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THE WHITE HOUSE

ACTION

WASHINGTON

June 30, 1976

I

MEMORANDUM FOR
FROM:
SUBJECT:

:~:. :~sion of

1976
tax withholding rates and for other
purposes

Attached for your consideration is H.R. 10051, sponsored
by Representative Waggonner. The enrolled bill would
continue until September 1, 1976, the individual income
tax withholding rates and related individual and corporate
estimated tax provisions of the Tax Reduction Act of 1975
which would otherwise expire on June 30, 1976.
This extension and additional provisions of the enrolled
bill are detailed in OMB's enrolled bill report at Tab A.
OMB, Bill Seidman, Alan Greenspan, Max Friedersdorf,
Counsel's Office (Lazarus} and I recommend approval of
the enrolled bill.
RECOMMENDATION
That you sign H.R. 10051 at Tab B.

,
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

JUN 3 0 1976
MEMORANDUM FOR THE PRESIDENT
Subject:

Enrolled Bill H.R. 10051 - Extension of 1976
tax withholding rates and for other purposes
Sponsor - Rep. Waggonner (D) Louisiana

Last Day for Action
Recommend action on
June 30, 1976 - Wednesday
Purpose
To extend to September 1, 1976, certain provisions of the
Tax Reduction Act of 1975; to exempt life insurance companies
from tax liability in the event of an inadvertent distribution
and prompt return of funds from a "policy holders surplus
account 11 ; and to exempt Supplemental Security Income (SSI)
beneficiaries who are victims of a major disaster occurring
between June 1 and December 31, 1976 from a curtailment
in SSI benefits when temporarily displaced from their homes
and from the inclusion of disaster assistance as income in
the determination of their SSI benefits.
Agency Recommendations
Office of Management and Budget

Approval

Department of the Treasury
Department of Health, Education,
and Welfare

Approval

Department of Housing and Urban
Development

No objection (disaster
provisions) Jinforrnally)
No objection (disaster
provisions) Jinfornally)

