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

Copyright Notice
The copyright law of the United States (Title 17, United States Code) governs the making of
photocopies or other reproductions of copyrighted material. Gerald R. Ford donated to the United
States of America his copyrights in all of his unpublished writings in National Archives collections.
Works prepared by U.S. Government employees as part of their official duties are in the public
domain. The copyrights to materials written by other individuals or organizations are presumed to
remain with them. If you think any of the information displayed in the PDF is subject to a valid
copyright claim, please contact the Gerald R. Ford Presidential Library.

Exact duplicates within this folder were not digitized.



Digitized from Box 60 of the White House Records Office Legislation Case Files at the Gerald R. Ford Presidential Library

H. R. 10612

Rinetp-fourth Congress of the Wnited States of America

AT THE SECOND SESSION
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TITLE I—SHORT TITLE AND AMENDMENT
OF 1954 CODE

SEC. 101. SHORT TITLE.
This Act may be cited as the “Tax Reform Act of 1976”.

SEC. 102. AMENDMENT OF 1954 CODE.

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

TITLE II—AMENDMENTS RELATED TO
TAX SHELTERS

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

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

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

“(b) AmortizATION OF AMOUNTS CHARGED TO CAPITAL ACCOUNT.—
Any amount paid or accrued which would (but for subsection (a)) be
allowable as a deduction for the taxable year shall be allowable for such
taxable year and each subsequent amortization year in accordance
with the following table:

r—

If the amount is paid or accrued in a taxable year beginning in— The percentage of such
t allowable for each
Nonresidential real Residential real property . . amortization year shall be
property (other than low-income Low-income housing the following percentage
housing) of such amount
1976 see subsection (f)
1978 1982 25
1977 1979 1983 2
1978 1980 1984 1634
1979 1981 1985 1434
1980 1982 1986 124
1981 1983 1987 113§
after 1981 after 1983 after 1937 10

“(c) AMORTIZATION YEAR.—

“(1) Ix ceNEraL.—For purposes of this section, the term ‘amor-
tization year’ means the taxable year in which the amount is paid
or accrued, and each taxable year thereafter (beginning with the
taxable year after the taxable year in which paid or accrued or,
if later, the taxable year in which the real property is ready to be
placed in service or is ready to be held for sale) until the full
amount has been allowable as a deduction (or until the property is
sold or exchanged).
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“(2) RULES FOR SALES AND EXCHANGES.—For purposes of para-
graph gl)——

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

“(B) UnamoRrTIZED BALANCE.—In the case of a sale or ex-
change of the property, the portion of the amount not allow-
able shall be treated as an adjustment to basis under section
1016 for purposes of determining gain or loss.

“(C) CerTaIN EXCHANGES.—AnN exchange or transfer after
which the property received has a basis determined in whole
or in part by reference to the basis of the property to which
the amortizable construction period interest and taxes relate,
shall not be treated as an exchange.

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

“(e) DeFiNtTIONS.—FoOr purposes of this section—

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

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

“(B) real property taxes,

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

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

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

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

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

“(4) RESIDENTIAL REAL PROPERTY.—The term ‘residential real
property’ means property which is or can reasonably be expected
to be—

“(A) residential rental property as defined in section 167
(1) (2) (B), or T
“(B) real property described in section 1221(1) held for
s(aé)lf(aé)%welling units (within the meaning of section 167 (k)
“(5) Low-iNcoME HOUsING.—The term ‘low-income housin
means property described in clause (i), (ii), (iii), or (iv) of
section 1250(a) (1) (B).
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“(£) TransrrroNaL RULE ror 1976.—In the case of amounts paid or
accrued by the taxpayer in a taxable year beginning in 1976, the per-
centage of such amount allowable under this section for—

“(1) the taxable year beginning in 1976 shall be 50 percent, and
“(2) each amortization year thereafter shall be 1634 percent.”

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

“Sec. 189. AJ:mrtizat:ion of real property construction period interest and

axes.”

((i) ErFecTive Date.—The amendments made by this section shall
appiy— ‘

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

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

(3) in the case of low-income housing, to taxable years begin-
ning after December 31, 1981.

For purposes of this subsection, the terms “nonresidential real prop-
erty”, “residential real pro?erty (other than low-income housing)?”,
“low-income housing”, and “construction period” have the same mean-
ing as when used in section 189 of the Internal Revenue Code of 1954
(asadded by subsection (a) of this section).

SEC. 202. RECAPTURE OF DEPRECIATION ON REAL PROPERTY.

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

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

“(1) ADDITIONAL DEPRECIATION AFTER DECEMBER 31, 1975.~

“(A) In cEnERaL.—If section 1250 property is disposed
of after December 31, 1975, then the applicable percentage of
the lower of—

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

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

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

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

“(i) in the case of section 1250 property with respect
to which a mortgage is insured under section 221(d) (3)
or 236 of the National Housing Act, or housing financed
or assisted by direct loan or tax abatement under similar
provisions of State or local laws and with respect to
which the owner is subject to the restrictions described
in section 1039 (b) (1) (B), 100 percent minus 1 percent-
age point for each full month the property was held after
the date the property was held 100 full months;
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“(ii) in the case of dwellin%)units which, on the aver-
age, were held for occupancy by families or individuals
eligible to receive subsidies under section 8 of the United
States Housing Act of 1937, as amended, or under the
provisions of State or local law authorizing similar levels
of subsidy for lower-income families, 100 percent minus.
1 percentage point for each full month the property was
held after the date the property was held 100 fuﬁ) months;

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

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

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

In the case of a building (or a portion of a building devoted
to dwelling units), if, on the average, 85 percent or more of
the dwelling units contained in such building (or portion
thereof) are units described in clause (ii), such building (or
portion thereof) shall be treated as property described in
clause (ii). Clauses (i), (ii), and (iv) shall not apply with
ligbs)p?ct); to the additional depreciation described in subsection
4).
#(2) ADDITIONAL DEPRECIATION AFTER DECEMBER 31, 1969, AND

BEFORE JANUARY 1, 1976.—

“(A) In cENeEraL.—If section 1250 property is disposed
of after December 31, 1969, and the amount determined under
paragraph (1) gA; (i1) exceeds the amount determined under

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

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

“(ii) the excess of the amount determined under para-
graph (1) (A)(ii) over the amount determined under
paragraph (1) (A)(i), .~ =~

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

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

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

“(ii) In the case of section 1250 property with respect

to which a mortgage is insured under section 221(d) (3)

or 236 of the National Housing Act, or housing financed



H. R. 10612—10

or assisted by direct-loan or tax abatement under similar
provisions of State or local laws, and with respect to
which the owner is subject to the restrictions described
in section 1039(b) (1) (B), 100 percent minus 1 percent-.
age point for each full month the property was held after
the date the property was held 20 full months;

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

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

“%v) 1n the case of all other section 1250 property, 100

percent.
Clauses (i), (ii), and (iii) shall not apply with respect to
the additional depreciation described in subsection (b)(4).

“(3) ADDITIONAL DEPRECIATION BEFORE JANUARY 1, 1970.—

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

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

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

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

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

(b) ProperTY Disposep or PuUrsuaNT To FORECLOSURE PrOCEED-
iNgs.—Subsection (d) of section 1250 (relating to exceptions and
limitations) is amended by adding at the end thereof the following
new paragraph:

“(10) ForecLosURE DIsPosITIONS.—If any section 1250 property
is disposed of by the taxpayer pursuant to a bid for such prop-
erty at foreclosure or by operation of an agreement or of process
of law after there was a default on indebtedness which such prop-
erty secured, the applicable percentage referred to in paragraph
(1) (B), (2)(B), or (3) (B) of subsection (a), as the case may
be, shall be determined as if the taxpayer ceased to hold such
property on the date of the beginning of the proceedings pur-
suant to which the disposition occurred, or, in the event there
are no proceedings, such percentage shall be determined as if
the taxpayer ceased to hold such ‘f)roperty on the date, deter-
mined under regulations prescribed by the Secretary, on which
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such operation of an agreement or process of law, pursuant to
which the disposition occurred, began.”

(¢) CoNFORMING AMENDMENTS.—

(1) AMENDMENT OF SECTION 1250 () (2).—Paragraph (2) of sec-
tion 1250/f) (relating to special rule for property which is sub-
stantially improved) is amended to read as follows:

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

“(A) the amount which bears the same ratio to the lower
of the amounts specified in clause (i?) or (ii) of subsection
(a) (1) (A), in clause (i) or (ii) of subsection (a)(2) (A), or
in clause (i) or (il) of subsection (a)(3)(A), as the case
may be, for the section 1250 property as the additional
depreciation for such element attributable to such period
bears to the sum of the additional depreciation for all ele-
ments attributable to such period, by
“(B) the applicable percentage for such element for such
erind.
For I1))u1«.-oses of this paragraph, determinations with respect to
any eler =nt shall be made as if it were a separate property.”

(2) A ‘CENDMENT OF SECTION 1250(g) (2).—Paragraph (2) of
section * 30(g) (relating to special rules for qualified low-income
housing isamended to read as follows:

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

(3) AMENDMENT OF SECTION 167(e)(3).— Paragraph (3) of
section 167(e) (relating to change in depreciation method with
respect to section 1250 property) is amended by striking out
“beginning after July 24, 1969,” and inserting in lieu thereof
“beginning after December 31, 1975,”.

(d) Errective Date.—The amendments made by this section (other
than subsection (b)) shall apply for taxable years ending after
December 31, 1975. The amendment made by subsection (b% shall
apply with respect to proceedings (and to operations of law) referred
to In section 1250(d) (10) of the Internal Revenue Code of 1954 which
begin after December 31, 1975. :

SEC. 203. AMENDMENT OF SECTION 167(k).

(a) Generar Rure.—Section 167(k) (relating to depreciation of
expenditures to rehabilitate low-income rental housing) 1s amended—

(1) b~ striking out “January 1, 1976,” in paragraph (1) and
inserting in lieu thereof “January 1, 1978”; :

(2) by striking out “$15,000” in paragraph (2) (A) and insert-
ing in lieu thereof “$20,000”;

(3) by striking out “the policies of the Housing and Urban
Development Act of 1968” in paragraph (3)(B) and inserting
in lieu thereof “the Leased Housing Program under section 8 of
the United States Housing Act of 1937”; and ,,

(4) by adding the following new subparagraph at the end of
paragraph (3):

“(D) REHABILITATION EXPENDITURES INCURRED.—Rehabili-
tation expenditures incurred pursuant to a binding con-
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tract entered into before January 1, 1978, and rehabilitation
expenditures incurred with respect to low-income rental hous-
ing the rehabilitation of which has be before January 1,
1978, shall be deemed incurred before January 1, 1978.”

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

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

“SEC. 465. DEDUCTIONS LIMITED TO AMOUNT AT RISK IN CASE OF
CERTAIN ACTIVITIES.

“(a) GENERAL RULE.—In the case of a taxpayer (other than a cor-
poration which is neither an electing small business corporation (as
defined in section 1371(b)) nor a personal holding company (as
defined in section 542)) engaged in an activity to which this section
applies, any loss from such activity for the taxable year shall be
allowed only to the extent of the aggregate amount with respect to
which the taxpayer is at risk (within the meaning of subsection (b))
for such activity at the close of the taxable year. Any loss from such
activity not allowed under this section for the taxable year shall be
treated as a deduction allocable to such activity in the first succeeding
taxable year.

“(b) oUNTs CONSIDERED AT RisK.—

“(1) I~ eenERAL.—For purposes of this section, a taxpayer shall
be considered at risk for an activity with respect to amounts
including—

« F A)) the amount of money and the adjusted basis of other
property contributed by the taxpayer to the activity, and

“(B) amounts borrowed with respect to such activity (as
determined under paragraph (2)).

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

“(A) is personally liable for the repayment of such
amounts, or _

“(B) has pledged property, other than property used in
such activity, as security for such borrowed amount (to the
extent of the net fair market value of the taxpayer’s interest
in such property).

No property shall be taken into account as security if such prop-
erty is directly or indirectly financed by indebtedness which is
secured by property described in paragraph (1).

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

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

“(B) has a relationship to the taxpayer specified within
any one of the paragraphs of section 267 zb) .
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“(4) Exceprion.—Notwithstanding any other provision of this
section, a taxpayer shall not be considered at risk with respect to
amounts protected against loss through nonrecourse financing,

arantees, stop loss agreements, or other similar arrangements.

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

“(c) AcrtiviTEs TO WHICH SECTION APPLIES.—

(1) Tyees or actrvrTiEs.—This section applies to any taxpayer

engaged in the activity of—
“(A) holding, producing, or distributing motion picture
films or video tapes,
“(B) farming (as defined in section 464 (e)),
“(C) leasing any section 1245 property (as defined in sec-
tion 1245(a) (3)), or
“(D) exploring for, or exploiting, oil and gas resources
as a trade or business or for the production of income.

“(2) SepaRATE acTIviTIES.—For purposes of this section, a tax-

payer’s activity with respect to each—
“(A) film or video tape, ,
“(B) section 1245 property which is leased or held for

leasin
“ g(ﬁ’ farm, or

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

“(d) DerinrrioN or Loss.—For purposes of this section, the term
‘loss’ means the excess of the deductions allowable under this chapter
for the taxable year (determined without regard to this section) and
allocable to an activity to which this section applies over the income
received or accrued by the taxpayer during the taxable year from such
activity.

(b) Crericar. AMENDMENT.—The table of sections for subpart C of
part IT of subchapter E of chapter 1 is amended by adding at the end
thereof the following new item: _

“Sec. 465. Deductions limited to amount at risk in case of certain
activities.”

(¢) ErrecTive DaTEs.—

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

riod.

(2) SPECIAL TRANSITIONAL RULES FOR MOVIES AND VIDEO TAPES.—

(A) In cenerar.—In the case of any activity described
in section 465(c) (1) (A) of the Internal Revenue Code of
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1954, the amendments made by this section shall not apply
to—

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

(i1) deductions attributable to producing or distribut-
ing property the principal production of which began
before September 11, 1975.

(B) EXCEPTION FOR CERTAIN AGREEMENTS WHERE PRINCIPAL
PHOTOGRAPHY BEGIN BEFORE 1976.—In the case of any activity
described in section 465(c) (1) (A) of the Internal Reve-
nue Code of 1954, the amendments made by this section shall
not apply to deductions attributable to the producing of a
film the principal photography of which began on or before
December 31, 1975, if—

(i) on September 10, 1975, there was an agreement
with the director or a principal motion picture star, or on
or before September 10, 1973, there had been expended
(or committed to the production) an amount not less
than the lower of $100,000 or 10 percent of the estimated
costs of producing the film, and
. (il) the production takes place in the United States.

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

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

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

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

(1) leases entered into before January 1, 1976, and

(i1) leases where the property was ordered by the lessor
or lessee before January 1, 1976.

(B) HoLDING OF INTERESTS FOR PURPOSES OF SUBPARAGRAPH
(A).~—Subparagraph (A) shall apply only to taxpayers who
held their interests in the property on December 31, 1975.

(C) SPECIAL RULE FOR OPERATING LEASES.—In the case of a
lease described in section 46(e) (3) (B) of the Internal Rev-
enue Code of 1954— .

(i) subparagraph (A) shall be applied by substituting
“May 1,1976” for “January 1, 1976 each place it appears
therein, and

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

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

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

PROPERTY.
“(a) G’ENESAL Rure— It oil osod
“(1) Oromvary INCOME.—If oil or gas property is di
of a.(ftzar December 31, 1975, the lower of— P P
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“(A) the aggregate amount of expenditures after Decem-
ber 31, 1975, which are allocable to such property and which
have been deducted as intangible drilling and development
costs under section 263(c) by the taxpayer or any other per-
son and which (but for being so deducted) would be reflected
in the adjusted basis of such property, adjusted as provided
in paragraph (4), or )

“(B) the excess of—

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

“(i1) the adjusted basis of such interest,

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

“(2) DisPOSITION OF PORTION OF PROPERTY.—For purposes of
paragraph (1)—

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

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

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

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

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

“(b) SeeciarL Rures UNpER REGuraTIONS.—Under regulations pre-
seribed by the Secretary—

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

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

(¢) TECHNICAL AMENDMENTS.— .

(1) The following provisions are each amended by striking
out ,‘,‘or 1252(a)” and inserting in lieu thereof “1252(a), or 1254
a —
ﬁA) the second sentence of section 170(e) (1);
B) section 301(b) (1) (B) (ii);
(C) section 301(d)(2)(B);
(D) section 312(c)(3); and
(E) section 453(d) (4) (B).
(2) Section 341(e) (12) is amended by striking out “and 1252
(a)” and inserting in lieu thereof “1252(a), and 1254(a)”.
(8) Section 163(d)(3) (A)(iii) is amended by striking out
“and 1250” and inserting in lieu thereof “1250, and 1254”.

(d) CrericaL AmenpMENT.—The table of sections for part IV of
subchapter P of chapter 1 is amended by adding at the end thereof the
following new item:

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

(e) Errective Date.—The amendments made by this section shall
apply with respect to taxable years ending after December 31, 1975.

SEC. 206. AMENDMENTS TO FARM LOSS RECAPTURE RULES.

(a) TErMINATION OF ADDITIONS TO EXCESs DEDUCTIONS ACCOUNT.—
Paragraph (2) of section 1251 ﬂ)b) Srela.ting to additions to excess
deductions account) is amended by adding at the end thereof the fol-
lowing new subparagraph:

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

(b) CerraiNy REORGANIZATIONS.—

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

%(A) CERTAIN CORPORATE TRANSACTIONS.—

“(i) In the case of a transfer described in subsection
(d) (3) to which section 371(a), 374(a), or 381 applies,
the acquiring corporation shall succeed to and take into
account as of the close of the day of distribution or
transfer, the excess deductions account of the transferor.
“(ii) In the case of a transfer which is described in sub-
section (d) (3), which is in connection with a reorgani-
zation described in section 368(a) (1) (D), and which is
not described in clause (i), the transferee corporation
shall be deemed to have an excess deductions account in
an amount equal to the amount in the excess deductions
account of the transferor. The transferor’s excess deduc-
tions account shall not be reduced by reason of the pre-
ceding sentence.”
(2) Paragraph (3) of section 1251 (b) is amended by adding at
the end thereof the following:
“In the case of a corporation which has made or received a trans-
fer described in clause (ii) of paraga h (5) (A), subtractions
from the excess deductions account aﬂ be determined, in such
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manner as the Secretary shall prescribe, applying this paragraph
to the farm net incomrz, and Sxe amounts descmr§bed in subpara-
graph (B), of the transferor corporation and the transferee cor-
poration on an agﬁgate basis.”.
(3) The amendments made by this subsection shall apply to
transfers occurring after December 31, 1975.

SEC. 207. LIMITATIONS ON DEDUCTIONS IN CASE OF FARMING SYNDI=~

CATES; CAPITALIZATION OF CERTAIN ORCHARD AND VINE-
YARD EXPENSES; AND METHOD OF ACCOUNTING FOR COR-

PORATIONS ENGAGED IN FARMING.

(a) Prepamn ExPENSES.— :

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

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

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

“ é?) CerTaIN PovurtRY ExPENsEs.—In the case of any farming
syndicate (as defined in subsection (¢))—

“(1) the cost of poultry (including egg-laying hens and baby
chicks) purchased E::' use in a trade or business (or both for use
in a trade or business and for sale) shall be capitalized and
deducted ratably over the lesser of 12 months or their useful life
in the trade or business, and

“(2) the cost of poultry purchased for sale shall be deducted
for t(lile Eaxable year in which the poultry is sold or otherwise dis-
posed of.

“(c) Farming SynprcaTE DEFINeD.—

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

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

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

“(2) Hc;mmes Arrmh ( tﬁ%;mthm fAlc'rxvn1 MAh};Ai}EMENTbe .—For
purposes of paragraph (1 , the following shal treated as
an Interest which is not held by a limited partner or a limited
entrepreneur:

“(A) in the case of any individual who has actively par-
ticipated (for a period of not less than 5 years) in the man-
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agement of any trade or business of farming, any interest in

a partnership or other enterprise which is attributable to

such active participation, o )

“(B) in 516 case of any individual whose principal resi-
dence is on a farm, any partnership or other enterprise~

enga, d in the trade or business of farming such farm, .

(%e) in the case of any individual who is actively partici-
pating in the management of any trade or business of farm-
1ng or who is an individual who is described in subparagraph

(A) or (B), any participation in the further processing of

livestock which was raised in such trade or business (or in

the t):ra.de or business referred to in subparagraph (A) or
B)),

( “(D) in the case of an individual whose principal business
activity involves active participation in the management of a
trade or business of farming, any interest in any other trade
or business of farming, and”,

“(E) any interest held by a member of the family (within
the meaning of section 267(c) (4)) of a grandparent of an
individual described in subparagraph (A), (B), (C), or (D)
if the interest in the partnership or the enterprise is attribut-
able to the active participation of the individual described in
subparagraph (A), (B), (C),or (D). o

For purposes of subparagraph (A), where one farm is substituted
ﬁor or added to another farm, both farms shall be treated as one
arm.

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

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

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

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

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

“(2) LiMITED ENTREPRENEUR.—The term ‘limited entrepreneur’
means a person who— _
“(A) has an interest in an enterprise other than as a lim-
ited partner, and

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

(2) Crerrcar aMENDMENT.—The table of sections for such sub-

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

“Sec. 464. Limitations on deductions in case of farming syndicates.”
(3) ErFEcTIVE DATES.—

(A) In GENERAL.—EXC?t as provided in subparagraph
(B), the amendments made by this subsection shall apply
to taxable years beginning after December 31, 1975.

(B) TraNSITIONAL RULE.—In the case of a farming syndi-
cate in existence on December 31, 1975, and for which there



H. R. 1061219 °

was no change of membership throughout its taxable year
beginning in 1976, the amendments made by this subsection
sh%ll apply to taxable years beginning after December 31,
1976.

(b) OrcHARD AND VINEYARD EXPENSES.—

(1) Ix cENERAL.—Section 278 (relating to cagital expenditures
incurred in planting and developing citrus and almond groves)-
is amended by striking out subsection (b) and by inserting in lieu
thereof the following:

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

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

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

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

shall be charged to capital account. -

“(c) ExceprioNs.—Subsections (a) and (b) shall not apply to
amounts allowable as deductions (without regard to this section)
attributable to a grove, orchard, or vineyard which was replanted after
having been lost or damaged (while in the hands of the taxpayer? by
reason of freezing temperatures, disease, drought, pests, or casualty.”

(2) CONFORMING AMENDMENTS.—

; (IA) The heading of section 278 is amended to read as
ollows:

“SEC. 278. CAPITAL EXPENDITURES INCURRED IN PLANTING AND
DEVELOPING CITRUS AND ALMOND GROVES; CERTAIN
CAPITAL EXPENDITURES OF FARMING SYNDICATES.”.
(B) Subsection (a) of section 278 (relating to general

rule) is amended by striking out “subsection (b)” and insert-
in%in lieu thereof “subsection (c¢)”.

(3) ErrecTive pATE—The amendments made by this subsec-
tion shall apply to taxable years beginning after December 31,
1975. The amendments made by this subsection shall not apply in
the case of a grove, orchard, or vineyard referred to in the
amendment made by subsection (b)(1) which was planted or
replanted on or before December 31, 1975. For purposes of the
preceding sentence, a tree or vine which, on or before Decem-
ber 31, 1975, was planted at a place other than the grove, orchard,
or vineyard of the tax&a.yer but which, on such date, was owned
by the taxpayer (or with respect to which the taxpayer had a bind-
ing contract to purchase) shall be treated as planted on Decem-
ber 31, 1975, in the grove, orchard, or vineyard of the taxpayer.

