ose;
of section e) (relating te requirement respecting change 0
(izcounting%(tkz)d( ); and fw adj ﬁ;ﬁwﬂt shall ge required under
section, 481 by reason of the establishment of suc}b account.

“(2) Certain tawpayers treated as having initiated change—If
the taxpayer treated vacation pay under section 97 of the Techni-
cal Amendments Act of 1958, as amended, for his last tazable
year ending before Jonuary 1, 1973, emd, if such taxpayer fails to
make an election under this section for his first tawable year end-
ing after December 31,1972, then, for purposes of section 481, such
tawpayer shall be treated as having initiated a change in method
of accounting with respect to vacation pay for his first tazable
year ending after December 31,1978. . :

(b) Olerical Amendment—T he table of sections for such subpart ¢
is amended by adding at the end thereof the following : «

“Src. 163. Accrual of vacation pay.” .

(¢) Certain Increases in Suspense Account Included in Gross In-
come.— V
(1) Section 81 is amended to read as follows : «

“SEC.81. CERTAIN INOREASES IN SUSPENSE ACCOUNTS
“There shall be included in gross income for the tawable year for
which an increase is required— . ]

“(1) Certain dealers’ reserves—The amount of any increase in
the suspense account required by djzamgmfpk (4) (B) (it) of sec-
tion 166(g) (relating to certain debt obligations guaranteed by
dealers). :

“(2) )Vacate'on pay.—The amount of any increase in the suspense
account required by paragraph (2) (B) of section 463(c) (relat-
ing to acerual of vacation pay).”

(2) The table of sections for part I1 of subchapter B of chapter
1 is amended by striking out the item relating to-section 81 and
inserting in lieu thereof the following : :

“Sec. 81. Certain increases in suspense accounts.”

(@) Effective Dates.— S A

(1) Ewcept as provided in_paragraph (2), the amendments
made by this section shall apply to tawable years beginning after
December 31, 1973. )

~(8) If the taxpayer maintained an account for vacation pay
under section 97 of the Techwical Amendments Act of 1958, as
amended, for his last tazable year ending before January 1, 1973,
the amendments made by this section shall apply to taxable years
ending after December 31, 1972. : ‘

SEC. 5. APPLICATION OF CLASS LIFE SYSTEM TO REAL
PROPERTY.

(@) General Rule—In the case of buildings and other items of sec-
tion 1960 property (within the meaning of section 1260(c) of the
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-applies to the taxpayer for
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Internal Revenue Code of 1964) placed in service before the effective
duate of the class lives first prescribed by the Secretary of the Treasury
or his delegate under section 167(m) of such Code for the class in
which such property falls, z£ an election under such section 167 (m)
the tawable year in which such property is
placed in service, the tampayer may, in accordanve with regulations
preseribed by the Secretary of the Treasury or his delegate, elect to
determine the useful life of such property—
(1) under Revenue Procedure 62-21 (as amended and supple-
mental) as in effect on December 31,1970, or
}é?) on the facts and circumstances.

(0). Repeal of Prior Transitional Rule.—Paragraph (1) of section
f09(:l)6;f the Revenue Act of 1971 (Public Law 92-178) is hereby
repealed. ‘ '

(¢) Conforming Amendment—Section 1250(a)(1)(C)(#%) is
amended by striking “Janvary 1, 1975” and in leu thereof inserting
“January 1, 19767, :

(@) Effective Date—The amendments made by this section shall
aggly with respect to property placed in service after December 31,
1973,

SEC. 6. REAL ESTATE INVESTMENT TRUSTS; TREAT-
MENT OF FORECLOSURE PROPERTY.

(a) Foreclosure Pre?ertg;.———Section 866 (defining real estate invest-
ment trust) is amended by adding at the end thereof the following new
subsection: : '

“(e) Special Rules for Foreclosure Property.—

“(1) Foreclosure property defined.—For purposes of this part,
the term ‘foreclosure property’ means any real property (includ-
ing interests in real property), and any personal property incident
to suck real property, acquired by the real estate investment trust
as the result of such trust having bid in such property at fore-
closure, or having otherwise reduced such property to ownership
‘or possession by agreement or process of law, after there was de-
fault (or defoult was imminent) on alease of such property or on
an indebtedness which such property secured.

“(2) Grace period—Except as provided in paragraph (3),
property shall cease to be foreclosure property with respect to the
real estate investment trust on the date which is 2 years after the
date such trust acquired such property. o

“(3) Extensions.—If the real estate investment trust establishes
to the satisfaction of the Secretary or his delegate that an exten-
sion of the grace period is necessary for the orderly liguidation of
the trust’s interest in such property, the Secretary or his delegate
may extend the grace period for such property. Any such exten-
sion shall be for a period of not more than 1 year, and not more

~ than 2 ewtensions shall be granted with respect to any property.

“(4) Termination of grace period in certain cases—Any fore-

- closure property shall cease to be such on the first day (occurring
on or after the day on which the reol estate investment trust ac-
quired the property) on which— - ‘

_ (A4}, a lease is entered into with respect to such property
- which, by its terms, will give rise to income which s not de-



6

seribed in subsection (c)(3) (other than g%bpamgmph (F)
of such subsection), or any amount is received or accrued, di-
rectly or indirectly, pursuant to a lease entered into om or
after such day which is not described in such subsection,

“(B) amy construction takes place on such property (other
than completion of a building, or completion of any other im-
provement, where more than 10 percent of the construction of
such building or other improvement was completed before
default became imminent), or . :

“(C) if such day is more than 90 days after the day on
which such property was acquired by the real estate invest-
ment trust and the property is used in a trade or business
which is conducted by the trust (other than through an in-
dependent contractor (within the meaning of section (4)(3))
from whom the trust itself does not derive or recewe any
income). : ,

“(5) wa}paygr must make election—Property shall be treated
as foreclosure property for purposes of this part only if the real
estate investment trust so elects (in the manner provided in regu-
lations prescribed by the Secretary or his delegate) on or before
the due date (including any extensions of time) for filing its re-
turn of tax under this chapter for the taxable year in which such
trust acquires such property. Any such election shall be irrevo-
cable.” : ) ,

(b) Modification of Holding for Sale Rule—Section 856(a) (4)
(defining real estate investment trust) is amended by inserting after
“property”. the following: “(other than foreclosure property, as de-
ﬁ%d in subsection (e))”. ' S

(¢) Tax on Income From Foreclosure Property—Section 857 (5)
(relating to method of tawation of real estate investment trusts, ete.)
18 amended by redesignating paragraph (4) as paragraph (5) and by
inserting after paragraph (3) the following new paragraph :

“(4) Income from foreclosure property— . ,

“(A) Imposition of taw—There is hereby imposed for
each tazable year on the net income from foreclosure prop-
erty of every real estate investment trust a law detemzmcl
by applying section 11 to such income as if sueh income
constituted the taxable income of a corporation tawable under
section 11. For purposes of the preceding sentence, the surtax
exemption shall be zero. - S

“(B) Net income from foreclosure property—For pur-
poses of this part, the term ‘net income from foreclosure
property’ means the excess of— ) .