Discussion
The enrolled bill would continue until September 1, 1976,
the individual income tax withholding rates and related
individual and corporate estimated tax provisions which
will otherwise expire on June 30, 1976. The proposed twomonth extension of these rates and related provisions is
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required because Congress has failed to complete action
on the comprehensive Tax Reform Bill (H.R. 10612) now
pending before the Senate, which includes provisions for
extending beyond June 30, 1976, the tax reductions which
were voted last December. In the absence of the proposed
extension, individual withholding rates would return to the
higher levels in effect prior to enactment of the 1975 Tax
Reduction Act.
·
The enrolled bill would also make a minor amendment to
Section 815 of the Tax Code to exempt life insurance companies
from tax liability when amounts inadvertently distributed
to a shareholder from a "policyholders surplus account"
are promptly returned to the company and put back into such
account. This measure is intended to provide relief to
the Business Men's Insurance Company of America, which
mistakenly made a distribution from its policyholders surplus
account in 1969. Under existing law, one-half of a life
insurance company's underwriting income is treated as deferred
tax liability if such income is placed in a policyholders
surplus account. However, in the event of a distribution
to shareholders out of this account, the tax deferral terminates
and the tax on that distribution becomes due and payable
by the insurance company at that time. In the case of the
Business Men's Insurance Company, the firm had publicly
declared its intention to make a distribution only from
its "shareholders surplus account" (which must first be
exhausted before any distribution can be made from the
policyholders surplus account). Recognizing the mistake,
the principal stockholder of the company promptly returned
the unintentional distribution to the company for deposit
in the policyholders surplus account. Despite his action,
a tax of $5 million, which constitutes over 100 percent
of the actual distribution, is otherwise due and payable
without the relief provided in this bill.
The attached Treasury views letter notes the Department's
customary opposition to retroactive relief provisions of
this sort. However, Treasury does not object to the enactment
of this provision because of the steepness of the tax assessed
against, and the clearly unintentional error made by, Business
Men's Insurance.
SSI-related amendments--The enrolled bill contains two
amendments aimed at alleviating hardships for victims of
the Teton Dam disaster in Idaho who are beneficiaries under
the Supplemental Security Income (SSI) program.
Under current law, SSI recipients have their benefits reduced
by one-third if they reside in another person's household
and receive support and maintenance from that person. The
first amendment would allow SSI recipients to continue to
receive their full benefits for up to six months if they
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are forced because of a major disaster (declared under the
Disaster Relief Assistance Act) to leave their individually
maintained residence and to receive support and maintenance
while living in another person's residence.
Under current law, virtually any funds received by an SSI
beneficiary are considered as income in determining the
amount of the benefit paid by the Social Security Administration. The second amendment would exclude from income
for SSI purposes assistance provided under the Disaster
Relief Assistance Act or assistance provided pursuant to
other Federal statutes in response to a major disaster.
The Administration did not have an opportunity to comment
on these two amendments before their passage. HEW, HUD,
and Labor have no objection to them, but note one undesirable
aspect of the second amendment--its failure to distinguish
between the payment of special unemployment benefits to
individuals who are unemployed as a consequence of a major
disaster and the payment of other benefits under the Disaster
Relief Assistance Act. Exempting Disaster Relief Assistance
Act unemployment compensation payments from income for SSI
purposes conflicts with current law and policy, which
stipulates that unemployment insurance benefits be considered
as income. Had there been time, it would have been preferable
to amend the provision so as not to violate this policy.
The amendments as originally proposed would have been applicable to all catastrophes occurring after June 1, 1976. They
were revised in the Senate to apply only to catastrophes
occurring after June 1, 1976 and before December 31, 1976.
This revision was explained by Senator Long as designed "to
give us some time to study this problem with regard to future
disasters. 11 This time limit will provide an opportunity for
appropriate corrective amendments to be proposed.

~~~~Assistant Director for

Legislative Reference
Enclosures
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THE WHITE Hb~USE
ACTION MEMORANDUM

Da.te:

June 30

FOR ACTION:

LOG NO.:

WASUINGTON

Time:
#

/

Bill Seidman
Alan Greenspan ~
.~.cen Lazarus ~
Paul Aeach ,
1ax Friedersdorf tP

lllSam

cc (for inf()rma.tion):

Jack Marsh
Jim Cavanauqh
Ed Schmults

FROM THE STAFF SECRETARY
DUE: Da.te:

JuAB 3 0

Time:

asap

SUBJECT:

• • 10051 - Extension of 1976 tax withholdinq rates

and for other purposes

ACTION REQUE3TED:
_ _ For Necesscuy Action

_ _ For Your Recommendations

- - Prepa.re Agenda. and Brief

_ _ Draft Reply

J _ For Your Comments

Draft Remarks

REMARKS:

please return to Judy Johnston, Ground Floor we•t Winq
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PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.
If you ha.ve a.ny questions or if you a.nticipa.te a.
delay in submitting the required ma.teria.l, please
telephone the Staff Secretary immediately.

K. R. COLE, JR.
For the President

THE DEPUTY SECRETARY OF THE TREASURY
WASHINGTON. D.C. 20220

JUN 2 9 1976

Dear Sir:
This is in response to your request for the views
of the Treasury Department on the enrolled bill H.R. 10051.
The second section of the enrolled bill would extend until September 1 the individual income tax withholding tables presently scheduled to expire on June 30. Due
to the failure of the Congress to complete action on the
pending Tax Reform Bill (H.R. 10612), which includes provisions for extending the tax cuts voted last December,
a temporary extension of the withholding tables is necessary to prevent an increase in withholding taxes at this
time. The withholding tax extension is being adopted without accompanying tax liability changes and, should Congress
fail to enact an extension of the tax cuts, this action
could result in some increased mismatching of withholding
taxes and the tax liabilities of individual taxpayers.
However, the Treasury Department believes that the resulting increased disparity between withholding tax collections
and tax liabilities would be manageable. Of course, it
is expected that Congress will enact an extension of the
tax cuts, so that an extension of the present withholding
tax rates will in the long run facilitate a correct matching
of withholding tax collections and tax liabilities. Section two of the bill also makes necessary technical changes
in the individual and corporate estimated tax provisions.
In the judgment of the Treasury Department, an extension
of the withholding tax tables is the most appropriate action
at the present time.
The first section of the enrolled bill would make a
minor amendment to section 815 of the Internal Revenue Code.
Under present law, a life insurance company is permitted
to defer taxation on one-half of its underwriting income,
if such income is placed in the policyholders surplus account.
If the company later makes a distribution out of such account
(which can occur only after the shareholders surplus account
has been exhausted), the tax deferral is terminated and the
distribution is taxed to the company at that time. Section
one of the enrolled bill would amend section 815 to allow a
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- 2 life insurance company to disregard (for purposes of that
section) a distribution during the last month of its
taxable year, determined to have been made out of the
policyholders surplus account, if such distribution is
returned to the company not later than the due date for
filing its income tax return (including extensions thereof) for that year.
The amendment is designed to provide relief to a
particular corporation, Business Men's Insurance Company