(¢) MerHOD OF ACCOUNTING FOR CORPORATIONS ENGAGED IN

Farvming.—

(1) GENERAL RULE.—

(A) Subpart A of part II of subchapter E of chapter 1
(relating to methods of accounting) is amended by adding at
the end thereof the following new section :

“SEC. 47. METHOD OF ACCOUNTING FOR CORPORATIONS ENGAGED
IN FARMING.

“(a) GeneraL RurLe.—Except as otherwise provided by law, the
taxable income from farming of—
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. “(1) a corporation engaged in the trade or business of farm-
ing, or

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

shall be computed on an acerual method of accounting and with thé

capitalization of preproductive expenses described in subsection (b).

This section shall not apply to the trade or business of operating a

nursery or to the raising or harvesting of trees (other than fruit and

nut trees).

“(b) P)REPRODU'CTIVE Pzriop EXPENSES.—

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

“(2) Exceprrons.—Paragraph (1) shall not apply—

“(A) to taxes and interest, and

(,‘;EIB) to any amount incurred on account of fire, storm,
flood, or other casualty or on account of disease or drought.

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

“(A) i the case of property having a useful life of more
than 1 y ‘ar which will have more than 1 crop or yield, the
perigdk}.)c tore the disposition of the first such marketable crop
or yield, - ,

“yle) 1 the case of any other property, the period before
such pre rty is disposed of.

For purpose: »f this section, the use by the taxpayer in the trade
or business ¢ farming of any supply produced in such trade or
business shal. ve treated as a disposition.

“(c) ExceprioN For SMaLL Business aND FamiLy CORPORATIONS.—
For purposes of subsection (2), a corporation shall be treated as not
being a corporation if it is—

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

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

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

“(d) Memsers oF THE SAME FamrLy.—For purposes of subsection

c)(2)—

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

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

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

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

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

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

“(e) CorporaTioNs Having Gross Recerers oF $1,000,000 or Lrss.—
A corporation meets the requirements of this subsection if, for each
prior taxable year beginning after December 81, 1975, such corporation
(and any predecessor corporation) did not have gross receipts exceed-
ing $1,000,000. For purposes of the preceding sentence, all corporations
which are members of a controlled group of corporations (within the
meaning of section 1563(a)) shall be treated as one corporation.

“(f) CooroivaTroNn WiTH SECTION 481.—In the case of any taxpayer
required by this section to change its method of accounting for any
taxable year—

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

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

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

“(g) CerTaiN ANNUAL AccrUaL AccouNTING METHODS.—

“(1) Iv eeNERAL—If—

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

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

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

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

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

“(8) CERTAIN REORGANIZATIONS.—For purposes of this subsec-
tion, if a corporation acquired substantially all the assets of a
farming trade or business from another corporation in a trans-
action 1n which no gain or loss was recognized to the transferor
or transferee corporation, the transferee corporation shall be
deemed to have computed its taxable income on an annual accrual

.method of accounting during the period for which the transferor
corporation computed its taxable income from such trade or
business on an annual accrual method.”
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(B) The table of sections for such subpart A is amended
by adding at the end thereof the following:

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

(2) Errecrive pATE—The amendments made by paragraph (1)
shall apply to taxable years beginning after December 31, 1976.

(3) ELECTION TO CHANGE FROM STATIC VALUE METHOD TO ACCRUAL
METHOD OF ACCOUNTING.— ‘ :

(A) In GENERAL—If—

(i) a corporation has computed its taxable income on
an annual accrual method of accounting together with a
static value method of accounting for deferred costs of
growing crops for the 10 taxable years ending with its
first taxable year beginning after December 31, 1975,
(ii) such corporation raises crops which are harvested
not less than 12 months after planting, and
(iii) such corporation elects, within one year after
the date of the enactment of this Act and in such man-
ner ag the Secretary of the Treasury or his delegate pre-
scribes, to change to the annual accrual method of
accounting (within the meaning of section 447(g) (2)
of the Internal Revenue Code of 1954) for taxable years
beginning after December 31, 1976,
such change shall be treated as having been made with the
consent of the Secretary of the Treasury, and, under regula-
tions prescribed by the Secretary of the Treasury or his
delegate, the net amount of the adjustments required by sec-
tion 481(a) of the Internal Revenue Code of 1954 to be taken
into account by the taxpayer in computing taxable income
shall (except as otherwise provided in such regulations) be
taken 1nto account in each of the 10 taxable years beginning
with the year of change.

(B) COORDINATION WITH SECTION 447 OF THE CODE.—A cor-
poration which elects under subparagraph (A) to change to
the annual accrual method of accounting shall, for purposes
of section 447(g) of the Internal Revenue Code of 1954, be
deemed to be a corporation which has computed its taxable
income on an annual accrual method of accounting for its
10 taxable years ending with its first taxable year beginning
after December 31, 1975.

(C) CERTAIN CORPORATE REORGANIZATIONS.—For purposes
of this paragraph, if a corporation acquired substantially all
the assets of a farming trade or business from another corpo-
ration in a transaction in which no gain or loss was recog-
nized to the transferor or transferee corporation, the
transferee corporation shall be deemed to have computed its
taxable income on an annual accrual method of accounting
to.%ether with a static value method of accounting for
deferred costs of growing crops during the period for which
the transferor corporation computed its taxable income from
sucli1 01';11'&de or business on such accrual and static value
method.

SEC. 208. TREATMENT OF PREPAID INTEREST.

(a) GeENERAL RurE.—Section 461 (relating to general rule for tax-
able year of deduction) is amended by adding at the end thereof the
following new subsection :
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“(g) Prepam INTEREST.—

“(1) Ix cEneEraL.—If the taxable income of the taxpayer is
computed under the cash receipts and disbursements method of
accounting, interest paid by the taxpayer which, under regula-
tion;s)d prescribed by the Secretary, is properly allocable to any
period— -

“(A)) with respect to which the interest represents a charge
for the use or forbearance of money, and
« éB) which is after the close of the taxable year in which
aid,
shall be charged to capital account and shall be treated as paid in
the period to which so allocable.

“(2) ExceeprioNn.—This subsection shall not apply to points
paid in respect of any indebtedness incurred in connection with
the purchase or improvement of, and secured by, the principal
residence of the taxpayer to the extent that, under regulations

rescribed by the Secretary, such payment of points is an estab-
ished business practice in the area in which such indebtedness is
incurred, and tge amount of such payment does not exceed the
amount generally charged in such area.”

(b) ErrecTIVE DATE.—

(1) I~ cenEraL.—Except as provided in paragraph (2), the
amendment made by subsection (a) shall ap(fl]y to amounts gaid
after December 31, 1975, in taxable years ending after such date

(2) CERTAIN AMOUNTS PAID BEFORE 1977.—Lhe amendment
made by subsection (a) shall not apply to amounts paid before
January 1, 1977, pursuant to a binding contract or written loan
commitment which existed on September 16,1975 (and at all times
thereafter), and which required prepayment of such amounts by
the taxpayer.

SEC. 209. LIMITATION ON INTEREST DEDUCTION.
(a) In GENErRarL.—Subsection (d) of section 163 (relating to limita-
tion on interest on investment indebtedness) is amended—
' (1) by striking out paragraphs (1) and (2) and inserting in
lieu thereof the following:

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

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

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

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

(3)‘ by striking out “limitations in paragraphs (1) and (2)
(A)” in paragraph (3) (E) and inserting in lieu thereof “limita-
tion in paragraph (1)”; o

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

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

the following:
“For taxable years beginning after December 31, 1975, this para-
graph shall be applied on an allocation basis rather than a specific
1tem basis.”; and : -
(6% b a(iding at the end thereof the following new paragraph:
“(0 gPECIAL RULE WHERE TAXPAYER OWNS 50 PERCENT OR MORE
OF ENTERPRISE.— :

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

“§i) $15,000, or

“(i1) the interest paid or accrued during the taxable
year on investment indebtedness incurred or continued
n connection with the acquisition of the interest in such
corporation or partnership.

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

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

“(B) OWNERSHIP REQUIREMENTS.—This ;;‘aragraph shall
apply with respect to indebtedness only if the taxpayer, his
spouse, and his children own 50 percent or more of the total
value of all classes of stock of the corporation or 50 percent
or more of all capital interests in the partnership, as the case
may be.”

(b) ErrecTivE DaTtE.—

(1) I~ cENERAL.~Except as provided in paragraph (2), the
amendments made by subsection (a) shall apply to taxable years
beginning after December 31,1975, .

(2) INDEBTEDNESS INCURRED BEFORE SEPTEMBER 11, 1975.—1n the
caﬁg 1c;)f indebtedness attributable to a specific item of property
which—

(A) isfora specified term, and

(B) was incurred before September 11, 1975, or is incurred
after September 10, 1975, pursuant to a written contract or
commitment which on September 11, 1975, and at all times
thereafter before the incurring of such indebtedness, is bind-

Ing on the ta.xpager,

the amendments made by this section shall not apply, but section
163(d) of the Internal Revenue Code of 1954 (as in effect before
the enactment of this Act) shall apply. For purposes of the pre-
ceding sentence, so much of the net investment income (as defined
in section 163(d) (3) (A) of such Code) for any taxable year as
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is not taken into account under section 163(d) of such Code, as
amended by this Act, by reason of the last sentence of section
163(d) (3) (A) of such Code, shall be taken into account for
purposes of applying such section as in effect before the date of
enactment of this Act with respect to interest on indebtedness
referred to in the preceding sentence.

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

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

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

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

“(c) DerFintrIONS.—FoOr purposes of this section—

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

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

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

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

(c) Errective Date.—The amendment made by this section applies
to amounts paid or incurred after December 31, 1973, with respect to
p;,;)perty the principal production of which begins after December 31,
1975.

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

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

1s attributable to such active participation.”
- (b) ErFective DaTE.—The amendment made bgesubsection (a) shall

apply to taxable years ending on or after December 31, 1975.

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

(1) Ix geENERaL—Part IV of subchapter O of chapter 1 (relat-
ing to special rules a.p}{)licable to gain or loss on disposition of
property) is amended by redesignating section 1056 as section
1057, and by inserting after section 1055 the following new
section:

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

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

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

“(b) Exceprions.—Subsection (2) shall not apply—

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

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

“ éc) TransFEroR REQUIRED To FurNisH CERTAIN INFORMATION.—
Under regulations prescribed by the Secretary, the transfer shall, at
the times and in the manner provided in such regulations, furnish to
the Secretary and to the transferee the following information :

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

“(d) PresuMpTION A8 TO AMOUNT ALLOCABLE T0 Praver Con-
TRACTS.—In the case of any sale or exchange described in subsection
( ?, it shall be presumed that not more than 50 percent of the con-
sideration is allocable to contracts for the services of athletes unless
it is established to the satisfaction of the Secretary that a specified
amount in excess of 50 percent is properly allocable to such contracts.
Nothing in the preceding sentence shall give rise to a presumption that
an allocation of less than 50 percent of the consideration to contracts
for the services of athletes is a proper allocation.”
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(2) Crericar, aMENDMENT.—The tables of sections for such part
VI is amended by striking out the last item and inserting in lieu
thereof the following:

“Qee. 10568. Bagis limitation for player contracts transferred in con-—
nection with the sale of a franchise.
“Sec. 1057. Cross references.”

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

(b) RECAPTURE.— . . ’

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

“(4) SPECIAL RULE FOR PLAYER CONTRACTS.—

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

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

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

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

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

“(i1) the aggregate of the amounts treated as ordinary
income by reason of this section with respect to prior
dispositions of such player contracts acquired upon
acquisition of the franchise. -

“(C) PrEVIOUSLY UNRECAPTURED DEPRECIATION WITH
RESPECT TO CONTRACTS TRANSFERRED.—Kor purposes of sub-
paragraph (A) (ii), the term ‘previously unrecaptured depre-
ciation’ means—

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

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

“(D) PrayEr conTrRACT.—For purposes of this paragraph,
the term ‘player contract’ means any contract for the services
of an athlete which, in the hands of the taxpayer, is of a
character subject to the allowance for depreciation provided
in section 167.”
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(2) Errecrive pate.—The amendment made by this subsection
applies to transfers of player contracts in connection with any
sale or exchange of a franchise after December 31, 1975.

SEC. 213. CERTAIN PARTNERSHIP PROVISIONS.

(a) Dorrar Lourration Wrre Respect T0 ApDrIioNaL FirsT-YEaR.
Derprecration ALLowance.—Subsection (d) of section 179 (relating to
additional first-year depreciation allowance for small busmess(i is
amended by redesignating paragraph (8) as paragraph (9) and by
inserting after paragraph (7) the following new paragraph:

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

(b) CraRIFICATION OF TREATMENT OF PARTNERSHIP SYNDICATION
Fexrs, ETc.—

(1) Inv eeneraL.—Part I of subchapter K of chs(,f)ter 1 (relatin
to determination of tax liability) is amended by adding at the en
thereof the following new section:

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

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

“(2) ORGANIZATIONAL EXPENSES DEFINED.—The organizational
ex}i)iexlllses to which paragraph (1) applies, are expenditures
which—

“gAg are incident to the creation of the partnership;
“(B) are chargeable to capital account; and
“(C) are of a character which, if expended incident to the
creation of a partnership having an ascertainable life, would
be amortized over such life.”
. (2) CrErrcar ameNpmENT.—The table of sections for such part
1s amended by adding at the end thereof the following:

“Sec. 709. Treatment of organization and syndication fees.”

(3) DETERMINATION OF AMOUNTS CHARGEABLE TO CAPITAL
AccouNT.—Section 707(c) (relating to guaranteed payments) is
amended by striking out “and section 162(a)” and inserting in
Ifgg(ﬂ)lgreof “and, subject to section 263, for purposes of section

a)”.
(¢) Irems Must Be ALLocaTED To PorTION OF YEAR PARTNER HELD
INTEREST.—

(1) In eeNERrar.—Subparagraph (B) of section 708(c) (2)

(relating to disposition of less than entire interest) is amended
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by striking out “or with respect to a partner whose interest is
reduced” and inserting in lieu thereof “or with respect to a
partner whose interest is reduced (whether by entry of a new
partner, partial liquidation of a partner’s interest, gift, or
otherwise) ”.

(2) CERTAIN PROVISIONS OF SUBCHAPTER K MAY NOT BE OVER-
RIDDEN BY PARTNERSHIP AGREEMENT.—Subsection (a) of section
T04 (relating to effect of partnership agreement) is amended by
striking out “except as otherwise provided in this section” and
inserting; in lieu thereof “except as otherwise provided in this
chapter”,

(8) Cross REFERENCES.—

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

“(f) Cross ReFERENCE.—

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

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

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

“(e) Cross NCE.—

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

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

(d) DeTerRMINATION oF PARTNER’S DisTRIBUTIVE SHARE.—Subsec-
tion (b) of section 704 (relating to distributive share determined by
income or loss ratio) is mended to read as follows:

“(b) DEeTERMINATIO: OF DiIsTRIBUTIVE SHARE.—A partner’s dis-
tributive share of incc e, gain, loss, deduction, or credit (or item
thereof) shall be deterr ined in accordance with the partner’s interest
in the partnership (de -rmined by taking into account all facts and
circumstances), if—

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

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

(e) TreaTMENT OF ParTNERSHIP LIaBirrmes Wit REespecr TO
Waica THE Parr~er Is Nor PersonarLy Liasre.—Section 704(d)
(relating to limitation on allowance of losses) is amended by adding
at the end thereof the following new sentences:

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

(1) I~ eEnNERAL.—Except as otherwise provided in this sub-
section, the amendments made by this section shall apply in the
ca§ze of partnership taxable years beginning after December 31,
1975.

(2) Sussection (e).—The amendment made by subsection (e)
shall apply to liabilities incurred after December 31, 1976.
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(3) Secrion 70%{1))3 oF THE copE.—Section 709(b) of the
Internal Revenue Code of 1954 (as added b{n the amendment
made by subsection (b) (1) of this section) shall apply in the
case of amounts paid or incurred in taxable years beginning after -
December 31, 1976.

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

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

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

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

“(E) Deficiency attributable to activities not engaged in for profit,
see section 183(e)(4).”.

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

TITLE III--MINIMUM TAX AND MAXIMUM

TAX
SEC. 301. MINIMUM TAX.

(a) Ix GenerarL.—Subsection (a) of section 56 (relating to mini-
mum tax for tax preferences) is amended to read as follows:

“(a) GENERaL RULE.—In addition to the other taxzes imposed b
this chapter, there is hereby imposed for each taxable year, wi
respect to the income of every person, a tax equal to 15 percent of the
amount by which the sum of the items of tax preference exceeds the
greater of—

“él) $10,000, or
“(2) the regular tax deduction for the taxable year (as deter-
mined under subsection (c)).”
(b) ConrorMiNg CHANGES.—
(1) Section 56(b) (relating to deferral of tax liability in case
of certain net operating losses) is amended—
(A) by striking out “$30,000” in paragraph (1) (B) and
'inserting in lieu thereof “$10,000”, and
(B) by striking out “10 percent” in paragraphs (1) and
(2) and inserting in lieu thereof “15 percent”.
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(2) Section 56(c) (relating to tax carryovers) is amended to
read as follows:

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

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

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

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

“(4) section 40 (relating to expenses of work incentive
Progmm), , : .- :

“(5) section 41 (relating to contributions to candidates for

public office),

“(6) section 42 (relating to general tax credit),

“(7) section 44 (relating to purchase of new principal resi-
dence), and

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

(¢) ApprtioNnar Tax PrEFERENCE ITEMS.—

(1) ADDITIONAL PREFERENCE ITEMS.—

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

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

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

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

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

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

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

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

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

For purposes of subparagraph (B), useful life shall be determined
as if section 167(m) (1) (relating to asset depreciation range)
did not include the last sentence thereof.”
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(2) ExCEss ITEMIZED DEDUCTIONS DEFINED.—Section 57(b) is
amended to read as follows: ‘
“(b) Excess ITemrzep DepucrioNs.— .
“ (31 I~ cENERAL.—For purposes of paragraph (1) of subsection

(a), the amount of the excess itemized deductions for any taxable
year is the amount by which the sum of the deductions for the_
taxable year other than— ) o .

“(A) deductions allowable in arriving at adjusted gross
income, .
“(B) the standard deduction provided by section 141,
“(C) the deduction for personal exemptions provided by
section 151, .
“(D) the deduction for medical, dental, etc., expenses pro-
vided by section 213, and o .
“ (I%)( the deduction for casualty losses described in section
165(c) (3),
exceeds 60 percent (but does not exceed 100 percent) of the tax-
payer’s adjusted gross income for the taxable year.

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

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

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

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

shall, for purposes of paragraph (1), be treated as a deduction

allowable 1n arriving at an adjusted gross income.”

(3) STRAIGHT LINE RECOVERY OF INTANGIBLES DEFINED.—Section

57 is amended by adding at the end thereof the following new

subsection :

“(d) SrtrareaT LINE RECOVERY OF INTANGIBLES DEFINED.—FOT pUr-
poses of paragraph (11) of subsection (a)—

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

“(2) ErecrioNn.—If the taxpayer elects, at such time and in
such manner as the Secretary may by reguia.tions prescribe, with
respect to the intangible drilling and development costs for any
well, the term ‘straight line recove?' of intangibles’ means any
method which would be permitted for purposes of determining
cost depletion with respect to such well and which is selected by
the taxpayer for purposes of subsection (a) (11).”

(4) SPECIAL RULES FOR TIMBER.— ' .

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

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

(B) REGULAR TAX DEDUCTION ADJUSTMENTS FOR TIMBER.—
Section 56 is amended by adding at the end thereof the fol-
lowing new subsections:

“(d) Recurar Tax DepucTioN ApsUsTMENT FOR TiMBER.—In the
case of a corporation, the regular tax deduction (as determined under
subsection (c)) shall be reduced by an amount equal to the lesser of—

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

“(2) the preference reduction for timber determined under
section 57(a) (9) (C).

“(e) Tax CARRYOVER FOR TIMBER.—

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

“(A) the taxes imposed by this chapter (computed with-
out regard to this part and without regard to the tax imposed
by section 531) which, under regulations prescribed by the
Secretary, are attributable to income from timber, reduced
by the sum of the credits allowable under—

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

“(i1) section 38 (relating to investment credit), and

“(ii1) section 40 (relating to expenses of work incen-
tive programs), exceed

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

then the excess of the taxes described in subparagraph (A) over
the items of tax preference shall be a tax carryover to each of the
7 taxable years following such year. The entire amount of the
excess shall be carried to the first of such 7 taxable years, and then
to each of the other such taxable years to the extent that such
excess 18 not used to reduce the amount subject to tax under sub-
section (a) for a prior taxable year to which such excess may be
carried.

“(2) LavrraTion.—The amount of any carryover under para-

aph (1) which may be deducted in a taxable year shall be
imited to—

“(A) the excess of—

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

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

“(B) reduced by the excess of—

“(i) the regular tax deduction for the taxable year

as determined under subsection (c) without regard to
this subsection), over

“(ii) the amount determined under subsection (d) for
the taxable year.”

(C) TIMBER PREFERENCE INCOME DEFINED.—Section 57 is
amended by adding at the end thereof the following new
subsection :
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“(e) TrvBer PreFerence Income DerFinep.—For purposes of this
part, the term ‘timber preference income’ means the sum of—
“(1) the gains referred to in section 631 (93 and section 631(b),
“(2) long-term capital gains on timber, an
( b‘; ((3)) gains on the sale of timber included in paragraph 1231
1),

multiplied by the fraction determined in paragraph 57(a)(9) (B).”

(d) AxeNDMENTS OF SECTION 58.—Section 58 (relating to rules for
application of part) is amended—

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

“(a) Marriep INDIVIDUALS FILING SEPARATE RETURNS.—In the case
of a married individual who files a separate return for the taxable
year, section 56 shall be applied by substituting $5,000 for $10,000 each
place it a,gpears.”,

(2) by striking out “$30,000” each place it appears in subsections
(b) and (c) (2) and inserting in lieu thereof “$10,000”, and
(3) by adding at the end thereof the following new subsections:

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

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

(e) ConrorMing AMENDMENT.—Subsection (d) of section 443 (re--

lating to adjustment in exclusion for compnting minimum tax for tax
preferences) is amended by striking out “$30,000” and inserting in
lieu thereof “$10,000”.

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

(g) Errective Date—

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

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

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

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

(B) one-half of the amount by which the amount of the
tax which would be imposed for such taxable year under such
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section as amended by the Tax Reform Act of 1976 (but for
this parafmph) exceeds the amount determined under sub-
paragraph (A).

(4) CERTAIN FINANCIAL INSTITUTIONS.—In the case of a taxpayer
which is a financial institution to which section 585 or 593 of the
Internal Revenue Code of 1954 applies, the amendments made by
this section shall apply only to taxable years beginning after
December 31, 1977, and paragraph (2) shall be applied by sub-
stituting “January 1, 1978” for “January 1, 1976” and by sub-
stituting “December 31, 1977 for “December 31, 1975”.

SEC. 302. MAXIMUM TAX.

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

“SEC. 1348. 50-PERCENT MAXIMUM RATE ON PERSONAL SERVICE IN-
COME.

“(a) GeveraL Ruwe.—If for any taxable year an individual has
personal service taxable income which exceeds the amount of taxable
income specified in paragraph (1), the tax imposed by section 1 for
such year shall, unless tﬁfe taxpayer chooses the benefits of part I
(relating to income averaging), be the sum of—

“(1) the tax imposed by section 1 on the highest amount of tax-
able income on w}[:ich the rate of tax does not exceed 50 percent,

“(2) 50 percent of the amount by which his personal service tax-
able income exceeds the amount of taxable income specified in
paragraph (1) of this subsection, and

“(8) the excess of the tax computed under section 1 without
regard to this section over the tax so computed with reference
solely to his personal service taxable income.