“(3) gain from the sale or other disposition of fore-
closure property described in section 1221() and the
gross income for the taxable year derived from fore-
closure property (as defined in section 8566(e)), but only
to the extent such gross income is not described in sub-
paragraph (4), (B), (0), (D), or (E) of section 856
(c) (3), over | o

(%) the deductions allowed by this chapter which
are directly conmected with the production of the income
referred to in clause (i).”

%

(d) Technical Amendments.— <

(2) Paragraphs (2) and (3) of section 856 (c) (relating to limita-
tions) are each amended by striking out “and” at the end of sub-
paragraph (D), by adding “and” at the end of subparagraph (E),
and by adding at the end thereof the following new subparagraph. :

“(F) income and gain derived from foreclosure property (as
defined in subsection (e)),”. ‘ '

(2) Section 857(a) (1) (relating to requirements applicable to real
estate investment trusts) is amended to read as fﬁl‘gows L

“(1) the deduction for dividends paid during the tazable year (as
defined in section 561, but determined without regard to capital gains
dividends) equals or exceeds the sum of—

“(A) 90 percent of the real estate investment trust tawable
income for the taxable year (determined without regard to the
deduction for dividends paid (as defined in section 561)); and

“(B) 90 percent of the excess of () the net income from fore-
closure property over (i) the taw imposed on such income by
subsection (b)(4)(4), and”. : ‘

(32 Section 857(b) (2) (defining real estate investment trust
tawable income) is amended by adding at the end thereof the fol-
lowing new subparagraph :

“(F) There shall be excluded an amount equal to the net
income from foreclosure property.”

(4) Section 857 (b) (8) (C) is amended by inserting before the
period at the end thereof “and shall be computed without regard
to that portion of such deduction whick is attributable to the
amount excluded under subparagraph (F)”.

(e) Effective Date.—The amendments made by this section apply
to foreclosure property acquired after December 31, 1973. Notwith-
standing the provisions of section 856(e) (6) of the Internal Revenue
Code of 1954 (as added by subsection (@) of this section) any taxpayer
required to make an election with respect to foreclosure property
sooner than 90 days after the date of enactment of this Act, may make
that election at any time before the 918t day after the date of enact-
ment of this Act. '

SEC. 7. INCREASE IN INTERE'ST CHARGED AND PAID IN
CONNECTION WITH DEFICIENCIES, ETC.

(a) Increase in Interest Rate.—~—
(1) Chapter 67 (relating to interest) is amended by adding at
the end thereof the following new subchapter:

“Subchapter O—DETERMINATION OF INTEREST RATE
“Sec. 6621. Determination of rate of interest.

“SEC. 6621. DETERMINATION OF RATE OF INTEREST.
“(a) In General.—The rate of interest under sections 6601 (a), 6602,
6611{a), 6332(c){1), and 7}26(g) of this title, and under section
2411(a) of title 28 is 9 percent per annum, or such adjusted rate as is

established by the Secretary or gz’s delegate under subsection (b).
(b)) Adjustment of Interest Rate—The Secretary or his delegate
shall establish an adjusted rate of interest for the purpose of subsection
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(@) not later than October 15 of any year if the adjusted prime rate
charged by banks during September of that year, rounded to the near-
est full percent, is at least a full percentage point more or less than the
interest rate which is then in effect. Any such adjusted rate of interest
shall be equal to the adjusted prime rate charged by banks, rounded to
the nearest full percent, and shall become ef?eetz’ve on February 1 of
the immediately succeeding year. An adjustment provided for under
this subsection may not be made prior to the expiration of 23 months
following the date of any preceding adjustment under this subsection
which changes the rate o }ya’nterest. ' ‘ )

“(¢) Definition of Prime Rate—For gmrposes of subsection (b),the
term ‘adjusted prime rate charged by banks’ means 90 percent of the
average predominant prime rate quoted by commercial banks to large
businesses, as determined by the Board of Governors of the Federal
Reserve System.” ‘ .

(2) The following provisions are each amended by striking out
“the rate of 6 percent per annum™ and inserting in liew thereof
the following : “an annual rate established under section 66217 :

(A) section 6601(a) (relating to interest on wnderpay-
ments :

(B)) section. 6602 (relating to interest on erroneous refunds
recoverable by suit), ;

(C) section 6611(a) (relating to interest on overpay-
ments), ‘ :

(D)) section 6332(c) (1) (relating to interest with respect
to failure to surrender property subject to levy), and

(E) section 7426(g) (relating to interest on judgments
with respect to property wrongfully levied upon).

Section 2411(a) of title 28 of the United States Code (relating to
inferest on judgments for overpayments of taw) is amended by strik-
ing out “the rate of 6 per centum per annum” and inserting in liew
thereof : “an annual rate established under section 6631 of the In-
ternal Revernue Code of 1954”.

(d) Termination of RBeduced Interest Rate in Certain Cases—

(1) Certain extensions of time—Section 6601 is amended by
striking out subsection (b) (relating to extensions of time in the
case of certain estates) and subsection (j) (relating to extensions
of time in the case of certain expropriation lesses), and by redesiy-
nating subsections (c), (d), (¢), (), (9), (A),(3), (k), and (1) as
subsections (8), (c), (d), (&3, (F)s (9)s (A): (3)s and (j),
respectively. ‘ . : “

: &) Debt-financed property.—Section 514(b) (3) (D) (relating
to interest with respect to certain unrelated debt-financed income)
8 amended by striking out the last sentence.

(¢) Increase in Penalty for Failure To Pay Estimated Income
Tax.—Section 6664 (a) (relating to failure by individuals to pay esti-
mated income tax) and sections 6655 (a) and (g) (1) (relating to
failure by corporations to pay estimated income tax) are each amended
by striking out “the rate of 6 percent per anmum® and inserting in
é‘?;j ’Iilzereof the following : “an annual rate established under section

9

- (d) Conforming Amendments.— ; ,
(1) Section 6163(c) is amended to read as follows:
“(e) Cross Reference.— i '
“For authority of the Secretary or his delegate to require
- 8ecurity in the case of an ewtension under this section, see
section 6165.”
(2) Sections 6166 (g) and 6167 (¢) are each amended by striking
out the last sentence. , , o o
(8) Sections 6166 (k) and 6167 (k) are each amended by striking
out paragraph (1) and by redesignating paragraphs (2) and (%)
as paregraphs (1) and (2), respectively.
(4) Section 6504(15) is amended by striking out 6601 (k)" and
‘inserting in lieu thereof “6601(g)”.
(6) The table of subchapters for chapter 67 is amended by add-
ing at the end thereof the following :
V “Subchapter C. Determination of Interest Rate.”.
{e) Effective Date.—The amendments made by this section shall take
effect onJuly 1, 1975, and apply to amounts outstanding on such date
or arising thereafter. :

SEC.8. INTEREST ON CERTAIN DEPOSITS,ETC.,IN THE
UNITED STATES.
T'he last sentence of section 861(c) (relating to interest on deposits,

ete.) is amended by striking out “December 31, 1975, and inserting
in lieu thereof “ December 31, 1976,”.