of America, which inadvertently made a distribution in
1969 out of the policyholders surplus account. The company
had had a long-standing policy of making distributions to
stockholders only out of the shareholders surplus account
and had footnoted its published financial statements with
an assurance that the company had "no present plans for
distributing the amounts in policyholders surplus." In
view of that commitment, the principal shareholder of the
company, which owned 98.8 percent of the stock, promptly
returned the distribution upon learning of the error.
Without the relief provided in the bill, the distribution
would result in a tax of more than 100 percent of the
amount of the distribution under the complicated statutory
formula for determining the amount of tax in such cases.
The amount of tax involved, and the revenue loss that would
result from the enactment of this provision, is approximately
$5,000,000.
In general, the Treasury Department is opposed
to retroactive relief provisions of this sort, but it
has indicated that because this is a clear case of error
and the tax would fall particularly harshly, it has no
objection to the enactment of this provision.
The Treasury Department defers to the Department of
Health, Education and Welfare respecting those sections
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of the bill that amend the provisions of the Supplemental
Security Income Program.
The Treasury Department recommends that the President
approve H.R. 10015.
Sincerely yours,

George H. Dixon
Deputy Secretar
Director, Office of Management and Budget
Attention: Assistant Director for
Legislative Reference, Legislative
Reference Division
Washington, D.C. 20503
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THE PRESIDENT HAS SEEN ....
THE WHITE HOUSE
WASHINGTON

June 30, 1976

MEMORANDUM FOR THE PRESIDENT

SEIDMAN~

FROM:

L. WILLIAM

SUBJECT:

Tax Legislation and Statement

The temporary tax cut passed last December expires
on June 30. The Congress has sent you today a bill
which would temporarily extend the current withholding
rates to permit Congress to give further consideration
to tax legislation.
The EPB Executive Committee has discussed this issue
the past several days and recommends that you sign
the legislation extending the withholding rates
today in order to prevent confusion and uncertainty
for employers and employees.
The EPB Executive Committee also recommends that
you issue a statement reaffirming your position on
deeper tax cuts and further moderation of government
spending. A statement approved by the EPB Executive
Committee is attached.
This statement has been cleared by the Editorial
Office and approved by Jim Cannon, John Marsh and
Max Friedersdorf.

Attachment

'

Presidential Statement

As in December, the Congress has again waited until the last
minute to act on tax cut legislation. They have passed a
temporary extension of withholding rates, thereby delaying
permanent action on this critical issue for several more
months. By doing this, the Congress adds uncertainty and
confusion to the present economic situation, leaving all
Americans unsure of what effect taxes will have on their
income in the weeks and months ahead. The nation can ill
afford the effects of this type of congressional brinksmanship
on taxes.
Nine months ago, I asked theCongressto cut income taxes by
$10 billion. My proposal would provide for a tax cut of $227
in 1977 for a typical family of four with an annual income of
$15,000. Nine months ago, I also urged additional spending
cuts as part of my plan to achieve a balanced budget within
three years. The purpose of my proposal was to permit the
American people to decide how more of their money should be
spent rather than allowing the Federal government to make
these decisions.
Throughout the fall, the Congress talked about tax and spending cuts, but they delayed action on these critical issues
until the last days of their session in December, finally
passing a six-month extension of the 1975 cuts.
Now, the Congress has again chosen to wait until the last
possible moment to act. They have tentatively decided not
to provide the additional $10 billion in permanent tax cuts
which I recommended, preferring instead to spend this money
themselves. They adopted a spending target for the next
fiscal year which is $17 billion above the spending level that
I recommended. This excessive spending, with its potential
inflationary impact, threatens the economic growth now underway and the new jobs it is producing.
I continue to oppose
Congress playing politics with your pocketbook.
I will sign the 60-day extension to prevent withholding rates
from going up tomorrow. But, I will continue to urge support
for the position which I clearly stated last fall calling for
increased tax cuts and reduced spending. I want to give the
American people more control of their own lives by reducing
what the Federal government takes in taxes.
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THE WHITE HOUSE
WASHINGTON

June 30, 1976

TO

JIM CONNOR

FROM

BILLGOROG~

The attached remarks for the President
have been reviewed and edited by Bob
Orben, Paul 0 1 Neill, Jim Lynn, and
Roger Porter.

Presidential Remarks
June 30, 1976 3:00 p.m.

I am signing today a bill which will prevent your withholding taxes from going up tomorrow.
Last October, I asked the Congress to reduce Federal
income taxes by an additional $10 billion, which would
represent a tax saving of more than $225 for a family of
four earning $15,000 a year.
I also asked the Congress to restrain the growth of
Federal spending

an essential step toward balancing the

Federal budget.
Now, nine months later, the response from the Democratic
Congress is typical of their repeated failure to face the issues.
The Congress, after waiting until the last possible day, has
enacted a two-month freeze of withholding rates rather than

'
cutting taxes another $10 billion as I had requested.
Furthermore, the Democratic majority has adopted a spending
ceiling for the next fiscal year that exceeds my recommendations
by $17 billion.

-2-

These actions by the Democratic Congress are wrong for
the people and wrong for our economy.
My proposals would ensure greater prosperity, and more
and better jobs, without inflation.
and less Federal spending.

We need greater tax cuts

The American people should have

more control over what they earn, rather than government
constantly dipping further into their pocketbook.

I will

continue to press the Congress to enact the comprehensive
program of tax and spending reductions I proposed last October,
and I urge all Americans to join me in that effort.

,

THE WHITE HOUSE
WASHINGTON

June 30, 1976

MEMORANDUM FOR THE PRESIDENT

~

FROM:

L. WILLIAM SEIDMAN

SUBJECT:

Tax Legislation and Statement

The temporary tax cut passed last December expires on June 30.
The Congress has sent you today a bill which would temporarily
extend the current withholding rates to permit Congress to give
further consideration to tax legislation.
The EPB Executive Committee has discussed this issue the past
several days and recommends that you sign the legislation
extending the withholding rates today in order to prevent confusion and uncertainty for employers and employees.
The EPB Executive Committee also recommends that you issue a
statement reaffirming your position on deeper tax cuts and
further moderation of government spending. A statement approved by the EPB Executive Committee is attached.
This statement has been cleared by the Editorial Office and
approved by Jim Cannon, John Marsh and Max Friedersdorf.
Friedersdorf and Marsh recommend that the final paragraph of
the statement be placed first followed by the seccmd:-parag:rraph
and then/the first paragraph of the statement as it now stands.
I

,

Attachment

Presidential Statement

As in December, the Congress has again waited until the last
minute to act on tax cut legislation. They have passed a
temporary extension of withholding rates, thereby delaying
permanent action on this critical issue for several more months.
By doing this, the Congress only adds uncertainty and confusion
to the present economic situation, leaving all Americans unsure
of what effect taxes will have on their income in the weeks and
months ahead. The Nation can ill afford the effects of this
type of fiscal brinksmanship which the Congress has chosen to
practice.
Nine months ago, I asked the Congress to decrease income taxes
by ten billion dollars. My proposal would provide for a tax
cut of $227 in 1977 for a typical family of four with an annual
income of $15,000. Nine months ago, I also urged additional