“(b) DeriNrTIoNs.—For purposes of this section—

“(1) PERSONAL SERVICE INCOME.—

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

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

“(i) to which section 72(m) (5), 402(a) (2), 402(e),
403(a) (2), 408(e)(2), 408(e)(3), 408(e)(4), 408(e)
(52,408(f) ,or 409 (c) applies; or
‘(i) which is includible in gross income under section
409(b) because of the redemption of a bond which was
not tendered before the close of the taxable year in which
the registered owner attained age 7014.
“(2) PERSONAL SERVICE TAXABLE INCOME.-——%he personal service
taxable income of an individual is the excess of—

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

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

For purposes of subparagraph (A), the term ‘personal service net
income’ means personal service income reduced by any deductions
allowable under section 62 which are properly allocable to or
chargeable against such earned income.

“(c) Marrrep Inprvibuars.—This section shall apply to a married
individual only if such individual and his spouse make a single return
jointly for the taxable year.”
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(b) CrEricar AMENDMENT.—The table of sections for part VI of
subchapter Q of chapter 1 is amended by striking out the item relating
to section 1348 and inserting in lieu thereof the following:

“Sec. 1348. 50-percent maximum rate on personal service income.” o~

(c) ConrorMING AMENDMENTS.—Section 1304 (b) (5) is amended b,
striking out “earned” and inserting in lieu thereof “personal service”.

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

TITLE IV—EXTENSIONS OF INDIVIDUAL
INCOME TAX REDUCTIONS

SEC. 401. EXTENSIONS OF INDIVIDUAL INCOME TAX REDUCTIONS,

(a) GenEraL Tax CrepIT.—

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

(2) TECHNICAL AMENDMENTS.—

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

“SEC. 42. GENERAL TAX CREDIT.

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

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

“(2) $35 multiplied by each exemption for which the taxpayer
is entitled to a deduction for the taxable year under subsection
(b) or (e) of section 151.”

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

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

“(A) the amount determined under paragraph (1) of sub-
section (2);or

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

For purposes of the preceding sentence, paragraph (1) of sub-
section (a) shall be applied by substituting ‘64,500’ for “$9,000’,”

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

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

“Sec. 42. General btax credit.”
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(b) Stanparp DEpucTION.—

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

“(c) Low Income ArLowanceE.—The low income allowance is—

“(1) $2,100 in the case of—

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

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

“(3) $1,050 in the case of a married individual filing a separate
return.”.

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

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

“(1) $2,800 in the case of—

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

“(2) $2,400 in the case of an individual who is not married
and who is not a surviving spouse (as so defined), or

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

(8) Firine REQUIREMENTS.—So much of paragraph (1) of sec-
tion 6012(a) (relating to persons requirecf to make returns of
income) as precedes subparagraph (C) thereof is amended to read
as follows: :

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

“(1) who is not married (determined by applying section
143), is not a surviving spouse (as defined in section 2(a)),
;nd for the taxable year has a gross income of less than
2,450,
“(ii) who is a surviving spouse (as so defined) and for the
taxable year has a gross income of less than $2,850, or
“(iil) who is entitled to make a joint return under section
6013 and whose gross income, when combined with the gross
income of his spouse, is, for the taxable year, less than $3,600
but only if such individual and his spouse, at the close of the
taxable year, had the same household as their home.
Clause (iii) shall not apply if for the taxable year such spouse
makes a separate return or any other taxpayer is entitled to an
exemption for such spouse under section 151 (e). }

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

(¢) Earvep IncoMe CrEDIT.—

(1) EXTENSION OF CREDIT.—
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(A) Section 209(b) of the Tax Reduction Act of 1975 is
amended by striking out “January 1, 1977” and inserting in
lieu thereof “January 1, 1978".

(B) Subsections (a) and (b) of section 43 (relating to
earned income credit) are amended to read as follows:

“(a) ArLowaNcE oF CRrE:.rT.—In the case of an eligible individual,~
there is allowed as a credit against the tax imposed by this chapter
for the taxable year an amount equal to 10 percent of so much of the
earned income for the taxable year as does not exceed $4,000.

“(b) Livrration.—The amount of the credit allowable to a tax-
payer under subsection (a) for any taxable year shall be reduced (but
not below zero) by an amount equal to 10 percent of so much of the
adjusted gross income (or, if greater, the earned income) of the
taxpayer for the taxable year as exceeds $4,000.”

(2) DEFINTTION OF ELIGIBLE INDIVIDUAL.—Subparagraph (A
of section 43(c) (1) (relating to definition of eligible individual
is amended to read as follows:

“(A) maintains a household (within the meaning of sec-
tion 44A (£) (1)) in the United States which is the principal
place of abode of that individual and—

“(i) a child of that individual if such child meets the
requirements of section 151(e) (1) (B) (relating to addi-
tional exemp: .ons for dependents), or

“(ii) a chid of that individual who is disabled
(within the :eaning of section 72(m) (7)) and with
respect to wl m that individual is entitled to claim a
deduction un °r section 151; and”.

(d) WrTHHOLDING AME DMENTS.—

lSl) Subsection (a) of section 3402 (relating to income tax
collected at source) is mended to read as follows:

“(a) RequmemeNnT Oov WrTHEHOLDING.—EXcept as otherwise pro-
vided in this section, every employer making payment of wages
shall deduct and withhold upon such wages a tax determined in
accordance with tables prescribed by the Secretary. With respect to
wages paid prior to January 1, 1978, the tables so prescribed shall
be the same as the tables prescribed under this section which were in
effect on January 1, 1976. With respect to wages paid after Decem-
ber 31, 1977, the Secretary shall prescribe new tables which shall be the
same as the tables prescribed under this subsection which were in
effect on January 1, 1975, except that such tables shall be modified
to the extent necessary to reflect the amendments made to subsections
(b) and (c) of section 141 by the Tax Reform Act of 1976. For
purposes of applying such tables, the term ‘the amount of wages’
means the amount by which the wages exceed the number of with-
holding exemptions claimed, multiplied by the amount of one such
exemption as shown in the table in sugsection (b) (1)

(2) Paragm%)h (6, of section 3402(c) (relating to wage
bracket withholding), as such paragraph was in effect on the
day before the date of the enactment of the Tax Reduction Act
of 1975, is amended by striking out “table 7 contained in sub-
section (a)” and inserting in lieu thereof “the table for an
annual payroll period ﬁrescribed pursuant to subsection (a)”.

(3) Subparagraph (B) of section 3402(m)(1) (relating to
withholding allowance based on itemized deductions) is amended
to read as follows:

“(B) an amount equal to the lesser of (i) 16 percent of his
estimated wages, or (i1) $2,800 ($2,400 in the case of an individual
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who is not married (within the meaning of section 143) and who

is not a surviving spouse (as defined in section 2(a))).”

e) ErrecTIvE DaTEs.—The amendments made by subsections (a)
and (c) shall apply to taxable years ending after December 31, 1975,
and shall cease to apply to taxable years ending after December 31,_
1977. The amendments made by subsection (b) shall apply to taxable
years ending after December 31, 1975. The amendments made by
subsectionuzﬁ) shall apply to wages paid after September 14, 1976.

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

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

ollows:

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

TITLE V—TAX SIMPLIFICATION IN THE
INDIVIDUAL INCOME TAX

SEC. 501. REVISION OF TAX TABLES FOR INDIVIDUALS.

(a) IN GeExerar.—Section 3 (relating to optional tax tables for
individuals) is amended to read as follows: -

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

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

“(b) Tax TreaTED as ImposEp By SecrioN 1.—For purposes of
this title, the tax imposed by this section shall be treated as tax
imposed by section 1.”

(b) CoNFORMING AMENDMENTS.—

(1) Section 4 (relating to rules for optional tax) is hereby
repealed. A
(2) Section 36 (relating to credits not allowed to individuals
paying optional tax or taking standard deduction) is amended—
(A) by striking out “PAYING OPTIONAL TAX OR” in the
.headin%; and
(B) by striking out “elects to pay the optional tax imposed
by section 3, or if he” in such section.
(3) Subsection (a) of section 144 (relating to election of stand-
ard deduction) is amended to read as follows:

“(a) MerHoD OF ELECTION.—The standard deduction shall be
allowed if the taxpayer so elects in his return, and the Secretary shall
prescribe the manner of signifying such election in the return.”.

(4) Subsection (c) of section 144 is amended—
(A) by striking out paragraph (2);
(B) by inserting “or” at the end of paragraph (1) ; and
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(C) by redesignating paragraph (3) as paragraph (2).

(5) Subseg;,ion (d) of section 144 is hereby repeal%crl.p
. (8) Section 1211(b) (3) (relating to computation of taxable
income for purposes of limitation on capital losses) is amended by.-
striking out the last sentence thereof.

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

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

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

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

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

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

(¢) CLERICAL AMENDMENTS.—

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

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

$20,000.”

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

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

(a) In GeENErRaL.—Section 62 (defining adjusted gross income) is
amended by inserting after paragraph (12) the following new
paragraph:

“(13) Armmony.—The deduction allowed by section 215.”

(b) Conrorving AMENDMENT.—The first sentence of subparagraph
(A) of section 3402(m) (2) (relating to withholding allowances based
on 1temized deductions) is amended %y striking out “under section 62”
and inserting in lieu thereof “under section 62 (other than paragraph
(13) thereof)”.

(c) ErFective DaTe.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1978.

SEC. 503. REVISION OF RETIREMENT INCOME CREDIT.

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

“SEC. 37. CREDIT FOR THE ELDERLY.

“(a) GeneraL Rure.—In the case of an individual who has attained
age 65 before the close of the taxable year, there shall be allowed as
a credit against the tax imposed by this chapter for the taxable year
an amount Ziual to 15 percent of such individual’s section 37 amount
for such taxable year.
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“(b) Section 37 AMounT.—For purposes of subsection (a)—

“(1) I~ gENEraL.—An individual’s section 37 amount for the
taxable year is the applicable initial amount determined under
paragraph (2), reduced as provided in paragraph (3) and in
subsection (c).

“(2) Intriar amount.—The initial amount is—

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

spouse is eligible for the credit under subsection (a),

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

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

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

“(A) under title IT of the Social Security Act,

“(B) under the Railroad Retirement Act of 1935 or 1937,

or

“(C) otherwise excluded from gross income.
No reduction shall be made under this paragraph for any amount
excluded from gross income under section 72 F relating to annui-
ties), 101 (relating to life insurance proceeds), 104 (relating to
compensation for injuries or sickness), 105 (relating to amounts.
received under accident and health plans), 120 (relating to
amounts received under qualified group legal services plans), 402
(relating to taxability of beneficiary of employees’ trust), 403
(relating to taxation of employee annuities), or 405 (relating to
qua.liﬁef bond purchase plans).

“(c) LIMITATIONS.—
“(1) ADJUSTED GROSS INCOME LIMITATION.—If the adjusted
gross income of the taxpayer exceeds—
“gA; $7,500 in the case of a single individual,
“(B) $10,000 in the case of a joint return, or
“(C) $5,000 in the case of a married individual filing a
separate return,

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

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

the case may be.

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

“(d) Derintrions anp SpeciaL Rures.—For purposes of this
section—

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

ear.

“(2) Marrrav staTus.—Marital status shall be determined under
section 143.

“(3) Jonr rETURN.—The term ‘joint return’ means the joint
return of a husband and wife made under section 6013.
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“(e) ErLEcTION OF PRIOR LaW WrrH RESPECT TO PUBLIC RETIREMENT
SystEM INcOME.—

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

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

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

“(4) RermeMENT INcoME.—F or purposes of this subsection, the
term ‘retirement income’ means—

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

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

“(ii) interest,

“(ii1) rents,

“(iv) dividends,

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

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

“(B) in the case of an individual who has not attained age
65 before the close of the taxable year, income from pensions
and annuities under a public retirement system (as defined
in paragraph (8) (A)),
to the extent included in gross income without reference to this
subsection, but only to the extent such income does not represent
compensation for personal services rendered during the taxzable
year.

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

“(A) the reduction provided by subsection (b)(3), and
“(B) in the case of any individual who has not attained
age 72 before the close of the taxable year—
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“(i} if such individual has not attained age 62 before

the close of the taxable year, any amount of earned
income (as defined in paragraph (8)(B)) in excess of
$900 received by such individual in the taxable year, or

“(ii) if such 1ndividual has attained age 62 before the~
close of the taxable year, the sum of one-half the amount
of earned income received by such individual in the tax-
able year in excess of $1,200 but not in excess of $1,700,
and the amount of earned income so received in excess
of $1,700.

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

¢ %7?) LIMITATION IN THE CASE OF SEPARATE RETGRNS.—In the case

of a married individual filing a separate return, paragraph (5)
shall be applied by substituting ‘$1,875’ for ‘§2,500’.

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

“(A.) PUBLIC RETIREMENT SYSTEM DEFINED.—T he term ‘pub-
lic retirement system’ means a pension, annuity, retirement,
or similar fund or system established by the United States,
a State, a possession of the United States, any political sub-’
division of any of the foregoing, or the District of Columbia.

“(B) EarNED 1NcoME.—The term ‘earned income’ has the
meaning assigned to such term by section 911(b), except
that such term does not include any amount received as a

ension or annuity.

“(f) N%NRESIDENT AveN INerierBLE For CrEDrr.—No credit shall
be allowed under this section to any nonresident alien.”

(b) TECHNICAL AMENDMENTS.—

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

“(g) CoorbinarroNn Wrre CrEDIT FOR THE ELDERLY.—In the case of
an individual, for purposes of subsection (a) the tax against which the
credit is taken is such tax reduced by the amount of the credit (if any)
for the taxable year allowable under section 37 (relating to credit fz)r
the elderly).” '

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

(3) Section 6014(b§ is amended—

(A) by striking out paragraph (4),

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

gC) by inserting “or’’ at the end of paragraph (3).

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

(5) The table of sections for subpart A of part IV of subchapter
A of chapter 1 is amended by strikin%lout the item relating to

section 37 and inserting in lieu thereof the following:

“Sec. 37. Credit for the elderly.”
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SEC. 504. CREDIT FOR CHILD CARE EXPENSES.
(a) Avrvowances oF Creprr FOR CHILD CARE EXPENSES.—
(1) I~ cexErar.—Subpart A of part IV of subchapter A of
chapter 1 (relating to credits allowable) is amended by inserting
before section 45 the following new section: -

“SEC. 4A. EXPENSES FOR HOUSEHOLD AND DEPENDENT CARE SERV-
ICES NECESSARY FOR GAINFUL EMPLOYMENT.

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

“(b) ArpricaTion WrrH OTtHER CrEDITs.—The credit allowed by
subsection (2) shall not exceed the amount of the tax imposed by this
clgaptex;l for the taxable year reduced by the sum of the credits allow-
able under— .

“(1) section 33 (relating to foreign tax credit),
“(2) section 37 (relating to credit for the elderly),
“(3) section 38 (relating to investment in certain depreciable
property),
“(4) sgction 40 (relating to expenses of work incentive
rograms),
P 5) section 41 (relating to contributions to candidates for
public office),
“(6) section 42 (relating to general tax credit), and
“(7) section 44 (relating to purchase of new principal
residence).

“(c) DzrinNrTIONS OF QUALIFYING INDIVIDUAL AND EMPLOYMENT-
Revatep Expenses.—For purposes of this section—

“(1) QuarrryiNg INDIVIDUAL—The term ‘qualifying individ-
ual’ means—

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

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

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

“(2) EMPLOYMENT-RELATED EXPENSES.—

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

‘(i) expenses for household services, and
“ gl) expenses for the care of a qualifying individual.
“(B) Exceprion.—Employment-related expenses described
in subparagraph (A) which are incurred for services outside
the ta.xgayer’s household shall be taken into account only if
incurred for the care of a qualifying individual desecribed in

aragraph (1) (A).
“(d) DoLrar Enn’r oN AymoUNT CrepiTaBLE.—The amount of the
employment-related expenses incurred during any taxable year which
may be taken into account under subsection (a) shall not exceed—
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“(1) $2,000 if there is 1 qualifying individual with respect to
the taxpayer for such taxable year, or

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

(e) Earneo INcomMr LiMrraTioN.—

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

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

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

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

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

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

In the case of any husband and wife, this paragraph shall apply
with respect to only one spouse for any one month.
“(f) SeeciaL Rures.—For purposes of this section—

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

“(2) MARRIED COUPLES MUST FILE JOINT RETURN.,—If the tax-
payer is married at the close of the taxable year, the credit shall
be allowed under subsection (a) only if the taxpayer and his
spouse file a joint return for the taxable year.

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

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

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

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

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

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

such individual shall not be considered as married.

“(5)HSPEGIAL DEPENDENCY TEST IN CASE OF DIVORCED PARENTS,
ETC.—If—

“(A) a child (as defined in section 151(e)(8)) who is
under the age of 15 or who is physically or mentally incapable

%



H. R. 10612—46

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

“(6) PAYMENTS TO RELATED INDIVIDUALS.—

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

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

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

“(8) EpucaTioNaL ORGANIZATION.—The term ‘educational orga-
nization’ means an educational organization described in section
170(b) (1) (&) (ii).

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

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

“Sec. 44A. Expenses for household and dependent care services neces-
sary for gainful employment.”
(b) REpEAL oF DepucTioN ForR CHILD CARE EXPENSES.—

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

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

(¢) TECENICAL A MENDMENTS.—

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

(2) Section 6096(b) (defining income tax liability) is amended
ZZAs’t;nhng out “and 44” and inserting in lieu thereof “, 44, and
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(3) Paragraph (4) of section 3402(m) (relating to withholding
allowances based on itemized deductions) is amended by striking
out “and” at the end of subparagraph (A), by striking out the
period at the end of subparagraph (B) and inserting in lieu
thereof “, and”, and by adding at the end thereof the following
new subparagraph:

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

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

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

“(d) Certamn DisaBrLrry PayMENTS.—

“(1) I~ cENERAL.—In the case of a taxpayer who—

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

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

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

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

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

“(8) Jomnr rRETURN.—For purposes of this subsection, the term
‘joint return’ means the joint return of a husband and wife made
under section 6013.

“(7) CoOoRDINATION WITH SECTION 72.—In the case of an individ-
ual described in subparagraphs (A) and (B) of paragraph
(1), for purposes of section 72 the annuity starting date shall not
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be deemed to occur before the beginning of the taxable year in
which the taxpayer attains age 65, or before the beginning of an
earlier taxable year for which the taxpayer makes an irrevocable
election not to seek the benefits of this subsection for such year
and all subsequent years.” ) "‘
(b) Certamny Miwrrary, Erc., DisaBriary PEnsions.—Section 104
(relating to compensation for injuries or sickness) is amended by
redesignating subsection (b) as subsection (c¢) and by inserting after
subsection (a) the following new subsection:
“(b) TERMINATION OF APPLICATION OF SUBSECTION (a)(4) 1N CEr-
TAIN CasEs.—

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

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

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

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

“(C) he receives an amount described in subsection (a)
(4) by reason of a combat-related injury, or

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

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

“(A) which is incurred—

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

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

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

“(4) AMOUNT EXCLUDED TO BE NOT LESS THAN VETERANS® DIS-
ABILITY COMPENSATION.—In the case of any individual described
in paragraph (2), the amounts excludable under subsection (a)
(4) for any period with respect to any individual shall not be less
than the maximum amount which such individual, on application
therefor, would be entitled to receive as disability compensation
from the Veterans’ Administration.”

(¢) Seeciar Rurk ror ExisTiNG PERMANENT AND ToTaL Disarmurry
Cases.—In the case of any individual who—

(1) retired before January 1, 1976,

b(l21 ) eithe(sir retired on disability or was entitled to retire on dis-
abihty, an

(8) on January 1, 1976, was permanently and totally disabled

(within the meaning of section 105(d) (5) of the Internal Reve-
nue Code of 1954),
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such individual shall be deemed to have met the requirements of sec-
tion 105(d) (1) (B) of such Code (as amended by subsection (a) of
this section).
(d) SeeciaL Rure ror CoorpinaTion WitE SEcTION 72.—In the
case of an individual who—
(1) retired on disability before January 1, 1976, and -
(2) on December 31, 1975, was entitled to exclude any amount
with respect to such retirement disability from gross income under
section 105(d) of the Internal Revenue Code of 1954,
for purposes of section 72 the annuity starting date shall not be deemed
to occur before the beginning of the taxable year in which the taxpayer
attains age 63, or before the beginning of an earlier taxable year for
which the taxpayer makes an irrevocable election not to seek the bene-
fits of this subsection for such year and all subsequent years.
(e) Certarn Disapmrry INcoME.—
(1) In oENERAL—Section 104(a) (relating to compensation
for injuries or sickness) is amended—
A) by striking out “and” at the end of paragraph (3) ;
B) by striking out the period at the end of paragraph (4)
and inserting in lieu thereof a semicolon and the word “and”;

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

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

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

SEC. 506. MOVING EXPENSES. .

" (a) Decrease iN MiLeace Test From 50 Mmres To 85 Miwes.—Para-

aph (1) of section 217(c) (relating to conditions for allowance of

eduction for moving expenses) is amended by striking out “50 miles”
each place it appears an£ inserting in lieu thereof “35 miles”.

(b) INCREASE 1IN DoLLAR AMOUNTS.—

(1) CERTAIN EXPENSES OF TRAVELING, MEALS, AND LODGING AFTER
OBTAINING EMPLOYMENT.—The first sentence of subparagraph (A)
of section 217(b) (3) (relating to dollar limits) is amended by
striking out “$1,000” and inserting in lieu thereof “$1,5007,

(2) AGGREGATE DOLLAR LIMIT.——%he second sentence of subpara-
graph (A)_of section 217(b)(38) is amended by striking out

$2,500” and inserting in lieu thereof “$3,000.

(3) SeparaTe RETURNS.—The second sentence of subparagraph
(B) of section 217(b) (3) (relating to dollar limits in the case of
husband and wife) is amended to read as follows: “In the case of
a husband and wife filing separate returns, subparagraph (A)
shall be applied by substituting ‘750’ for ‘¢1,500°, and by sub-
stituting ‘61,500’ for ‘$3,000°.”

(¢) Rures ror MEmBERS oF THE ARMED ForcEs or THE UNITED
Stares.—Section 217 is amended by redesignating subsection (g) as
subsection (h) and by inserting after subsection (f) the following
new subsection:

“(g) Rures ror MeMBERs OoF THE ARMED ForcEs oF THE UNTTED
Srares.—In the case of a member of the Armed Forces of the United
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States on active duty who moves pursuant to a military order and
incident to a permanent change of station—
“(1) the limitations under subsection (c) shall not apply;
kil‘l‘ 2) any moving and storage expenses which are furnished in
but only to the extent of the expenses paid or incurred) to such
member, his spouse, or his dependents, shall not be includible in
gross income, and no reporting with respect to such expenses shall
be required by the Secretary of Defense or the Secretary of Trans-
portation, as the case may be; and

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

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

“(B) for purposes of subsection (b)(3), as if such place
of work was within the same general location as the member’s
new %rincipa.l place of work, and

“(, ) without regard to the limitations under subsection

c

d) ErrEctive Date—The amendments made b subsections (a)
g,g';ls (b) shall apply to taxable years beginning after December 31,
SEC. 507. TAX REVISION STUDY.

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

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

SEC. 508. EFFECTIVE DATE.

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

TITLE VI—-BUSINESS RELATED
INDIVIDUAL INCOME TAX PROVISIONS

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

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

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

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

?

(or for which reimbursement or an allowance is provided,-
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business corporation, no deduction otherwise allowable under this
chapter shall be allowed with respect to the use of a dwelling unit
which is used by the taxpayer during the taxable year as a residence.