SEC. 9. EXCLUSION OF INTEREST ON CERTAIN OBLIGA-
TIONS ISSUED PRIOR T0O 1971.
(@) In General—Section 861(a)(1) (relating to income from
sources-within the United States) is amended—
(1) by striking out “and” at the end of subparagraph (F),
(2) by striking out the period at the end of Mpamgm?)k (&)
and nserting in liew thereof a comma and the word “and”, and
(3‘)5 by adding at the end thereof. the following new subpara-
raph :

“(H)_interest on a debt obligation which was part of an
issue which— :
“(4) was part of an issue outstanding on April 1, 1971,
“(4) was guaranteed by a United States person,
“(4i2) was treated under chapter 41 as a debt obligation
of a foreign obligor, .
() a8 of June 30, 1974, had a maturity of not more
than 16 years, and v
“(v) when dssued, was-purchased by one or more un-
de%fers for the purpose of distribution through
. resale.”, : : ' :

(b) Conforming Amendment—T'he last sentence of section 210} (¢)
grelatmg. to debt obligations treated as property within the United
States) is amended by striking out “or section 861 (@) (1) (G)” and
inserting in liew thereof a comma and “section 861(a 1) (6), or
section 861(a) (1) (H)".
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(¢) Effective Date—The amendment made by subsection (a)
applies to interest paid after the date of enactment of this Act, and
t;z)e amendment made by subsection (b) applies with respect to estates
of decedents dying after such date.

SEC. 10. TAX ON CERTAIN INCOME OF POLITICAL ORGA-
NIZATIONS. : ~
(@) General Rule—Subchapier F of chapter 1 (relating to exempt
organizations) is amended by adding at the end thereof the following
new part: B :

«PART VI—POLITICAL ORGANIZATIONS

“Jee, 527. Political organizations.

“SEC. 527. POLITICAL ORGANIZATIONS.

“(a) General Rule—A political organization shall be subject to taxa-
tion mnder this subtitle only to the extent provided in this section.
A political organization shall be considered an organization ewempt
from income taxes for the purpose of any law which refers to organiza-
tions emempt/rom income tawes. : ‘

“(b) Tax Imposed— -

“(1) In general—A taw is hereby imposed for each taxable year
on the political organization taxable income of every political organi-
zation. Such tox shall consist of a normal tax and surtew computed
as provided in section 11 as though the political organiszation were a
corporation and as though the political organization taxable income
were the taxable income referred to in section 11. For purposes of this
subsection, the surtax exemption provided by section 11(d) shall not
be dllowed.

“(2) Alternative tax in case of capital gains—If for any taxable
year any political organization has a net section 1201 gain, then, in lieu
of the tam imposed by paragraph (1), there is hereby imposed o tax
(¢f such a tax is less than the tax imposed by paragraph (1)) which
shall consist of the sum of— :

“(A) a partial tax, computed as provided by paragraph (1},
on the political organization taxable income determined by
reducing such income by the amount of such gain, and

“(B) an amount determined as provided in section 1201(a) on
such gain.

“(¢) Political Organization Taxable Income Defined.~—

“(1) Taxable income defined—For purposes of this section,
the political organization taxable income of any organization for
any taxable year is an amount equal to the excess (if any) of—

“(A) the gross income for the taxable year (excluding any
exempt function income), over

“(B) the deductions allowed by this chapter whick are
directly connected with the production of the gross income
(excluding exempt function income), computed with the
modifications provided in paragraph (2).

“(2) Modifications—For purposes of this subsection—

“(A) there shall be allowed a specific deduction of 3100,
“(B) no met operating loss deductions shall be allowed
under section 172, and :

AR
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“(0) no deduction shall be allowed under part VII of sub-
chapter B (relating to special deductions for corporations).

“(3) Exempt function income—For purposes of this subsec-
tion, the term ‘exempt function income’ means any amount
recerved as—

“(A) acontribution of money or other property,
“(B) membership dues, a membership fee or assessment
from a member of the political organization, or
“(0) proceeds from a political fundraising or entertain-
ment event, or proceeds from the sale of political campaign
-materials, which are not received in the ordinary course of
any trade or business, o
to the extent such amount is segregated for use only for the exempt
Ffunction of the political organization.
“(d) Certain Uses Not Treated as Income to Condidate—For
purposes of this title, if any political organization—

“(1) contributes any amount to or for the use of any political
organisation which is treated as exempt from tax under subsec-
tion (a) of this section,

“( d) contributes any amount to or for the use of any organiza-
tion described in paragraph (1) or (2) of section 609(a) whick
18 ewempt from tax under section 501 (a), or

“(3) deposits any amount in the general fund of the Treasury
orin the general fund of any State or local government,

such amount shall be treated as an amount not %rverted Jor the personal
use of the candidate or any other person. No deduction shall be allowed
under this title for the contribution or deposit of any amount deseribed
in the preceding sentence.

“(e) Other Definitions—For purposes of this section—

“(1) Political organization.—T he term ‘political organization’
means o party, comanittee, association, fund or other organization
(whether or not incorporated) organized and operated primarily
for the purpose 7;{ directly or indirectly accepting contributions
or ma?cz? ewpenditures, or both, for an exempt function.

“(8) Ewempt function.—The term ‘exempt function’ means the
function of i@%ﬁuencing or attempting to influence the selection,
nomination, election, or a lpoz'mimnt of any individual to any
Federal, State, or local public office in a political organization, or
the election of Presidential or Vice-Presidential electors, whether
or not such individual or electors are selected, nominated, elected,
or appointed. . C . o

. %(8) Contributions.—T he term ‘contributions’ has the meaning
given to such term by section 371(b) (2). S

“(4) E'zpenditures—The term ‘expenditures’ has the meaning
given to such term by section 271(b)(3). -

“(f) Ezempt Organization Which Is Not Political Organization
Must Include Certain Amounts in Gross Income.— -

K(2) In general —If an organization described in section 501 (&)
which is_exempt from tax under section 501(a) expends any
amount during the taxable.year directly (or through another or-
ganization) for an exempt function (within the meaning of sub-
section () (2)), then, notwithstanding any other provision of law,
there shall be included in the gross income of such organization
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for the tawable year, and shall be subject to tax under subsection
() as if it constituted political organization taxable income, an
amount equal to the lesser of— o
“(A) the net investment income of such organization for
the taxable year, or ' o
“(B) the aggregate amount so expended during the taxable
year for such an exempt function. ‘ '

“(2) Net investment income.—For purposes of this subsection,

the term ‘net investment income’ means the excess of—

“(A) the gross amount of income from interest, dividends,
rents, and royalties, plus the excess (if any) of gains from
the sale or exchange of assets over the losses from the sale or
exchange of assets, over ) )

“(B) the deductions allowed by this chapter which are di-
rectly connected with the production of the income referred
to in subparagraph (4). :

For purposes of the preceding sentence, there shall not be taken

into account items taken into account for purposes of the tax im-

posed by section 511 (relating to tax on unrelated business in-

come).