spending cuts as part of my plan to achieve a balanced budget
within tnree years. The purpose of my proposal was to permit
the American people to decide how their money should be spent
rather than allowing the Federal government to make these
decisions.
Throughout the fall, the Congress talked about tax and spending cuts, but they delayed action on these critical issues until
the last days of their session in December, finally passing a
six-month extension of the 1975 cuts.
Now, the Congress has again chosen to wait until the last possible moment to act. They also have tentatively decided not
to provide the additional $10 billion in permanent tax cuts
which I recommended, preferring instead to spend this money
thems
s. They adopted a spending target for the next fiscal
year which is $17 billion above the spending level that I recommended.
This excessive spending, with its potential inflationary impact, threatens the jobs of those who are employed. The
Democratic Congress continues to play games with the economy
for political purposes.
I continue to oppose Congress playing politics with your pocketbook.
I will sign the 60-day extension to prevent withholding
rates from going up tomorrow.
I continue to urge support for
the position which I clearly stated last
1 calling for
increased tax cuts and reduced spending.
I want to give the
American people more control of their own lives by reducing
what the Federal government takes in taxes.

,

THE WHITE HOUSE
WASHINGTON

. June 30, 1976

ACTION
MEMORANDUM FOR:

THE PRESIDENT

FROM:

WILLIAM F.

SUBJECT:

Proposed Press· Statement
on Tax Legislation

GOROG~

Due to Congressional inaction, the temporary tax cut passed in
December will expire on June 30.
It is suggested that you issue the attached statements today to

remind the public of your position on deeper tax cuts and moderation of government spending.
This statement has been coordinated with Bill Seidman, Mike Duval,
Bill Simon, Jim Lynn and Doug Smith.

Approve

+--------------------J

Disapprove

-----------------------------

Attachment

,
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Presidential Statement

As in December, the Congress has again, waited until
the last minute to act on tax cut legislation. They
passed a temporary extension of witholding rates, thereby
delaying permanent action on this critical issue for
several more months. By doing this, the Congress only
adds uncertainty and confusion to the present economic
situation, leaving all Americans unsure of what effect
taxes will have on their income in the weeks and months
ahead. The Nation can ill afford the effects of this
type of fiscal brinkmanship which the Congress has chosen
to practice.
Nine months ago, I asked Congress the to decrease income
taxes by ten billion dollars. My proposal would provide
for tax cut of $227 in 1977 for a typical family of four
with an annual income of $15,000. Nine months ago, I
also urged additional spending cuts as part of my plan
to achieve a balanced budget within three years. The
purpose of my proposal was to permit the American people
to decide how their money should be spent rather than
allowing the Federal government to make these decisions.
Throughout the fall, the Congress talked about tax and
spending cuts, but they delayed action on these critical
issues until the last days of their Session in December.
When they finally submitted a bill to me, I vetoed it
because the Congress refused to establish a ceiling on
Government spending.
Following this veto, the Congress responded by submitting
a bill which provided for a six-month extension of the
1975 tax cuts. At the same time, the Congress adopted
my proposed principle that any extended or expanded future
tax cuts should be coupled with cuts in Federal spending.
Now, six months later, the Congress has done nothing
on the matter. They have not acted upon my request for
expanded tax cuts, and they have broken their agreement
to link tax cut extensions to corresponding spending
cuts.
The Congress again chose to wait until the last possible
moment to act. They also tentatively decided not to
provide the addit1onal $10 billion in permanent tax cuts
which I recommended, preferring instead to spend this
money themselves. They adopted a spending target for

'

-2the next fiscal year which is $17 billion above the spending
level that I recommended. This excessive spending, with
its potential inflationary impact, threatens the jobs
of those who are employed. The Democratic Congress continues to play games with the ~conorny for political purposes.
I say to all Americans: Don't let Congress play politics
with your Qocketbook.
I will reluctantly sign the 60-day
extension of withholding rates so that the American people
will know with certainty how much of their pay checks is
being taken by the Federal Government. However, I continue
to urge· support for the position which I clearly stated last
fall, which calls for increased tax cuts and reduced spending.
I want to give the American people more control of their own
lives by reducing what the Federal government taxes away.
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

~
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WASHINGTON. D.C. 2.0503

.JUN 3 0 1976

MEMORANDU.H FOR THE PRESIDENT
Subject:

Enrolled Bill H.R. 10051 - Extension of 1976
tax withholding rates and for other purposes
Sponsor - Rep. Waggonner (D) Louisiana

Last Day for Action
Recommend action on
June 30, 1976 - Wednesday
Purpose
To extend to September 1, 1976, certain provisions of the
Tax Reduction Act of 1975; to exempt life insurance companies
from tax liability in the event of an inadvertent distribution
and prompt return of funds from a "policy holders surplus
account ~ and to exempt Supplemental Security Income (SSI)
beneficiaries who are victims of a major disaster occurring
between June 1 and December 31, 1976 from a curtailment
in SSI benefits when tE::mporarily displaced from their homes
and from the inclusion of disaster assistance as income in
the determination of their SSI benefits.
11

Agency Recommendations
O'ffi'C's:·t,:e-· Mantigetn~nt

ariel-" Sud~~i:· .·'·. _. . . :;, . ;

Department of the Treasury
Department of Health, Education,
and Welfare
Department of Housing and Urban
Development

•!:. .. ,,

:·Approval.:. .• '. ,;·,_:,,. . '. : "'. :.... ,~ ... :
Approval
No objection (disaster
provisions }jintorwally)
No objection (disaster
provisions) Jinforr::<;,lly)

Discussion
The enrolled bill would continue until September 1, 1976,
the individual income tax withholding rates and related
individual and corporate estimated tax provisions which
will otherwise expire on June 30, 1976. Thf: proposed twomonth extension of these rates and related provisions is

Attached document was not scanned because it is duplicated elsewhere in the document
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AC1ION

~II::?\10RANDUM

June 30

Date:

LOG NO.:

WASIIINGTON

FOR ACTION: Bill Seidman

/

Tinlc:

1115am

cc (for information):

Alan Greenspan
Ken Lazarus
Paul Leach
Max Friedersdorf

Jack Marsh
Jim Cavanaugh
Ed Schmults

FROM THE STAFF SECRETARY
DUE: Date:

June 30

Time:

asap

SUBJECT:
.,

H.R. 10051 - Extension of 1976 tax withholding rates
and for other purposes

ACTION REQUESTED:
_

_ For Necessary Action

_ _ Prepare Agenda and Brie£
X

For Your Comments

_

_ For Your Recommendations

_ _ Draft Reply
_ Draft Remarks

.REMARKS:

please return to Judy Johnston, Ground Floor West Wing
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PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.
If you hc.ve any questions or if you anticipate a
delay in submitting the reqt.\ired material, please
,__),.._:..,. ___ •}....-

"--!+-~•

c.:,,.....•

..,.,J. _ _ ., . ; _ ..... a.;,~,...Jal .. r

James M. Curmon
For the Pr·~id ~ ut

IJITA.'-r"'~t: 1 EXECUTIVE OFFICE OF THE PRESIDENT
,OFFICE OF MANAGEMENT AND BUDGET

DATE:

TO:

Bob Linder

FROM:

J. Frey

6-30-76

The attached facsimile and House
Report are for inclusion in the enrolled
bill file on H.R. 10051 tax withholding
rates extension.

OMB FORM 38

94TH CONGRESS}

f2dSession

HOUSE 01!' REPRESENTATIVES {

REPORT

No. 94-1263

..

TAX TREATMENT OF CERTAIN DISTRIBUTIONS OF
LIFE INSURANCE COMPANIES

J"UNE.

14, Hi76.-Committed to the Committee of the Whole. House on the State
of the Union and ordered to be printed

1\fr.

ULLMAX,

from the Committee on 'Vays and 1\Ieans,
submitted the following

REPORT
[To accompany H.R. 10051]

The Committee on Ways and Means, to whom was referred the
bill (H.R. 10051) to amend section 815 of the Internal Revenue
Code to allow a life insurance company to disregard (for purposes of