“(b) Exceprion For INTEREST, TaxEs, Casvarry Losses, ETc.—Sub-~
section (a) shall not apply to any deduction allowable to the tax-
payer without regard to its connection with his trade or business (or
with his income-producing activity). ) ,

“(c) Exceprions ror CErTaiN BusiNess or ReEnrtar Use; Limrra-
TI0N ON DEDUCTIONS FOR SUCH USE.—

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

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

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

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

In the case of an employee, the preceding sentence shall apply

only if the exclusive use referred to in the preceding sentence is

for the convenience of his employer.

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

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

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

“(A) the gross income derived from such use for the tax-
able %ea.r, over '

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

“(d) Use as RESIDENCE.~—
“(1) I~ ceneraL—For purposes of this section, a taxpayer
uses a dwelling unit during the taxable year as a residence if he
uses such unit (or portion thereof) for personal purposes for a
number of days which exceeds the greater of—
“(A% 14 days, or
“(B) 10 percent of the number of days during such year
for which such unit is rented at a fair rental.

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

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

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

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

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

The Secretary shall presecribe regulations with respect to the cir-

cumstances under which use of the unit for repairs and annual

maintenance will not constitute personal use under this paragraph.
“(e) ExpENSES ATTRIBUTABLE TO RENTAL.—

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

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

“(f) DerFintTIONS AND SPECIAL RULES.—

“(1) DweLLING UNIT DEFINED.—For purposes of this section—

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

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

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

“ 53) CoorprNaTioN wrTH SECTION 183.—If subsection (a)
applies with respect to any dwelling unit (or portion thereof)
for the taxable year—

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

“(B) such year shall be taken into account as a taxable
year for purposes of applying subsection (d) of section 183
(relating to 5-year presumption).
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“(g) SeeciaL Rure ror Cerrain RENTAL Use.—Notwithstanding
any other provision of this section or section 183, if a dwelling unit is
used during the taxable year by the taxpayer as a residence and such
dwelling unit is actually rented for less than 15 days during the tax-
able year, then— s

“(1) no deduction otherwise allowable under this chapter
because of the rental use of such dwelling unit shall be allowed,
and : -

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

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

“Sec. 280A. Disallowance of certain expenses in connection with
business use of home, rental of vacation homes, etc.”

(¢) ErrecTive DaTe.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1975.

SEC. 602, DEDUCTIONS FOR ATTENDING FOREIGN CONVENTIONS.
(a) NonpepuctiBiLITY oF CErRTAIN ExPENSEs.—Section 274 (relat-
ing to disallowance of certain entertainment, etc., expenses) is
amended by redesignating subsection (h) as subsection (i) and by
inserting after subsection (g) the following new subsection:
“(h) %OREIGN CONVENTIONS.—

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

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

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

“(2) DEDUCTIBLE TRANSPORTATION COST CANNOT EXCEED COST OF
COACH OR ECONOMY AIR FARE.—In the case of any foreign conven-
tion, no deduction for the expenses of transportation outside the
United States to and from the site of such convention shall be

_allowed under section 162 or 212 in an amount which exceeds the
lowest coach or economy rate at the time of travel charged by a
commercial airline for transportation to and from such site during
the calendar month in which such convention begins. If there 18
no such coach or economy rate, the preceding sentence shall be
applied by substituting ‘first class’ for ‘coach or economy’.

“(3) TRANSPORTATION COSTS DEDUCTIBLE IN FULL ONLY IF AT
LEAST ONE-HALF OF THE DAYS ARE DEVOTED TO BUSINESS RELATED
actrviTes.—In the case of any foreign convention, a deduction for
the full expenses of transportation (determined after the applica-
tion of paragraph (2)) to and from the site of such convention
shall be allowed only if more than one-half of the total days of the
trip, excluding the days of transportation to and from the site of
such convention, are devoted to business related activities. If less
than one-half of the total days of the trip, excluding the days of
transportation to and from the site of the convention, are devoted
to business related activities, no deduction for the expenses of
transportation shall be allowed which exceeds the percentage of
the days of the trip devoted to business related activities.
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“(4) DEDUCTIONS FOR SUBSISTENCE EXPENSES NOT ALLOWED
UNLESS THE INDIVIDUAL ATTENDS TWO-THIRDS OF BUSINESS ACTIVI-
TEs.—In the case of any foreign convention, no deduction for
subsistence expenses shall be allowed except as follows:

“(A) a deduction for a full day of subsistence expenses-.
while at the convention shall be allowed if there are at least
6 hours of scheduled business activities during such day and
the individual attending the convention has attended at least
two-thirds of these activities, and

“(B) a deduction for one-half day of subsistence expenses
while at the convention shall be allowed if there are at least
3 hours of scheduled business activities during such day and
the individual attending the convention has attended at least
two-thirds of these activities.

Notwithstanding subparagraphs (A) and (B), a deduction for
subsistence expenses for all of the days or half days, as the case
may be, of the convention shall be allowed if the individual
attending the convention has attended at least two-thirds of the
scheduled business activities, and each such full day consists of at
least 6 hours of scheduled business activities and each such half
dazy consists of at least 3 hours of scheduled business activities.

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

“(6) DEFINITIONS AND SPECIAL RULES.—For purposes of this
subsection— ’

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

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

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

“(D) SUBSECTION TO APPLY TO EMPLOYER AS WELL AS TO
TRavELER.—This subsection shall apply to deductions other-
wise allowable under section 162 or 212 to any person, whether
or not such person is the individual attending the foreign con-
vention. For purposes of the preceding sentence such person
shall be treated, with respect to each individual, as having
selected the same 2 foreign conventions as were selected by
such individunal.
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“(7) ReporTING REQUIREMENTS.—No0 deduction shall be allowed
under section 162 or 212 for transportation or subsistence expenses
allocable to attendance at a foreign convention unless the tax-
payer claiming the deduction attaches to the réturn of tax on
which the deduction is claimed—

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

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

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

“(ii1) such other information as may be required in
regulations prescribed by the Secretary; and

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

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

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

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

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

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

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

(b) Cerramy OprIOoNS GRANTED AFTER MaY 20, 1976.—Section 422 (c)
(relating to special rules) is amended by adding at the end thereof
the following new paragraph:

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

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

(¢) RestrrcTED STOoCK OPTIONS MUST BE ExERCISED BEFORE MaY 21,
1981.—Section 424 (c) (3) (relating to special rules for restricted stock
options) is amended by adding at the end thereof the following new
sentence: “An option described in the preceding sentence shall be
treated as ceasing to meet the requirements of this paragraph if it is
not exercised before May 21, 1981.”

(d) Errecrive Date.~-The amendments made by this section shall
apply to taxable years ending after December 31, 1975.
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SEC. 604. STATE LEGISLATORS’ TRAVEL EXPENSES AWAY FROM HOME.
(a) In GeEneraL.—For purposes of section 162(a) of the Internal
Revenue Code of 1954, in the case of any individual who was a State
legislator at any time during any taxable year beginning before Janu-
ary 1, 1976, and who elects the application of this section, for any—~
period during such a taxable year in which he was a State legislator—
1) the place of residence of such individual within the legis-
latéve district which he represented shall be considered his home,
an
(2) he shall be deemed to have expended for living expenses
(in connection with his trade or business as a legislator) an amount
equal to the sum of the amounts determined by multiplying each
legislative day of such individual during the taxable year by the
amount generally allowable with respect to such day to employees
of the executive branch of the Federal Government for per diem
while away from home but serving in the United States.

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

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

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

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

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

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

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

TITLE VII-ACCUMULATION TRUSTS

SEC. 701. ACCUMULATION TRUSTS.

(a) Revision oF MeTHOD OF TAXING ACCUMULATION DisTRIBUTION
FroM TrusTts.—

(1) Section 667 (relating to denial of refund to trusts; author-

ization of credit to beneficiaries) is amended to read as follows:
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“SEC. 667. TREATMENT OF AMOUNTS DEEMED DISTRIBUTED BY
TRUST IN PRECEDING YEARS.

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

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

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

“(b) Tax oN DISTRIBUTION.—

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

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

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

“(C) by adding to the beneficiary’s taxable income for each
of the 3 taxable years remaining after the application of sub-
paragraph (B) an amount determined Il))y dividing the
amount deemed distributed under section 666 and required
to be included in income under subsection (a) by the number
(()fA §Jreceaiing taxable years determined under subparagraph

, an

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

The partial tax imposed by subsection (a) (2) shall be the excess
(if any) of the average increase in tax determined under subpar-
agraph (D), multiplied by the number of preceding taxable years
determined under subpara%'lra. h (A), over the amount of
tazfies,( d)eemed distributed to the beneficiary under sections 666 (b)
and (c).

“(2) TREATMENT OF LOs8 YEaRS.—For purposes of paragraph
(1), the taxable income of the beneficiary for any taxable year
shall be deemed not to be less than zero.

“(3) CERTAIN PRECEDING TAXABLE YEARS NOT TAKEN INTO
AccounT.—For purposes of paragaph (1), if the amount of the
undistributed net income deemed distributed in any preceding tax-
able year of the trust is less than 25 percent of the amount of the
accumulation distribution divided by the number of precedin
taxable years to which the accumulation distribution is allocate
under section 666(a), the number of preceding taxable years of
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the trust with respect to which an amount is deemed distributed

to a beneficiary under section 666(a) shall be determined without

regard to such year.

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

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

“(c) Speciar Rure ror MurrreLE TrUSTS.—

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

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

(23 Section 666 (relating to accumulation distribution allo-
cated to preceding years) is amended by adding at the end thereof

the following new subsection :

“(e) DeniaL oF REFUND T0 TrRUSTS AND BENEFICIARIES.—No refund
or credit shall be allowed to a trust or a beneficiary of such trust for
any preceding taxable year by reason of a distribution deemed to have
been made by such trust in such year under this section.”

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

(b) Income AccuMuLaTep BEFORE CHILD ATTAINS AGE OF 21 YEARS
Nor To Be Sussecr To THE THROWBACE RULE.—Subsection (b) of
section 665 (defining accumulation distribution) is amended by adding
at the end thereof the following new sentence: “For purposes of sec-
tion 667 (other than subsection (c) thereof, relating to multiple
trusts), the amounts specified in paragraph (2) of section 661(a)
shall not include amounts properly paid, credited, or required to be
distributed to a beneficiary from a trust (other than a foreign trust)
as income accumulated before the birth of such beneficiary or before
such beneficiary attains the age of 21.”

(c) No Accumurarion DistrBuTION WHERE DIsTRrBuTIONs Do Nor
Exceep AccountiNg INcomMe.—Section 665 (b) (defining accumulation
distribution), as amended by subsection (b), is amended by adding at
the end thereof the following new sentence : “If the amounts properly
paid, credited, or required to be distributed by the trust for the taxable
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year do not exceed the income of the trust for such year, there shall be
no accumulation distribution for such year.”
(d) Reerawn oF Specran Capital GaiN THROWBACK.—
(1) Section 669 (relating to treatment of capital gain deemed
distributed in preceding years) is hereby repealed. -
(2) Paragraph 31) of section 665 (e) (deg.uing preceding tax-
able year) is amended—
(A) by striking out subparagraph (C),
((1B) by inserting “or” at the end of subparagraph (A),

an
(C) by striking out “, or” at the end of subparagraph (B)
and inserting in lieu thereof “; and”.
(3) Section 665 (definitions applicable to subpart D) is
amended by striking out subsections (f) and (g).
(e) Seeciar Rure ror GaIiN oN PropErTY TRANSFERRED TO TRUST
AT Less TuaNn Famr Marger VALUR—
(1) In ceNERaL.—Subpart A of part I of subchapter J of
chapter 1 (relating to general rules for taxation of estates and

trusts) is amended by adding at the end thereof the following
new section:

“SEC. 644. SPECIAL RULE FOR GAIN ON PROPERTY TRANSFERRED TO
TRUST AT LESS THAN FAIR MARKET VALUE.
“(a) ImrposrTioN oF Tax.—

“(1) INn GENERAL—If—

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

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

there is hereby imposed a tax determined in accordance with para-
graph (2) on the includible gain realized on such sale or exchange.

“(2) Amount or Tax.—The amount of the tax imposed by para-
graph (1) on any includible gain realized on the sale or exchange
of any property shall be equal to the sum of—

“(A) the excess of—

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

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

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

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

ear.

“(b) DeFinrTION OF INCLUDIBLE GAIN.—For purposes of this section;~
the term ‘includible gain’ means the lesser of—

“(1) the gain realized by the trust on the sale or exchange of
any pro erty, or A _

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

( ‘;(c) CHARACTER OF INCLUDIBLE (GAIN.—For purposes of subsection
a)-—

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

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

“(d) SeecraL RuLe For SHORT SavLEs.—If the trust sells the prop-
erty referred to in subsection (a) in a short sale within the 2-year
period referred to in such subsection, such 2-year period shall be
extended to the date of the closing of such short sale.

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

“(1) acquired by the trust from a decedent or which passed
to a) trust from a decedent (within the meaning of section
1014), or

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

“(3) acquired by a charitable remainder annuity trust (as
defined in section 664(d) (1)) or a charitable remainder unitrust
(as defined in sections 664(d) (2) and (3)),or

“(4) if the sale or exchange of the property occurred after the
death of the transferor.

“(f) SpeciaL Rure For INstaLLMENT SavLes.—If the trust elects to
report income under section 453 on any sale or exchange to which sub-
section (a) applies, under regulations prescribed by the Secretary—

“ (1; subsection (a) shall be applied as if each installment were
a separate sale or exchange of property to which such subsection
app ies, and _

“(2) the term ‘includible gain’ shall not include any portion of
an Installment received by the trust after the death of the
transferor.”

(2) EXCLUSION OF INCLUDIBLE GAIN FROM TAXABLE INCOMEB.—Sec-
tion 641 (relating to imposition of tax) is amended by inserting
after subsection (b) the following new subsection:

“(c) Excrusion oF IncLupBLE GaiN From Taxasre Income.—

“(1) GexeraL rure.—For purposes of this part, the taxable
income of a trust does not include the amount of any includible
gain as defined in section 644(b) reduced by any deductions
properly allocable thereto. ‘

“?2) CROSS REFERENCE.—

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

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

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

(8) Section 6401(b) (relating to excessive credits), as amended
by the Tax Reduction Act of 1975, is amended by striking out
“lubricating oil),” and inserting in lieu thereof “lubricating oil),
and”, and by striking out “and section 667(b) (relating to taxes
paid by certain trusts)”.

g) CLERICAL AMENDMENTS. —

(1) The table of sections for subpart D of part I of subchapter
J of chapter 1 is amended by striking out the items relating to sec-
tions 667, 668, and 669 and inserting in lieu thereof the folTowing:

“Sec. 667. Treatment of amounts deemed distributed by trust in pre-

ceding years.”

(2) The table of sections for subpart A of part I of subchapter

J of chapter 1 is amended by adding at the end thereof the
following new item:

“Sec. 644. Special rule for galn on property transferred to trust at less
than fair market value.”.

(h) ErrecTive Dates.—The amendments made by subsections (a),
(b), (¢), (d), and (f) of this section shall apply to distributions made
in taxable years beginning after December 81, 1975. The amendments
made by subsection (e) of this section shall apply to transfers in trust
made after May 21, 1976.

TITLE VIII—CAPITAL FORMATION

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

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

IN-FIRST-OUT TREATMENT OF INVESTMENT TAX CREDIT.

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

(1) by redesignating paragraphs (2) through (8) as (3)
through (7), respectivefy, and

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

“(a) GENERaL RULE.— ’

“(1) F1rsT-IN-FIRST-0UT RULE.—The amount of the credit
allowed by section 38 for the taxable year shall be an amount
equal to the sum of—

“(A) the investment credit carryovers carried to such tax-
able year,
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“(B) the amount of the credit determined under paragraph
(2) for such taxable year, plus
*(C) the investment credit carrybacks carried to such tax-
able year.
“(2) AMOUNT OF CT.UDIT FOR CURRENT TAXABLE YEAR.— -

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

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

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

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

An election may not be made to have the provisions of this
subparagraph a: Hly unless the corporation meets the require-
ments of sectior 301(d) of the Tax Reduction Act of 1975.

“(C) 7 perci T crEpiT.—In the case of property not
described in sul aragraph (D), the amount of credit deter-
mined under th paragraph for the taxable year shall be an
amount equal! to 7 percent of the qualified investment (as
determined 1:nder subsections (c¢) and (d)).

“(D) TransrTioNaL RULES.—The provisions of subpara-
graphs (A) and (B) shall apply only to—

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

“(ii) Property to which subsection (d) does not apply,
ac?lirea by the taxpayer after January 21, 1975, and
before January 1, 1981, and placed in service by the

taxpayer before January 1, 1981, and

“(iil) property to which subsection (d) applies, but
only to the extent of the qualified investment ? as deter-
mined unde. subsections (c¢) and (d)) with respect to

qualified progress expenditures made after January 21,

F 1975, and k%e orelJ anualry 1, 1(98)1.
or purposes of applying clause (ii) of subparagraph (B),
the cFate ‘December 31, 1976,” shall be subs%tut%fl I%or(th)e
date ‘January 21, 1975 each place it appears in this
subparagraph.”
(b) CoNFORMING AMENDMENTS.—

(1) Paragraphs (4), (5), (6), and (7) of section 46(a) (as
redesignated by subsection (a)) are each amended by striking out
“paragraph (2{” and inserting in lieu thereof “paragraph (3)”.
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(2) Subsection (b) of section 46 (relating to carryback and
carryover of unused credits) is amended to read as follows:
“(b) gmm‘acx AND CarrYOVER OF UNUsep CREDITS.—

“(1) Ix oExEraL.—If the sum of the amount of the investment
credit carryovers to the taxable year under subsection (a)(1) .
(A) plus the amount determined under subsection (a) (1) (B) for
the taxable year exceeds the amount of the limitation imposed by
subsection (a)(3) for such taxable year (hereinafter in this
subsection referred to as the ‘unused credit year’), such excess
attributable to the amount determined under subsection (a) (1)
(B) shall be—

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

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

and, subject to the limitations imposed by paragraphs (2) and
(3), shall be taken into account under the provisions of subsec-
tion (a)(1l) in the manner provided in such subsection. The
entire amount of the unused credit for an unused credit year shall
be carried to the earliest of the 10 taxable years to which (by
reason of subparagraphs (A) and (B)) such credit may be
carried and then to each of the other 9 taxable years to the extent,
because of the limitations imposed by paragraphs (2) and (3),
such unused credit may not be taken into account under subsec-
tion (a) (1) for a prior taxable year to which such unused credit
may be carried. In the case of an unused credit for an unused
credit year ending before January 1, 1971, which is an investment
credit carryover to a taxable year beginning after December 31,
1970 (determined without regard to this sentence), this para-
graph shall be agplied—

“(C) by substituting ‘10 taxable years’ for ‘7 taxable years’
in subparagraph (B), and by substituting ‘13 taxable years’
for ‘10 taxable years’, and ‘12 taxable years’ for ‘9 taxable
years’ in the preceding sentence, and

“(D) by carrying such an investment credit carryover to a
later taxable year (than the taxable year to which it would,
but for this subparagraph, be carried) to which it may be
carried if, because of the amendments made by section 802
(b) (2) of the Tax Reform Act of 1976, carrying such carry-
over to the taxable year to which it would, but for this
subé)aragraph, be carried would cause a portion of an unused
credit from an unused credit year ending after December 31,
1970 to expire. '

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

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

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

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

(3) Subparagraph (A) of section 46(c) (3) (relating to public
utility property) is amended by striking out “subsection (a) (1)~
(C)” and inserting in lieu thereof “subsection (a) (2) (C)”.

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

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

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

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

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

SEC. 803. EMPLOYEE STOCK OWNERSHIP PLANS; STUDY OF EXPANDED

STOCK OWNERSHIP.

(a) AMeENDMENT OF THE INTERNAL REvEnue CopE oF 1954.—Sec-
tion 46(f) (relating to limitation in case of certain regulated com-
panies) is amended by adding at the end thereof the following new
paragraph:

“(9) SPECIAL RULE FOR ADDITIONAL CREDIT.—If the taxpayer
makes an election under subparagra]gh (B) of subsection (a) (2),
for a taxable year beginning after December 31, 1975, then, not-
withstanding the prior paragraphs of this subsection, no
credit shall be allowed by section 38 in excess of the amount which
would be allowed without regard to the provisions of subpara-
graph (B) of subsection ga) (2) if—

“(A) the taxpayer’s cost of service for ratemaking pur-
poses or in its regulated books of account is reduced by rea-
son of any portion of such credit which results from the
transfer of employer securities or cash to an employee stock
ownership plan which meets the requirements of section

301(d) of the Tax Reduction Act of 1975;

“(B) the base to which the taxpayer’s rate of return for
ratemaking purposes is applied is reduced by reason of any
portion of such credit which results from a transfer described
In subparagraph (A) to such employee stock ownership plan;

or
“(C) any portion of the amount of such credit which
results from a transfer described in subparagraph (A) to
such employee stock ownership plan is treated for ratemaking
purposes in any way other than as though it had been con-
tributed by the taxpayer’s common shareholders.”
(b) Seeciar Rures.—
(1) Paragraph (4) of section 46(f) is amended—
(A) %y striking out ‘“paragraphs (IL and €2)” in sub-
paragraph (A) and inserting in lieu thereof “paragraphs
(1), (2),and (9)”;
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(B) by striking out “paragraph (1) or (2)” each place
it appears in subparagraph (A) and inserting in lieu thereof
“paragraph (1), (2),or g9)”; and

(C) by striking out “paragraph (2),” in subparagraph
(B) (ii) and inserting in lieu thereof “paragraph (2) or the
election described in paragraph (9),”.

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

“(21) A trust forming part of an employee stock ownership
plan which satisfies the requirements of section 301(d) of the Tax
Reduction Act of 1975 shall not fail to be considered a permanent
program merely because employer contributions under the plan
are determined solely by reference to the amount of credit which
would be allowable under section 46(a) if the employer made the
transfer described in subsection (d) (6) or (e) (3) of section 301
of the Tax Reduction Act of 1975.”

(8) Section 1504(a) is amended by striking out “dividends.”
at the end thereof and inserting in lieu thereof “dividends,
employer securities within the meaning of section 301(d) (9) (A)
of the Tax Reduction Act of 1975, or qualifying employer securi-
ties within the meaning of section 4975(e) (8) while such securi-
ties are held under an employee stock ownership plan which meets
the requirements of section 301(d) of such Act or section 4975
(e) (7), respectively.”

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

(c) Praxn ReqQuireMENTS FOR TaxPAYERS ELECTING ADDITIONAL
Crepir.—Section 301(d) of the Tax Reduction Act of 1975 is
amended—

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

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

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

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

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

“(i) totransfer employer securities to the plan having
an aggregate value at the time of the claim of 1 percent
of the amount of the qualified investment (as determined
under section 46 (¢) and (d) of such Code) of the
employer for the taxable year,
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“(ii) except ag provided in clause (iii), to effect the
transfer not later than 30 days after the time (including
extensions) for filing its income tax return for a taxable
year, and .

“(iii) in the case of an employer whose credit (as_
determined under section 46(a) (2) (B) of such Code)
for a taxable year beginning after December 31, 1976,
exceeds the limitations of paragraph (8) of section 46(a)
of such Code— ' ' )

“(I) to effect that portion of the transfer allo-
cable to investment credit carrybacks of such excess
credit at the time required under clause (ii) for the
unused credit year (within the meaning of section
46(b) of such Code), and

“(II) to effect that portion of the transfer
allocable to investment credit carryovers of such
excess credit at the time required under clause (ii)
for the taxable year to which such portion is carried
over.