“(3?) Certain separate segregated funds—For purposes of this
subsection and subsection (e) (1), o separate segregated fund
(within the meaning of section 610 of title 18 or of any similar
State statute, or within the meaning of any State statute which
permits the segregation of dues moneys for ewempt functions

within the meaning of subsection (e).g?)) which i8 maintained

y an. organization described in section 5601 (c¢) which is evempt
from tex wnder section 601(a) shall be treated as a separate
orgonization.

“(g) Treatment of Newsletter Funds—

“(1) In general—F or purposes of this section, a fund estab-
Lished and maintained by an individual who holds, has been elected
to, or is a candidate (within the meaning of section }1(c)(2)) for
nomination or election to, any Federal, State, or local elective pub-
Lic office for use by such individual exclusively for the preparation
and circulation of such individual's newsletter shall, except as
provided in paragraph (2), be treated as if such fund constituted
a political organization.

“(2) Additional modifications—In the case of any fund de-
scribed in paragraph (1)— :

- “(A) the exempl function shall be only the preparation
" and circulation of the newsletter, and
“(B) the specific deduction provided by subsection (c) (2)
(4) shall not be allowed.” o .

(b) Requirement of Return—Section 6012(a) (relating to persons
required to make returns of income) is amended by striking out
“and” at the end of paragraph (4), by inserting “and” at the end of
paragraph (5%, and by inserting after paragraph (8) the following
new paragraph: o

“(6) Ewvery political organization (within the meaning of sec-
tion 527 (e) (1)), and every fund treated under section 527(g) as
if it constituted a political wganizatio%wh' h has political or-
ganization tamable income (within the meaning of section
627(c) (1)) for the taxable year,”.
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Section 6012 (a) 73 amended by striking out the last sentence thereof.

(¢) Conforming Amendment.—Section 501(b) (relating to tax on
unrelated business income and certain other activities) is amended by
striking out “parts 11 and 111" each place it appears and inserting in
lieu thereof “parts I1, 111, and VI”.

(@) Clerical Amendment—The table of parts for subchapter F iz
amended by adding at the end thereof the following new item :

, “Part VI. Political Organizations.”. ,

(e) Effective Date.—~T he amendments made by subsections (@), (b),
(¢) 2 and (d) shall apply to taxable years beginning after December 31,
1974. o

(f) Exemption From Filing Requirement for Prior Years Where
Income of Political Party Was $100 or Less.—In the case of a taxable
year beginning after December 31, 1971, and before January 1, 1975,
nothing in the Internal Revenue Code of 1954 shall be deemed to re-
quire any organization described in section 527 (e) (1) of such Code to
file a return for the taxable year under such Code if such organization
would be ewempt from so filing under section 6012 (a) (6) of such Code
if such section applied to such taxable year.

(9) Technical Amendment.—The Act entitled “An Act to amend
the Internal Revenue Code of 195} with respect to adwertising in a
conwention program of a national political convention”, approved
June 18,1968 (82 Stat. 183; Public Law 90-3/6) i3 repealed.

SEC. 11. EXTENSION OF EXISTING CREDIT AND DEDUC-
TION PROVISIONS FOR POLITICAL CONTRIBU-
TIONS TO CONTRIBUTIONS FOR NEWSLET-
TERS; TWO-YEAR RULE FOR ANNOUNCING
CANDIDACY.

éa,) General Rule-—Section 41(c) (relating to contributions to can-
didates for public office) is amended by inserting “and all newsletter
fund contributions” after “all political contributions”.

(8) Verification—Section }1(b)(3) (relating to verification) is
amende

(1) by striking out “political contribution” the first place it
appears and inserting in liew thereof “political contribution or
newsletter fund contributon”, and

(2) by striking out “political contribution” the second place
it ag pears and inserting in Liew thereof “contribution?,
(¢) Definition—Section 41(c) is amended by adding at the end
thereof the following new paragraph :

“(8) Newsletter fund contribution.—The term ‘newsletter fund
contribution’ means a contribution or gift of money to o fund es-
toblished and maintained by an individual who holds, been
elected to, or is a candidate for momination or election to, any
Federal, State, or local elective public office for use by such indi-
vidual exclusively for the preparation and circulation of a

 newsletter.” B
(d) Conforming Amendments in Deduction Provision.—Section
218 (relating to contributions to candidates for public office) is
amended— :
(1) by inserting “or newsletter fund contribution (as defined
in geetion 41(e) (5))7 after “section 41(c) (1)” in subsection (a);
an
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(2) (A) by striking out “political contribution” the first place
it appears in subsection (b) (2) and inserting in liew thereof “po-
litical contribution or newsletter fund contribution” ; and

(B) by striking out “political contribution” the second place it
appears in subsection (b)(2) and inserting in liew thereof “con-
tribution”. A

(e) Two-Year Rule for Announcing Candidacy.—Section 41(c) (2)
(A) (defining candidate) is amended by striking out “has publicly
anmounced” and inserting in liew thereof “publicly announces be{ore
the close of the calendar year following the calendar year in which
the contribution or gift is made”.

(f) Effective Date—The amendments made by this section shall
apply to any contribution, payment of which i3 made after December
31, 1974, in taxable years beginning after such date. :

SEC. 12. INCREASE IN POLITICAL CONTRIBUTIONS
CREDIT AND DEDUCTION.

(@) Increase in Credit.—Section 41(b) (1) (relating to maximum
credit for contributions to candidates for public office) is amended to
read as follows:

“(1) Maximum credit.—The credit allowed by subsection (a)
for a taxable year shall not exceed $25 (350 in the case of a joint
return under section 6013).”

(b) Increase in Deduction.—Section 218(b) (1) (relating to amount
of deduction for contributions to candidates for public office) is
amended to read as follows :

“(1) Amount.—The deduction under subsection (a) shall not
ewcee)d 2100 (8200 in the case of a joint return under section
6013).” '

(¢) Effective Date.—The amendments made by subsections (a) and
() shall apply with respect to any contribution, the payment of which
f;at made after December 31, 1974, in taxable years beginning after such

e.

SEC. 13. TRANSFER OF APPRECIATED PROPERTY TO PO-
LITICAL ORGANIZATIONS.
(a) Inclusion in Gross Income of Transferor—
(1) In General—Part 11 of subchapter B of chapter 1 (relat-
ing to items specifically included in gross income) is amended by
adding at the end thereof the following new section:

“SEC. 84 TRANSFER OF APPRECIATED PROPERTY TO
- POLITICAL ORGANIZATIONS.
“(a) General Rule—If—
n‘:i (1) any person transfers property to a political organization,
a

“(2) the fair market walue of such property exceeds its ad-

justed basis, Lo
then for purposes of this chapter the transferor shall be treated as hav-
ing sold such property to the political organization on the date of the
transfer, and the transferor shall be treated as having realized an
amount equal to the fair market value of such property on such date.
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“(b) Basis of Property—In the case of a transfer of property to a
political organization to which subsection (a) applies, the basis of
such property in the hands of the political organization shall be the
same as it would be in the hands of the transferor, increased by the
amount of gain recognized to the trans dferor by reason of such transfer.