that section) a distribution during the last month of its taxable year,
determined to have been made out of the policyholders surplus account, if such distribution is returned to the company not later than
the due date .for filing its income tax return (including extensions
thereof) for that year, having considered the same, report favorably
thereon with amendments and recommend that the bill as amended
do pass.
The amendments are as follows :
Page 1, strike out lines 3 to 5, inclusive, and insert:
That (a) section 815 (d) of the Internal Revenue Code of
1954 (relating to special rules for distributions to shareholders) .is amended by adding at the end thereof the following new paragraph:
Page. 2, line 20,. strike out "The" and insert:
Nothing in this paragraph shall affe~t the tax treatment of
the rec~ipt ofthe distribution by any shareholder, and the
Page 2, 1ine 22, strike out· "extent that" and insert in lieu thereof
"extent that a".
Page 3, strike Otl.t lines 1 to 4, inclusive, and insert:
(b) The amendment made by this section shall app]y with
respect to btxable years ending after December 31, 1957.

3
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I.

SuMMARY

. The hill (H.R..10051) prevents imposition of a special tax on life
!nsurance co~pai!IeS .(the so-called "phase III tax") in the case of an
madvertent distr1hut10n by the company from the policyholders surplus account, where the amount distributed is promptly returned to
the company.

II.

GENERAL STATEMENT

Present law
Under present law, the taxable income of a stock life insurance company for a taxable year consists of three elements referred to as phase
I, phase II,.and phase III (sec. 802). Phase I consists of the lesser of
the tax11;hle I~ vestment income 1 of the life insurance company for that
year or Its gam fro!fl operations for that year; phase II consists of one~alf of the ~xcess, If any, of the company's gain from operations over
Its t~xahle mvestm~nt income for that year; and phase III generally
cons~sts _of the portiOn of the other hal£ of such excess which is treated
as d1st!'Ihl!ted to shareholders of the company for the year. Thus, a
s~ock hfe msurance company's taxable investment income for a partlc~llar year and oi?-e-half of ~ts underwriting income (the excess of its
gams from opei:attons over Its taxable investment income) are taxed
on a current basis: The portion of its underwriting income which is not
taxed currP_ntl:y Is generally taxed as phase III income when it is
treated as d1stnbuted to shareholders.
F~1der the Internal Revenue <'?de, a stock .l~fe imn!rance company
credits the tax-deferred half of 1ts nnderwr1tmg gams to a policyhold(>rs surplus account." Amounts may be suhtract(>~l from the policvholdc:>r;'l Sl!rplns aeeount, credit to the shareholders surplus account,
and d1stnb11ted to shareholders (sec. 815). Under these rules, however
amounts subt;racted fro:r:t the P?lic;yholders surplus account for a tax~
able year are mclndable m the hfe msi1rance company's taxable income
for that vear.
In order to determine tlw amount of phase III income for a particular taxable year, the ar~tount actually distribut<•d from the policyholders surplus account Is "gross~d-up". TJ:e gross-up is necessary to
equate the Insurance company with an ordmary corporation.
Rea8ons fw change
The F~e insurance comi?any ta~ rules provide a priority system for
determmmg whether a distnbutiOn to shareholders is derived from
the shareh~lders su~plus accoun~, t~e P.olicyholders surplus, or other
a.ccounts. T nder pus system, d~stnbut10ns to shareholders are conSidered to be mane from the pohcyholderssurplus account only after
the balance .of t~0 s.hareholders surplus account has been reduced to
zero. Th~s, tf a hfe msurance company makes a distribution to shareholders m .excess. of the balance of its shareholders surplus account,
th~ e.xcess Is considered to be from the policyholders surplus account
( hm1ted to. the balance of that account).
: G!.'neral!y. the , taxable Investment ln~ome of a life insurance compan:v Is the lif<'

~nsnmrr': com~any ~ shar.. of the :VIPl<l on its Investments, re<tueed by in\·estnient expenses·

e~ r.•·~hat!"n; d<'Pietlon. <'ertaln real t'Rtate pxpenses and trade or business expenses. Th~
P02 1 ~y o1 u<'r s shar" of im·estment yield Is not taxed to the company
";tlon 81i'i proYiil~>s limitations on the amount which may be cr~dlted to the
l10II
< <>r s surplus account.
· policy•
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It has been pointed out that the phase III tax may be approximately
half of the gross amount or may exceed 90 percent of the al!lount
actually distributed from the policyholders surplus account ( m the
case o:fdistributions made in the period ·when the 10-percent surtax
>Yas in effect ( 1!)68 and 1969), the phase III tax ?ould exceed ~10 percent o:f that amount) and that such a tax may be Irrevocably. tngge~·ed
hy a distribution which results from an inadvertent error m makmg
complex computations.
The Internal Revenue Service has interpreted present law to require a life insurance company to pay the phase III tax on a wholly
unintentional distribution out of the policyholders surplus account
·even though the shareholders of the company promptly return the
distribution upon learning of the error, and even though the company
has a long-standing J:>Olicy of limiting its distributions to stockJ:old~rs
to amounts in the shareholders surplus aecount and footnotmg Its
published financial statements with a statement that the company has
·"no present plans for distributing the amounts in policyholders ~ur·
plus". Under this interpretation, amounts distributed out of the policyholders surplus account by mistake are held subject to the phase III
tax even though they were restored to the company before its return
for the year was due.
Eroplanation of the bill
Your committee's bill prevents the imposition of the phase III
tax on amounts inadvertently distributed by a life insurance company
from the policyholders sur.(Jlus account. It provides that no amount is
to be subtracted from an msurance company's policyholder surplus
account ,with respect to a distribution made during the last month of
the corhpany 2s taxable year {which distribution would otherwise be
treated as a distribution out o:f the policyholders surplus account)
to the extent the amounts so distributed are returned to the company
no lat(',r than the time prescribed bylaw (including exten~ions t~ereof) ·
for filing the company's return for the taxable year m whiCh the
distribution was made.
Under the bill, the amounts so returned are to be applied first to
restore the ammmts which would otherwise be treated as distributed
out of the policyholders surplus account.
The relief provided by the bill is not to b~ ~vailable if at t~.time
the distribution was made by the company. It mtended to ava1l1tself
of the provisions of the bill by having its shareholders return alLor a
))art of the distribution.
· The distribtltion is to be taxed to the shareholders under the usual
rules. Under the bill, the basis to a shareholder of his stock in the
company is not to be increased by reason of amounts returned under
these rnles to the extent that a dividends received deduction or exclu~
sion is allowable with respect to the distribution.
The biH provides rel~ef for the Busin~ss ¥en:s ,t\ssuranse Company
of America (BMA) w1th respect to a distribution made m December
1969. The amount of the· inadvertent BMA distribution was nearly
$5.5 iniJUon. ·when grossed up, the amount subject to tax was about
$11.5 million. In this case, the principal shareholder of the company
)womptly returned the distribt1tion upon learning of the error.

H.R.1263

4

5

Effective date
The bill applies with respect to taxable years ending after December 31, 1957 (the effective date of the Life Insurance Company Tax
~ct of 1959, whic~ established the three-phase system of taxing life
msurance compames).
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III. EFFECT

THE BnL ON THE REVENUEs AND VoTE
CoM~IITTEE IN REPORTING THE BnL
OF

OF

THE

In compliance "\\rith clause 7 of rule XIII of the Rules of the House
of Representatives, the following statement is made relative to the
effect of this bill on the revenues. Your committee estimates that, other
than the revenue loss involved with respect to B:MA (approximately
$6 million), the b.ill is not expected to have any significant effect on
the revenues in the future. The Treasury Department agrees with this
statement.
In compliance with clause 2(1) (2) (B) of rule XI of the Rules
the House of Representatives, the following statement is made relative to the vote of the Committee on reporting the bill. This bill, as