For purposes of meeting the requirements of this paragraph,
a transfer of cash shall be treated as a transfer of employer
securities if the cash is, under the plan, used to purchase
employer securities.”,

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

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

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

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

“(i1) notwithstanding the provisions of paragraph (12),
the employer may deduct such portion. subject to the limita-
tions of section 404 of such Code (relating to deductions for
contributions to an employees’ trust or plan), or

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

“(C) If the amount of the credit claimed by an employer for a
prior taxable year under section 38 of the Internal Revenue Code
of 1954 is reduced because of a redetermination which becomes
final during the taxable year, and the employer transferred
amounts to a plan which were taken into account for purposes of
this subsection for that prior taxable year, then—
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“(i) the employer may reduce the amount it is required to
transfer to the plan under paragraph (6) of this subsection,
or under paragraph (3) of subsection (e), for the taxable
year or any succeeding taxable year by the portion of the
amount of such reduction in the credit or increase in tax
which is attributable to the contribution to such plan, or

“(il) notwithstanding the provisions of paragraph (12),
the employer may deduct such portion subject to the
limitations of section 404 of such Code.”,

(4) by striking out “in control of the employer (within the
meaning of section 368(c) of the Internal Revenue Code of 1954)”
in paragraph (9) (A) and inserting in lieu thereof “a member of
a controlled group of corporations which includes the employer
((Jwithin the meaning of section 1563 (a) of the Internal Revenue

ode of 1954, determined without regard to section 1563 (a) (4)
and (e) (3) (C) of such Code)”,and

(5) by adding at the end thereof the following new paragraphs:

“(13) (A) As reimbursement for the expense of establishing the

lan, the employer may withhold from amounts due the plan
or the taxable year for which the plan is established, or the plan
may pay, so much of the amounts paid or incurred in connection
with the establishment of the plan as does not exceed the sum
of 10 percent of the first $100,000 that the employer is required
to transfer to the plan for that taxable year under paragraph
%6) (including any amounts transferred under subsection (e)

3)) and 5 percent of any amount in excess of the first $100,000
of such amount.

“(B) As reimbursement for the expense of administering the
plan, the employer may withhold from amounts due the plan, or
the plan may pay, so much of the amounts paid or incurred during
the taxable year as expenses of administering the plan as does not
exceed the smaller of—

“(i) the sum of 10 percent of the first $100,000 and 5 per-
cent of any amount in excess of $100,000 of the income from
dividends paid to the plan with respect to stock of the
employer durinp'i the plan year ending with or within the
employer’s taxable year, or

“(ii) $100,000.

“(14) The return of a contribution made by an employer to an
employee stock ownership plan designed to satisfy the require-
ments of this subsection or subsection (e) (or a provision for
such a return) does not fail to satisfy the requirements of this
subsection, subsection (e), section 401(a) of the Internal Revenue
Code of 1954, or section 403(c) (1) of the Employee Retirement
Income Security Act of 1974 if—

“(A) the contribution is conditioned under the plan upon
determination by the Secretary of the Treasury that such
plan meets the applicable requirements of this subsection,
subsection (e), or section 401 (a) of such Code,

“(B) the application for such a determination is filed with
the Secretary not later than 90 days after the date on which
the credit under section 38 is allowed, and

“(C) the contribution is returned within one year after
the date on which the Secretary issues notice to the employer
that such plan does not satisfy the requirements of this sub-
section. subsection (e), or section 401(a) of such Code.”
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(d) Pran RequiremenTs ¥OrR TaxpaYers ELECTING ADDITIONAL
One-Havrr Percent CrEpiT.—Section 301 of the Tax Reduction Act of
1975 (relating to increase in investment credit) is amended by adding
at the end thereof the following new subsections:

“(e) Pravy Rrqumements rorR Taxpavers Erecring ADDITIONAL
Onz-Havr PErcENT CREDIT.— -

“(1) GexeraL RULE~—For purposes of clause (ii) of section 46
éa) (2) (B) of the Internal Revenue Code of 1954, the amount

etermined under this subsection for a taxable year is an amount
equal to the sum of the matching employee contributions for the
taxable year which meet the requirements of this subsection.

%(2) ELECTION; BASIC PLAN REQUIREMENTS.—No amount shall
be determined under this subsection for the taxable year unless the
corporation elects to have this subsection apply for that year.
A corporation may not elect to have the provisions of this sub-
section apply for a taxable year unless the corporation meets the
requirements of subsection (d) and the requirements of this
subsection.

“(3) ExrrovEr CONTRIBUTION.—On making a claim for credit,
adjustment, or refund under section 38 of the Internal Revenue
Code of 1954, the employer shall state in such claim that the
employer agrees, as a condition of receiving any such credit,
adjustment, or refund attributable to the provisions of section 46

(ags(2) (B) (ii) of such Code, to transfer at the time described in

subsection (d) (6) (B) employer securities (as defined in subsec-
tion (d)(9)(A)) to the plan having an aggregate value at the
time of the transfer of not more than one-half of one percent of
the amount of the qualified investment (as determined under sub-
sections (c) and (d) of section 46 of such Code) of the taxpayer
for the taxable year. For purposes of meeting the requirements
of this paragraph, o transfer of cash shall be treated as a transfer
of employer securities if the cash is, under the plan, used to pur-
chase employer securities.

“(4) UIREMENTS RELATING TO MATCHING EMPLOYEE CONTRI-
BUTIONS.—

“(A) An amount contributed by an employee under a plan
described in subsection (d) for the taxable year may not be
treated as a matching employee contribution for that taxable
year under this subsection unless—

“(i) each employee who participates in the plan
described in subsection (d) is entitled to make such a
contribution, ~

“(ii) the contribution is designated by the employee as
a contribution intended to be used for matching employer
amounts transferred under paragraph (3) to a plan
which meets the re%uirements of this subsection, and

“(iii) the contribution is in the form of an amount
?:id in cash to the employer or plan administrator not

ter than 24 months after the close of the taxable year

in which the portion of the credit allowed by section 38

* of such Code gand determined under clause (ii) of sec-
tion 46(a) (2) (B) of such Code which the contribution

is to match) is allowed, and is invested forthwith in

?ﬁ loyer securities (as defined in subsection (d)(9)

“(B) 21‘113 sum of the amounts of matching employee con-
tributions taken into account for purposes of this sugeection
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for any taxable year may not exceed the value (at the time
of transfer) of the employer securities transferred to the plan
in accordance with the requirements of paragraph (3) for
the year for which the employee contributions are designated
as matching contributions.

“(C) The employer may not make participation in the—
plan a condition of employment and the plan may not require
matching employee contributions as a condition of participa-
tion in the plan. _ ,

“(D) Employee contributions under the plan must meet
the requirements of section 401 (a) (4) of such Code (relating
to contributions).

“(5) A plan must provide for allocation of all employer securi-
ties transferred to it or purchased by it under this subsection to
the account of each participant (who was a participant at any
time during the plan year, whether or not he is a participant at
the close of the plan year) as of the close of the plan year in an
amount equal to his matching employee contributions for the year.
Matching employee contributions and amounts so allocated shall
be deemed to be allocated under subsection (d) (3).

“(f) RecAPTURE.—

“(1) GENERAL RULE.—Amounts transferred to a plan under sub-
section (d)(6) or (e)(3) may be withdrawn from the plan by
the employer if the plan provides that while subject to recapture—

“(A) amounts so transferred with ressect to a taxable year
are segregated from other plan assets, an.

“(B) separate accounts are maintained for participants on
whose behalf amounts so transferred have been allocated for
a taxable year.

“(2) CoOORDINATION WITH OTHER Law.—Notwithstanding any
other law or rule of law, an amount withdrawn by the employer
will neither fail to be considered to be nonforfeitable nor fail to be
for the exclusive benefit of participants or their beneficiaries
merely because of the withdrawal from the plan of—

“(A) amounts described in paragraph (1), or

“(B) employer amounts transferred under subsection (e)
(3) to the plan which are not matched by matching employee
contributions or which are in excess of the limitations of
section 415 of such Code,

nor will the withdrawal of any such amount be considered to
violate the provisions of section 403(c)(1) of the Employee
Retirement Income Security Act of 1974.”

(e) CrERICAL AMENDMENT.— :

(1) The heading of section 301 (d) of the Tax Reduction Act of
1975 is amended by striking out “11-PercEnT” and inserting in
lieu thereof “Apprrionar”.

(2) Section 301(d) of the Tax Reduction Act of 1975 is
amended by—

(A) striking out “A corporation” in paragraph (1) and
inserting in lieu thereof “Except as expressly provided in
subsections (e) and (£), a corporation”,

). Inserting “or subsection (e) (3)” in paragraph (7) (A)
immediately after “(6)?”,

(C) striking out “this subsection” in paragraph (10) and
substituting in lieu thereof “this subsection and subsections
(e) and (£)”, and
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(D) striking out “this subsection” each time it appears in
paragraph gl) and substituting in lieu thereof “this sub-
section or subsection (e) or (f)”.

(f) Livoratrons oN CONTRIBUTIONS.—

(1) SPECIAL LIMITATION FOR EMPLOYEE STOCK OWNERSHIP
PLANS.—Section 415(c) (relating to limitation for defined con-
tribution plans) is amended by adding at the end thereof the fol-
lowing new paragraph: - :

“(6) SPECIAL LIMITATION FOR EMPLOYEE STOCK OWNERSHIP
PLAN.—
“(A) In the case of an employee stock ownership plan (as

defined in subparagraph (B)), under which no more than
one-third of the employer contributions for a year are allo-
cated to the group of employees consisting of officers, share-
holders owning more than 10 percent of the employer’s stock
(determined under subparagraph (B)(iv)), or employees
described in subparagraph (B) gii), the amount described in
paragraph (c) (1) (A) (as adjusted for such year pursuant to
subsection (d) (1)) for a year with respect to any partici-
pant shall be equal to the sum of (i) the amount described
in paragraph (¢) (1) (A) (assoadjusted) determined without
regard to this paragraph and (ii) the lesser of the amount
determined under clause (i) or the amount of employer secu-
rities contributed to the employee stock ownership plan.

“(B) For gurposes of this paragraph—

“(i) the term ‘employee stock ownership plan’ means
a plan which meets the requirements of section 4975(e)
(7) or section 301(d) of the Tax Reduction Act of 1975,

“(i1) the term ‘employer securities’ means, in the case
of an employee stock ownership plan within the meaning
of section 4975(e) (7), qualifying employer securities
within the meaning of section 497 5(e) (8), but only if
they are described in section 301(d) (9) (A) of the Tax
Reduction Act of 1975, or, in the case of an employee
stock ownership plan described in section 301(d)(2)
of the Tax Reduction Act of 1975, employer securities
within the meaning of section 301(d) (9) (A) of such Act,

“(ili) an employee described in this clause is any par-
ticipant whose compensation for a year exceeds an amount
equal to twice the amount described in paragraph (1) (A)
for such year (as adjusted for such year pursuant to sub-
section (d) (1)), determined without regard to subpara-
graph (A) of this paragraph, and

“(iv) an individual shall be considered to own more
than 10 percent of the employer’s stock if, without
regard to stock held under the employee stock ownershi
plan, he owns (after application of section 1563(e)§
more than 10 percent of the total combined voting power
of all classes of stock entitled to vote or more than 10
percent of the total value of shares of all classes of
stock.”.

(2) ConrormiNgG AMENDMENT.—Paragraph (3)(B) of section
415(e) (relating to defined contribution plan fraction) is amended
by inserting “getermined without regard to paragraph (6) of
such subsection)” after “employer”.

(g) Warver or PeNaLTy POR UNDERPAYMENT oF EsTiaMatep Tax.—
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(1) a corporation made underpayments of estimated tax for
a taxable year of the corporation which includes August 1, 1975,
because the corporation intended to elect to have the provisions
of subparagraph (B) of section 46(a) (13 of the Internal Revenue .
Code of 1954 (as it existed before the date of enactment of this
Act) apply for such taxable year, and

(2) the corporation does not elect to have the provisions of such
subparagraph apply for such taxable year because this Act does
not contain the amendments made by section 804 (a) (2) (relating
to flowthrough of investment credit), or the provisions of sub-
section (f) of such section (relating to grace period for certain
plan transfers), of the bill H.R. 10612 (94th Congress, 2d Ses-
sion), as amended by the Senate,

then the provisions of section 6655 of such Code (relating to failure
by corporation to pay estimated income tax) shall not apply to so
much of any such underpayment as the corporation can establish,
to the satisfaction of the Secretary of the Treasury, is progerl attrib-
utable to the inapplicability of such subparagraph (B) for such
taxable year.

(h) I~nTENT OF CongrESs CoxCERNING EMPLOYEE SToOCK OWNERSHIP
Prans.—The Congress, in a se  2s of laws (the Regional Rail Reorga-
nization Act of 1973, the Empl vee Retirement Income Security Act of
1974, the Trade Act of 1974, a1 :1 the Tax Reduction Act of 1975) and
this Act has made clear its inte st in encouraging employee stock own-
ership plans as a bold and innc ntive method of strengthening the free
private enterprise system whic will solve the dual problems of secur-
Ing capital funds for necessar: capital growth and of bringing about
stock ownership by all corpor e employees. The Congress is deeply
concerned that the objectives sought by this series of laws will be made
unattainable by regulations and rulings which treat employee stock
ownership plans as conventional retirement plans, which reduce the
freedom of the employee trusts and employers to take the necessary
steps to implement the plans, and which otherwise block the establish-
ment and success of these plans. Because of the special purposes for
which employee stock ownership plans are established, it is consistent
with the intent of Congress to permit these plans (whether structured
as pension, stock bonus, or profit-sharing plans) to distribute income
on employer securities currently.

(1) Stupy or ExpPanDED SToOCK OWNERSHIP.—

(1) I~ eEnERAL.—Section 3022(a) of the Employee Retirement
Income Security Act of 1974 (relating to duties of Joint Pension
Task Force) is amended— '

(6§A) ({)y redesignating paragraphs (4) and (5) as (5) and
, a0

(B) by inserting ¢ "ter paragraph (3) the following new
paragra,ih:

“(4) the broadening of stock ownership, particularly with
regard to employee stock ownership plans (as defined in sec-
tion 4975(e) ?7 ) of the Internal Revenue Code of 1954 and
section 407(d) (6) of this Act) and all other alternative meth-
ods for broadening stock ownership to the American labor
force and others;”.

(2) CHANGE OF TITLE.—

(A) Subtitle B of title ITI of such Act is amended—

(i) by striking out “Pension” in the caption of such
subtitle and inserting in lieu thereof “Pension, Profit-
sharing, and Employee Stock Ownership Plan”,



H. R. 10612—72

(i1) by striking out “PENSION” in the caption of
art 1 of such subtitle and inserting in lieu thereof the
ollowing: “PENSION, PROFIT-SHARING, AND

EMPLOYEE STOCK OWNERSHIP PLAN”,and

(iii) by striking out “Joint Pension” each place it
appears in sections 3021 and 3022 and inserting in lieu .
tllx)ereof the following: “Joint Pension, Profit-sharing,
and Employee Stock Ownership Plan”.

(B) The table of contents of such Act is amended—

(1) by striking out “PENSION” in the item relating to
title III and inserting in lieu thereof the following:
“PENSION, PROFIT-SHARING, AND EMPLOYEE STOCK
OWNERSHIP PLAN”,

(i1) by striking out “PENSION” in the item relating to
subtitle B of title III and inserting in lieu thereof the
following : “PENSION, PROFIT-SHARING, AND EMPLOYEE
STOCK OWNERSHIP PLAN” and

(iii) by striking out “PENSION” in the item relating to
part 1 of subtitle B of title III and inserting in lieu
thereof “PENSION, PROFIT-SHARING, AND EMPLOYEE

. STOCK OWNERSHIP PLAN”,

(j) ErreEcTIVE DATES.—

(1) Ge~nEraL rULE.—Except as provided in paragraph (2),
the amendments made by this section shall apply for taxable years
beginning after December 31, 1974.

(2) ExcepTIONS.—

(A) Section 301(e) of the Tax Reduction Act of 1975, as
added by subsection (d), shall apply for taxable years
beginning after December 81, 1976.

(B) The amendments made by subsections (a) and (b) (1)
shg,ll apply for taxable years beginning after December 31,
1975.

(C) The amendments made by subsections (b)(4) and
(f) shall apply for years beginning after December 31, 1975.

SEC. 804, INVESTMENT CREDIT IN THE CASE OF MOVIE AND TELEVI-
SION FILMS.

(a) Seecrar, Rures ror Movie axp TerevisioNn Frrums.—Section 48
(relating to definitions and special rules for purposes of the invest-
ment credit) is amended by redesignating subsection (k) as subsection
(1) and by inserting after subsection (j) the following new subsection :

“(k) Movie axp TeLevisION Frrvs.—

“(1) ENTITLEMENT TO CREDIT.— :

“(A) IN eENERAL.—A credit shall be allowable under sec-
tion 38 to a taxpayer with respect to any motion picture film
or video tape—

“(1) only if such film or tape is new section 38 property
(determined without regard to useful life) which is a
qualified film, and

“(ii) only to the extent that the taxpayer has an owner-
ship interest in such film or tape.

“(B) QuaLrFEp FILM DEFINED.—For purposes of this sub-
section, the term ‘qualified film’ means any motion picture film
or video tape created i)rimarily for use as public entertain-
ment or for educational purposes. Such term does not include
any film or tape the market for which is primarily topical or
is otherwise essentially transitory in nature.
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“(C) OwxErsare iNTEREST.—For purposes of this subsec-
tion, a person’s ‘ownership interest’ 1n a qualified film shall
be determined on the basis of his proportionate share of any
loss which may be incurred with respect to the production-
costs of such film.

“(2) APPLICABLE PERCENTAGE TO BE 66%.—Except as provided
in paragraph (3), the applicable percentage under section 46(c)
(2) for any qualified film shall be 6624 percent.

%(3) ELECTION OF 90-PERCENT RULE.—

“(A) In geNERAL—IS the taxpayer makes an election under
this paragraph, the applicable percentage under section 46
(c¢) (2) shall be determined as if the useful life of the film
would have expired at the close of the first taxable year by the
close of which the aggregate amount allowable as a deduction
under section 167 would equal or exceed 90 percent of the basis
of the film.

“(B) MaxiNG oF ELECTION.—An election under this para-

%x‘aph shall be made at such time and in such manner as the
ecretary may by regulations prescribe. Such an election shall
apply for the taxable year for which it is made and for all sub-
sequent taxable years and may be revoked only with the con-
sent of the Secretary.

“(C) Wao may eLect.—If for any prior taxable year para-
graph (2) of this subsection applied to the taxpayer or any
related business entity, or if for the taxable year paragraph
(2) applies to any related business entity, an election under
this paragraph may be made by the taxpayer only with the
consent of the Secretary.

“(D) RELATED BUSINESS ENTITY.—TWo or more corpora-
tions, partnerships, trusts, estates, proprietorships, or other
entities shall be treated as related business entities if 50 per-
cent or more of the beneficial interest in each of such entities
is owned by the same or related persons (taking into account
only persons who own at least 10 percent of such beneficial
interest). For purposes of this subparagraph, a person is a
related person to another person if—

“(1) such persons are component members of a con-
trolled group of corporations (within the meaning of
section 1563(a), except that section 1563(b) (2) shall
not apply and exce}‘)t that ‘more than 50 percent’ shall
be substituted for ‘at least 80 percent’ each place it
appears in section 1563 (a) ), or

(ii) the relationship between such persons would
result in a disallowance of losses under section 267 or 707
(b), except that for these purposes a family of an indi-
vidual includes only his spouse and minor children,
For purposes of this subparagraph, the term ‘beneficial
interest’ means voting stock in the case of a corporation,
profits interest or capital interest in the case of a partnership,
or beneficial interest in the case of a trust or estate,

“(4) PREDOMINANT USE TEST; QUALIFIED INVESTMENT.—In the
case of any qualified ilm—

“(A) section 48(a) (2) shall not apply, and

“(B) in determining qualified investment under section
46(c) (1), there shall be issued (in lieu of the basis of the
property) an amount equal to the qualified United States
production costs (as defined in paragraph (5)).
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“(5) QUALIFIED UNITED STATES PRODUCTION COSTS.~—

“(A) In eENERaL.—For purposes of this subsection, the
term ‘qualified United States production costs’ means with
respect to any film— _

“(i) direct production costs allocable to the United
States, plus

“(i1) if 80 percent or more of the direct production
costs are allocable to the United States, all other pro-
duction costs other than direct production costs allocable
outside the United States.

“(B) PropuctioN costs.—For purposes of this subsection,
the term ‘production costs’ includes—

“(1) a reasonable allocation of general overhead costs,

“(i1) compensation (other than participations
described in clause (vi)) for services performed by
actors, production personnel, directors, and producers,

“(ii1) costs of ‘first’ distribution of prints,

“(iv) the cost of the screen rights and other material
being filmed,

“(v) ‘residuals’ payable under contracts with labor
organizations, and

*(vi) participations payable as compensation to actors,
production personnel, directors, and producers.

Partlc(iipations in all qualified films placed in service by a tax-
payer during a taxable year shall be taken into account under
clause (vi) only to the extent of the lesser of 25 percent of
each such participation or 1214 percent of the aggregate quali-
fied United States production costs (other than costs
described in clauses (v) and (vi) of this subparagraph) for
such films, but taking into account for both the 25 percent
limit and 121 percent limit no more than $1,000,000 in par-
ticipations for any one individual with respect to any one
film. For purposes of this subparagraph (otﬁer than clauses
(v) and (vi) and the preceding sentence), costs shall be
taken into account only 1if they are capitalized.

“(C) Dimecr proDUCTION c0STS.—FoOr purposes of this
paragraph, the term ‘direct production costs’ does not include
items referred to in clause (1), (iv), (v), or (vi) of subpara-
graph (B). The term also does not include advertising and
promotional costs and such other. costs as may be provided
in regulations prescribed by the Secretary.

“(D) ALLOCATION OF DIRECT PRODUCTION cosTs.—For pur-
poses of this paragraph—

“(i) Compensation for services performed shall be
allocated to the country in which the services are per-
formed, except that payments to United States persons
for services performed outside the United States shall be
allocated to the United States. For purposes of the pre-
ceding sentence, anments to an electing small business
corporation (within the meaning of section 1371) or a

artnership shall be considered payments to a United

tates person only to the extent that such payments are
included in the gross income of a United States per-
son other than an electing small business corporation or
partnership.
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“(i1) Amounts for equipment and supplies shall be
allocated to the country in which, with respect to the pro-
duction of the film, the predominant use occurs.

“(iii) All other items shall be allocated under regula-
tions prescribed by the Secretary which are consistent
with the allocation principle set forth in clause (ii). .

“(6) Untrep sTaTES.—For purposes of this subsection, the term
‘United States’ includes the possessions of the United States.”

(b) OverestrvaTioN oF UserrL Lire anp Disposrrions WEHERE 90
PercENT RuLe AppLIES.—Section 47(a) (relating to certain disposi-
tions, etc., of section 38 property) is amended by adding after para-
graph (6) the following new paragraph:

“(7) MoTION PICTURE FILMS AND VIDEO TAPES.—

“(A) DiSPoSITION WHERE DEPRECIATION EXCEEDS 90 PER-
CENT OF BASIS OR CoST.—A qualified film (within the meaning
of section 48(k) (1) (B)) which has an applicable percentage
determined under section 48(k) (3) shall cease to be section
38 property with respect to the taxpayer at the close of the
first day on which the aggregate amount allowable as a deduc-
tion under section 167 equals or exceeds 90 percent of the
basis or cost of such film (adjusted for any partial
dispositions).