“(¢) Political Organization Defined—For purposes of this section,
the term ‘political organization’ has the meaning given to such term
by section 527 (e) (1).”

(2) Clerical amendment.—The table of sections for such part I1
is. amended by adding at the end thereof the following :

“Sec. 84 Transfer of appreciated property to political organizations.”

(0) Effective Date—The amendments made by subsection (a) shall
apply to transfers made after May 7, 1974, in taxable years ending
after such date.

(¢) Nonrecognition of Gain or Loss W here Organization Sold Con-
tributed Property Before August 2, 1973—In the case of the sale or
exchange before August 2, 1973, by an organization described in sec-
tion 527 (e) (1) of the Internal Revenue Code of 195} of property which
such organization. acquired by contribution (within the meaning of
section 271(b) (2) of such Code), no gain or loss shall be recognized
by such organization.

SEC.14. GIFT TAX NOT T0O APPLY TO CONTRIBUTIONS TO
POLITICAL ORGANIZATIONS.

(@) In General.—Section 2501 (a) (relating to taxable transfers for
purposes of the gift tax) is amended by adding at the end thereof the
following new paragraph :

“(6) T'ransfers to political organizations.—Paragraph (1) shall
not apply to the transfer of money or other property to a political
organization (within the meaning of section 527 (e) (1)) for the
use of such organization.”

(b) Effective Date.—The amendment made by subsection (a) shall
apply to transfers made after May 7,197}4.
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JOINT EXPLANATORY STATEMENT OF THE
COMMITTEE OF CONFERENCE

The managers on the part of the House and the Senate at the con-
ference on the disagreeing votes of the two Houses on the amendment
of the Senate to the bill (H.R. 421) to amend the Tariff Schedules
of the United States to permit the importation of upholstery regu-
lators, upholsterer’s regulating needles, and upholster’s pins free of
duty, submit the following joint statement to the House and the
Senate in explanation of the effect of the action agreed upon by the
managers and recommended in the accompanying conference report:

1%



JOINT EXPLANATORY STATEMENT OF THE COMMITTEE

OF CONFERENCE

The managers on the part of the House and the Senate at the con-
ference on the disagreeing votes of the two Houses on the amendments
of the Senate to the bill (H.R. 421) to amend the tariff schedules relat-
ing to the duty-free importation of upholstery regulators and up-
holsterer’s regulated needles and pins, submit the following joint
statement to the House and the Senate in explanation of the effect of
the action agreed upon by the managers and recommended in the
accompanying conference report : :

The Senate struck out all of the House bill after the enacting clause
and inserted a substitute amendment. The committee of conference
has agreed to a substitute for both the Senate amendment and the
House bill.

The differences between the text of the House bill, the Senate amend-
ment thereto, and the substitute agreed to in conference are noted
below, except for clerical corrections, conforming changes made neces-
sary by reason of agreements reached by the conferees, and minor
drafting, clarifying, and other technical changes.

The bill as passed by the House amends the Tariff Schedules relat-
ing to the duty-free importation of upholstery regulators and up-
holsterers’ regulated needles and pins. Section 1 of the Senate amend-
ment and section 1 of the conference substitute make no change in this
provision of the House bill.

The House bill contains no provisions corresponding to the follow-
ing provisions of the Senate amendment.

CLERICAL AMENDMENT

Section 2 of the Senate amendment contains a clerical amendment
relating to references to the Internal Revenue Code of 1954.

The conference substitute adopts this provision of the Senate
amendment.

ONE-YEAR EXTENSION OF AMORTIZATION PROVISIONS

Section 3 of the Senate amendment extends for one additional year
through December 31, 1975, four 5-year amortization provisions. These
four provisions are: (1) rehabilitation of low and moderate income
housing; (2) pollution control facilities; (3) railroad rolling stock;
and (4) certain coal mine safety equipment. :

The conference substitute adopts the provisions of section 4 of the
Senate amendment.

AccruaL oF VacatioNn Pay

Section 4 of the Senate amendment provides for a permanent solu-
tion for the treatment of accrued vacation pay. The Congress has

a8
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been continuing the temporary treatment in this area pending a
permanent solution. The last extension expired in 1973. This treat-
ment allows an employer to take a deduction in the case of accrued
vacation pay which, except for contingencies (such as termination of
employment before vacation time arrives), has already been earned
by the employees. However, to prevent a doubling up of deductions
in the case of an employer who is newly going on to the accrual pay
system, this provision of the bill provides that the employer may
not currently take a deduction for contingent amounts which accrued
in years prior to the year in which he elected this treatment. This
amount is held in suspense and is available as a deduction in subse-
quent years only to the extent that the end of the year liability for
accrued vacation pay (on the new basis) is less than the beginning
amount held in the suspense account.

The conference substitute adopts the provisions of section 4 of
the Senate amendment.

ExtEnsion oF Rear Estate Depreciation Recaprure Rures on
FepEraLLY, STATE AND Locarvry-Assisten Housine Prosrcrs

Section 5 of the Senate amendment repeals the provision of present
law (Revenue Act of 1971) requiring the application of the class life
system to real property. Present law provides that after 1973 the class
hife system (sometimes referred to as the asset depreciation range
or ADR provision) is to apply to real estate. The Treasury has not
as yet devised a satisfactory class life system for real estate. The
Senate amendment provides that the ADR system is not to apply
to real estate until such time as the Treasury Department develops
regulations on a class life system for real estate.

ection 5 of the Senate amendment also extends the real estate
recapture rules on certain housing projects. The effect of the recapture
rules is to tax the gain from such sales as ordinary income (rather
than capital gain) to the extent of the deductions taken under accel-
erated depreciation in excess of straight-line depreciation. In the case
of Federal, State, and locally assisted housing projects (which are
limited as to the rate of return on the investment, such as the FHA
221(d) (3) and the FHA 236 programs) where the construction or
acquisition occurs before January 1, 1975, there is to be full recapture -
during the first 20 months of holding and this is decreased by one per-
cent a month thereafter (with no recapture at the end of 10 years), In
the case of most housing, there is full recapture during the first 100
months after which: there is a decrease of the amount recaptured by
one percent a month (with no recapture after 1624 years). These gen-
eral recapture rules apply to the governmentally assisted housing in
the case of construction and acquisitions in 1975 and later years. The
Senate amendment extends for one more year, until January 1, 1976,
the .shgrter recapture period for the governmentally assisted housing
projects. S .
The conference substitute adopts section 5 of the Senate amendment.