amended, .was ordered reported by voice vote.

IV. OTHER MATTERS REQUIRED To BE DiscussED UNDER HousE RULES
In compliance with dause 2(1)(3) of the rule XI of the Rules of the
House of Representatives, the following statements are made :
With respect to subdivision (A), rel&ting to oversight findings, it
was a result of your committee's oversight activity concerning the
application of the life insurance company tax provisiOns that the committee concluded that the phase III tax should not be applied under
the circumstances provided in the bill.
With respect to subdivision (B), your committee states that the
ehanges made to existing law by this bill involve no new budget
authority or new or increased tax expenditures.
With respect ·to subdivisions (C) and (D), your committee advises
that no estimate or comparison has been submitted to your committee
by the >Director of the Congressional Budget Office relative to any
of the provisions of H.R. 10051 nor have any oversight findings or
recOmmendations been submitted to your committee by the .Committee
on Government Operations with respect to the subject matter of
H.R. 10051.
.
In compliance with clause 2{1) {4) of rule XI of ,the Rules of the
House of Representatives, your committee states that the enactment
of this bill is not expected to have an inHa.tionary impact on prices and
costs in the oper3Jtion of the national economy.
V. CHANGES IN ExiSTING LAw MADE

BY THE

Bna:,, AS REPORTED

In compliance with clause 3 of rule XIII of the Rules of the House
of Representatives, changes in existing law made by the bilJ, as reported, are shown as follows (existing law proposed to be omitted is
'Elnclosed in black brackets, new matter is printed in italic, existing law
in which no change is proposed is shown in roman) :
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Subtitle A-Income Taxes

II"

CHAPTER 1-NORMAL TAXES AND SURTAXES

*

*

*

*

*

*

*

*

*

Subchapter L-Insurance Companies

*

*

*

PART I-LIFE INSURANCE COMPANIES

*
*

*

*

*

*

*

*

Subpart D-Distributions to Shareholders

•

*

SEC. 815. DISTRIBUTIONS TO SHAREHOLDERS.

*

.

•

(a) GEXERAL RuLE.-For purposes of this section and section ~02
(b) (3), any distribution to shareholders after December 31, 19o8,
shall be treated as made(1) first out of the shareholders surplus account, to the extent
~~
.
.
h
t
(2) then out of the policyholders surplus account, tot e exten
thereof, and
(3) finally outof other accounts.
(b) SHAREHOLDERS SuRPLUS AccouNT.(1) IN GENE~r..-Each st?Ck life ins1.1ra~ce company shall, fo:
purposes of this part establish and mamtam a shareholders smplus account. The a~ount in such account on January 1, 1958~
shall be zero.
(2) AnDmONS TO AccouNT.-The amount added f:o t~e shareholders surplus account for any taxable year begmmng after
December 31, 1957, shall be the amount by which( A) thesumof~
.
(i) the life insurance company taxable mcome (computed without regard to section 802 (b) ( 3)), · · ·
( ii) in the case of a taxable year begmmng after December 31, 1958, the amount (if any) by which the :mt
long-term capital gain exceeds the net short·term ?aP!tal
loss, reduced (in the case of a taxable year begmm~g
after December 31, 1961) by the amount referred to m
clause (i),
.
(iii) the dedu~tion for partial)ytax-exemJ>t mterest
provided by section 242 ( ~;ts. modified ~y section. 804 (a)
(3)) the deductions for dividends rece1ved provided by
~cti~ns 243, 244, and 245 (as modified by section 809 (d)
(8) (B)), and the. amount ofinterestexcluded from gross
income under section 103, and
•
.
(iv) the small business deduction provided by section
809I(d) (10), exceeds
H.R. 1263
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(B) the taxes imposed forth ta

b
(a), determined without regard~ xa .le year ,by section 802
(8) SUBTRACTIONS FROM ACCOUNT.- sectiOn 802(b) (3).
(A) IN GEXERAL.-There shall b
h
e su tracted from the
shareholders surplus account f
which is treated under this sec~f any tad~ab!e year the amount
account.
on as rstnbuted out of such
(B) DISTRIBt>"TIONS IN 1958 Th
,'
from the shareholders surplus;-. e~e shall be subtracted
of) for any taxable year beg· c?ou~ (to the extent theredistributions to shareholders ~~dinN 11! 1958 the amount of
(c) PoLICYHOLDERs SuRPLus AccoUNT.-e urmg 1958.
(l) IN GENERAL.-Each stock life insura
. t ~ce company shall, for
purposes of this part establish and
plus account. The a~ount in such mam attn a policyholders surshall be zero.
accoun on January I, 1959,.
(2) ADDITIONS TO ACCO
Th
holders surplus account f~T.- e amount added to the policyDecember 31, 1958, shall be the~?m ~atable year beginning after
(A) an amount equal to 50
t f h
the gain from
t"
percen o t e amount by which.
income,
opera rons exceeds the taxable investment
(B) the deduction for certa"
· . .
provided by section 809 (d) (fj)m (non~a~rCipatmg c<?ntracts
(f)), and
as limrted by sectwn 809
T

(C) t_he ~eduction for accident and health . .
.
group hfe msurance
t t
. . · msurance and
( 6) (as limited by secti~: B~~(f))rovtded by section 809 (d)
(3) SUBTRACTIONS FROM AC
· •Th
from the policyholders s~r 1 com."'T.- ere shall. be subtracted
amount equal to the sum of~ us account for any taxable year an
(A) the amount which ( "th t

~~fty~~l~::S~~r~J:~c!~?:!~~ a~e~~~t~it~fedb~~~a~t~h~

(B) the amount ( determ ·' d · h
802(a) (3)) by which th t m~ W:lt out regard to section
by section 802 ( ) · ·
e ax Imposed for the taxable year
(d) SPECIAL RULEs.~ IS mcreased by reason of section 802 (b) ( 3).
( 1) ELECTION TO TRANSFER
PLUS ACCOUNT TO SHARE1IO!.J:>~;IOUNTS FROM POLICYHOLDERS SUR.
(A) IN GENERAr..-A tax SURPLUS ACCOUNT,.._
year for which it is a l"f p~yer may elect for: any taxable
from its policyholders s;~l msuranc\ company to s}lbtract
. account as of the close of us accoun any amount m such
subtracted, less the amo~n~u:f t1axatable _year. The .amount so
to such amo t by
· e x Imposed wrth respect
added to the u~arehold!:~uorpftection 802(b) (3), shall be
ning of the succeeding tax bl us account as of the beginB) 1\.r.
a e year.
.(
J.UANNER AND EFFECT OF ELEC
Th .
.
Vlde4 by subparagraph (A) shall b TION.- . e electiOn proand m such form as the Secret
e m~e ( m such manner
regulations prescribe) after th8ar~ or hlfs ~elegate may by
c ose o tne taxable year
H.R.1268

and not later than the time prescribed by law for filing the
return (including extensions thereo~) for the taxable year.
Such an election, once made, may not be revoked.
.
(2) TERMINATION AS LI;FE INSURANCE COMPANY.-.
(A) EF.FECT OF TERMINATION.-Except as pro~ded Ill section 381(c) (22) (relating to carryovers in certam corporate
readju~ments), if...- .. ·.
.
.
(1) for any taxable year the taxpayer IS not an msurance company, or
.
(ii) for any two successive taxable years the taxpayer
is not a life insurance company,
then the amount taken into account under section 802(b) (3)
for the last preceding taxa~le year for which it was. a ~ife
. insurance company shall be mcreased ( a;fter the applicatiOn
of subparagraph (B) ) by the amount remaining in its poli_cy;·
holders surplus account at the close of such last precedmg
.taxable year.
.
(B) EFFECT OF CERTAIN DISTRIBUTIONS.-If :for any taxable
year the taxpayer is an insuran~ C?OmJ?any but not a life
insurance company, then any distnbution to shareholders
during such taxable year shall be treated as made on the
last day of the last preceding taxable year for which the
taxpayer was a life insurance company;
(3) TREATMENT OF CERTAIN INDEBTEDNESS.-If. (A) the taxpayer makes any payment in discharge of its
indebtedness, and
... , · . (B) such indebtedness is attributable.to.a distribution by
the taxpayer to its shareholders after February 9, 1959,
then the amount of such payment shall, for purposes of this section
and section 802 (b) ( 3), be treated as a distribution in cash to shareholders, but only to the extent that the distribution referred to in subparagraph (B) was treated as made out of accounts other than the
shareholders and policyholders surplus accounts.
.
( 4) LiMITATION. ON AMOUNT IN POLICYHOLDERS SURPLUS A..oCOUNT......;_There shall be treated as a subtraction frOm the policyholders surplus account ,for a taxable year for which the taxpayer
is a life insurance company the amount by which the policyholders surplus account (computed at the end of the taxable
year without regard to this paragraph) exceeds whichever of
the following is the greatest. . ··
(A) 15 percent of life insurance reserves at the end of the
taxable year,
.
.
·
(B) 25 percent of the amount by which the lifeinsurance
reserves at the end of the taxable year exceed the life insurance reserves at the end oflf)98, or