“(B) OrtHER p1sPosITIONS.—In the case of a disposition of
the exclusive right to display a qualified film which has an
applicable percentage determined under section 48(k) (3) in
one or more mediums of publication or exhibition in one
or more specifically defined geographical areas over the
remaining initial period of commercial exploitation of the
film or tape in such geographical areas, the taxpayer shall be
considered to have disposed of all or part of such film or
tape and shall recompute the credit earned on all of his
basis or cost or on that part of the basis or cost properly
allocable to that part of the film or tape disposed of. In the
case of an affiliated group of corporations, a transfer within
the affiliated group shall not be treated as a disposition until
there is a transfer outside the group. For purposes of the
preceding sentence, the term ‘affiliated group’ has the mean-
Ing given to such term by section 1504 (determined as if sec-
tion 1504(b) did not include paragraph (3) thereof). For
purposes of this paragraph, section 1504 (a) shall be applied
by substituting ‘50 percent’ for ‘80 percent’ each place it
appears.”. .

(¢) ArtErvaTive MrtHODS OF Comruring CREDIT FOR Past
Prriobs.— ’

(1) GENERAL RULE FOR DETERMINING USEFUL LIFE, PREDOMI-
NANT FOREIGN USE, ETC.—In the case of a qualified film (within
the meaning of section 48(k) (1) (B) of the Internal Revenue
Code of 1954) placed in service in a taxable year beginning before
January 1, 1975, with respect to which neither an election
under paragraph (2) of this subsection nor an election under
subsection (e) (2) applies—

(A) the applicable percentage under section 46(c) (2) of
such Code shall be determined as if the useful life of the film
would have expired at the close of the first taxable year by
the close of which the aggregate amount allowable as a
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deduction under section 167 of such Code would equal or
exceed 90 percent of the basis of such property (adjusted for
any partial dispositions),

(B) for purposes of section 46(c) (1) of such Code, the
basis of the property shall be determined by taking into
account the total production costs (within the meaning of
section 48(k) (5) (B) of such Code),

(C) for purposes of section 48(a)(2) of such Code, such
film shall be considered to be used predominantly outside the
United States in the first taxable year for which 50 percent
or more of the gross revenues received or accrued during the
taxable year from showing the film were received or acerued
from showing the film outside the United States, and

(D) Section 47(a) (7) of such Code shall apply.

(2) ELECTION OF 40-PERCENT METHOD.—

(A) I~ gENERAL.—A taxpayer may elect to have this para-
graph apply to all qualified films placed in service during
taxable years beginning before January 1, 1975 (other than
films to which an election under subsection (e)(2) of this
section applies).

(B) Errecr or ELECTION.—If the taxpayer makes an elec-
tion under this paragraph, then section 45 (k) of the Internal
Revenue Code of 1954 shall apply to all qualified films
described in subparagraph (A) with the following modifica-
tions:

(1) subparagraph (B) of paragraph (4) shall not
apply, but in determining qualified investment under sec-
tion 46(c) (1) of such Code, there shall be used (in lieu
of the basis of such property) an amount equal to 40
percent of the aggregate production costs (within the
meaning of para.grapTl (5) (B) of such section 48(k)),

(ii) paragraph (2) shall be applied by substituting
“100 percent™ for “6624 percent”, and

(ii1) para%raph (3) and para.fgra.ph (5) (other than
subparagraph (B)) shall not app y

C) RULES RELATING TO ELECTIONS.—An election under
this paragraph shall be made not later than the day which
is 6 months after the date of the enactment of this Act and
shall be made in such manner as the Secretary of the Treas-
ury or his delegate shall b regulations prescribe. Such an
election may be revoked only with the consent of the Secre-
tary of the Treasury or his delegate.

D) THE TAXPAYER MUST CONSENT TO JOIN IN CERTAIN
PROCEEDINGS.—No election may be made under this paragraph
or subsection (e)(2) by any taxpayer unless he consents,
under regulations prescribed by the Secretary of the Treas-
ury or his delegate, to treat the determination of the invest-
ment credit allowable on each film subject to an election as a
separate cause of action, and to join in any judicial proceeding
for determining the person entitled to, and the amount of, the
credit allowable under section 38 of the Internal Revenue
Code of 1954 with respect to any film covered by such election.

(3) ELECTION TO HAVE CREDIT DETERMINED IN ACCORDANGE WITEH
PREVIOUS LITIGATION.—

(A) In GENERAL—A taxpayer described in subparagraph
(B) may elect to have this paragraph apply to all films
(whether or not qualified) placed in service in taxable years
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beginning before January 1, 1975, and with respect to which
an election under subsection (e) (2) is not made.

&B) WHo MAY ELECT.—A taxpayer may make an election
under this paragraph if he has filed an action in any court
of competent jurisdiction, before January 1, 1976, for a—
determination of such taxpayer’s rights to the allowance of
a credit against tax under section 38 of the Internal Revenue
Code of 1954 for any taxable ﬁyefa_mr beginning before Janu-
ary 1,1975, with respect to any film.

(C) Errecr or eLEcTION.—If the taxpayer makes an elec-
tion under this paraﬁraph—

(i) paragraphs (1) and (2) of this subsection, and
subsection (d) shall not apply to any film placed in
service by the taxpayer, and
(11) subsection 48(k) of the Internal Revenue Code
of 1954 shall not apply to any film placed in service by
the taxpayer in any taxable year beginning before Jan-
uary 1, 1975, and with respect to which an election under
subsection (e) (2) is not made,
and the right of the taxpayer to the allowance of a credit
against tax under section 38 of such Code with respect to
any film placed in service in any taxable year beginning before
January 1, 1975, and as to which an election under subsection
e) (2) is not made, shall be determined as though this section
other than this paragraph) has not been enacted.

D) RULES RELATING To ELECTIONS.—An election under
this paragraph shall be made not later than the day which
is 90 days after the date of the enactment of this Act, by fil-
ing a notification of such election with the national office of
the Internal Revenue Service. Such an election, once made,
shall be irrevocable.

(d) ExTrrLeMeENT TO CrEDIT—Paragraph (1) of section 48(k)
of the Internal Revenue Code of 1954 (relating to entitlement to
credit) shall apply to any motion picture film or video tape placed in
service in any taxable year beginning before January 1, 1975.

(e) EFrFectivE DATES.—

(1) Ix ceNErarL.—The amendments made by subsections (a)
and (b) shall apply to taxable years beginning after Decem-
ber 31, 1974.

(2) ELECTION MAY ALSO APPLY TO PROPERTY DESCRIBED IN SEC-
TION 50(a).—At the election of the taxpayer, made within 1 year
after the date of the enactment of this Act in such manner as the
Secretary of the Treasury or his delegate may by regulations pre-
scribe, the amendments made by subsections (a) and (b) shall
also apply to property which 1s property described in section
50(a) of the Internal Revenue Code of 1954 and which is placed
in service in taxable years beginning before January 1, 1975.

SEC. 805. INVESTMENT CREDIT IN THE CASE OF CERTAIN SHIPS.

(a) In GeNeraL.—Section 46 (relating to amount of credit) is
amended b% adding at the end thereof the following new subsection :

“(g) 50 PercENT CREDIT IN THE CaSE OF CERTAIN VESSELS.—

“(1) In genERaL.—In the case of a qualified withdrawal out of
the untaxed portion of a capital gain account or out of an
ordinary income account in a capital construction fund estab-
lished under section 607 of the Merchant Marine Act, 1936
(46 U.S.C. 1177), for—
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“(A) the acquisition, construction, or reconstruction of a
qualified vessel, or
“(B) the acquisition, construction, or reconstruction of
barges or containers which are part of the complement of a
qua%iﬁed vessel and to which subsection (f) (1)(B) of such
section 607 applies,
for purposes of section 38 there shall be deemed to have been made
at the time of such withdrawal) a qualified investment (within
the meaning of subsection (c)) or qualified }})lrogress expenditures
(within the meaning of subsection (d)), whichever is appropri-
ate, with respect to property which is section 38 property.

“(2) AuounT or creprT.—For purposes of paragraph (1), the
amount of the qualified investment shall be 50 percent of the
applicable percentage of the qualified withdrawal referred to in
paragraph (1), or the amount of the qualified progress expendi-
tures shall be 50 percent of such withdrawal, as the case may be.
For purposes of getermining the amount of the credit allowable
b¥ reason of this subsection for any taxable year, the limitation
of subsection (a)(3) shall be determined without regard to sub-
section (d) (1) (A) of such section 607.

*(8) CoORDINATION WITH SECTION 38.—The amount of the credit
allowable by reason of this subsection with respect to any prop-
erty shall be the minimum amount allowable under section 38
with respect to such property. If, without regard to this subsec-
tion, a greater amount is allowable under section 38 with respect
to such property, then such greater amount shall apply and this
subsection sgall not apply.

# A_L)d COORDINATION WITH SECTION 47.—Section 47 shall be
applied—

PP :;(A) to any property to which this subsection applies,
an
“(B) to the payment (out of the untaxed portion of a
capital gain account or out of the ordinary income account
of a capital construction fund established under section 607
of the Merchant Marine Act, 1936) of the principal of an
indebtedness incurred in connection with property wit
respect to which a credit was allowed under section 38.
For ﬁur%oses of section 47, any payment described in subpara-
graph (B) of the preceding sentence shall be treated as a dis-
position occurring less than 3 years after the property was placed
In service; but, in the case of a credit allowable without regard
to this subsection, the aggregate amount which may be recaptured
bydreason of this sentence shall not exceed 50 percent of such
credit.

“(5) Derintrions.—Any term used in section 607 of the Mer-
chant Marine Act, 1970, sgall have the same meaning when used
in this subsection.

“(6) No iNFERENCE.—Nothing in this subsection shall be con-
strued to infer that any property described in this subsection is or
is not section 38 property, and any determination of such issue
shall be made as i? this subsection had not been enacted.”

(b) ErrecTive DaTes.— ‘

(1) I~ eeNERAL—Except as provided in subparagraph (B), the
amendment made by subsection (a) shall apply to taxable years
beginning after December 31, 1975, in the case of property placed
in service after such date.
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(2) SectioN 16(g) (4).—Section 46(g)(4) of the Internal
Revenue Code of 1954 (as added by subsection (a)) shall apply
to taxable years beginning after December 31, 1975.

SEC. 806. ADDITIONAL NET OPERATING LOSS CARRYOVER YEARS;
LIMITATIONS ON NET OPERATING LOSS CARRYOVERS.

(a) In GexeraL.—Section 172(b) (1) (B), as amended by section
1606 (b) of this Act, is amended by adding at the end thereof the fol-
lowing new sentence : “Except as provided in subparagraphs (C), (D),
(E), and (F), a net operating loss for any taxable year ending after
December 31, 1975, shall be a net operating loss carryover to each of
the 7 taxable years following the taxable year of such loss.”

(b) RecULATED TRANSPORTATION CORPORATIONS.—

(1) In eENERaL.—Section 172(b) (1) (C) is amended by add-
ing at the end thereof the following new sentence: “For any
taxable year ending after December 31, 1975, the preceding sen-
tence shall be applied by substituting ‘9 taxable years’ for ‘7 taxa-
ble years’.”

(2) CoxroryaNG aMENDMENT.—Paragraph (3) of section 172
(g), as amended by section 1901 (a) (29) of this Act, is amended—

(A) by striking “and” at the end of subparagraph (A);

(B) by striking the period at the end of subparagraph (B)
and inserting in lieu thereof “; and” ; and

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

“(C) in the case of a net operating loss carryover from a loss
year ending after December 31, 1973, subparagraphs (A)
and (B) shall be applied by substituting ‘8th taxable year’
for t}}t:,,‘ﬁth taxable year’ and ‘Oth taxable year’ for ‘7th taxable
year.

(¢) Erection To Forego CarryBack Prrron.—Section 172 (b) (3),
as amended by section 1901 (a) (29) of this Act, is amended by adding
at the end thereof the following new subparagraph:

“(E) Any taxpayer entitled to a carryback period under
paragraph (1) may elect to relinquish the entire carryback
period with respect to a net operating loss for any taxable
year ending after December 31, 1975. Such election shall be
made in such manner as may be prescribed by the Secretary,
and shall be made by the due date (including extensions of
time) for filing the taxpayer’s return for the taxable year of
the net operating loss for which the election is to be in effect.
Such election, once made for any taxable year, shall be
irrevocable for that taxable year.”

(d) Insurance CoMPANTES.—

(1) LIFE INSURANCE COMPANIES.—

(A) I~ ceneraL.—Paragraph (1) of section 812(b) is
amended by adding at the end thereof the following new
sentence:

“In the case of an operations loss for any taxable year ending after
December 31, 1975, this paragraph shall be applied by substituting
“T taxable years’ for ‘5 taxable years’.”

(B) ELECTION TO FOREGO CARRYBACK PERIODS.—Section
812(b) is amended by adding at the end thereof the following
new paragraph:

(3) ELECTION FOR OPERATIONS LOSS CARRYBACKS.—In the case of
a loss from operations for any taxable year ending after Decem-
ber 31, 1975, the taxpayer may elect to relinquish the entire carry-
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back period for such loss. Such election shall be made by the due
date (including extensions of time) for filing the return for the
taxable year of the loss from operations for which the election
is to be in effect, and once made for any taxable year, such elec-
tion shall be irrevocable for that taxable year.”

(2) MUTUAL INSURANCE COMPANIES, —

(A) IN geNERaL.—Section 825(d) is amended to read as

follows:
“(d) Years To Wuice CARRIED.—

“(1) I~ GENERAL.—The unused loss for any taxable year
shall be—

“(A) an unused loss carryback to each of the 3 taxable
years preceding the loss year, and
“(B) an unused loss carryover to each of the 5 taxable
years following the loss year.
In the case of an unused loss for a taxable year ending after
December 31, 1975, such unused loss shall be an unused loss carry-
over to each of the 7 taxable years following the loss year.

%(2) ELECTION FOR UNUSED LOSS CARRYBACKS.—In the case of an
unused loss for any taxable year ending after December 31, 1975,
the taxpayer may elect to relinquish the entire carryback period
for such loss. Such election shall be made by the due date (includ-
ing extensions of time) for fili: ; the return for the taxable year
of the unused loss for which the :lection is to be in effect, and once
made for any taxable year, suc: election shall be irrevocable for
that taxable year.”

(e) AMENDMENT OF SECTION 382 -Section 382 (relating to special
limfitiaitions on net operating loss car1 overs) is hereby amended to read
as follows:

“SEC. 382. SPECIAL LIMITATIONS C NET OPERATING LOSS CARRY-
OVER.
“(a) CERTAIN ACQUISITIONS ¢ STOCK OF A CORPORATION.—
“(1) In gENERAL—If—
“(A) on the last day of a taxable year of a corporation,
“(B) any one or more of the persons described in para-
graph (4)(B) own, directly or indirectly, a percentage of
the total fair market value of the participating stock or of
all the stock of the corporation which exceeds by more than
60 percentage points the percentage of such stock owned by
such person or persons at—
“(i) the beginning of such taxable year, or
“(i1) the beginning of the first or second preceding
taxable year, and ,
“(C) such increase in percentage points is attributable to—

“(i) a purchase by such person or persons of such stock,
or of the stock of another corporation owning stock in
such corporation, or c¢. an interest in a partnership or
trust owning stock in such corporation,

“(ii) an acquisition (by contribution, merger, or con-
solidation) of an interest in a partnership owning stock
in such corporation, or an acquisition (by contrigution,
merger, or consolidation) by a partnership of such
stock,

“(i1i) an exchange to which section 351 (relating to
transfer to corporation controlled by transferor) appTies,
or an acquisition by a corporation of such stock in an
exchange in which section 351 applies to the transferor,
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“ §iv) a contribution to the capital of such corporation,
“(v) a decrease in the amount of such stock outstand-
ing or in the amount of stock outstanding of another cor-
oration owning stock in such corporation (except a
ecrease resulting from a redemption to pay death taxes_
to which section 303 applies), )
“(vi) a liquidation of the interest of a partner in a
partnership owning stock in such corporation, or
“(vii) any combination of the transactions described
in clauses (i) through (vi),
then the net operating loss carryover, if any, from such taxable
year and the net operating loss carryovers, if any, from prior
taxable years to such taxable year and subsequent taxable years
of such corporation shall be reduced by the percentage determined
under paragraph (2),

%(2) REDUCTION OF NET OPERATING LOSS CARRYOVER.—The reduc-
tion applicable under paragraph (1) shall be the sum of the per-
centages determined by multip. ym%—

“(A) by three and one-half the increase in percentage
points (including fractions thereof) in excess of 60 and up
to and including 80, and

“(B) by one and one-half the increase in percentage points
(including fractions thereof) in excess of 80.

The reduction under this paragraph shall be determined by ref-
erence to the increase in percentage points of the total fair market
value of the participating stock or of all the stock, whichever
increase is greater.

“(3) MINIMUM OWNERSHIP RULE.—Notwithstanding the pro-
visions of paragraph (1), a net operating loss carryover from
a taxable year shall not be reduced under this subsection if, at all
times during the last half of such taxable year, any of the persons
described in paragraph (4) (B) (determined on the last day of
the taxable year referred to in paragraph (1) (A)) owned at least
40 percent of the total fair market value of the participating
stock and of all the stock of the corporation. For purposes of the

receding sentence, persons owning stock of a corporation on the
ast day of its first taxable year shall be considered to have owned
such stock at all times during the last half of such first taxable
ear.

“(4) OperaTING RULES.—For purposes of this subsection—

“(A) DerFINTTION OF PURCHASE.~—The term ‘purchase’
means an acquisition of stock the basis of which is determined
by reference to its cost to the holder thereof.

“(B) DESCRIPTION OF PERSON OR PERSONS.—The person or
persons referred to in paragraph (1) (B) shall be the 15 per-
sons (or such lesser number as there are persons owning the
stock on the last day of the taxable year) who own the greatest
percentage of the total fair market value of all the stock
on the last day of that year, except that if any other person
owns the same fercenta.ge of such stock at such time as is
owned by one of the 15 persons, that other person shall also
be included. If any of the persons are so related that the
stock owned by one is attributed to the other under the rules
specified in subparagraph (Cg, such persons shall be con-
sidered as.only one person solely for the purpose of selecting
the 15 persons (more or less) who own the greatest percentage
of the total fair market value of all the stock.
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“(C) ConsTrUCTIVE OWNERSHIP.—Section 318 (relating to
constructive ownership of stock) shall apply in determining
the ownership of stock, except that section 318(a) (2)(C)
and 318(a) (3) (C) shall be applied without regard to the
50 percent limitation contained therein.

“(D) SHoRT TaxaBLE YEARS.—If one of the taxable years of
the corporation referred to in paragraph (1) (B) is’a short
taxable year, then such paragraph and paragraph (6) shall
be applied by substituting ‘first, second, or third’ for ‘first or
second’ each time such phrase occurs.

“(5) Exceprions.—This subsection shall not apply to a pur-
chase or other acquisition of stock (or of an interest in a partner-
ship or trust owning stock in the corporation)—

“(A) from a person whose ownership of stock would be
attributed to the holder by application of paragraph (4) (C)
to the extent that such stock would be so attributed ;

“(B) if (and to the extent) the basis thereof is determined
under section 1014 or 1023 (relating to property acquired
from a decedent), or section 1015(a) or (b) (relating to
property acquired by gift or transfers in trust) ;

“(C)_ by a security holder or creditor in exchange for the
relinquishment or extinguishment in whole or part of a claim
against the corporation, unless the claim was acquired for

the purpose of acquiring such stock;

“ {) D) by one or more persons who were full-time employees
of the corporation at all times during the period of 36 months
ending on the last day of the taxable year of the corporation
(or at all times during the period of the corporation’s exist-
ence, if shorter) ;

“(E) by a trust described in section 401 (a) which is exempt
from tax under section 501(a) and which benefits exclusive y
the employees (or their beneficiaries) of the corporation,
including a member of a controlled group of corporations
(within the meaning of section 1563(a) determined without
regard to section 1563 (a) (4) and (e) (3) (C) ) which includes
such corporation;

“(F) by an employee stock ownership plan meeting the
reo%uiremenfts of section 301(d) of the Tax Reduction Act of
1975; or
( “(G) in a recapitalization described in section 368(a) (1)

E). _

“(6) SUCCESSIVE APPLICATIONS OF SUBSECTION.—If—

“(A) a net operating loss carryover is reduced under this
subsection at the end of a taxable year of a corporation, and

“(B) any person described in paragraph (4) B) who
owns stock of the corporation on the last day of such taxable
year does not own, on the last day of the first or second suc-
ceeding taxable year of the corporation, greater percentage
of the total fair market value of the participating stock or of
all the stock of the corporation than such person owned on
the last day of such taxable year,

then, for purposes of applying this subsection as of the end of the
first or second succeeding taxable year (as the case may be), stock
owned by such person at the end of such succeeding taxable year
shall be considered owned by such person at the beginning of
the first or second preceding taxable year. Other rules relating
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to the manner and extent of successive applications of this section

in the case of increases in ownership and transfers of stock by

the persons described in paragraph (4)(B) shall be prescribed

by regulations issued by the Secretary. =
“(b) REORGANIZATIONS.—

“(1) I~ cenerarL.—If one corporation acquires the stock or
assets of another corporation in a reorganization described in sec-
tion 368(a) (1) (A), (B), (C), (D) (but only if the requirements
of section 354(b) (1) are met), or (¥'),and if—

“(A) the acquiring or acquired corporation has a net oper-
ating loss for the taxable year which includes the date of the
acquisition, or a net operating loss carryover from a prior
taxable year to such taxable year, and

“(B) the shareholders (immediately before the reorgani-
zation) of such corporation (the ‘loss corporation’), as the
result of owning stock of the loss corporation, own (immedi-
ately after the reorganization) less than 40 percent of the
total fair market value of the participating stock or of all the
stock of the acquiring corporation,

then the net operating loss carryover (if any) of the loss corpora-
tion from the taxable year which includes the date of the acquisi-
tion, and the net operating loss carryovers &ixf any) of the loss
corporation from prior taxable years to such taxable year and
subsequent taxable years, shall be reduced by the percentage
determined under paragraph (2).

“(2) REDUCTION OF NET OPERATING LOSS CARRYOVER.—

“(A) OWNERSHIP OF 20 PERCENT OR MORE.—If such share-
holders own less than 40 percent, but not less than 20 percent,
of the total fair market value of the participating stock or of
all the stock of the acquiring corporation, the reduction
applicable under paragraph (1) shall be the percentage equal
to the number of percentage points (including fractions
ﬂhﬁeof) less than 40 percent, multiplied by three and one-

alf.

“(B) OWNERSHIP OF LESS THAN 20 PERCENT.—If such
shareholders own less than 20 percent of the total fair
market value of the participating stock or of all the stock of
the acquiring corporation, the reduction applicable under
paragraph (1) shall be the sum of—

“fi) the percentage that would be determined under
subparagra.][;h (A) if the shareholders owned 20 percent
of such stock, plus '

“(1i) the percentage equal to the number of percentage
points (including fractions thereof) of such stock less
than 20 percent, multiplied by one and one-half.

The reduction under this paragraph shall be determined by ref-
erence to the lesser of the percentage of the total fair market value
of the participating stock or of all the stock of the acquiring cor-
poration owned by such shareholders.

“(3) LossEs OF CONTROLLED CORPORATIONS.—For purposes of
this subsection—

“(A) Howping compaNies.—If, immediately before the
reorganization, the acquiring or acquired corporation controls
a corporation which has a net operating loss for the taxable
year which includes the date of the acquisition, or a net oper-
ating loss carryover from a prior taxable year to such taxa-
ble year, the acquiring or acquired corporation, as the case
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may be, shall be treated as the loss corporation (whether or
not such corporation is a loss corporation). The reduction, if
any, so determined under paragraph (2) shall be applied to
the losses of such controlleg corporation.