REearn Estate INvEsSTMENT TRUSTS: TREATMENT OF FORECLOSURE
ProrerTY

Section 6 of the Senate amendment deals with some of the tax prob-
lems of real estate investment trusts. Under present law, a real estate
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investment trust (REIT), if it derives most of its income from real
estate investments (and meets certain other requirements), is not taxed
on its distributed income but instead is allowed “pass through” tax
treatment whereby the income is taxed to the shareholders and not the
trust. A-series of revisions.had been proposed for the tax treatment of
real estate investment trusts to take account of current practices and
economic problems faced by the industry. The Senate amendment deals
only with the most pressing current problems of the industry, those
relating to the tax treatment of foreclosure property. The Senate
amendment, in general, provides that a REIT is not to be denied the

- “pass through” treatment because of income it receives from fore-
cf())sure property. In general, under the Senate amendment the REIT
will be taxed as a corporation on the income from the foreclosure
property and will have a period of time to sell the foreclosed property
or convert it into qualified property.

Section 6 of the Senate amendment also takes into account the diffi-
culty a REIT faces as a result of the provision of present law prohibit-
ing 1t from holding any property for sale to customers. In this regard,
the Senate provision modifies the rule to a limited extent to allow a
REIT to hold foreclosure property for sale.

The conference substitute adopts the provisions of section 6 of the
Senate amendment.

INncreasE IN INTERrEsST CHARGED AND PAD IN CoNNECTION WITH
DerFiciencies, Etc.

Section 7 of the Senate amendment increases the interest rate paid
by taxpayers on tax deficiencies, and by the government on tax over-
payments, from 6 percent to 9 percent per year effective for obliga-
tions outstanding on July 1, 1975. In addition to updating the tax
interest at this time, the amendment provides a procedure whereby the
interest rate in the future will be kept up to date with changes in the
money market rates. It provides that the tax interest rate is to be
adjusted as the prime rate quoted by commercial banks to large busi-
ness changes. The government interest rate is to be 90 percent of this
prime rate but to l%e at the nearest whole interest rate and not to be
changed more than once every two years.

The conference substitute adopts the provisions of section 7 of the
Senate amendment.

InTEREST ON CERTAIN OBLIGATIONS

Section 8 of the Senate amendment deals with the tax treatment of
student loan funding programs. Present law exempts interest paid on’

most State and local governmental obligations from Federal income
tax. The provision adgs a new category to the list of obligations, the
interest from which is exempt from Federal income tax. The category
added is qualified scholarship funding bonds where the students loan
programs are financed, at the request of governmental units, by non-
profit higher education authorities even t%ough the bonds do not con-
stitute a State or local government bond. In addition, the provision
makes it clear that student loan incentive payments made by the Com-
missioner of Education under the Emergency Insured Student Loan
Act of 1969 are not to result in the treatment of the obligations as
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arbitrage bonds and in this manner disqualified the financing of these
student loan programs for tax-exempt status.

The conference substitute does not include the provisions of section 8
of the Senate amendment. ‘The managers have been advised by the
Treasury Department that new regulations under section 103(a) will
be promulgated shortly. These regulations will provide for the exemp-
tion of interest on obligations issued to finance student loan programs
where such obligations are authorized pursuant to State law and are
issued by nonprofit higher educational authorities at the request of a
State or local governmental unit. :

The managers understand that in certain cases even if these obliga-
tions qualify under section 103 they nevertheless would not be exempt
because they would be treated as arbitrage bonds (under sec. 103(d) of
the Code). These obligations are treated as arbitrage bonds 1if the
interest to be paid by students on their loans together with any incen-
tive payments represent a yield that may be materially higher than the
yield on the bonds issued to finance the student loan program. Many of
these obligations may be treated as arbitrage bonds because certain
student loan incentive payments made by the Commissioner of Educa-
tion (HEW) to cover the expenses of the student loan program are
taken into account in computing the yield (and other amounts appro-
priated under State law may be so taken into account). The temporary
regulations provide that the yield on the proceeds from the acquired
program obligations may not exceed the yield produced over the term
of the obligations issued to finance student loans by more than 114 per-
cent or such higher percentage as is shown to be necessary to cover
administrative expenses.

The managers further understand that when final Treasury regula-
tions are issued under section 103(d) they will provide that student
loan incentive payments made by the Commissioner of Education
under the Emergency Insured Student Loan Act of 1969 or amounts
appropriated under State law to cover the expenses of the student loan
program are not to be taken into account for purposes of determining
the yield under section 103(d). However, any incentive payments are
to reduce any stated percentage limitation (or any higher allowance
for costs) which may otherwise be permitted under Treasury regula-
tions for such programs.

InTEREST ON CERTAIN DEPOsITS, ETC., IN THE UNITED STATES

Section 9 of the Senate amendment deals with the exclusion from
gross income of interest on U.S. bank deposits held by nonresident
aliens. Under present law, interest received by nonresident aliens from
deposits with banks, with savings and loan institutions or other similar
associations, and from amounts held by an insurance company under
an agreement to pay interest is exempt from the 80-percent withhold-
ing tax on income or gain not effectively connected with the conduct
of a trade or business within the United States. This provision, how-
ever, expires as of December 31, 1975. The Senate amendment extends
the termination of this provision for one additional year to Decem-
ber 31, 1976. ; .

The conference substitute adopts the provisions of section 9 of the
Senate amendment.
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ExcLusion oF INTEREST oN CerTAIN OBLIGATIONS IssUED Prior TO 1971

Section 10 of the Senate amendment provides that (1) where com-
panies had issues of indebtedness outstanding on the date of the en-
actment of the interest equalization tax, (2) which were guaranteed
by U.S. persons, (3) which were treated under that Act as debt obli-
gations of a foreign obligor, (4) the obligation dees not have a matu-
rity date exceeding 15 years as of June 80,1974, and (5) the obligation
has been purchased by one or more underwriters with the purpose of
distribution through resale, then the interest on the obligations is to
be treated as foreign source income and as a result exempt from the
80-percent withholding tax in the case. of interest payments to non-
resident aliens. In addition, these obligations are to be exempt from
U.S. estate tax when held by nonresident aliens. Since the interest
equalization tax (under which these obligations were exempted from
withholding tax) is no longer in effect, the only way- finance subsid-
iaries can continue to avoid payment of the withholding tax is for
their U.S. parent company to assume these obligations. However, this
would cause the finance subsidiaries to realize income' from the dis-
charge of indebtedness. For this reason, these types of obligations were
made exempt from the 30-percent withholding tax. ‘

The conference substitute adopts the provisions of section 10 of the
Senate amendment. e

Tax on Cerraiy INcoME oF Porriticar ORGANIZATIONS

Section 11 of the Senate amendment provides that political parties
or committees (and separate campaign funds) are to be taxed on in-
vestment income and on income from a trade or business, but not on
campaign contributions they receive. In addition, a $100 minimum is
to be provided before any tax is payable on investment or business
income. Generally, the political parties and committees are to be taxed
as corporations but the surtax exemption is not to be allowed and the
dividends received deduction is not to be available. ‘