(C) 50 percent of the llet amoullt of the. premiums and
other consideration taken into account for the taxable year
· under section 809(c) (l),
·
The amount so treated as subtracted, less the amount of the tax
imposed with respect to such amount by reason of section 802 (b)
(3), shall be added to the shareholders surplus account as of the
beginning of the succeeding taxable year.
H.R.1268

8
( 5) REDUCTION OF POLICYHOLDERS SURPLUS
UNUSED DEDUCTIONs.-I f -

ACCOUNT FOR CERTAIN

( A) an amount added to the policyholders surplus account
for any taxable year increased (or created) a loss from operations for such year, and
(B) any portion of the increase (or amount created) in the
loss from operat~ons. referred to in subparagrap~ (.A) did
not reduce the hfe msurance company taxable mcome for
any taxable year to which such loss was carried,
the policyholders surplus account for the taxable year referred
to in subparagraph (A) shall be reduced by the amount described
in subparagraph (B).
(6) RESTORATION OF AMOUNTS DI8TlUBUTED OUT OF POLIOY.HOLDE1f8 SURPLUS AOOOUNT.-Notwithata'IUJing any otMr p-rovi8i011
· tJ1 tlth ln.ibelmp.t€1>, M OJmO!Unt shall be ~:mbtracted from a t(lil}payer's polkylwlde-rs sulrplua aoaownt with respect to a dutribution made during the la8t month of the t;amable year which, without -rega'l'd to this par<arJ'l'aph, would be treated in whole or in
part as ,a distribution out of the polieylwlders surplus account, to
· · tiM ·6mtent that amounts so disflributed are returned to the taxpayer no late'!' than the time presO"''ibed by law (including extensions thereof) for filing the tarepayer's -return for the t(lil}able
year in which the distribution was m.-ade. Fw purposes of thi<J
paragraph, Ul!nOUnts returned to a taxpayer' with respect to a
distribution shall be /iTst applied to the return of amounts which,
without reqard to this paragraph, would have been treated as
ili8t1'ibmed out of t'M polkylwldera ~:mrplus aaoownt. Thii!J paragraph shall not apply if, at the time ~:ma/1. distribution was made,
the taxpayer intended to arvail itself of the provisions of this
paragraph by harving its shareholders '!'eturn all o-r a pa:rt of
suah dutribution. Nothing in this paragraph shall affect the tax
t'l'eat1JIU!-nt of the receipt. of the dii!Jtribution by any shareholder,
and t'M basis to a sha'l'elwlder of his stoolc in the t(lil}payer shall
. not be i'IUJ'I'eased by reason of amownta returned unde-r this paragroph to the eilJt~nt that a; dividends -received dedtuction or erz:alusi<m was allowable in respeat of the distribution of such amount
wnder any provision of thii!J title.
(e) SPECIAJ. RULE FOR CERTAIN MUTUALIZATioNs.(1) IN GEN}}BAL.-For purposes of this section and section
802(h) (3), ~:Y _distribution to shareholders after December 31,
1958, m acqms1tion of stock pursuant to a plan of mutualization
··
shall be treated(A) :first, as made out of paid-in capital and paid-in surplus. to the extent thel'OOf,
·
(B) thereafter, as made in two allocable pa:rts(i) one part of which is made out.of the other accounts
referred to in S'l:\b~ion {a) ( 3), and
(ii) the remainder of which is a distribution to which
subsection (a) applies.
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( 2)

SPECB.L RULES.-

( .A) Ar~wcATION RATIO.-The part referred to in p3;ragraph
(1) (B) (i) is the amount which bears the same ratiO to the
amount to which paragraph (1) (B) applies as(i) the excess (determined as of December 31, 1958,
and adjusted to the beginning of the year of the distribution as provided in subparagraph (B)) of the assets
ove:r: .the total liabilities, bears to
. .
( n) the sum (determined as of the begmmng of the
year of the distribution) of the excess described in clause
(i), the amount in the shareholders surplus account, plus
the amount in the policyholders surplus account.
(B) AnJUSTMENT FOR CERTAIN DIBTRIBUTIONS.-The excess
described in subparagraph (A) (i) shall be reduced by the
aggregate of the prior distributions which have been treated
under subsection (a) (3) as made out of accounts other than
the shareholders surplus account and the policyholders surplus account.
(f) DisTRIBUTION DEFINED.-For purposes of this section, the term
"distribution" includes any distribution in redemption of stock or in
partial or complete liquidation of the corporation, but does not include( 1) any distribution made by the corporation in its stock or in
rights to acquire its stock;
·
(2) except for purposes of subsection (a) (3) and subsection
(e) (2)(B}, any distribution in'redemption of stock issued before
1958 which at all times on and after the date of issuance and on
and before the date of redemption is limited as to dividends and
is callable, at the option of the issuer, at a price not in excess of
105 percent of the sum of the issue price and the amount of any
contribution to surplus made by the original purchaser at the time
of his purchase;
(3) any distribution after December 31. 1963, of the stock of a
controlled corporation to which section 355 applies, if such controlled corporation is an insurance company subject to the tax imposed by section 381 and if(.A) control was acquired prior to January 1, 1958, or
(B) control has been acquired after December 31, 1957(i) in a transaction QualifvinP." as a reorganization under section 36S(a) (1) (B), if the distributing corporation has at all times since December 31, 1957, owned stock
representing not less than 50 percent of the total combined voting po'Wer of all classes of stock entitled to vote,
and not less than 50 percent of the value of all classes of
stock, of the controll~d corpPratitm, or
(ii) solely in exchange for stock of the distributing
corpo:mtion which stock is immt>diately e:xchan~d by the
controlled corporation in a transaction qnalifyin!!' as a
reorganization under section 368 (a) ( 1) (A) or (C), if
the controlled corporation has at all times since its organization been wholly owned by the distributing cor-
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poration and the distributing corporation has at all times
since December 31, 1957, owned stock representing not
less than 50 percent of the total combined voting power
of all classes of stock entitled to vote, and not less than
50 percent of the value of all classes of stock, of the
corporation the assets of which have been transferred
to the controlled corporation in section 368 (a) ( 1) (A.)
or (C) reorganization;
( 4) anv distribution after December 31, 1966, of the stock of a
controlled corporation to which section 355 applies, if such distribution is made to a corporation which immediately after the distribution is in control (within the meaning of section 368 (c) ) of
both the distributing corporation and such controlled corporation
and if such controlled corporation is a life insurance company of
.which the distributing corporation has been in control at all times
since December 31, 1957; or
( 5) any distribution after December 31, 1968, of the stock of a
controlled corporation to which section 355 applies, if such dis. tribution is made to a corporation which immediately after the
distribution is the owner of all of the stock of all classes of both
the distributing corporation and sueh controlled corpora,tion and
if, immediately before the distribution, the distributing corpora-'
tion had been the owner of all o:l the stock of all classes of such
controlled corporation at all times since December 31, 1957. ·
Paragraphs (3), {4), and (5) shall not apply to that portion of the
distribution of stock of the controlled corporation equal to tlie increase
in the aggregate adjusted basis of such stock after December 31, 1957,
except to the extent such increase results from an acquisition of stock
in the controlled corporation in a transaction described in paragraph
(3) (B). If any part of the increase in the aggregate adjusted basis of
stock of the controlled corporation after'December 31, 1957, results
from the transfer (other than as part of a transaction described in paragraph (3) (B)) by the distributing corporation to the controlled corporation of property which has a fair market value in excess oi its
adjusted basis at the time of the transfer, paragraphs (3), (4), and
(5) also shall not apply to that portion of tne distribution equal to such
excess.
·
(g)

CERTAIN DrsTRtBUTIONs RELATED TO

Fo:R:mm

SnBsmrARIEs.-If

subsection (f) ( 5) applied to the .distrib~tion by. a life insurance company of the stock of a corporation whiCh was a controlled corporation·
·
·
· '·
·
(1)' any distribution by such corporrttion to its shareholders
(after the date of the distribution of its st()ek by the life insurance
·
·
company), and