“(B) TRIANGULAR REORGANIZATIONS.—EXcept as otherwise
provided in paragraph (5), if the shareholders of the loss-
corporation (immediately before the reorganization) own, as
a result of the reorganization, stock in a corporation con-
trolling the acquiring corporation, such shareholders shall be
treated as owning (1mmediately after the reorganization) a
percentage of the total fair market value of the participatin
stock and of all the stock of the acquiring corporation owneg
by the controlling corporation equal to the percentage of the
total fair market value of the participating stock and of all
the stock, respectively, of the controlling corporation owned
by such shareholders.

( “(4) Speciar rurLEs.—For purposes of applying paragraph
1)(B)—

“(A) CERTAIN RELATED TRANSACTIONS.—If, immediately
before the reorganization—

“(i) one or more shareholders of the loss corporation
own stock of such corporation which such shareholder
acquired during the 36-month period ending on the date
of the acquisition in a transaction described In paragraph
(1) or in subsection (a) (1) (C) (unless excepted by sub-
section (a) (5)), and

“(i1) such shareholders own more than 50 percent of
the total fair market value of the stock of another cor-
poration a party to the reorganization, or any such share-
holder is a corporation controlled by another corporation
a party to the reorganization,

then such shareholders shall not be treated as shareholders
of the loss corporation with respect to such stock.

“(B) CERTAIN PRIOR OWNERSHIP OF LOSS CORPORATION.—If,
immediately before the reorganization, the acquiring or
acquired corporation owns stock of the loss corporation, then
garagraph (1) (B) shall be applied by treating the share-

olders of the loss corporation as owning an additional
amount of the total fair market value of the participating
stock and of all the stock of the acquiring corporation, as a
result of owning stock in the loss corporation, equal to the total
fair market value of the participating stock and of all the
stock, respectively, of the loss corporation owned (immedi-
ately before the reor%anization) by the acquiring or acquired
corporation. This subparagraph shall not apply to stock of
the loss corporation owned by the acquiring or acquired cor-
poration if such stock was acquired by such corporation within
the 36-month period ending on the date of the reorganization
in a transaction described in subsection (a) (1) (C) (unless
excepted by subsection Sa) 85)) ; or to a reorganization
described in section 368(a) (1) (B) or (C) to the extent the
acquired corporation does not distribute the stock received
by it to its own shareholders.

“(C) CerraiN assET acquisiTioNs.—If a loss corporation
receives stock of the acquiring corporation in a reorganization
described in section 368(a) (1) (C) and does not distribute
such stock to its shareholders, paragraph (1) (B) shall be
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applied by treating the shareholders of the loss corporation

as owning (immediately after the reorganization) such undis-

tributed stock in proportion to the fair market value of the

stock which such shareholders own in the loss corporation.

“(5) CERTAIN STOCK-FOR-STOCE REORGANIZATICNS.—In the case

of a reorganization described in section 368(a) (1) (B) in which
the acciuired corporation is a loss corporation—

‘(A) SToCK WHICH IS8 EXCHANGED.—Paragraphs (1) (B)
and (2) shall be applied by reference to the ownership of
stock of the loss corporation (rather than the acquiring cor-
poration) immediately after the reorganization. Shareholders
of the loss corporation who exchange stock of the loss cor-
poration shallr%e treated as owning (immediately after the
reorganization) a percentage of the total fair market value
of the participating stock and of all the stock of the loss cor-
poration acquired in the exchange by the acquiring corpora-
tion which is equal to the percentage of the total fair market
value of the participating stock and of all the stock, respec-
tively, of the acquiring corporation owned (immediately after
the reorganization) by such shareholders.

“(B) STocE WHICH IS NOT EXCHANGED.—Stock of the loss
corporation owned by shareholders immediately before the
reorganization which was not exchanged in the reorganiza-
tion shall be taken into account in applying paragraph (1)
(B). For purposes of the preceding sentence, the acquir-
ing corporation (or a corporation controlled by the acquiring
corporation) shall not be treated as a shareholder of the loss
corporation with respect to stock of the loss corporation
acquired in a transaction described in paragraph (1), or in
subsection (a) (1) (C) (unless excepted by subsection (a)
(5)), during the 36-month period ending on the date of the
exchange.

“(C) TriaNGULAR EXCHANGES.—For purposes of applying
the rules in this paragraph, if the shareholders of the loss cor-
poration receive stock of a cori)oration controlling the acquir-
ing corporation, such shareholders shall be treated as owning
a percentage of the participating stock and of all the stock
of the acquiring corporation owned by the controlling cor-
poration equal to the percentage of the total fair market value
of the participating stock and of all the stock, respectively,
which such shareholders own of the controlling corporation
immediately after the reorganization.

“56) Exceprions.—The limitations in this subsection shall not

appiy
“(A) if the same persons own substantially all the stock
of the acquiring corporation and of the other corporation
in substantially the same proportions; or
“(B) to a net operating loss carryover from a taxable year
if the acquiring or acquired corporation owned at least 40
percent of the total fair market value of the participating
stock and of all the stock of the loss corporation at all times
during the last half of such taxable year.
For purposes of subparagraph (A), if the acquiring or acquired
corporation is controlled by another corporation, the share-
holders of the controlling corporation shall be considered as
also owning the stock owned by the controlling corporation in that
proportion which the total fair market value of the stock which
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each shareholder owns in the controlling corporation bears to the
total fair market value of all the stock in the controlling
corporation.

(c) Rures ReraTing To Stock.—For purposes of this section—

1;; (%1) The term ‘stock’ means all shares of stock, except stock
which—

“(A) is not entitled to vote,

“(B) is fixed and preferred as to dividends and does not
participate in corporate growth to any significant extent,

“(C) has redemption and liquidation rights which do not
exceed the paid-in capital or par value represented by such
stock (except for a reasonable redemption premium in excess
of such paid-in capital or par value), and

“(D) 1s not convertible into another class of stock.

“(2) The term ‘participating stock’ means stock (includin
common stock) which represents an interest in the earnings an
assets of the issuing corporation which is not limited to a stated
amount of money or property or percentage of paid-in capital or
par value, or by any similar formula.

“(3) The Secretary shall prescribe regulations under which—

“(A) stock or convertible securities shall be treated as stock
or participating stock, or
“(B) stock (ﬁowever denoted) shall not be treated as stock
or participating stock,
by reason of conversion and call rights, rights in earnings and
assets, priorities and preferences as to distributions of earnings
or assets, and similar factors.”
(f) CoNFORMING AMENDMENTS.—

(1) AMENDMENT OF SECTION 368.—Section 368(c) (relating to
the definition of control) is amended by striking out “and this
part,” and inserting in lieu thereof “this part, and part V,”.

(2) AMENDMENT OF SECTION 383.—Section 383 (relating to
special limitations on certain carryovers) is amended to read as
follows:

“SEC. 383. SPECIAL LIMITATIONS ON UNUSED INVESTMENT CREDITS,
WORK INCENTIVE PROGRAM CREDITS, FOREIGN TAXES,
AND CAPITAL LOSSES.

“In the case of a change of ownership of a corporation in the manner
described in section 382 (a) or (b), the limitations provided in section
382 in such cases with respect to net operating losses shall apply in the
same manner, as provided under regulations prescribed by the Secre-
tary, with respect to any unused investment credit of the corporation
under section 46(b), to any unused work incentive program credit of
the corporation under section 50A (b), to any excess foreign taxes of
the corporation under section 904(d), and to any net capital loss of the
corporation under section 1212.”

(g) ErrecTIvE DaTE—

(1) The amendments made by subsections (a), (b), (c), and
(d) shall apply to losses incurred in taxable years ending after
December 31, 1975.

(2) For purposes of applying sections 382(a) and 383 (as it
relates to section 382(a)) of the Internal Revenue Code of 1954,
as amended by subsections (e) and (f), the amendments made by
subsections (e) and (f) shall take effect for taxable years begin-
ning after June 30, 1978, except that the beginning of the
taxable years specified in clause (ii) of section 382(a) (1) (B) of

13
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such Code, as so amended, shall be considered to be the later of :
(A) the beginning of such taxable years, or
(B) January 1, 1978.

(8) Sections 382(b) and 383 (as it relates to section 382(b))
of the Internal Revenue Code of 1954, as amended by subsections
(e) and (f), shall apply (and such sections as in effect prior to
such amendment shall not apply) to reorganizations pursuant to -
a plan of reorganization adopted by one or more of the parties
thereto on or after January 1, 1978. For purposes of the preceding
sentence, a corporation shall be considered to have adopted a plan
of reorganization on the date on which a resolution of the board
of directors is passed adopting the plan or recommending its adop-
tion to the shareholders, or on the date on which the shareholders
approve the plan of reorganization, whichever is earlier.

SEC. 807. SMALL FISHING VESSEL CONSTRUCTION RESERVES.

In addition to any other vessel which may be deemed an “eligible
vessel” and a “qualified vessel” under section 607 of the Merchant
Marine Act, 1936 (46 U.S.C. 1177), a commercial fishing vessel under
five net tons but not under two net tons— '

(1) which is constructed in the United States and, if recon-
structed, is reconstructed in the United States;
(2) which is owned by a citizen of the United States;
(3) which has a home port in the United States; and
(4) which is operated in the commercial fisheries of the United
States,
shall be considered to be an ‘“eligible vessel” and a “qualified vessel”
for the purposes of such section 607.

TITLE IX—SMALL BUSINESS PROVISIONS

SEC. %01. EXT'I;EII\\II%.ION OF CERTAIN CORPORATE INCOME TAX REDUC-

(2) In GeENEraL.—Subsections (a), (b), (¢), and (d) of section 11
£ rﬁlating to tax imposed on corporations) are amended to read as

ollows:

“(a) CorporaTIONS IN GENERAL.—A tax is hereby imposed for each
taxable year on the taxable income of every corporation. The tax
shall consist of a normal tax computed under subsection (b) and a
surtax computed under subsection (c).

“(b) Normar Tax.—The normal tax is equal to—

“(1) in the case of a taxable year ending after December 31,
1977, 22 percent of the taxable income, and
“(2) in the case of a taxable year ending after December 31,
1974, and before January 1, 1978, the sum of—
“(A) 20 percent of so much of the taxable income as does
not exceed $25,000, plus _
$2‘5‘ (O 133 22 percent of so much of the taxable income as exceeds
,000.

“(c) Surrax.—The surtax is 26 percent of the amount by which the
taxable income exceeds the surtax exemption for the taxable year.

“(d) Surrax ExemrrioNn.—For purposes of this subtitle, the surtax
exemption for any taxable year is—

“(1) $25,000 in the case of a taxable year ending after Decem-
ber 31,1977, or

“(2) $50,000 in the case of a taxable year ending after Decem-
ber 31, 1974, and before January 1, 1978,
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except that, with respect to a corporation to which section 1561 (relat-
ing to certain multiple tax benefits in the case of certain controlled
corporations) applies for the taxable year, the surtax exemption for
the taxable year is the amount determined under such section.”

(b) MuruaL InsuravceE CoMPANIES.— -

(1) I~ cENERAL.—Section 821(a) (1) (relating to mutual insur-
ance companies) is amended to read as follows:

“(1) Normar Tax.—A normal tax equal to—

“(A) in the case of a taxable year ending after December
31,1977, 22 percent of the mutuafinsurance company taxable
income, or 44 percent of the amount by which such taxable
income exceeds $6,000, whichever is lesser, or

“(B) in the case of a taxable year ending after Decem-
ber 31, 1974, and before January 1, 1978—

“(1) 20 percent of so much of the mutual insurance
company taxable income as does not exceed $25,000, plus

“(i1) 22 percent of so much of the mutual insurance
company taxable income as exceeds $25,000,

or 44 percent of the amount by which such taxable income
exceeds $6,000, whichever is lesser: plus”.

(2) Saarn compaNiEs.—Section 821(c) (1) (A) (relating to
alternative tax for certain small companies) is amended to read
as follows:

“(A) NormaL TaX.—A normal tax equal to—

“(i) in the case of a taxable year ending after Decem-
ber 31, 1977, 22 percent of the taxable investment income,
or 44 percent of the amount by which such taxable income
exceeds $3,000, whichever is lesser, or

“(il) in the case of a taxable year ending after Decem-
ber 31, 1974, and before January 1, 1978, 20 percent of so
much of the taxable investment income as does not exceed
$25,000, plus 22 percent of so much of the taxable invest-
ment income as exceeds $25,000, or 44 percent of the
amount by which such taxable income exceeds $3,000,
whichever is lesser; plus”.

(¢) CONFORMING AMENDMENTS.—

(1) Section 1561(a) (relating to certain multiple tax benefits
in the case of certain controlled corporations) is amended by add-
ing at the end thereof the following new sentence: “In applying
section 11(b) (2), the first $25,000 of taxable income and the sec-
ond $25,000 of taxable income shall each be allocated among the
component members of a controlled group of corporations in the
same manner as the surtax exemption is allocated.”

(2) Subsection (f) of section 21 (relating to change in surtax
exemption treated as a change in a rate of tax) is amended by
striking out “Tax Reduction Act of 1975” and all that follows and
inserting in lieu thereof the following: “Tax Reduction Act of
1975 in the surtax exemption and any ghange under section 11(d)
ir; the Surtax exemption shall be treated as a change in a rate
of tax.

. (3) Section 6154 (relating to installment payments of estimated

income tax by corporations) is amended by striking out sub-

section (h).

d) ErrecTIvE DATES.—The amendment made by subsection (a)
shall take effect on December 23, 1975. The amendments made by sub-
section (b) shall apply to taxable years ending after December 31,
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1974. The amendments made by subsection (c¢) shall apply to taxable
years ending after December 31, 1975.

SEC. 902. CHANGES IN SUBCHAPTER S RULES. _

(a) NUMBER OF SHAREHOLDERS.— o

(1) I~ cENERAL.~—Subsection (a)(1) of section 1371 (relating
to the definition of small business corporation) is amended to rea
as follows:

“(1) have (except as provided in subsection (e)) more than 10
shareholders;”.

(2) SPECIAL SHAREHOLDER RULES.—Section 1371 is amended by
adding at the end thereof the following new subsection:

“(e) SpECIAL SHAREHOLDER RULES.—

“ 31) A small business corporation which has been an electing
small business corporation for a period of five consecutive taxable
years may not have more than 15 shareholders.

“(2) If, during the 5-year period set forth in paragraph (1),
the number of shareholders of an electing small business corpora-
tion increases to an amount in excess of 10 (but not in excess
of 15) solely by reason of additional shareholders who acquired
their stock through inheritance, the corporation may have a
number of additional shareholde 3 equal to the number by which
the inheriting shareholders cause rhe total number of shareholders
of such corporation to exceed 10.’

(3) Errective pATE—The am: :dments made by this subsection
shall apply to taxable years beg: ning after December 31, 1976.

(b) DisTriBUTIONS BY SUBCHAPTE 3 CORPORATIONS.—

(1) I~ eEnNERaL.—Section 13 7 (relating to special rules ap-
plicable to earnings and profits « electing small business corpora-
tions) is amended by adding at .ue end thereof the following new
subsection :

“(d) DistriBUTIONS OF UNDISTRIBUTED TAXABLE INCOME PREVIOUSLY
Taxep 10 SHAREHOLDERS.—For purposes of determining whether a
distribution by an electing small business corporation constitutes a
distribution of such corporation’s undistributed taxable income pre-
viously taxed to shareholders (as provided for in section 1375(d) ), the
earnings and profits of such corporation for the taxable year in which
the distribution is made shall be computed without regard to section
312(m). Such computation shall be made without regard to section
312(m) only for such purposes.”

(2) ErrecTive paTE.—The amendment made by this subsection
shall apply to taxable years beginning after December 31, 1975.

(c¢) ApprtroNaL CHANGES IN SUBCHAPTER S RuLEs.—

(1) ESTATE OF DECEASED SPOUSE NOT TO BE TREATED AS SHARE-
HOLDER.—Subsection (c¢) of section 1371 (relating to stock owned
by husband and wife) is amende to read as follows:

“(c) Stock OwnED BY HusBanD axp Wire.—For purposes of sub-
section (a) (1) stock which—

“(1) is community property of a husband and wife (or the
income from which 1s community income) under the applicable
community property law of a State,

“(2) is held by a husband and wife as joint tenants, tenants by
the entirety, or tenants in common,

“(3) was, on the date of death of a spouse, stock described in
paragraph (1) or (2), and is, by reason of such death, held by the
estate of the deceased spouse and the surviving spouse, or by the
estates of both spouses (by reason of theiru:igaths on the same
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date})l, in the same proportion as held by the spouses before such
death, or

“(4) was, on the date of the death of a surviving spouse, stock
described in paragraph (3), and is, by reason of such death, held
by the estates of both spouses in the same proportion as held by~
the spouses before their gea,ths,

shall be treated as owned by one shareholder.”

(2) DBROADENING CLASSES OF PERMISSIBLE SHAREHOLDERS TO
INCLUDE CERTAIN TRUSTS.—

(A) Section 1371 (relating to definitions for purposes of
subchapter S) is amended by adding at the end thereof the
following new subsection :

“(f) Cerrain TrRUsTs PERMITTED As SHAREHOLDERS.—For purposes
of subsection (2), the following trusts may be shareholders:

“(1) A trust all of which is treated as owned by the grantor
under subpart E of part I of subchapter J of this chapter.

“(2) A trust created primarily to exercise the voting power of
stock transferred to it.

“(3) Any trust with respect to stock transferred to it pursuant
to the terms of a will, but only for the 60-day period beginning on
the day on which such stock is transferred to it.

In the case of a trust described in paragraph (2), each beneficiary of
the trust shall, for purposes of subsection (a)(1), be treated as a
shareholder.”.

(B) Paragraph (2) of section 1371(a) is amended by
striking out “(other than an estate)” and inserting in lieu
thereof “(other than an estate and other than a trust
described in subsection (£))”.

(3) NEW SHAREHOLDERS MUST AFFIRMATIVELY ELECT TO TERMI-
NATE ELECTION.—Paragraph (1) of section 1372(e) (relating to
termination of election) is amended to read as follows:

“(1) NEW SHAREHOLDERS.—

“(A) An election under subsection (a) made by a small
business corporation shall terminate if any person who was
not a shareholder in such corporation—

“(i) on the first day of the first taxable year of the
corporation for which the election is effective, if such
election is made on or before such first day, or

“(ii) on the day on which the election is made, if such
election is made after such first day,

becomes a shareholder in such corporation and affirmatively

refuses (in such manner as the Secretary shall by regulations

grescribe) to consent to such election on or before the 60th
ay after the day on which he acquires the stock.

“(B) If the person acquiring the stock is the estate of a
decedent, the period under subparagraph (A) for affirma-
tively refusing to consent to the election shall expire on the
60th da‘y after whichever of the following is the earlier:

“(i) The day on which the executor or administrator of
the estate qualifies; or

“(ii) The last day of the taxable year of the corpora-
tion in which the decedent died.

“(C) Any termination of an election under subparagraph
(A.) by reason of the affirmative refusal of any person to con-
sent to such election shall be effective for the taxable year of
the corporation in which such person becomes a shareholder
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in the corporation and for all succeeding taxable years of the
corPoration.”.
(4) ErrecTIvE DATE.—The amendments made by this subsection
shall apply to taxable years beginning after December 31, 1976.

TITLE X—CHANGES IN THE TREATMENT-
OF FOREIGN INCOME

PART I—FOREIGN TAX PROVISIONS AFFECTING
INDIVIDUALS ABROAD

SEC. 1011. INCOME EARNED ABROAD BY UNITED STATES CITIZENS
LIVING OR RESIDING ABROAD.

(a) RepuctioN or LimrraTiOoONs OoN AMoUNT ExcLupaBLe.—Para-
graph (1) of section 911(c) relating to limitations on amount of
exclusion) is amended to read as follows:

“(1) LIMITATIONS ON AMOUNT OF EXCLUSION.—

“(A) In eENERAL~—EXxcept as provided in subparagraphs
(B) and (C), the amount excluded from the gross income
of an individual under subsection (a) for any taxable year
shall not exceed an amount which shall be computed on a
daily basis at an annual rate of $15,000. :

“(B) EMPLOYEES OF CHARITABLE ORGANIZATIONS.—If any
individual performs qualified charitable services during any
taxable year, the amount of the earned income attributable
to such services excluded from the gross income of the indi-
vidual under subsection (a) for the taxable year shall not
exceed an amount which shall be computed on a daily basis
at an annual rate of $20,000.

“(C) SeeciaL ruLE—If any individual performs qualified
charitable services and other services during any taxable year,
the amount of the earned income attributable to such other
services excluded from the gross income of the individual
under subsection (a) for the taxable year shall not (after the
application of subparagraph (A) with respect to such earned
income) exceed $15,000 reduced by the amount of the earned
income attributable to qualified charitable services excluded
from gross income under subsection (a) for the taxable year.

“(D) QUALIFIED CHARITABLE SERVICES.—For purposes of
this subsection, the term ‘qualified charitable services’ means
services performed by an employee for an employer created
or organized in the United gtates, or under the law of the
United States, any State, or the District of Columbia, which
meets the requirements of section 501 (¢) (3).”

(b) AporrioNar LiviraTions oN ExcLusioN.—

(1) Di1SALLOWANCE OF FOREIGN TAX CREDIT WITH RESPECT TO
BXCLUDED AMOUNTS.—The last sentence of subsection (a) of sec-
tion 911 (relating to earned income from sources without the
United States) is amended to read as follows:

“An individual shall not be allowed as a deduction from his gross
income any deductions (other than those allowed by section 151,
relating to personal exemptions), or as a credit against the tax
imposed by this chapter any credit for the amount of taxes paid or
accrued to a foreign country or possession of the United States, to the
extent that such deductions or credit is properly allocable to or
chargeable against amounts excluded from gross income under this
subsection.”
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(2) DISALLOWANCE OF EXCLUSION FOR INCOME RECEIVED OTHER
THAN IN COUNTRY WHERE EARNED.—Section 911(c) (relating to
special rules for earned income from sources without the United

tates) is amended by adding at the end thereof the following
new paragraph: -

“(8) REQUIREMENT 48 TO PLACE OF RECEIPT.—No amount
received by an individual during the taxable year which consti-
tutes earned income (entitled to the exclusion under subsection
(a)) attributable to services performed in a foreign country or
countries shall be excluded under subsection (a) if such amount is
received by such individual outside of the foreign country or
countries where such services were performed and if one of the
purposes is the avoidance of any tax imposed by such foreign
country or countries on such amount.”

(8) INCLUSION OF EARNED INCOME IN COMPUTATION OF RATE OF
tax.—Section 911 (relating to earned income from sources with-
out the United States) is amended by redesignating subsection
(d) as subsection (f) and by inserting after subsection (c) the
following new subsections: :

“(d) Amount. Excrupep Uxper SussecTion (a) INcLupep 1N
CompuraTiON OF Tax.—

“(1) CompuraTioN oF Tax.—If for any taxable year an indi-
vidual has earned income which is excluded from gross income
under subsection (a), the tax imposed by section 1 or section 1201
shall be the excess of—

“(A) the tax imposed by section 1 or section 1201 (which-
ever is applicable) on the amount of net taxable income, over

“(B) the tax imposed by section 1 or section 1201 (which-
ever is applicable) on the amount of net excluded earned
income.

“(2) DeFrntTIONs.—For purposes of this subsection—

“(A) the term ‘net taxable income’ means an amount equal
to the sum of the amount of taxable income for the taxable
ear plus the amount of net excluded earned income of such
individual for such taxable year; and
“(B) the term °‘net excluded earned income’ means the
excess of the amount of earned income excluded under sub-
section (a) for the taxable year over the amount of the deduc-
tions disallowed with respect to such excluded earned income
for such taxable year under subsection (a).