Generally, newsletter committees (and separate funds) are to be
treated for tax purposes in the same manner as political campai
committees. That is, contributions received by the newsletter commit-
tees are not to be taxable to the individual or committee nor are the
funds spent for a newsletter to be deductible, However, to the extent
of any investment income or business income in the case of these funds,
tax is to be imposed. Should funds be withdrawn from newsletter
tf.umds for -personal purposes, however, tax is to be imposed at that

1ne, '

The conference substitute adopts the provisions of section 11 of the
Senate amendment, with an amendment to clarify the provision re-
garding separate segregated campaign funds established by exempt
organizations to conform to State laws. In such a case, where appropri-
ate under the safeguards of the laws of the relevant State. a separate
segregated fund is permitted to have dues monies transferred to it by
the exempt organization to be used for political campaign purposes,

without those funds being treated as expenditures made by that ex- -

empt organization.
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ExTENSION OF Ex1sTING CREDIT AND DEDUCTION PROVISIONS For Po-
LITICAL CONTRIBUTIONS TO CONTRIBUTIONS FOR NEWSLETTERS ; 2- YEAR
RuLe ror ANNouNcINg CANDIDACY

Section 12 of the Senate amendment extends the existing credit and
deduction provisions for ‘political contribiitions to contributions to
newsletter funds. ‘ , :

Under the provisions of the Senate amendment, the limited credit or
deduction allowed under present law for campaign contributions to
individual candidates (and parties and committees) would be avail-
able only if a person has announced that he is a candidate for office in
the year of the contribution. The provisions allow this credit or deduc-
tion in the year before a person announces his candidacy.

The conference substitute adopts the provisions of section 12 of the
Senate amendment. = '

INCREASE IN- PorLiTicAL CoNTRIBUTIONS CREDIT AND DEDUCTIONS

Section 13 of the Senate amendment increases the maximum credit
and deduction for contributions to candidates for public office. The
maximum credit is increased from $12.50 ($25 in the case of a joint re-
turn) to $25 ($50 in the case of a joint return). The maximum deduc-
tion is increased from $50 ($100 in the case of a joint return) to $100
($200 in the case of a joint return).

The conference substitute adopts the provisions of section 13 of the
Senate amendment.

TrRANSFER OF APPRECIATED PropERTY TO PoriticarL OReANIZATIONS

Under section 14 of the Senate amendment, appreciated property
transferred by a taxpayer to a political party or committee, 1f occur-
ring after May 7, 1974, is to be taxed to the donor at the time of the
transfer. A ruling already issued by the Internal Revenue Service
taxes appreciation in property given before that date to the political
party or committee receiving the property. However, this ruling is not
to apply before August 2,1973.

Tge conference substitute adopts the provisions of section 14 of the
Senate amendment.

Grrr Tax Nor To AppLy T0 CONTRIBUTIONS TO POLITICAL
ORGANIZATIONS .

Section 15 of the Senate amendment provides that gift taxes are no
to apply to contributions to political parties or committees. :

Tﬁe conference substitute adopts the provisions of section 15 of the
Senate amendment.

ExeEmPTION OF INTEREST ON CERTAIN GOVERNMENTAL OBLIGATIONS

Section 16 of the Senate amendment exempts from Federal taxation
the interest on obligations issued by the American Falls Reservoir
District to finance and construct a dam and related facilities to replace
the existing American Falls Dam of the Minidoka project, Idaho-
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‘Wyoming, pursuant to a contract with the Secretary of Interior under
authority contained in the Act of December 28, 1973 (87 Stat. 904).

The conference substitute does not adopt the provisions of section 16
of the Senate amendment. The conferees were informed that there are
several electrical power companies and regional power systems that
face this type of situation in which tax-exempt bonds may not be
issued to finance electric generating facilities for an area that extends
beyond - twe -contiguous- counsies,. The. conferees-believed that they

would not be taking a constructive step now to enact this provision:

when a generalized approach is the proper course of action to follow.
Therefore, the conferees have agreed that their respective committees
will re-examine the present situation to provide a more general
solution.

The action by the conferees should not be construed as a deter-
mination of the merits of the project or the issue of the exemption
from taxation. However, the mention in the Internal Revenue Code
of special situations is not favored. Moreover, the matter was not
the subject’of hearings in either the Senate or the House of Rep-
resentatives. On the other hand, we understand the sense of urgency
that prompted the offering of an amendment. We are informed that
a delay of weeks now could mean a delay of one year in the construc-
tion schedule. As a result, whatever position it believes it should
take, we urge the Internal Revenue Service to act expeditiously.

AL UrLman,
Jauzs A. Burxe,
‘DanROSTENKOWSKI,
P M. LanorowM,
H. T. ScHNEEBELIL,
JoeL T. Brovwiry,
Barger B. ConasLE,
Moanagers on the part of the House.
RusseLL B. Loxg,
HermaN E. TarMADGE,
Vance HARTKE,
Warvrace F, BENNETT,
CarL T. Curris,

Managers on the part of the Senate.
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Ninety-third Congress of the Wnited States of America

AT THE SECOND SESSION

one thousand nine hundred and seventy-four

An Act

To amend the Tariff Schedules of the United States to permit the importation of
upholstery regulators, upholsterer’s regulating needles, and upholsterer’s pins
free of duty.

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled,
SECTION 1. AMENDMENT OF TARIFF SCHEDULES.

(2) In Generarn.—Schedule 6, part 3, subpart E of the Tariff Sched-
ules of the United States (19 U.S.C. 1202) is amended—

(1) by striking out “upholstery regulators, and”, and by
inserting “and upholstery regulators, upholsterer’s regulating
needles, and upholsterer’s pins,” after “other hand needles,” in the
item description preceding item 651.01.

(2) by striking out “and upholstery regulators” in item 651.04;
an

(3) by inserting after item 651.05 the following new item:

“ I 651. 06 I Ubpbholstery regulators, upholsterer’s regulating needles, and
upholsterer’s pins............c.. i i

Free \”.

(b) Errective Date—The amendments made by subsection (a)
apply with respect to articles entered, or withdrawn from warehouse,
for consumption on or after the date of enactment of this Act.

(c{ Starus oF New IteEM.—The duty free treatment applied to
upholstery regulators, upholsterer’s regulating needles, and uphol-
sterer’s pins under item 651.06 of the Tariff Schedules of the United
States (I;s added by subsection (a)) shall be treated as not having
the status of a statutory provision enacted by the Congress, but as
having been proclaimed by the President as being required or appro-
priate to carry out foreign trade agreements to which the United
States is a party.

SEC. 2, AMENDMENT OF INTERNAL REVENUE CODE.

Except as otherwise expressly provided, whenever in this Act an
amendment is expressed in terms of an amendment to a section or
other provision, the reference is to a section or other provision of the
Internal Revenue Code of 1954.