( 2) .any dispositiort of the stock of such corporation by the dis·
·•
·
tributee corporation.
shall, for purposes of this secti~n, ~e irilated as. a distribution to its
!)'Q.areholders by such life insurance compa~y, until the amounts so
treate(l equal the ·amount of the. distribution. of such stock which by
reason of subse~tion (f) ( 5) was not ~eluded as a distribution for purposes of this section.

•

•

•

•

"'

0
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RintQtfourth crongrcss of the it.nitcd ~tatcs of 2lmcrica
AT THE SECOND SESSION

Begun and held at the City of Washington on Monday, the nineteenth day of January;
one thousand nine hundred and seventy-six

:an £let
To am~nd section 815 of the Internal Revenue Code to allow a life insurance
company to disregard (for purposes of that section) a distribution during the
last month of it~ taxable year, determined to have been made out of the
policyholders surplus account, if such distribution is returned to the company
not later than the due date for filing its income tax return (including extensions
thereof) for that year, and for other purposes.

Be it enacted by the Senate and House of Representati1Jes of the
United States of America in Congress assembled, That (a) section
815(d) of the Internal Revenue Code of 1954 (relating to special
rules for distributions to shareholders) is amended by adding at the
end thereof the following new paragraph:
" ( 6) RESTOR.\TIOX 0}' A"NIOUXTS DISTRIBUTED OUT OF POLICYHOLDF.P..S SUHPLUS ACCOUNT.-Notwithstanding -any other provision

of this subchapter, no amount shall be subtracted from a taxpayer's policyholders surplus account with respect to a distribution
made during the last month of the taxable year which, without
regard to this paragraph, would be treated in whole or in part as
a distribution out of the polieyholders surplus account, to the
extent that amounts so distributed are returned to the taxpayer no
later than the time prescribed by law (including extensions
thereof) for filing the taxpayer's return for the taxable year in
which the distribution was made. For purposes of this paragraph,
amounts returned to a taxpayer with respect to a distribution shalJ
be first applied to the return of amounts which, without regard
to this paragraph, would have been treated as distributed out of
the policyholders surplus account. This paragraph shall not apply
if, at the time such distribution '''as made, the taxpayer intended
to avail itself of the provisions of this paragraph by having its
shareholders return all or a part of such distribution. Nothing in
this paragraph shall affect the tax treatment of the receipt of the
distribution by any shareholder, and the basis to a shareholder of
his stock in the taxpayer shall not be increased by reason of
'amounts returned under this paragraph to the extent that a dividends received deduction or exclusion was allowable in respect of
the distribution of such amount under any provision of this title.".
(b) The ,amendment made by this section shall apply with respect
to taxn ble years ending after December 31, 1957.
SEC. 2. EXCLUSION FROM INCOME UNDER THE SUPPLEMENTAL
INCOME PROGRAM.

(a) IN GENERA.L.--'Section 1612 (b) of the Social Security Act is
amended(1) by striking out the word "and" which appears at the end
of paragraph ( 9), ,
(2) by striking out the period at the end of paragraph (10)
and by inscrtin~ in lieu thereof " ; and",
( 3) by insertmg the following new paragraph:
" ( 11) assistance received under the Disaster Relief Act of 1974
or other assistance provided pursuant to a Federnl statute on
account of a catastrophe which is declared to be a major disaster
by the President.".

,
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(b) En'ECTIVE DATE.-The amendments made by this Act shall be
applicable only in the case of catastrophes which occur on or after
July 1, 1976 and before December 31, 1976.
SEC. 3. WITHHOLDING; ESTIMATED TAX PAYMENTS.

(a) ,VITHHOLDING.(1) IN GENERAL.-Section 3402(a) of the Internal Revenue
Code of 1954 (relating to income tax collected at source) is
amended by striking out "July 1, 1976" 'and inserting in lieu
thereof "September 1, 1976".
(2) TECHNICAL AMENDMENT.-Section 209(c) of the Tax
Reduction Act of 1975 is amended by striking out "July 1, 1976"
and inserting in lieu thereof "September 1, 1976".
(b) EsTIMATED TAx PAYMENTS BY INDIVIDUALs.-Section 6153(g)
of such Code (relating to installment payments of estimated income
by individuals) is amended by striking out "July 1, 1976" and inserting in lieu thereof "September 1, 1976".
(c) EsTIMATED TAx PAY~HjNTS BY CoRPORATioxs.-Section 6154(h)
of such Code (relating to installment payments of estimated income by
corporations) is amended by striking out "July 1, 1976" and inserting
in lieu thereof "September 1, 1976".
SEC.

4.

AMENDMENT
PROGRAM.

TO

SUPPLEMENTAL

SECURITY

INCOME

(a) IN GENERAL.-Seetion 1612(a) (2) (A) of the Social Security
Act is amended(1) by striking out the word "and" which appears at the end
of clause ( i) thereof and by inserting a comma in lieu of such
word, and
(2) by inserting immediately before the semicolon at the end
thereof the following : ", and (iii) support and maintenance shall
not be included and the provisions of clause ( i) shall not be
applicable in the case of any individual (and his eligible spouse,
if any) for the period which begins with the month in which
su0h mdividual (or suCih individual and his eligible spouse) began
to receive support and maintenance while living in a residential
facility (including a private household) maintained by another
person and ends with the close of the month in which such individual (or such individual and his eligible spouse) ceases to
receive support and maintenance while living in such a residential
facility (or, if earlier, with the close of the fifth month following
the month in which such period began), if, not more than 30 days
prior to the date on which such individual (or such individual
and his eligible spouse) began to receive support and maintenance
while living in such a residential facility, (I) such individual
(or such individual and his eligible spouse) were residing in a
household maintained by such individual (or by such individual
and others) as his or their own home, (II) there occurred within
the area in which such household is located (and while such individual, or such individual and his spouse, were residing in the
household referred to in subclause (I)) a catastrophe on account
of which the President declared a major disaster to exist therein

,
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for purposes of the Disaster Relief Act of 1974, and (III) such
individual declares that he (or he and his eligible spouse) ceased
to continue living in the household referred to in subclause (II)
because of such catastrophe".
(b) EFFECTIVE DATE.-The amendments made by this Act shall be
applicable only in the case of catastrophes which occur on or after
June 1, 1976 and before December 31, 1976.

Speaker of the HOU8e of Representatives.

Vice P'l'68ident of the United States a'fld
President of the Senate.
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I am sip.ninp: today a bill ¥rhich ¥rill prevent
your withholding taxes from going up tomorrow. Last
October I asked the Con~ress to reduce Federal income
taxes by an additional $10 billion, Hhich t-rould represent
a tax saving of more than $225 for a family of four
earning $15,000 a year.
I also asked the Congress to restrain the
grm,1th of Federal soendinp:, an essential step tor·rard
balancin~ the Federal bud~et.
Not<r, nine months later, the resnonse frorn ConP"ress
is typical of their repeated failure to face the issues.
The Congress, after waitinr until the last possible rav,
has enacted a two-month freeze of withholdin~ rates rather
than cuttinp: taxes another $10 billion, as I reouested.
Furthermore, the Democratic maioritv has adopted
a spendin~ ceilin~ for the next fiscal vear that exceeds
my recommendations by $17 hillion. These actions by the
Democratic Con9'ress are wronv for the people anil t•rrong
for our economy.
Mv proposals would insure greater prosperity
and rnore and better iobs without inflation. He need
rreater tax cuts and less Federal spending. The American
people should have more control over t~rhat thev earn
rather than the Government constantly diopin~ further
into their pocketbook.
I will continue to press the Conpress to enact
the comprehensive program of tax and spendinp red.uctions
that I proposed last October, and I urr-:e all Americans
to join me in that effort.
Thank you very much.
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