“(e) SectroNn Notr T0 APPLY.— :

“(1) I~ cENERAL.—An individual entitled to the benefits of
this section for a taxable year may elect, in such manner and at
such time as shall be prescribed by the Secretary, not to have the
provisions of this section apply.

“(2) ErrEecr oF ELECTION.—XII election under paragraph (1)
shall apply to the taxable year for which made and to all subse-

uent taxable years. Such election may not be revoked except with
the consent of the Secretag.”

(¢) Arrowance oF Foreien Tax Creprrs To Inpivipuars Taxine
Stanparp DEpuctioN.—Section 36 (relating to credits not allowed to
individuals paying optional tax or taking standard deduction) is
amended by striking out “sections 32, 33, and” and inserting in lieu
thereof “sections 32 and”.

(d) Errective Date.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1975.
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SEC. 1012. INCOME TAX TREATMENT OF NONRESIDENT ALIEN INDI-
VIDUALS WHO ARE MARRIED TO CITIZENS OR RESIDENTS
OF THE UNITED STATES.
(a) Eiecrion To Be Treatep as Resments oF TtHE UNITED
StaTES.—

(1) Ix cEnErRaL.—Section 6013 (relating to joint returns of .
income tax by husband and wife) is amended by adding at the
end thereof the following new subsections:

“(g) Evrrcrion To TrEaT NONRESIDENT ALIEN INDIVIDUAL As REsI-
DENT OF THE UNITED STATES.— ‘ '

“(1) Ix gENERAL.~—A nonresident alien individual with respect
to whom this subsection is in effect for the taxable year shall be
treated as a resident of the United States for purposes of chap-
ter 1 for all of such taxable year.

“(2) INDIVIDUALS WITH RESPECT TO WHOM THIS SUBSECTION IS IN
EFFECT.—This subsection shall be in effect with respect to any
individual who, at the time an election was made under this sub-
section, was a nonresident alien individual married to a citizen or
resident of the United States, if both of them made such election
to have the benefits of this subsection apply to them.

“(3) DuraTioN OF ELECTION.—AnN election under this subsec-
tion shall apply to the taxable year for which made and to all
subsequent taxable years until terminated under paragraph (4)
or (5); except that any such election shall not apply for any tax-
able year if neither spouse is a citizen or resident of the United
States at any time during such year.

%(4) TERMINATION OF ELECTION.—An election under this sub-
section shall terminate at the earliest of the following times:

“(A) RevocaTioN BY TAXPAYERS.—If either taxpayer
revokes the election, as of the first taxable year for which the
last day prescribed by law for filing the return of tax under
chapter 1 has not yet occurred.

“(B) Deata.—In the case of the death of either spouse,
as of the beginning of the first taxable year of the spouse
who survives following the taxable year in which such death
occurred ; except that if the spouse who survives is a citizen
or resident of the United States who is a surviving spouse
entitled to the benefits of section 2, the time provided by this
subparagraph shall be as of the close of the last taxable year
for which such individual is entitled to the benefits of
section 2.

“(C) LecaL separaTioN.—In the case of the legal separa-
tion of the couple under a decree of divorce or of separate
maintenance, as of the beginning of the taxable year in which
such legal separation occurs.

“(D) TERMINATION BY SECRETARY.—At the time provided
in paragraph (5).

“(5) TERMINATION BY SECRETARY.—The Secretary may termi-
nate any election under this subsection for any taxable year if
he determines that either spouse has failed—

“(A) to keep such books and records,

“(B) to grant such access to such books and records, or

“(C) to supply such other information,

as may be reasonably necessary to ascertain the amount of lia-
bility for taxes under chapter 1 of either spouse for such taxable
year,
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“(6) OxLY oNE ELECTION.—If any election under this subsection
for any two individuals is terminated under paragraph (4) or
(5) for any taxable year, such two individuals shall be ineligible
to make an election under this subsection for any subsequent
taxable year. ~

“(h) Joint RETURN, ETC., FOR YEAR IN WHICH NONRESIDENT ALIE
Becoumes ReseNT oF UNITED STATES.—

“(1) I~ eENERAL.~—If— _

“(A) any individual is a nonresident alien individual at
the beginning of any taxable year but is a resident of the
United States at the close of such taxable year,

“(B) at the close of such taxable year, such individual is
married to a citizen or resident of the United States, and

“(C) both individuals elect the benefits of this subsection
at the time and in the manner prescribed by the Secretary
by regulation,

then the individual referred to in subparagraph (A) shall be
treated as a resident of the United States for purposes of chapter 1
for all of such taxable year.

“(2) O~LY oNE ELECTION.—If any election under this subsection
applies for any 2 individuals for any taxable year, such 2 individu-
als shall be ineligible to make an election under this subsection for
any subsequent taxable year.”

(2) CrEricAL aMENDMENT.—Section 871(g) (relating to cross
references) is amended by adding at the end thereof the follow-
ing new paragraph:

“(7) For election to treat married nonresident alien individual as
resident of United States in certain cases, see subsections (g) and

(h) of section 6013.”

(b) Tax TrearmeNT oF CErTaIN CoMMUNITY INCOME IN THE CASE
oF A REsiDENT oR C1T1ZEN OF THE UNITED STATES WHO Is MARRIED TO A
NoNRESIDENT ALIEN INDIVIDUAL.—

(1) Ix eENERaL.—Subpart A of part II of subchapter N of
chapter 1 (relating to nonresident alien individuals) is amended
by adding at the end thereof the following new section:

“SEC. 879. TAX TREATMENT OF CERTAIN COMMUNITY INCOME IN THE

CASE OF A RESIDENT OR CITIZEN OF THE UNITED STATES

WHO IS MARRIED TO A NONRESIDENT ALIEN INDIVIDUAL.

“(a) GENEraL Rure.—In the case of a citizen or resident of the

United States who is married to a nonresident alien individual and

who has community income for the taxable year, such community
income shall be treated as follows: '

“(1) Earned income (within the meaning of section 911(b)),
other than trade or business income and a partner’s distributive
share of partnership income, shall be treated as the income of the
spouse who rendered the personal services,

“(2) Trade or business income, and a partner’s distributive
share of partnership income, shall be treated as provided in sec-
tion 1402(a) (5),

“(8) Community income not described in paragraph (1) or (2)
which is derived from the separate property (as determined under
the applicable community property law) of one spouse shall be
treated as the income of such spouse, and

“(4) All other such community income shall be treated as pro-
vided in the applicable community property law.
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“(b) Exceerion Waere ELEcTion UnpER SECTION 6013(g) Is IN
ErrecT.—Subsection (a) shall not apply for any taxable year for
which an election under subsection (g) or (h) of section 6013 (relating
to election to treat nonresident alien individual as resident of the
United States) is in effect. -

“(c) Derinrrrons anp Spectan Rutes—For purposes of this
section—

“(1) CommunIry 1NcomE.—The term ‘community income’
means income which, under applicable community property laws,
is treated as community income. )

“(2) CoMMUNITY PROPERTY LAWS.—The term ‘community prop-
erty laws’ means the communitﬁ property laws of a State, a for-
eign country, or a possession of the United States. )

“(3) DETERMINATION OF MARITAL 8TATUS.—The determination
of marital status shall be made under section 143(a).”

(2) RereaL or sEcTION 981.—Subpart II of part III of sub-
chapter N of chapter 1 (relating to election as to treatment of
income subject to foreign community property laws) is hereby
repealed.

(3) CLERICAL AMENDMENTS.—

(A) The table of sections for subpart A of part IT of
subchapter N of chapter 1 is amended by adding at the end
thereof the following new item:

“Sec. 879. Tax treatment of certain community income in the case
of a resident or citizen of the United States who is married
to a nonresident alien individual.”

(B) The table of subparts for part III of subchapter N
of chapter 1 is amended by striking out the item relating to
subpart G.

(¢) Dug Date For FiLine Estimarep Tax RETURNS IN THE CASE OF
CerraIN NoNRESIDENT ALIENS.—Subsection (a) of section 6073 (relat-
ing to time for filing declarations of estimated tax by individuals)
is amended by adding at the end thereof the following sentence :

“In the case of a nonresident alien described in section 6072(c), the
requirements of section 6015 shall be deemed to be first met no earlier
than after April 1 and before June 2 of the taxable year.”.

(d) Errective DaTtes.—The amendments made by subsection (a)
shall apply to taxable years ending on or after December 31, 1975. The
amendments made by subsections (b) and (¢) shall apply to taxable
years beginning after December 31, 1976.

“SEC. 1013. FOREIGN TRUSTS HAVING ONE OR MORE UNITED STATES
BENEFICIARIES TO BE TAXED CURRENTLY TO GANTOR.

(a) TaxarioN oF INcoME To (GRANTOR OF TrusT.—Subpart E of
part I of subchapter J of chapter 1 (relating to grantors and others

treated as substantial owners) is amended by adding at the end thereof
the following new section:

“SEC. 679, FOREIGN TRUSTS HAVING ONE OR MORE UNITED STATES
BENEFICIARIES.
“(a) TrRANSFEROR TREATED A8 OWNER.—

“(1) I~ cEvERAL—A United States person who directly or
indirectly transfers property to a foreign trust (other than a
trust described in section 404(a) (4)) shall be treated as the owner
for his taxable year of the portion of such trust attributable to
such property if for such year there is a United States beneficiary
of any portion of such trust.

“(2) Exceprions.—Paragraph (1) shall not apply—



H. R. 10612—96

“(A) TRANSFERS BY REASON OF DEATH.—To any transfer
by reason of the death of the transferor.

“(B) TRANSFERS WHERE GAIN IS RECOGNIZED TO TRANS-
FEROR.—T0 any sale or exchange of the property at its fair
market value in a transaction in which all of the gain to the
transferor is realized at the time of the transfer and is recog-._
nized either at such time or is returned as provided in section
453.

“(b) Trusts Acqumring UNITED STATES BENEFICIARTES.—If—

“(1) subsection (a) applies to a trust for the transferor’s tax-
able year, and
“(2) subsection (a) would have applied to the trust for his
immediately preceding taxable year but for the fact that for such
preceding taxable year there was no United States beneficiary for
any portion of the trust,
then, for purposes of this subtitle, the transferor shall be treated as
having income for the taxable year (in addition to his other income
for such year) equal to the undistributed net income (at the close of
such immediately preceding taxable year) attributable to the portion
of the trust referred to in subsection (a).
“(c) Trusts TREATED a8 Having A4 UNTTED STATES BENEFICIARY. —
“(1) I~ aexerar.—For purposes of this section, a trust shall
be treated as having a United States beneficiary for the taxable
year unless-—

“(A) under the terms of the trust, no part of the income
or corpus of the trust may be paid or accumulated during the
tanaable year to or for the benefit of a United States person,
an

“(B) if the trust were terminated at any time during the
taxable year, no part of the income or corpus of such trust
could be paid to or for the benefit of a United States person.

“(2) ATTRIBUTION OF OWNERSHIP.—For purposes of paragraph
(1), an amount shall be treated as paid or accumulated to or for
the benefit of a United States person if such amount is paid to or
accumulated for a foreign corporation, foreign partnership, or
foreign trust or estate, and—

“(A) in the case of a foreign corporation, more than 50
percent of the total combined voting power of all classes of
stock entitled to vote of such corporation is owned (within
the meaning of section 958(a)) or is considered to be owned
(within the meaning of section 958(b)) by United States
shareholders (as defined in section 951(b)),

“(B) in the case of a foreign partnership, a United States
person is a partner of such partnership, or

“(C) in the case of a foreign trust or estate, such trust or
estate has a United States beneficiary (within the meaning
of paragraph (1)).”.

(b) GranTor To Be TreaTED 48 OwNER—Subsection (b) of sec-
tion 678 (relating to persons other than grantors treated as substan-
tial owners) is amended by striking out everything after “modified,”
and inserting in lieu thereof “if the grantor of the trust or a transferor
(to whom section 679 applies) is otherwise treated as the owner under
the provisions of this su%part other than this section.”.

TR(c) TreEATMENT OF CaPrrar Gains aND Losses oF CErRTAIN ForemioNn

USTS.—

(1) FoREIGN TRUSTS CREATED BY UNITED STATES PERSONS TREATED
LIKE OTHER FOREIGN TRUSTS.—Subparagraph (C) of section 643
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(a) (6) (relating to distributable net income in case of foreign
trusts) is amended by striking out “forelin trust created by a
United States person” and inserting in lieu thereof “foreign
trust”.

(2) TRANSITIONAL RULE FOR FOREIGN TRUSTS.—Section 643(a)™
(8) is amended by adding at the end thereof the following new
subparagraph: .

“(D) Effective for distributions made in. taxable years
beginning after December 31, 1975, the undistributed net
income o% each foreign trust for each taxable year beginning
on or before December 31, 1975, remaining undistributed at
the close of the last taxable year beginning on or before
December 31, 1975, shall be redetermined by taking into
account the deduction allowed by section 1202.”

(d) Rerurys ror Forerex Trusts Havine ONE or More UntTED
STATES BENEFICIARIES.— ’

(1) Section 6048 (relating to returns as to creation of or trans-
fers to certain foreign trusts) is amended by redesignating sub-
section (c) as subsection (d) and by inserting after subsection
(b) the following new subsection :

“(¢) AxNvaL ReTURNS For Foreien Trusts Havine ONE or More
Ux~trep StaTes BENEFIcIariEs.—Each taxpayer subject to tax under
section 679 (relating to foreign trusts having one or more United
States beneficiaries) for his taxable year with respect to any trust
shall make a return with respect to such trust for such year at such
time and in such manner, and setting forth such information, as the
Secretary may by regulations prescribe.”.

(2) Section 6677(a) (relating to failure to file information
returns with respect to certain foreign trusts) is amended by strik-
ing out “to a trust” and inserting in lieu thereof “to a trust (or,
in the case of a failure with respect to section 6048(c), equal to
5 percent of the value of the corpus of the trust at the close of
the taxable year)”.

(e) COoNFORMING AMENDMENTS.—

(1) The table of sections for subpart E of part I of subchapter
J of chapter 1 is amended by adding at the end thereof the
following new item:

“Sec. 679. Foreign trusts having one or more United States bene-

ficiaries.”

(2) Subsection (d) of section 643 is hereby repealed.

(3) Subsection (d) of section 6048 (as redesignated by sub-
section (d)) is amended to read as follows:

“(d) Cross REFERENCE.—

“For provisions relating to penalties for violation of this section, see
sections 6677 and 7203.”

(4) The heading of section 6048 is amended to read as follows:

“SEC. 6048, RETURNS AS TO CERTAIN FOREIGN TRUSTS.”.
(5) The table of sections for subé)a.rt B of part IIT of
sube a}iter A of chapter 61 is amended by striking out the

item relating to section 6048 and inserting in lieu thereof the
following :

‘“Sec. 6048. Returns as to certain foreign trusts.”
(f) ErrecTIvE DATES.—
(1) I~ eeNERAL—The amendments made by this section (other

than subsection (c)) shall apply to taxable years ending after
December 31, 1975, but only in the case of—
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(A) foreign trusts created after May 21, 1974, and
(B) transfers of property to foreign trusts after May 21,
1974,
(2) CHANGES IN CAPITAL GAIN RULES FOR FOREIGN TRUSTS.—The
amendments made by subsection (c) .hall apply to taxable years
beginning after December 31, 1975.

SEC. 1014. INTEREST CHARGE ON ACCUMULATION DISTRIBUTIONS
FROM FOREIGN TRUSTS. : :

(a) Tax To IncrLupe Seecrar INTERECT CHARGE.—Section 667(a)
(as amended by section 701 of this Act) is amended by striking out
“and” at the end of paragraph (1), by striking out the period at the
end of paragraph (2) and inserting in lieu thereof “, and 7, and by
adding at the end thereof the following new paragraph :

“(3) in the case of a foreign trust, the interest charge deter-
mined as provided in section 668.”

(b) CompurarioN oF SeEciaL INTerest CHargE—Subpart D of
part I of subchapter J of chapter 1 (relating to treatment of excess
distributions by trusts) is amended by adding at the end thereof the
following new section :

“SEC. 668. INTEREST CHARGE ON ACCUMULATION DISTRIBUTIONS
FROM FOREIGN TRUSTS.

“(a) GeNeraL RuLe.—For purposes . the tax determined under
section 667(a), the interest charge is an : mount equal to 6 percent of
the partial tax computed under sectic . 667(b) multiplied by a
fraction—

“(1) the numerator of which is th sum of the number of tax-
able years between each taxable yea: o which the distribution is
allocated under section 666(a) and e taxable year of the dis-
tribution (counting in each case *iie taxable year to which the
distribution is allocated but not counting the taxable year of the
distribution), and

“(2) the denominator of which is the number of taxable years
to which the distribution is allocated under section 666 (a).

“(b) LamrratioNn.—The total amount of the interest charge shall
not, when added to the total partial tax computed under section 667
(b), exceed the amount of the accumulation distribution (other than
the amount of tax deemed distributed by section 666 (b) or (c)) in
respect of which such partial tax was determined.

“(e¢) SeectaL Runes.—

“(1) INTEREST CHARGE NoT DEDUCTIBLE.—The interest charge
determined under this section shxll not be allowed as a deduction
for purposes of any tax imposed by this title.

“(2) TRANSITIONAL RULE.—For purposes of this section,
undistributed net income existing in a trust as of J: anuary 1, 1977,
shall be treated as allocated under se :ion 666(a) to the first tax-
able year beginning after December 31, 1976.”

(¢) Crerrcar Asmypment.—The table of sections for subpart D of
part I of subchapter J of chapter 1 is amended by adding at the end
thereof of the following new item:

Sec, 668. Inﬁeres;’t; charge on accumulation distributions from foreign
rusts.”

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

SEC. 1015. EXCISE TAX ON TRANSFERS OF PROPERTY TO FOREIGN
PERSONS TO AVOID FEDERAL INCOME TAX.

(a) AMENDMENT oF SEcTION 1491.—S¢. tion 1491 (relating to im-
position of tax) is amended to read as follows:
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“SEC. 1491. IMPOSITION OF TAX. .
“There is hereby imposed on the transfer of property by a citizen or
resident of the United States, or by a domestic corporation or partner-
ship, or by a trust which is not a foreign trust, to a foreign corpora-
tion as paid-in surplus or as a contribution to capital, or to a foreign

trust, or to a foreign partnership, an excise tax equal to 35 percent of -

the excess of—
“(1) the fair market value of the property so transferred, over
“(2) the sum of— _ . -
“(A) the adjusted basis (for determining gain) of such
property in the hands of the transferor, plus
“(B) the amount of the gain recognized to the transferor
at the time of the transfer.” )

(b) AMENDMENTS oF SECTION 1492.—Section 1492 (relating to non-
taxable transfers) is amended—

(1) by striking out in paragraph (3) “section 367(d) applies.”
and inserting in lien thereof “section 367 applies; or” and

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

“(4) To a transfer for which an election has been made under
section 1057.”

(¢) Evrectrox To Trear as Taxasre Excmance.—Part IV of sub-
chapter O of chapter 1 (relating to special rules for determining gain
or loss on disposition of property) is amended by redesignating sec-
tion 1057 as section 1058 and by inserting after section 1056 the follow-
ing new section:

“SEC. 1057. ELECTION TO TREAT TRANSFER TO FOREIGN TRUST, ETC,,
AS TAXABLE EXCHANGE.

“In lieu of payment of the tax imposed by section 1491, the tax-
payer may elect (for purposes of this subtitle), at such time and in
such manner as the Secretary may prescribe, to treat a transfer
described in section 1491 as a sale or exchange of property for an
amount equal in value to the fair market value of the property trans-
ferred and to recognize as gain the excess of—

“(1) the fair market value of the property so transferred, over
“(2) the adjusted basis (for determining gain) of such prop-
erty in the hands of the tranferor.”.

(¢) Crerrcar AMENDMENT.—The table of sections for part IV of
subchapter O of chapter 1 is amended by striking out the last item
thereof and inserting in lieu thereof:

“Sec. 1057. Election to treat transfer to foreign trust, ete., as taxable
exchange. .
“Sec. 1058. Cross references.”
(d) Errective Date.—The amendments raade by this section shall
apply to transfers of property after October 2, 1975.

PART II—AMENDMENTS AFFECTING TAX TREATMENT

OF CONTROLLED FOREIGN CORPORATIONS AND
THEIR SHAREHOLDERS

SEC. 1021. AMENDMENT OF PROVISION RELATING TO INVESTMENT IN
UNITED STATES PROPERTY BY CONTROLLED FOREIGN
CORPORATIONS.

(a) ExcerrioNs To DerFIntrioN or UnTrep StaTus ProrerTY.—

Section 956(b) (2) (relating.to exceptions to definition of United
States property) is amended by striking out “and” at the end of sub-

o,
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aragraph (E), by redesignating subparagraph (F) as subparagraph
I()H),g an% lgy insey;ting after subparagraph (E) the following new
subparagraphs: . )
“(F) the stock or obligations of a domestic corporation
which is neither a United States shareholder (as defined in-
section 951(b)) of the controlled foreign corporation, nor a
domestic corporation, 25 percent or more of the total com-
bined voting power of which, immediately after the acquisi-
tion of any stock in such domestic corporation by the con-
trolled foreign corporation, is owned, or 1s considered as being
owned, by such United States shareholders in the aggregate;
“(G) any movable property ‘(other than a vessel or air-
craft) which is used for the purpose of exploring for,
developing, removing, or transporting resources from ocean
waters or under such waters when used on the Continental
Shelf of the United States; and”. ) )

(b) ConsrrucTivE OwNERSHIP OF STOCK.—Section 958 (b) (relating

to rules for determining stock ownership) is amended—
(1) by striking out “954(d) (3),” the first place it appears and
inserting in lieu thereof “954 éd) (3),956(b) (2),”; )
(2) by strikin% out “954(d) (3),” the second place it appears
and Inserting in lieu thereof “954(d) (3), to treat the stock of a
domestic corporation as owned by a United States shareholder of
the controlled foreign corporation for purposes of section 956(b)
2),?; and
( 23) by adding at the end thereof the following new sentence:
“Paragraphs (1) and (4) shall not apply for purposes of section
956(b) (2) to treat stock of a domestic corporation as not owned by a
United States shareholder.”

(¢) Errecrive Dare.—The amendments made by this section shall
apply to taxable years of foreign corporations beginning after Decem-
ber 31, 1975, and to taxable years of United States shareholders
(within the meaning of section 951(b) of the Internal Revenue Code
of 1954) within which or with which such taxable years of such foreign
corporations end. In determining for purposes of any taxable year
referred to in the preceding sentence the amount referred to in section
956(a) (2) (A) of the Internal Revenue Code of 1954 for the last tax-
able year of a corporation beginning before J anuary 1, 1976, the

amendments made by this section shall be deemed also to apply to such
last taxable year. ’

SEC. 1022. REPEAL OF EXCLUSION FOR EARNINGS OF LESS DEVEL-
OPED COUNTRY CORPORATIONS FOR PURPOSES OF SEC-
TION 1248.

(a) AMENDMENT oF SEcTION 1248(d).—Para raph (3) of section
1248(d) (relating to exclusion from earnings and profits of gain from
certain sales or exchanges of stock in certain foreign corporations) is
amended to read as follows:

“(3)_LEss DEVELOPED COUNTRY GORPORATIONS UNDER PRIOR
Law.—Earnings and profits of a foreign corporation which were
accumulated during any taxable year beginning before J anuary 1,
1976, while such corporation was a less developed country cor-
poration under section 902(d) as in effect before the enactment
of the Tax Reduction Act of 1975.”. '

(b) Errective Date—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1975.
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