SEC. 3. EXTENSION BY ONE YEAR OF PERIOD DURING WHICH POLLU-
TION CONTROL FACILITIES, RAILROAD ROLLING STOCK,
REHABILITATION HOUSING, AND COAL MINE SAFETY EQUIP-
MENT MAY QUALIFY FOR 5-YEAR AMORTIZATION.

(a) Porrution CoNTrROL Faciurrmes—Section 169(d) (4) (B)
(defining new identifiable treatment facility) is amended by striking
out “January 1, 1975” and inserting in lieu thereof “January 1, 1976”.

(b) Rarroap Rorrine Stocr.—Section 184 (e) (relating to amor-
tization of railroad rolling stock) is amended—

(1) by striking out “1975” in paragraph (1) and inserting in
lieu thereof “1976”, and

(2) by striking out “January 1, 1975” in paragraph (7) and
inserting in lieu thereof “January 1, 1976”.

(c{{ Remasrurration oF Low-IncomMeE RenTAL Housineg.—Section
167 (k) (1) (relating to expenditures to rehabilitate low-income rental
housing) is amended by striking out “January 1, 1975” and inserting
in lieu thereof “January 1,1976”.

(d) Coar Minine Sarery EqQuipMENT—Section 187(d) (3) (defin-
ing certified coal mine safety equipment) is amended by striking out
“January 1, 1975” and inserting in lieu thereof “January 1, 1976”.

Begun and held at the City of Washington on Monday, the twenty-first day of January;
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ring on or after the day on which the real estate investment trust
acquired the property) on which—

“(A) a lease 1s entered into with respect to such property
which, by its terms, will give rise to income which is not
described in subsection (¢) (3) (other than subparagraph (F)
of such subsection), or any amount is received or accrued,
directly or indirectly, pursuant to a lease entered into on or
after such day which is not described in such subsection,

“(B) any construction takes place on such property (other
than completion of a building, or completion of any other
improvement, where more than 10 percent of the construc-
tion of such building or other improvement was completed
before default became imminent), or

“(C) if such day is more than 90 days after the day on
which such property was acquired by the real estate invest-
ment trust and the property is used in a trade or business
which is conducted by the trust (other than through an
independent contractor (within the meaning of section
(d)(3)) from whom the trust itself does not derive or receive
any income).

“(5) TAXPAYER MUST MAKE BLECTION.—Property shall be treated
as foreclosnre property for purposes of this part only if the real
estate investment trust so elects (in the manner provided in regu-
lations prescribed by the Secretary or his delegate) on or before
the due date (including any extensions of time) for filing its
return of tax under this chapter for the taxable year in which
such trust acquires such property. Any such election shall be
irrevocable.”

(b} Moprricationy or HowLping ror SaLe Rure—Section 856(a) (4)
(defining real estate investment trust) is amended by inserting after
“property” the following : “(other than foreclosure property, as defined
in subsection {e))”.

(¢) Tax ox Incomr FroMm Forecrosuxe Prorerry.—Section 857(b)
(relating to method of taxation of real estate investment trusts, ete.)
is amended by redesignating paragraph (4) as paragraph (5) and
by inserting after paragraph (3) the following new paragraph:

“{4) INCOME FROM FORECLOSURE PROPERTY.~-

“(A) Imrposttion oF Tax—There is hereby imposed for
each taxable year on the net income from foreclosure prop-
erty of every real estate investment trust a tax determined
by applying section 11 to such income as if such income
constituted the taxable income of a corporation taxable under
section 11. For purposes of the preceding sentence, the surtax
exemption shall be zero.

“(B) NET INCOME ¥ROM FORECLOSURE PROPERTY.—FoOr pur-
poses of this part, the term ‘net income from foreclosure
property’ means the excess of—

“(i) gain from the sale or other disposition of fore-
closure property described in section 1221(1) and the
gross income for the taxable year derived from fore-
closure property (as defined in section 856(e)), but only
to the extent such gross income is not described in sub-
paragraph (A), (B), (C), (D), or (E) of section
856(¢) (3), over

“{i1} the deductions allowed by this chapter which are
directly connected with the production of the income
referred to in clause (i).”
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(d) TECHNICAL AMENDMENTS.— )

(1) Paragraphs (2) and (3) of section 856(c) (relating to
limitations) are each amended by striking out “and” at the end
of subparagraph (D), by adding “and” at the end of subpara-
graph (E), and by adding at the end thereof the following new
subparagraph:

“(F) income and gain derived from foreclosure property
(as defined in subsection (e)) ;”. )

(2) Section 857(a) (1) (relating to requirements applicable to
real estate investment trusts) is amended to read as follows:

“(1) the deduction for dividends paid during the taxable year
(as defined in section 561, but determined without regard to capi-
tal gains dividends) equals or exceeds the sum of—

“(A) 90 percent of the real estate investment trust taxable
income for the taxable year (determined without regard to
the deduction for dividends paid (as defined in section 561)) ;
and

“(B) 90 percent of the excess of (i) the net income from
foreclosure property over (ii) the tax imposed on such income
by subsection (b) (4) (A), and”.

(8) Section 857(b)(2) édeﬁning real estate investment trust
taxable income) is amended by adding at the end thereof the fol-
lowing new subparagraph:

“(F) There s%lall be excluded an amount equal to the net
income from foreclosure property.”

(4) Section 857(b) (2) (C) is amended by inserting before the
the period at the end thereof “and shall be computed without
regard to that portion of such deduction which is attributable to
the amount excluded under subparagraph (F)”.

(e) Errecrive Date.—The amendments made by this section apply
to foreclosure property acquired after December 81, 1973. Notwith-
standing the provisions of section 856 (e) (5) of the Internal Revenue
Code of 1954 (as added by subsection (a) of this section) any taxpayer
required to make an election with respect to foreclosure property
sooner than 90 days after the date of enactment of this Act, may make
that election at any time before the 91st day after the date of enact-
ment of this Act.

SEC. 7. INCREASE IN INTEREST CHARGED AND PAID IN CONNECTION
WITH DEFICIENCIES, ETC.

(a) INCREASE 1N INTEREST RATE.—

(1) Chapter 67 (relating to interest) is amended by adding at
the end thereof the following new subchapter:

“Subchapter C—Determination of interest rate

“SEc. 6621. Determination of rate of interest.
“SEC. 6621. DETERMINATION OF RATE OF INTEREST.

“(a) In GeNEraL—The rate of interest under sections 6601(a),
6602, 6611 (a), 6332(c) (1), and 7426(g) of this title, and under section
2411(a) of title 28 is 9 percent per annum, or such adjusted rate as is
established by the Secretary or his delegate under subsection (b).

“(b) ApsusTMENT oF INFEREST RATE—The Secretary or his dele-
gate shall establish an adjusted rate of interest for the purpose of
subsection (a) not later than October 15 of any year if the adjusted
prime rate charged by banks during September of that year, rounded
to the nearest full percent, is at least a full percentage point more or
less than the interest rate which is then in effect. Any such adjusted
rate of interest shall be equal to the adjusted prime rate charged by
banks, rounded to the nearest full percent, and shall become effective





























